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INTRODUCTION

A long-standing strand of sociological research on social mobility has described and at times lively
debated cross-national differences in mobility patterns, mobility levels, and mobility trends (Lipset
and Zetterberg 1959; Featherman et al. 1975; Treiman and Yip 1989; Erikson and Goldthorpe 1992;
Breen 2005). Increasingly, sociologists are interested in going beyond this descriptive evidence and
uncovering institutional explanations for observed cross-national differences (Ganzeboom et al. 1991;
Kerckhoff 1995; Shavit and Miiller 1998; Shavit et al. 2007; Beller and Hout 2006). These explanations
would greatly profit from a unified theoretical framework to conceptualize the relationship between
national institutional arrangements and mobility outcomes. DiPrete (2002) has begun to develop such
framework by providing a parsimonious taxonomy of mobility regimes based on shared patterns of
intragenerational social mobility. This article expands this theoretical framework to intergenerational
mobility processes. To that aim, it reconsiders the central role played by different forms of insurance
against negative mobility outcomes. Most importantly, we argue that the comparative assessment of
social mobility should also consider forms of private insurance that may be at play in addition to or
in lieu of public insurance schemes. We propose that the most effective form of private insurance is
provided by family wealth and show how wealth facilitates intergenerational mobility in systems with
fundamentally different public insurance schemes, namely the United States, Germany, and Sweden.
Our assessment of the role of wealth in shaping mobility opportunities in these different institutional
contexts complicates existing classifications of mobility regimes and at the same time adds more
strength to a theory of mobility regimes that puts different types of insurance mechanisms against
mobility risks at its center. Our framework may also help guide the emerging literature on wealth and
its social implications in times of rising wealth inequality around the globe (Wolff 2006; Davies 2008,
2009).

MoBILITY REGIMES: THE ROLE OF INSURANCE

The availability of public insurance schemes against the social risks associated with major life-course
events — such as unemployment, child-bearing, or sickness — is a central aspect of modern welfare states
and an important building block of comparative typologies of welfare regimes (Esping-Andersen 1990,
1998). The availability of insurance against social risks also plays an important role in DiPrete’s (2002)
proposal for a comparative typology of mobility regimes. DiPrete’s point of departure is that inter-
generational mobility analyses suffer from the assumption of stability of social positions in adulthood,
which in many cases is unrealistic given the sometimes large volatility of employment and earnings.
Welfare states enter into this process by providing various types of insurance that affect the volatility

of intragenerational careers. DiPrete distinguishes nations according to the incidence of mobility-



generating events — such as unemployment or union dissolution — as well as “the extent to which they
mitigate the consequences of these events through social insurance” (p. 267). In his study, Sweden
emerges as an “insurance-based mobility regime”, the United States as one in which publicly provided
social insurance is least central, and Germany occupies a middle position. It may not be surprising
that these three empirical representations of different mobility regimes coincide with those of different
welfare regimes — Sweden as the model case of the Nordic social-democratic welfare state, the United
States as the classical Anglo-Saxon liberal model, and Germany as the Continental-European conser-
vative welfare model (Esping-Andersen 1990). As suggested above, the two typologies share a common
theoretical building block: the availability of social insurance against risks. While only one of several
aspects in Esping-Andersen’s welfare state typology — in the form of decommodification as income
replacement —, social insurance is given a more central stage in the work targeted at understanding
intragenerational mobility. Over the years, DiPrete and collaborators (DiPrete and McManus 1996;
DiPrete et al. 1997; DiPrete and McManus 2000; DiPrete et al. 2001) have developed a framework to
analyze welfare states according to their influence on labor market mobility, which culminated in the
mobility regime typology mentioned earlier (DiPrete 2002). This theoretical framework has served as
an important foundation for further empirical work on differential consequences of adverse life course
in different mobility regimes. For instance, Gangl’s (2004) work on the consequences of unemployment
spells for future career trajectories shows that relatively generous unemployment benefits in Germany
provide a safety net for continued growth in occupational status while the absence of a strong unem-
ployment insurance system leads to larger scarring effects of unemployment for future labor market
status in the United States.

We expect welfare state typologies and, in particular, the existing mobility regime typology to
fruitfully orient future work on intragenerational mobility. At the same time, we lament the lack
of a similarly coherent theoretical framework for the analysis of intergenerational mobility. The
last major attempt in this regard was what became known as industrialization theory (Kerr et al.
1960; Treiman 1970). It proposed that the rise of technologically advanced manufacturing and bu-
reaucratically organized industries produced — following a functional imperative — a “new mobility
regime” that is characterized by high intergenerational mobility rates and the increasingly merito-
cratic (that is, achievement-based rather than ascription-based) allocation of individuals to education
and occupational positions. As a theoretical reference point for the empirical analysis of intergen-
erational mobility, industrialization theory has been utterly successful (see Erikson and Goldthorpe
1992; Ganzeboom et al. 1991). These empirical analyses, however, have repeatedly refuted the the-
ory’s predictions. By now, industrialization theory may seem to be relegated to a straw man function
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we suspect that this is one of the reasons for why the otherwise impressive list of empirical facts that
the field of comparative mobility research has reached agreement on over the last decades includes
very few generalizations about institutional effects on intergenerational mobility patterns (in their
2006 review Hout and DiPrete only refer to the finding of negative effects of tracking of the education
system on levels of equality of educational opportunity; see also Pfeffer 2008; Van de Werfhorst and
Mijs 2010)!.

We propose a theoretical approach to the comparative study of intergenerational mobility that,
like DiPrete’s classification of intragenerational mobility regimes, relies on an examination of the role
of insurance. For the intragenerational case, the major mobility-inducing events are those related
to labor market disruptions (unemployment, income loss, retirement, etc.) and demographic events
(child-bearing, divorce, etc.). For the intergenerational case, the main mobility-inducing events are
those structuring educational careers (entry, graduation, and drop-out) and labor market entry (school-
to-work transitions). However, if we consider individuals to be forward-looking actors, life-course risks
such as unemployment risks and risks for social marginalization will also be relevant for understanding
early decision-making regarding educational and occupational careers (e.g., Breen and Goldthorpe
1997; Cameron and Heckman 1998; Morgan 2005) and so insurance will be central to the understanding
of both intra- and intergenerational mobility.

Our institutional explanation of intergenerational mobility patterns is geared at investigating the
potential role of insurance in educational careers and early occupational attainment. We choose the
three classic representatives of different welfare and mobility regimes, the United States, Germany,
and Sweden, to investigate how education systems and labor market institutions may or may not
buffer children and young adults against social risks involved in educational careers and early occu-
pational careers. While we depart from the exclusive focus on labor market institutions, which is
often criticized to limit welfare state research (Hall and Soskice 2001), we share another important
conceptual departure point with the work discussed above. Much like Esping-Andersen (1998: p. 36)
who considers “the household as the ultimate destination of welfare consumption and allocation],...]
the unit ’at risk”’, DiPrete (2002: p. 268) argues that “an adequate theoretical treatment of national
mobility regimes must be conceptualized and operationalized in terms of the life conditions of the
individual’s household”. We also conceptualize the household as the preferred level of analysis for
comparative mobility research. In fact, for the analysis of intergenerational mobility, we necessarily
rely on a household concept that includes offspring as members of the household and family unit.
Later, we discuss how the intergenerational extension of the household definition carries important

implications for our theoretical arguments.

IThere is, to be sure, other empirical work geared at the macro-explanation of mobility pattners, but the explanations
considered are relatively ad-hoc and far from a coherent theoretical framework (e.g., Grusky and Hauser 1984; Beller
and Hout 2006).



First, however, we offer our argument for why the consideration of insurance should also figure
centrally in comparative studies of intergenerational mobility. The need for insurance against negative
outcomes of intergenerational mobility processes first and foremost depends on the extent of risk
involved in educational careers. We argue that risk is a universal characteristic of any educational
career (or any type of attainment trajectory, for that matter). The insight that risk is a central
feature of human capital investments is of course a basic pillar of economic models of educational
attainment (Altonji 1993; Manski 1993)2. In sociology, it was Breen and Goldthorpe who pointed
out that “[rlemaining at school and failing increases the chances of entering the underclass. This
means that there is a risk involved in choosing to continue to the next educational level” (1997: p.
282). The concrete risks posed by the failure to complete a specific degree, perhaps less drastic than
the immediate relegation to an “underclass”’, include the lack of a credential that could make up
for the opportunity costs of attending education (e.g., foregone earnings), the possible labor market
penalty associated with the stigma of failure, and the psychological consequences of failure. Adequate
insurance would provide a safety net that mitigates the impact of possible failure and by virtue of
doing so would change the educational decision-making process. For the case of labor market mobility,
research has shown that when welfare states “absorb risks, the satisfaction of need is ’de-familialized’
(taken out of the family)” (Esping-Andersen 1998: p.40). But can the risk of educational failure be
‘de-familialized’? Welfare states may reduce life-course risks by introducing social insurance, yet the
uncertainty involved in educational decision-making constitutes a risk that is largely closed to social
intervention. As we will discuss in detail below, the education system of none of our three comparative
cases provides insurance mechanisms that would successfully ’de-familialize’ these intergenerational
risks.

While alternative institutional designs that could curtail the importance of risk for educational
decision-making are imaginable, they appear to carry great and perhaps prohibitive costs. As a
first alternative to existing institutional designs, one could imagine education systems that rule out
failure — and thereby drastically reduce the risk associated with educational participation — in favor of
perfect equality in educational outcomes. While equality of educational outcomes may be an important
guiding principle for modern education policy (Coleman 1968), its absolute realization carries efficiency
costs: A system with perfectly equal educational outcomes disregards individual differences in ability
levels and types and does away with education’s signaling function for the labor market. Moreover,
human capital is not necessarily a homogeneous asset but produced with variations in quality, so any

perfectly equal distribution of educational degrees would still carry heterogeneities within it, which

2A distinction in economics, which does not further concern us here, is that between uncertainty and risk depending
on whether the probabilities of failure are known or not. However, as Mas-Colell et al. (1995: p. 207) point out,
uncertainty can in principle only be identified where these probabilities are objectively given, which is not the case for
educational careers.



employers and other agents will try to exploit. We do not mean to imply that there is no room or
need for institutional reforms that could reduce risk in educational careers through increased equality
in educational outcomes, there certainly is. We only claim that even in education systems that
approach equality in educational outcomes, failure will remain an option and the risk associated with
it will remain, too (potentially at even higher levels compared to less egalitarian systems). A second
alternative would consist of limiting the educational decision-making of families. Of course, there
are many, normatively permissible restrictions on families’ freedom of educational decision-making
(Swift and Brighouse 2009), the introduction of compulsory schooling being one example. Again,
there is certainly room for alternative institutional designs — given the promise of and interest in early
childhood investments (Cunha and Heckman 2007; Heckman and Masterov 2007), an example that
may be worthy of discussion could be the expansion of compulsory schooling to earlier ages. But
even short of a dystopian world in which families are dispossessed of any educational decision-making
(Young 1958) the extent to which education systems may restrict families’ power to decide on different
educational pathways is clearly limited by the degree to which they encroach on basic family values
(Blau and Duncan 1967; Coleman 1974; Swift and Brighouse 2009).

Our reference to alternative institutional designs is meant to illustrate that isolating families’
educational decision-making from risk is difficult and ultimately limited by important normative con-
siderations and economic imperatives. For the purpose of our empirical project, we will discuss how
different institutional characteristics of the three education systems considered here entail risks for the
educational decision-making of families. We will also go on to ask whether labor market institutions
in these countries successfully reduce the risks of early occupational careers. In principle, the same
labor market structures and insurance mechanisms that are at the heart of DiPrete’s mobility regime
typology may be at work. We will, however, need to assess to what extent the documented cross-
national differences in the degree of insurance provided by labor market institutions also apply to the
particular situation of young adults in their early stages of the occupational attainment process.

Before doing so, we introduce the main argument of this contribution. The need for insurance
against the risks faced in the status attainment process can also be met by parental wealth. Parental
wealth may offer a form of private insurance and thereby provide a functional substitute for missing or

lacking public insurance schemes for intergenerational mobility processes?. While DiPrete’s typology

3Similarly, and in reference to Esping-Andersen’s work, Morillas (2007) suggests that parental wealth may serve
as a means to “private de-commodification”. We avoid this term because i) in Esping-Andersen’s framework, de-
commodification describes the extent to which economic well-being is decoupled from labor market outcomes and
encompasses more aspects than the level of social insurance (namely, rules of access to and range of benefits provided;
Esping-Andersen 1990: pp. 47ff), ii) while de-commodification describes the shift of risks between the market and the
state, in later work (Esping-Andersen 1998), introduces the term “de-familialization” to refer to risk shifts between the
state and the family. In this sense, “private de-familialization” would be the more accurate term for the processes studied
here. In general, however, we prefer the generic term private insurance since it provides a more direct connection to the
mobility regimes typology.



of mobility regimes is based on the “societal mechanisms that mitigate the socio-economic consequences
[of mobility-generating events| through some form of social insurance” (p. 268), we hypothesize that a
selected family-level characteristic, namely parental wealth, mitigates the socio-economic consequences
[of intergenerational mobility-generating events| through some form of private insurance. The next
section will detail why we consider wealth to play an important role in buffering the risks involved
in educational and early occupational careers more so than any other characteristic of children’s

socio-economic background.

PARENTAL WEALTH AS PRIVATE INSURANCE

Inequality in the distribution of economic assets is intense. In many industrialized nations, the wealth-
iest twenty percent of families hold more than eighty percent of all economic wealth (Wolff 2006; Jantti
et al. 2008). Naturally, there is cause for concern that this stark inequality in one generation trans-
lates into unequal opportunities for the next generation. Following early work on the role of wealth
in the process of intergenerational status transmission (Henretta and Campbell 1978; Campbell and
Henretta 1980; Rumberger 1983), recent research has convincingly documented that parental assets
are an important dimension of inequality in opportunities in the United States. Researchers from a
variety of disciplines have documented a strong association between parental wealth and children’s
educational achievement and attainment (Conley 2001; Morgan and Kim 2006; Haveman and Wilson
2007; Williams Shanks 2007; Belley and Lochner 2007). Particular attention has also been directed
to the role of wealth in explaining racial gaps in children’s attainment and early life outcomes (Oliver
and Shapiro 1997; Conley 1999; Orr 2003; Yeung and Conley 2008). Fewer empirical contributions
have studied and detected an association between the wealth position of families and the labor market
outcomes of young adults, such as earnings (Morillas 2007) and their likelihood of self-employment
(Fairlie and Robb 2008; Fairlie and Krashinsky 2009). For countries other than the United States,
the assessment of the relationship between parental wealth and children’s educational and early labor
market success has been largely restricted to late-industrializing countries. Torche and collaborators
(Torche and Spilerman 2006, 2009; Torche and Costa-Ribeiro 2012) have found that parental wealth
plays an important role in Mexico, Chile, and Brazil, where they documented strong effects of parents’
asset ownership on different indicators of offspring’s economic well-being.*

Several mechanisms through which wealth may influence children’s opportunities have been sug-
gested. We group them into two broad categories: those explanations referring to the purchasing

function of parental wealth and, of special importance for this contribution, those referring to its

4We should note that a few contributions have also demonstrated the importance of parental wealth for the living
standards of adults, such as their own home ownership, in industrialized countries (e.g. Spilerman 2004 for Israel;
Spilerman and Wolff 2012 for France). In this contribution, we are concerned with earlier life course stages and more
selected aspects of the socio-economic attainment process, namely educational and early occupational attainment.



insurance function. According to the purchasing function, parental wealth may provide the necessary
monetary resources that fund access to important educational resources. This function might be most
evident for the access to costly higher education in the United States and many late-industrializing
countries with high tuition costs. Although a long-standing theory in economics hypothesizes the ex-
istence of credit constraints for college access, the early insight that these might particularly depend
on parental wealth and not only parental income (Becker and Tomes 1986) has only recently been
subjected to direct empirical assessment (Belley and Lochner 2007; Lovenheim 2011). In many cases,
the purchasing function of wealth implies a direct monetary transfer from parents to their young
adult children. These intergenerational transfers to young adults have been observed in many nations
(Schoeni and Ross 2005; Attias-Donfut et al. 2005; Albertini et al. 2009) and have been shown to
be closely tied to parents’ wealth position (Zissimopoulus and Smith 2011). The purchasing function
of parental wealth may, however, also emerge at earlier stages of the educational attainment process
and in the absence of intergenerational transfers: Parental wealth, and particularly housing wealth,
may purchase access to advantaged neighborhoods and schools that positively influence children’s
educational outcomes (Haurin et al. 2002), particularly in the context of strong and increasing socio-
economic segregation of neighborhoods and school (Orfield and Eaton 1996; Reardon and Bischoff
2011). Housing wealth may also provide better home environments that are generally conducive to
children’s development (Solari and Mare 2012).

Without negating the potential importance of the purchasing function, the conceptual focus of
this contribution is on the insurance function of parental wealth. We not only believe that the latter
is the most fruitful explanatory framework for studying the relationship between parents’ wealth and
their children’s early attainment outcomes but, as discussed above, we consider it the most promising
approach to a cross-national comparison of intergenerational mobility regimes. We define the insurance
function of wealth as its potential to buffer the socio-economic and social-psychological consequences
suffered from negative outcomes in children’s and young adults’ early attainment processes. Some
children are able to fall back on their parents’ wealth in case of adverse attainment outcomes, such
as college drop-out, a prolonged school-to-work transition period, or early episodes of unemployment.
These children, we hypothesize, are consequently more likely to opt for long-term human capital
investments, such as college attendance, or choose particularly competitive or protracted career paths

that they may be able to sustain even in the face of early set-backs®. As part of his ethnographic

5We also acknowledge the possibility of a different kind of wealth effect on occupational outcomes that may coun-
terweight the hypothesized positive effects: Parental wealth may support educational investments with returns that are
not primarily monetary. While individuals from advantaged socio-economic backgrounds generally favor the most pres-
tigious fields of tertiary study, they are, for example, also overrepresented in art schools and therefore faced with a labor
market that is highly volatile but provides low agerage income returns. While this phenomenon may indeed weaken
the hypothesized positive association between wealth and occupational outcomes, it should not be prevalent enough
to affect the overall direction of this relationship. In addition, this counterveiling mechanism might be particularly
applicable to the very top of the wealth distribution, which survey studies of wealth typically fail to capture.



inquiry into the social significance of wealth, Shapiro (2004) similarly argued that parental wealth
provides “important real and psychological safety nets” for children. This perspective also resonates
well with what Spilerman (2000) suggested as the preferred conceptual approach to the study of
wealth for sociological stratification research: wealth as the foundation not necessarily of a specific
consumption pattern but a specific “consumption potential”’, which individuals can draw on — and, as
we would add, pass on to their children — if and when needed (in which case, it enables “consumption
smoothing”). It is this aspect of wealth that distinguishes it from the socio-economic characteristics
typically studied in stratification research, namely occupation-based measures, education, and income
(Spilerman 2000: p. 500). The view that wealth ownership produces important behavioral effects that
no other aspect of socio-economic status can generate also coincides with the believes of a growing
number of advocates of asset-building policies. As Sherraden (1991) famously formulated, “income
feeds peoples’ stomachs, assets change their minds”.

We stress that based on its insurance function, we expect parental wealth to carry behavioral
implications, namely influence educational and occupational choice, even in the absence of its actual
use as a buffer in situations of educational failure or early labor adversity. In this sense, the exclusive
focus on intergenerational transfers to identify intergenerational wealth effects necessarily fails to
capture the full impact of parental wealth on children’s educational and early occupational careers.
The insurance mechanism thereby corresponds to a broader understanding of wealth as a determinant
of “life chances”, an aspect of economic wealth that has been stressed in asset-based concepts of social
class (Sgrensen 2000; 2005).

We hypothesize that the insurance function of wealth is a feasible explanation of the cross-national
evidence reported here. We do not, however, provide a direct empirical assessment of this mechanism.
The latter is a challenging task not only because of the lack of a clear empirical approximation —
like measures of transfers may provide for a large part of wealth’s purchasing function — but also
because of the potential impact of unobserved parental characteristics that could contribute to the
intergenerational associations observed here. Classical behavioral models in economics suggest a
variety of factors that may drive individuals’ wealth accumulation, which in the neo-classical world
of perfect credit markets is viewed simply as delayed consumption arising from differential savings
propensities. The latter may, for instance, be driven by differential discount rates (that is, orientations
towards the future), levels of risk aversion, altruistic preferences for bequeathing one’s offspring, and
others (see also Becker and Tomes 1986). For these unobserved — and potentially unobservable —
characteristics to drive the intergenerational associations studied here, they would not only need
to determine parents’ wealth position but also their offspring’s attainment. Whether this line of

reasoning is a convincing alternative explanation for the intergenerational association between wealth



and children’s outcomes depends on a variety of factors. First, these unobserved characteristics may
determine savings propensities but savings behaviors are not necessarily a good predictor of a families’
wealth position. We know that the largest part of families’ net worth is not accumulated within one
generation through savings and investments but passed on through bequests and inter-vivo transfers
(although the empirical estimates of just how much wealth transfers account for families’ total wealth
differ considerably; Kotlikoff and Summers 1981; Modigliani 1988). Second, for these unobservable
characteristics to upwardly bias the estimates of intergenerational wealth effects they need to impact
parents’ wealth and children’s outcomes in the same direction. For some characteristics that may be
less convincing than for others. For instance, risk aversion — which would appear to be a particular
challenge in the context of a conceptual framework that puts much weight on the inherent risks in
educational and early occupational careers — does not comply with this requirement. In our view, risk
averse families are more likely to accumulate wealth and we expect risk averse parents and children to
be less willing to invest in long educational and risky occupational careers (see also Belzil and Leonardi
2009). Third, if parents’ unobserved characteristics influence educational decision-making and account
for differences in educational and occupational outcomes of their children it seems reasonable to assume
that they also account for their own educational and occupational outcomes, which we observe and
control for in our models. In other words, controls for parents’ own educational and occupational
outcomes should capture a large part of those unobserved characteristics assumed to be relevant for
the educational and occupational outcomes of their children.®

We have considered a number of arguments against the claim that the associations observed here
may suffer from severe unobserved bias. But we can also refer to recent work that has found in-
tergenerational wealth effects to be stable against unobserved bias (Torche and Costa-Ribeiro 2012;
Spilerman and Wolff 2012; Elwert and Pfeffer 2012). While future research may aspire to add further
credibility to the claim of a causal relationship between parental wealth and children’s outcomes, we
consider the existing evidence encouraging enough to merit the advancement of a conceptual frame-
work in which wealth is hypothesized to affect behavior instead of a prohibitive preoccupation with
the possibility of the reverse. We believe that the unique strength of the sociological perspective lies
in the focus on the social mechanisms behind these associations (Hedstrém and Swedberg 1998) and
suggest the insurance mechanism as one such mechanism that may help orient future research on

wealth and comparative research on intergenerational mobility.

6 Another necessary condition for the existence of unobserved bias arises if we consider children themselves rather
than their parents the focal unit of decision-making (a point on which we remain agnostic), namely whether these
unobserved characteristics are transmitted across generations (for supporting evidence see Dohmen et al. (2012) on risk
aversion and Gouskova et al. (2010) on future orientations).



INSTITUTIONAL CONTEXTS AND WEALTH EFFECTS

Before embarking on a description of important institutional arrangements and their relationship to
parental wealth in the three nations of this study, we should point out one important commonality
between them: These three countries are marked by similarly high levels of wealth inequality (see Wolff
2006; Jéntti et al. 2008). It might be particularly notable that wealth inequality is no less intense
in otherwise more egalitarian Sweden or Germany than in the United States. In fact, cross-national
comparisons of the distribution of wealth in a number of industrialized countries show Sweden to
suffer the greatest inequality on this dimension (Jéntti et al. 2008)".

In this section, we outline how specific features of the U.S., German, and Swedish education and
welfare system relate to the hypothesized purchasing and insurance functions of parental wealth.
While our conceptual focus is on the insurance function, we also need to discuss how the purchasing
function of wealth for children’s attainment may differ across these contexts. As will be shown, the
latter shows greater cross-national differences than the former, which provides an important contrast

for the interpretation of our empirical results.

Education systems and wealth’s purchasing function

The education system of the United States leaves ample room for the purchasing function of parental
wealth: Here, the ability to acquire access to advantageous educational resources through home owner-
ship is fostered by the localized funding structure of pre-tertiary public education where property taxes
serve as the main revenue source for educational funding. Educational resources are not restricted to
schools’ economic resources but also the structure of social networks in schools and neighborhoods
(see Coleman et al. 1966). Given the funding structure of public education and the extend of socio-
economic segregation in neighborhoods and schools (Reardon and Bischoff 2011), the United States
thus sets the clearest incentives for wealthy parents to select into preferable neighborhoods. Over and
above that, private education plays a non-negligible role throughout all levels of the U.S. education
system.f

On the post-secondary level, the U.S. system is marked by generally high and ever rising tuition
costs (College Board 2011). Already back in the late 1970s, seventy percent of college students claimed

that they would have chosen differently if funding had not constrained their choice (College Entrance

70f course, this fact reflects the interaction between a nation’s welfare system and the distribution of private wealth:
both Sweden’s and Germany’s public pension scheme provide a more egalitarian wealth distribution than a simple look
at individual asset holdings would suggest. Using a measure of private wealth that fails to include pension entitlements
is problematic for any study of economic well-being but weights less heavily in the context of this contribution. For the
life course stages studied here, namely the early attainment outcomes of children, public wealth entitlements of parents
can be assumed to be of minor importance due to the fact that they are ultimately inaccessible until much after the
completion of the attainment process. To the extent that parents’ foresight of future pension wealth may influence
present-time decision-making we provide conservative estimates of wealth effects in Germany and Sweden.
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Examination Board 1977; Flint 1992). While need-based scholarships partly cover tuition and living
costs, they fail to take into consideration important parts of students’ wealth background. For instance,
the 1992 Higher Education Act removed home ownership from the calculation of financial need.

In Germany, the choice of a specific secondary school is an equally important strategy to secure
educational opportunities. However, educational resources show less variation across different neigh-
borhoods than across different school types within the same neighborhood. In the context of the
highly differentiated German education system, the selection of a secondary school type occurs at
a relatively early age (typically between ages 10 and 13) and is in many cases de facto irreversible.
Entry into the highest track of the highly differentiated German education system is much less deter-
mined by residential choices than by parents’ knowledge of and own prior success in navigating the
complex pathways of the German system (see Pfeffer 2008). Only one school type, the Gymnasium,
immediately provides qualifications for entering university. Other school types, the Realschule and
Hauptschule, typically lead to an apprenticeship, which prepares for skilled manual or non-manual
labor, respectively. For those students who do graduate from Gymnasium, access to college is largely
open (with the exception of some field-specific numerus clausus rules based on high school GPA) and
free, although many German states have experimented with — that is, introduced and again abolished
— low tuition fees over the last few years. Living costs are partly covered by a need-based aid system,
which, however, also fails to take into account parental wealth. Overall, the lower total cost associated
with attending tertiary education should nevertheless make parents’ wealth or equity-based lending a
less consequential resource in Germany.

In Sweden, schooling is not only free at all levels but also nearly completely standardized, and the
complex pathways of the German type have been abolished since the 1950s. The nationally standard-
ized curriculum means that school quality differs comparatively little across schools. Parents can only
influence the composition of school peers via the choice of residential location®. While the advantage of
wealth at the early educational levels may therefore be restricted to living in an affluent neighborhood
and having access to the corresponding social networks, the more egalitarian distribution of well-being
in Sweden also means that the differences between advantaged and disadvantaged neighborhoods is
much less intense compared to the United States. All individuals follow a standardized curriculum un-
til 9th grade (age 15), when they proceed to the voluntary upper-secondary school where they choose
between academic and vocational tracks. The vocational tracks are profoundly general in character
without the strong connection to the labor market of the German apprenticeship system. All aca-
demic tracks grant basic eligibility for tertiary education, although many post-secondary programs,

for instance in the natural sciences, require specific high school coursework, such as mathematics and

8Even though a quasi-market in form of a publicly funded voucher system was introduced in the 1990s at both
compulsory and upper secondary levels (see Bjorklund et al. 2005 for an overview of the consequences of these reforms),
the population we study here is influenced little by this reform.
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natural sciences. Studying at the voluntary upper-secondary school grants a moderate but notable
study benefit that is paid out to the parents until the child turns eighteen and directly to students after
that point. Admission to tertiary education is entirely based on a numerus clausus system, a merit se-
lection that is system driven by supply and demand. Graduation from academic tracks is therefore not
a guarantee for university admission. Moreover, the grade point average of upper-secondary schools
or test results of the voluntary aptitude test SweSAT are close to exclusive instruments for merit
selection. Admission based on interviews does occur but is always conditional on the SweSAT results.
For higher education and other forms of post-secondary schooling, the government provides all adults
up to their fifties with loans and grants, which provide the necessary means for covering living costs,
although at a decidedly no-frills level (student grant income is less than half of median earnings).
Student housing is reasonably priced in smaller urban settings, but housing costs are high in large
cities, where the under-supply of housing and extensive waiting lists have turned into a continuous
problem. Parental wealth may thus influence the decision in favor of tertiary education, especially
longer post-secondary programs that imply many years of low disposable income, by lowering living
costs through private housing or by directly subsidizing income. But, like in Germany, we still expect
the lower direct cost of attending college to account for a more muted purchasing function of wealth
compared to the United States.

In sum, in regards to wealth’s purchasing function, a prediction about the role of institutions should
be straightforward. Both Germany and Sweden are known for a strong system of public education and
tuition-free higher education while the United States is marked by profound geographic inequalities
in the distribution of educational resources and high tuition costs. Consequently, the purchasing
function of parental wealth should be expected to be less central in these European nations compared
to the United States, where parental wealth is hypothesized to hold the greatest potential for buying
educational advantage in the form of advantaged schools and neighborhoods and by facilitating access

to and persistence in college.

Risk in educational and early occupational careers in three institutional contexts

While the brief description of each nation’s education system offered above allows a clear prediction
regarding the expected cross-national differences in the purchasing function of parental wealth, we
now discuss why the same does not hold true for the insurance function. We have argued earlier that
risk is a universal feature of any educational career. Here, we show how it takes different forms in
different systems.

The level of risk in educational careers partly depend on the degree of differentiation of the educa-

tion systems, that is, the extent, timing, and rigidity of student selection into different secondary school
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types and tracks (Hopper 1968; Allmendinger 1989). In a highly differentiated system, such as that of
Germany, different school types or tracks define distinct educational pathways with limited possibil-
ities for switching from one path to the other through track mobility or alternative, “second-chance”
routes. The failure to complete an educational pathway is thus most likely to incur a permanent loss
of education and income in a highly differentiated education system. In addition, the risk is further
increased in the German system due to the early selection into different school types: Whether the
long path to college completion can feasibly be accomplished is especially great since the basic decision
for the college track is typically made in fourth grade, that is, with only limited information about
children’s academic abilities. In this regard, the German system entails higher levels of risk than more
comprehensive systems, such as those of the United States and Sweden, which generally allow for more
fluid patterns of track mobility and thereby less drastic and terminal responses to educational failure
than drop-out. As one of the most comprehensive education systems of the industrialized world, the
Swedish system is perhaps most open to smooth transitions to other tracks in the case of failure
(Erikson and Jonsson 1996). In comparison, the U.S. system is more complex and may incorporate
higher risks than usually presumed. Arum and Hout (1998) point out that educational attainment in
the United States is by no means as gradual or linear a process as sometimes depicted, but instead
characterized by an array of choices and constraints (Lucas 2001).

Next, we stress that participation in higher education necessarily entails opportunity costs inde-
pendent of the direct costs of attendance. The need to make up for foregone earnings constitutes a
risk in any institutional contexts. It should be noted that even the relatively generous study benefits
offered in Sweden fall far short of making up for these foregone earnings. The two main determinants
of opportunity costs are the time to degree completion and the income returns to a tertiary degree:
Opportunity costs increase with the official length of study program and the potential delay of grad-
uation. Both official and actual time to a university degree were higher in Germany than in Sweden
and the United States at the time our sample of students attended higher education, that is, before
the Bologna reform (Smart 2005: p.266). Income returns to a tertiary degree were much lower in
Germany and Sweden than in the United States in the time period considered here, partly thanks to
relatively high wages for non-tertiary graduates. In the late 1990s, German and Swedish university
graduates’ income was about one third higher than that of those who held only a higher secondary
degree or non-university tertiary degree. In the United States, the ratio was twice this size with a
"college premium’ of about two thirds (OECD 2011, table A8.2a). In other words, the opportunity
costs of attending higher education were much lower in the United States than in Germany or Sweden.

The major risk entailed in school-to-work transitions and early labor market mobility consists,

just like in later labor market mobility, of periods of unemployment. We have already discussed
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existing evidence on how the Swedish and German welfare states successfully insure against this risk
by providing unemployment insurance. However, we rush to add that unemployment benefits are not
available to young adults at the beginning of their occupational careers since in both Sweden and
Germany they are conditional on having worked full-time for at least one year. Sweden also has the
Ghent system in which the state delegates administration of unemployment benefits to organizations
associated with trade unions rather than to a government agency. Benefits are thus also conditional
on one year of membership in an independent unemployment benefit society. The ability to maintain
reservation wages through extended (first) job searches may thus be just as severely limited in Sweden
and Germany as it is in the United States — unless young adults may fall back on their parents’ wealth
during this time.

Further risks associated with school-to-work transitions depend on other institutional features,
such as the strength of the link between educational credentials and occupational access. Germany’s
apprenticeship system significantly eases school-to-work transitions and creates a strong but rigid
association between education and occupation. In the United States, by contrast, the association
between education and occupation is comparatively more vague. Sweden can be said to occupy a
middle ground between Germany and the United States (Shavit and Miiller 1998): The standardized
Swedish educational system with profoundly general vocational education means that the connection
to the labor market is weak, similar to the United States. In the United States, however, this weak
connection is coupled with a less strictly regulated labor market and lower barriers to job entry.
In regards to labor market regulation, Sweden is more similar to Germany. Sweden thus holds the
unusual combination of loose school-to-work linkages and a high unionized and regulated labor market
with high minimum wages and seniority-based employment protection (Schréder 2000). Ultimately,
this implies that the transition into full-time employment in Sweden is both a risky and drawn-out
process (Erikson et al. 2007). Since the 1990s, Sweden has had one of the highest youth unemployment
rates relative to that of adults among OECD countries. Supposedly, this adverse feature should be
mitigated by Sweden’s active labor market policies, however, these labor market programs have proven
inefficient and their dampening effect is contested (LeGrand et al. 2005). As class- and occupational
attainment is focused on the early years in the labor market (Harkonen and Bihagen 2011), the weak
link between education and the labor market in Sweden creates a precarious period with potentially
long term consequences — early unemployment experience is associated with a scarring effect on later
outcomes (Nordstrom Skans 2004). In short, the risks involved in the school-to-work transition can

be denoted the “blind spot” of the Swedish welfare state.

It is difficult to compare the overall degree of risk that children and young adults face in their
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educational and occupational choices in these three systems even when we restrict the assessment of
risk to dimensions that can be assessed directly (though not necessarily easily, such as the opportunities
for track mobility and availability of alternative pathways in secondary education, opportunity costs
in higher education, eligibility conditions for unemployment benefits, barries to for labor market
entry), unlike, say, the psychological consequences of failure. Nevertheless, the clear conclusion that
can be drawn from the preceding discussion is that risk is a pervasive and important feature of the
status attainment process in all three contexts. Even countries with a large welfare state and that
may otherwise be described as “insurance-based mobility regimes” fail to provide insurance against
those risks. Hence, there is ample room for parental wealth to provide independent and substantial
private insurance that f positively impact educational decision-making and occupational careers. We
thus begin the empirical assessment of the role of wealth for the status attainment process with the
hypothesis that wealth effects are present in all three contexts. While the purchasing function of
wealth implies that wealth should play a pronounced role in only the United States, the insurance

function of wealth suggests notable wealth effects in all three countries.

DAtTA

The relationship between wealth and children’s outcomes is understudied largely because of data
limitations. So far, panel surveys in only two nations — the United States and Germany — have
measured wealth holdings of families and tracked their children long enough to observe their final
educational and early occupational attainment. In addition to these survey data, however, Swedish
registry data offer the same kind of information. Below we summarize the nature of both the survey
and the register data used in this contribution.

The Panel Study of Income Dynamics (PSID) is the world’s longest running, nationally represen-
tative panel studies. It began in 1968 with approximately 4,800 households and continues to survey
all original sample members and split-off households, such as those of children. The analytic sample
consists of children of households that participated in the 1989 wave of the PSID, which included a
full-fledged module to measure household wealth. Being of school age in 1989, these children have
reached ages 24 through 36 in the 2007 wave (N=1,665)°.

The German Socio-Economic Panel (SOEP) is Germany’s largest panel study, partly modeled after
the PSID. It began in 1984 with about 6,000 households living in the Federal Republic of Germany and
was expanded to the former German Democratic Republic after the fall of the Berlin Wall (Wagner

9 Another U.S. survey, the National Longitudinal Study of Youth 1979 and its Child and Young Adult Supplement,
meets the data requirements for this study. Earlier research has demonstrated that the PSID and NLSY data yield
substantively similar results for the questions addressed here (Pfeffer 2011). We choose the PSID as the data source
for the cross-national comparison because it is much closer in design and sampling strategy to the German survey used
here.
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et al. 2007). The 1988 survey wave included an extensive asset questionnaire and therefore builds the
basis for the assessment of family characteristics. The children who were of school age in that year
have reached ages between 26 and 38 in 2008 (N=745).

The Swedish data come from population level registers. The Swedish sample is based on the 1985
census for the parents and child outcomes in 2007 (ages 28 to 40). The intergenerational inlk is based
on a shared census “apartment identification code” in 1985, which closely resembles the structure
of household surveys in the United States and Germany. Naturally, the register data yield a much
larger number of observations, namely the full universe of the analytic population (N=1,079,634).
The socio-economic information used here stems from different registers and censuses: Educational
information for both generations is contained in censuses as well as registers from all public providers
of schooling since the 1970s. Occupational information comes from censuses for the parent generation
and employer-reported records for children.

The survey measures of wealth are fairly comprehensive and provide information separately for each
asset type, namely, savings accounts, stocks, business holdings, real estate, home equity, and debts.
These can be aggregated to a measure of net worth (real assets plus financial assets minus debts). In the
register data, wealth is collected from tax reports and available only as a net worth value'®. Taxable
wealth is assessed at the individual level or family level for married couples (note that cohabitation is
very common in Sweden). In the time period for which we assess wealth holdings (1980s), wealth was
taxable only if it exceeded a certain threshold corresponding to about 300,000-400,000 SEK (roughly
$80,000-$100,000 in today’s values). Swedish residents were required to report all of their substantive
wealth to the tax authorities irrespective of whether it fell above or below the taxable threshold.
Nevertheless, we suspect that individuals with net worth far below the taxable threshold might have
reported their total net worth less diligently, and if they did so, with higher measurement error at
the bottom. Therefore, we are more likely to miss smaller wealth holdings and fail to capture wealth
effects at the lower end of the distribution. We have scrutinized this measurement error by conducting
sensitivity analyses in which we have truncated the wealth distribution and imputed a floor value. The
results reported here were robust to these sensitivity checks (available from the authors) . In order to
increase the comparability of register-based wealth measures to the survey-based wealth measures for
the United States and Germany, the net worth values for Swedish families are computed by summing
positive wealth for all adult individuals living within the same census apartment.

For our empirical models, the net worth measure is assigned a ceiling value of one million dollars

10While the register-based wealth measure is of generally high validity, it has some shortcomings. Most importantly,
it does not include the market value of apartments. The reason for this is that private ownership of apartments does not
exist in Sweden. Instead, Swedes own apartments through membership in housing cooperatives and only the personal
share in the cooperative’s assets are taxable, but these does not reflect the market value of the property. A more
comprehensive description of this system is available from the second author.
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(1989-$, purchasing power parity) and log-transformed to reduce skew. Cases of zero and negative
wealth are assigned a floor value. The results presented here are based on a floor value of $500 (1989-
$, purchasing power parity) but are stable to other arbitrary floor values (that is, those used in the
sensitivity analyses for Sweden).

Remaining indicators of a family’s socio-economic standing are the highest number of years of
education completed by either parent, the highest socio-economic index score — SEI in the United
States and ISEI in Germany and Sweden (see Ganzeboom et al. 1992; Ganzeboom and Treiman
1996)*! — of either parent’s occupation, and the (natural logarithm of) family income averaged across
several income years (“permanent income”) and adjusted for household size (1/v/hhsize). Educational
attainment is measured as the total number of years of education attained, occupational attainment

12 The choice of these measures

as the socio-economic index score of the current main occupation
is driven by an effort to replicate the classical variables used in status attainment research. Missing
values on all variables are multiply imputed using the Stata ice module (Royston 2005).

The issue of measurement error in reports of socio-economic standing is addressed by drawing on
measures from at least two points in time: For the social background variables these are the years
1984 and 1989 for the PSID, 1987 and 1988 for the SOEP, and 1985 and 1990 for the Swedish census
and register datal!?.

the PSID, 2006 and 2008 for the SOEP, and 2004 and 2007 for the register data. In general, the

For children’s outcomes, we use information from the years 2005 and 2007 for

measurement quality in register data is considered higher than that those of surveys. In fact, register
data are often used as a benchmark to assess the quality of survey measures. For the measurement of
wealth we can, however, note that such comparison has yielded relatively favorable judgments about
the quality of survey measures of wealth (see Johansson and Klevmarken 2007) and may therefore
instill some confidence in the comparability of wealth effects across these two different types of data
sources. Sensitivity analyses in prior work (Pfeffer 2011) also suggest that differential levels of error
in the survey measures of wealth for the United States and Germany are unlikely to bias the results

of that cross-national comparison.

1 For sharing cross-walks between occupation codes and socio-economic index scores we thank Carl Frederick (see
Frederick and Hauser 2008) and Erik Bihagen (see Bihagen 2007).

12The identification of the first occupation as opposed to the current occupation would be desirable and allow a more
direct assessment of school-to-work transitions. However, since our analyses are based on a sample of relatively young
adults (and given further controls for age in some of our models), the differences between current and first occupations
should be small. Furthermore, we consider them less problematic than the measurement error produced by the inevitable
mis-identification of first occupations (apprenticeships, internships, etc.).

13Tn the United States and Germany, permanent income is measured as a five-year income average. In Sweden, we
use two meausures of permanent wealth and permanent income, averaged over the years 1981 to 1984 and 1985 to 1989,
respectively. In ongoing revisions, we are further standardizing these different measurement strategies across datasets.
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METHODS

The empirical assessment of inequalities in opportunity has a long history. For several decades, sociol-
ogists have studied this topic under a common framework, namely status attainment research. Status
attainment models were developed in Blau and Duncan’s seminal work The American Occupational
Structure (1967) to estimate the relative effects of different background characteristics on individuals’
educational and occupational success. Blau and Duncan’s approach to the study of the reproduction
of social inequalities might be the single most replicated model that sociology has seen. Over sev-
eral decades it has been extended, modified, confirmed, and criticized (Campbell 1983; Ganzeboom
et al. 1991). One especially persistent critique of these models comes from Bowles and collaborators
(1972; 2002), who have repeatedly suggested that standard status attainment models yield a biased
picture of the determinants of attainment because they fail to include important socio-economic back-
ground characteristics, particularly parental wealth. This contribution directly responds to the latter
objection by investigating the independent role of wealth in the intergenerational transmission of
advantage.

We start by applying the same modeling framework introduced by Blau and Duncan. Status
attainment models are structural equation models that estimate direct and indirect effects of an indi-
vidual’s social background on his or her educational and occupational attainment. The visual display
of the estimation results occurs via path diagrams in which directed arrows indicate direct effects and
curved, undirected arrows indicate unanalyzed correlations. Path coefficients can be interpreted as
standardized linear regression coefficients (directed arrows) and simple correlation coefficients (curved
arrows). The inclusion and exclusion of any specific effect is based on considerations of model fit. The
latter is not discussed in detail here but it should suffice to know that all of the presented models
that are based on survey data fulfill standard statistical criteria for satisfactory model fit (see Ap-
pendix; most standard measures of model fit are not informative for the Swedish case due to the large
number of observations). The models estimated here also include a measurement model. This part
of the model not only specifies that each (latent) variable is measured by two variables observed at
two different points in time, but also allows for measurement error in each variable as well as some
selected correlations among these measurement errors. In order to further facilitate the focus on the
substantive (structural) part of the models, the measurement part of the estimated models is not
further discussed here and not included in the path diagrams (but see Appendix).

We follow the common practice of labeling the estimated coefficients “effects” while stressing that
they are estimated under specific assumptions about potential causality and, for the reasons mentioned
above, are not meant to yield direct causal evidence — a point that has been stressed from the outset

by the creators of path analysis (Wright 1934; Duncan 1966). Similarly, the empirical analyses do not
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attempt to directly identify which of the hypothesized mechanisms drive the observed associations.
But as suggested above, the outcomes of the comparison might allow us to infer the likely existence
of some causal pathways.

The attainment models provide a nice overview but come at the cost of viewing the analyzed
outcomes as homogeneous assets. We next examine wealth effects on educational attainment in more
detail in order to assess whether they are uniform across the educational distribution or specific
to some educational transitions. Educational transition models are a standard sociological tool for
the study of social background effects on educational attainment. Rather than viewing education
as an uni-dimensional good, these models take the discontinuous and discrete nature of educational
attainment as the point of departure and estimate the educational choices the way students face them,
namely as a series of transitions (Mare 1981). While this approach increases the realism of the model
it has also been criticized on methodological grounds: In principle, every transition is estimated
based on an independent sample and for each transition this sample becomes selected on ability.
A standard result in the educational transition literature is that social background effects tend to
wane across transition, with the sociological interpretation that this reflects increasing social distance
between children and their parents. This results, however, can be entirely driven by the process of
sample selection described above, which tends to mute social background differences by comparing
a relatively more selective group of individuals from disadvantaged backgrounds to a relatively less
selective group of individuals of advantaged backgrounds. Mare pointed to this problem in 1993, but
it did not receive widespread acknowledgment until 1998 when Cameron and Heckman published a
thorough critique of this literature. Cameron and Heckman also criticized the underlying behavioral
model according to which each transition is independent, implying myopia on behalf of the agents.
Instead, they argue that children form expectations about their final level of attainment early on and
not just the most proximate outcome at each single transition step.

Thus, while of high theoretical interest, the question if social background differences — and in our
case, differences in parental wealth — vary across levels of educational attainment is empirically difficult
to assess. Lucas (2001) argues that the estimation problem can be solved through time-varying or
transition-varying controls, such as grade point averages from the most recent level of education. Other
recent suggestions include the use of assumption rich methods, such as instrumental variable models
or latent class estimation of the unobserved component (Lucas 2010). Since we do not have access to
transition specific controls, we approach non-linearities in educational attainment from a more agnostic
perspective. Angrist and Pischke (2008), who express general skepticism towards non-linear models
that condition on previous events, suggest that the function P(Y > C) with varying thresholds C can

be used as an outcome in order to assess non-linearities. The function produces binary outcomes with
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C as cut-off values that can then by analyzed through logit models or linear probability models (LPM).
As opposed to the transitions approach, the estimation sample is kept intact across transitions. The
cost is that our focus shifts to variations in the final distribution of education (in line with Cameron
and Heckman 1998), rather than transition-specific differences. For the United States, we distinguish
high school graduation, college attendance without graduation (“some college”), and bachelor’s degree
(BA) attainment. For Germany, we study the completion of the academic track (Gymnasium) and the
graduation from university. For Sweden, we look at the completion of the academic upper-secondary
track, which prepares for university studies, a tertiary degree, and — thanks to the large number of
observations — we can also investigates post-graduate degree (“long tertiary”). We estimate binary logit
models of the P(Y > C) form. Since logit models are identified by assuming a specific error variance,
the coefficients they produce are difficult to compare across models and samples (Mood 2010). We
therefore estimate average marginal effects (the average of individual-specific marginal effects, which
are identical to LPM coefficients), which we denote dy/dz, and a proportional version that shows the
relative change in P(Y > C) for a unit change of an independent variable, which we denote E(y)/0x.
The last figure is similar to a probability ratio but evaluated separately for each individual and then

averaged rather than computed directly from some point in the outcome distribution.

REsSULTS
STATUS ATTAINMENT MODELS

In order to assess how the inclusion of wealth alters conclusions drawn from status attainment models,
we begin by replicating the standard model of status attainment, which includes only parental edu-
cation, parental occupation, and family income as background characteristics. In a second step, we
add the net worth measure and observe its effects on educational and occupational attainment as well
as the resulting changes in the general structure of the intergenerational transmission of advantage.
The resulting path diagrams are displayed in Figure 1 for the United States, in Figure 2 for Germany,
and in Figure 3 for Sweden. All displayed coefficients are statistically significant (p<.05), with the

exception of one coefficient indicated by a dashed line and retained for illustrative purposes.

United States In the standard models of status attainment (Figure 1a), parental education exerts
the strongest effects on children’s attainment compared to other indicators of social background.
This finding corresponds well to the common result of most analyses of intergenerational mobility
processes. Under control of parental education, parents’ occupational status as indicated by the socio-
economic index also exerts significant effects on educational attainment and remaining direct effects

on occupational attainment. The same holds true for household income, which exerts stable direct
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effects on educational and occupational outcomes in both datasets. Overall, this base model yields
rather comparable conclusions about the relative force of different social background components and
matches up well with the classical results of status attainment research (Blau and Duncan 1967; Sewell
and Hauser 1975).

Of course, many further aspects of these models could be discussed here, but the focus of the
analysis is on the question of how the overall structure of these models changes once wealth enters
the picture. Figure 1b provides the answers, which can be summarized in the following way: First,
the intergenerational effects of parental wealth are significant and strong. The size of the coefficients
is in the broad range of that of other background effects with the exception of the effects of parental
education. Second, the direct effect of parental wealth on occupational attainment under control of
its association with educational attainment is also significant and about half the size of its direct
effect on education. The only other direct background effect on occupational attainment is that of
parental occupation. Third, by adding parental wealth to the classical status attainment model, the
effects of family income are reduced to statistical and substantive non-significance. This suggests
that in prior research family income measures have at least partly functioned as proxy measures
for intergenerational wealth effects'*. Overall, the suspected strong role of wealth in the process
of intergenerational status transmission is confirmed for the United States. Both educational and
occupational outcomes are clearly associated with the value of parents’ net worth, with all other

classical indicators of social background held constant.

Germany In the base model for Germany (Figure 2a), we again observe strong effects of parental
education on their children’s educational attainment, which surpass the otherwise significant effects
of parental occupation and family income. In contrast to the U.S. case, however, none of these
background factors exert direct effects beyond educational attainment on occupational destinations. In
other words, the transmission of labor market advantage seems to be entirely mediated by educational
attainment. This does not necessarily imply that the structure of intergenerational mobility would be
in any way more “meritocratic” than in the United States. Instead, it means that higher status parents
succeed in passing along advantage to their children through higher levels of educational attainment.
Beyond this, parents’ socio-economic resources do not — perhaps do not need to — contribute to status
maintenance.

Now, what changes when we add parental wealth to the picture? In Figure 2b we observe a
significant effect of parental wealth on educational attainment, incidentally of the very same size as

the effects of parental occupational and family income. Parental education remains the most crucial

14The hesitation to make the broader claim that all of what we believed to be income effects are in reality wealth
effects is based on results from the NLSY data, where the reduction of income effects is less pronounced but still notable
(see Pfeffer 2011)
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component of social background, and status reproduction still fully works through the transmission
of educational advantage. But based on these results, the role of parental wealth in intergenerational
mobility merits at least as much attention as that of income and occupational background. Another
reason for why wealth inequality should be studied as an additional factor in processes of intergener-
ational mobility in Germany is that, even more so than in the United States, it forms an independent
dimension of social inequality that partly runs across existing lines of socio-economic stratification, as

indicated by the weaker correlation of wealth with other social background characteristics.

Sweden In Sweden, the based model of status attainment (Figure 3a) also reveals the already
familiar dominant role of parental education in impacting the educational attainment of the next
generation, but no substantive direct effects on occupational attainment (we remind the reader that
thanks to the large sample size any coefficient will be statistically significant). No surprises either for
the smaller but substantial effects of parental occupation on both educational attainment and occupa-
tional attainment. The intergenerational influence of parental income is much smaller. Surprisingly,
however, the association between income and educational attainment appears to be negative, under
control of parental education and occupation. A feasible explanation of this counterintuitive results
is that in the context of a generous welfare state, higher income based on the same educational and
occupational status likely derives from social transfers. In that case, the negative income effects re-
flect the underrepresentation of students at the tertiary level who have experienced economic hardship
during childhood.

These standard background effects remain basically unchanged when we add parental wealth to
the model (Figure 3b). Like in the German case, the relatively low correlation between wealth and
these other background characteristics could account for this fact. The independent effects of parental
wealth on educational attainment are again notable and of the same size as the effects of parental

occupation. Substantial wealth effects beyond educational attainment cannot be detected.

Crossnational Comparison Finally, what have we learned about the relative centrality of parental
wealth for the intergenerational transmission of status in these three countries? Comparing the sizes
of the presented standardized regression coefficient within each dataset, the most sensible conclusion
is that of a surprising degree of cross-national similarity in the relative importance of parental wealth
as one ingredient of intergenerational advantage'®. The effects of parental wealth on educational

attainment are notable in all three countries. They are significantly smaller than the effects of parental

15A direct comparison of coefficient sizes across datasets is problematic even if the variables used in these models
were (already) fully harmonized across countries (for instance, so far we had to rely on a U.S. version of SEI as opposed
to the internationally comparable ISEI scale used in Germany and Sweden) (see also Ganzeboom et al. 1991). It can,
however, be noted that even if one were willing to engage in this type of comparison, it would hardly be evident that
these three countries differed radically in the importance of wealth for educational attainment.
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education, namely about two fifths of the parental education effect in the United States and Germany
and one quarter in Germany. But, in all three nations, they are of basically the same size as the effects
of parental occupation.

The influence of wealth in the status transmission process extends beyond educational attainment
in the United States but not in Germany or Sweden. For Germany, the latter cross-national difference
is not particular to wealth effects. Instead, here, none of the included background characteristics show
direct effects on occupational destinations once educational attainment has been taken into account.
With the exception of intergenerational income effects, the overall structure of the intergenerational
transmission of advantage appears very similar across these three nations, most notably regarding the

intergenerational effects of wealth.

EDUCATIONAL TRANSITION MODELS

We now analyze non-linearities in educational attainment in order to investigate whether the estimated
wealth effects are general or specific to some transition, which will yield further evidence relevant to
the discussion of the purchasing and insurance role of wealth. We also expand the models to include
further controls for age, gender, race, family structure, and household size (effects not displayed here,
available in online Appendix).

Table 1 shows the results for degree attainment in the United States. All of our measures of social
background show positive effects across all cut-offs. Not all coefficients are significant, however, as the
statistical power is limited by the small sample size. The wealth effects are borderline significant for
high school attainment and BA attainment, but play a smaller role for the attainment of “some college”.
One log unit of wealth increases the probability of attainment at these levels by approximately one
percentage point. Since the base is smaller at higher educational levels, this means a stronger relative
effect (around one percent for high school and seven percent for BA). This indicates increasing rather
than waning effects of wealth as well as other socio-economic characteristics. The main conclusion is
thus that wealth is important for all levels of attainment and not specific to some specific level.

For Germany, the sample size is even smaller and statistical power accordingly low. Even though
non-significant, the effects reported in Table 2 are positive and very similar across transition. This
suggests that the significant wealth effect we detected earlier in the attainment models is important
across all levels of attainment rather than specific to only secondary or tertiary attainment. Although
statistical power is a concern, we can draw the fairly firm conclusion that wealth effects are similar
across levels.

The results presented in Table 3 for Sweden are based on a magnitude of order larger sample.

Inference is therefore more certain (or, to the extent that the full population is included, dispensable).
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Table 1: Degree Attainment: United States

High school Some College BA
OR dydx OR dydx OR dydx
(t)  E(y)dx (t)  E(y)dx (t)  Blydx

FamEdu 1.416%xx 0.022 1.363%xx 0.052 1.472%%x 0.054
(5.288) 0.028 (7.964) 0.103 (9.421) 0.280
FamlInc 1.206 0.012 1.299+  0.044 1.3784  0.045
(0.900) 0.015 (1.879) 0.087 (1.856) 0.232
FamOcc 1.291xxx 0.016 1.130%x  0.021 1.137xx  0.018
(3.533) 0.020 (3.283) 0.041 (3.187) 0.093

Wealth 1.150+ 0.009 1.038 0.006 1.0984+ 0.013
(1.830) 0.011 (0.834) 0.012 (1.830) 0.067

Controls incl. incl. incl.

N 1,836 1,836 1,836

+ p<.10, * p<.05, ** p<.01, *** p<.001

Table 2: Degree Attainment: Germany

Gymnasium University
OR dydx OR dydx
(t)  Bly)dx (t)  E(y)dx

FamEdu 1.369%xx 0.060 1.174+  0.022
(4.149) 0.188 (1.916) 0.128
FamInc 1.151 0.027 1.995+  0.094
(0.436) 0.084 (1.915) 0.550
FamOcc 1.194x% 0.034 1.078 0.010
(2.141) 0.106 (0.768) 0.060

Wealth 1.044 0.008 1.022 0.003
(1.245)  0.026  (0.538)  0.018

Controls incl. incl.

N 703 703

+ p<.10, * p<.05, ** p<.01, *** p<.001

Table 3: Degree Attainment: Sweden

Academic Secondary Tertiary Long Tertiary
OR dydx OR dydx OR dydx
(t) E(y)dx (t) E(y)dx (t) E(ydx
FamEdu 1.214xxx  0.026 1.212xxx  0.032 1.254xxx  0.023
(99.558) 0.144  (106.738) 0.144  (96.435) 0.197
FamlInc 1.095%xx  0.012 0.852x%%x—0.026 1.005 0.001
(6.185) 0.068 (—12.347) —0.120 (0.323) 0.005
FamOcc 1.027xxx  0.004 1.016xx*x 0.003 1.019%xx 0.002
(85.740) 0.020 (57.928) 0.012  (53.041) 0.016
Wealth 1.150%xx  0.019 1.147xxx  0.023 1.139%xx 0.013
(69.934) 0.104 (74.850) 0.102  (55.727) 0.114
Controls incl. incl. incl.
N 682,656 682,660 682,656

+ p<.10, * p<.05, ** p<.01, *** p<.001
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At close inspection, the wealth effects show great uniformity across all levels of education. While
the absolute effect, indicated by the average marginal effect dy/dz, varies somewhat across levels
the proportional effect is very stable. One log unit of parental wealth increases the probability of
attainment by ten percent at each level of education. If we examine t-values as an indication of the
proportional contribution to R-square as if the variable was added last to the model (Bring 1994), we
find that parental wealth and occupation are of roughly equal importance (and, as customary, parents’
education remains the most important background factor). One should also note that the negative

effect of income observed in the attainment models can be entirely attributed to the tertiary level.

Summary and Conclusion

The status attainment models presented here confirm that parental wealth exerts independent and
strong effects on children’s life chances in all three countries studied. Independently from more stan-
dard indicators of socio-economic background — namely, parental education, occupation, and income
— parental wealth emerges as an additional and reasonably powerful factor in the intergenerational
transmission of advantage. In addition, our models of educational attainment indicate that parental
wealth is important for educational outcomes at all levels of education in all three countries. For a
better understanding of the channels of intergenerational mobility, empirical analyses of attainment
need to include the most relevant socio-economic characteristics of parents. The results of our anal-
yses suggest that wealth qualifies as one such characteristic in not just the United States but also in
Germany and Sweden.

We have argued that the cross-national comparison may lend credence to some of the hypothe-
sized mechanisms underlying intergenerational wealth effects. Having proposed two main functions
of parental wealth for children’s status attainment — a purchasing and an insurance function — we
have hypothesized that the former should be especially pronounced in the United States, while we
expected the latter to be relevant in all three nations due to the universal risks inherent in educa-
tional decision-making and early occupational careers. We detected a fairly similar role of parental
wealth for educational attainment in these three countries, lending support to the view that parental
wealth may serve as an important safety net for educational investments. In addition, we consider the
wealth effects that we detected for lower levels of the educational ladder additional evidence in favor
of parental wealth’s early and lasting influence on educational decision-making.

A broader contribution of this work consists in the proposal of a new conceptual framework for the
comparative study of intergenerational mobility that considers risk as a universal feature of educational
and early occupational careers. We submitted that the three countries considered in this contribution

are all marked by a lack of public insurance mechanisms that could isolate families and children
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from these risks and suggested that parental wealth may provide an effective functional equivalent.
For educational attainment, our empirical results support this view. For occupational attainment,
however, we observed direct wealth effects (controlling for its effects on educational attainment) for the
United States only and could not detect an independent association between parental wealth and young
adults’ occupational outcomes for Sweden and Germany. This finding could indicate the effectiveness
of other welfare state institutions in Sweden and Germany, which have not been considered here nor
in the existing typology of intragenerational mobility regimes, in reducing the risks of early adverse
career outcomes of the cohorts studied here. Whether the lack of an independent association between
parental wealth and young adults’ early occupational outcomes remains true for more recent cohorts,
particularly those who enter the labor market in a recession period and in times that may be marked
by ever increasing levels of uncertainty (Blossfeld et al. 2005, 2008), remains a question for ongoing

research (Pfeffer 2012b,a).
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Appendix

Figure 4: Full Status Attainment Model: United States
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Figure 5: Full Status Attainment Model: Germany
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Fit statistics (N=745): Chi2=33.36, df=24, p=.09679, RMSEA=.023, BIC=-125.4
Correlations in measurement errors: HighEdu88-HighSei88, HighSei&8-TotInc, Edu06-Occ06

Correlation table

edu06 edu07 sei06  sei07 edu87 edu88 sei87  sei88 Itinc  wealth88

edu06 1.000

edu07 0.984 1.000

sei06 0.605 0.613  1.000

sei07 0.560  0.582  0.830 1.000

edu87 0.426  0.441 0.292 0.284  1.000

edu88 0.425 0.441 0.289 0.280 0.994 1.000

sei87 0.376  0.376 0.219 0.231 0.664 0.660 1.000

sei88 0.268  0.268 0.159 0.158 0.468  0.472 0.857 1.000

Itinc 0.309 0.315 0.193 0.181 0.505 0.506 0.493 0.308 1.000

wealth88  0.209  0.202 0.165 0.159 0.221 0.215 0.188 0.134 0.288 1.000
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Figure 6: Full Status Attainment Model: Sweden

.95/4
47

01 05
v v
Edu04 | | Edu07 |
> ”
99 .98
AN £
T

Fit statistics (N=1,079,634): Chi2=18999.13, df=33, p=.000, RMSEA=.023, BIC=18,540.7
Correlations in measurement errors: HighEdu85-HighSei85, HighSei85-TotInc85, TotInc85-Net Worth85,
TotInc89-HighSei90, TotInc89-Edu90, Edu04-Occ04

Correlation table

edu04 edu07 occ04 occO7 edu85 edu90 occ85 0cc90 inc85 inc89  wlth8  wlth89
edu04 1.000
edu07 0.970 1.000
occ04 0.536 0.507 1.000
occ07 0.567 0.557  0.821 1.000
edu85 0.365 0.365 0.295 0.311 1.000
edu90 0.409 0.407  0.330 0.343 0.830 1.000
occ85 0.323 0.321 0.304 0.316 0.606 0.599 1.000
occ90 0.320 0.317 0.322 0.332 0.573 0.612 0.789  1.000
inc85 0.166 0.162 0.155  0.159 0.295 0.294 0.378 0.340 1.000
inc89 0.151 0.142 0.190 0.186 0.359 0.365 0.433 0.425 0.573 1.000
wlth85  0.208 0.196 0.165  0.160 0.189 0.219 0.207 0.213 0.255 0.246 1.000
wlth89  0.217 0.205 0.171  0.167  0.198 0.223 0.211  0.215 0.230 0.261 0.771 1.000

37



