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Executive summary

•	 Growing concerns have been expressed in 
media commentary and policy circles about the 
economic fortunes of young Australians, especially 
Millennials and Gen Z’ers.

•	 One of the key indicators in assessing the long-
term economic wellbeing of younger generations 
is intergenerational income mobility — the extent 
to which young people’s incomes earned over time 
exceed that of their parents.

	— Intergenerational income mobility can broadly 
be measured in relative terms (tracking 
movements of young people within the income 
distribution compared to their parents) or in 
absolute terms (tracking extent of income 
growth for young people over time as 
compared to their parents).

•	 A number of empirical studies have been produced 
to quantify the degree of intergenerational mobility 
in Australia.

	— While the correlation between parental and 
offspring income varies across available 
studies, a common finding is that the extent of 
Australian intergenerational income mobility is 
less than that in certain continental European 
countries and Canada, but exceeds that found 
in the United States and United Kingdom.

•	 Economic studies indicate there exists a ‘Great 
Gatsby’ curve, showing a negative association 

between income inequality and intergenerational 
income mobility.

•	 The existence of the Great Gatsby curve has been 
taken by some academics and policymakers to 
imply a causal relationship between inequality 
and mobility that justifies larger ‘tax-and-spend’ 
redistributive programs to bolster mobility for 
young people.

•	 However, recent contributions to the income 
mobility literature question the causal link between 
inequality and mobility, pointing to the role of 
institutions and policies in affecting rates of 
upward income mobility over time.

•	 Empirical investigations support the suggestion 
that poor quality economic institutions inhibit 
mobility outcomes.

	— Fiscal, legal, and regulatory settings that do 
not respect private property rights, and that 
restrict gains from entrepreneurship, education 
and training, and productive economic activity, 
are identified as barriers to upward mobility, 
including for young people.

•	 This paper argues that institutions that facilitate 
the availability of greater, and meaningful, 
economic choice would empower young Australians 
in discovering their own, preferred pathways for 
upward mobility and material prosperity.
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Introduction

Anecdotal concerns over the present socio-economic 
circumstances of young Australians, and their future 
prospects, abound. There is general agreement that 
interwoven developments such as recessions and 
joblessness, indebtedness, pandemic restrictions, 
rising inflation and cost of living pressures are 
affecting people in younger age cohorts both 
disproportionately and adversely. To be certain, 
uneasiness over economic and social trends as they 
affect young people is nothing new — for instance, 
expressed concerns over rising residential property 
prices, and a concomitant lack of housing affordability, 
have long served as a lightning rod for conversations 
about intergenerational fairness and equity.1 

Deeply-seated psychological aspirations for continuous 
improvement in the livelihoods of our next generations 
undoubtedly animate contemporary discussions, 
though it might be argued that conditions facing 
our young people have assumed even greater focus 
against the background of recent domestic and global 
crises and tensions.

Perceptions that Australia’s youth face an array of 
challenges, which are likely to persist in the years 
ahead, has been reinforced by a range of qualitative 
evidence. In particular, survey evidence collected 
during the Covid-19 pandemic highlighted anxieties 
and other mental health problems faced by young 
people, as their schooling and social interactions were 
being disrupted.2 

The suggestion that life is getting harder for young 
people, and will remain so as they mature into 
adulthood, is seen to translate into cultural and 
social perceptions viewed as undermining the basis 
of future prosperity. Sensed hardships are deemed 
to exacerbate alienation and frustration with existing 
economic, political, and social arrangements, to the 
effect that conventional systems are ‘not working’ to 
advance the interests of young people. 

Feelings of being ‘stuck’ — economically and socially 
— appear to be fueling some young people’s tendency 
toward socialistic ideas.3 Consistent with all these 
varied concerns, intergenerational inequality has been 
referred to in academic, policy, and media circles as 
a significant issue potentially confronting younger 
generations in coming years.4

Evidence points to improvements in both the material 
and non-material circumstances of successive 
generations of Australians in certain key indicators 
— for example, infant and child mortality, and 
educational attainment.5 The ‘scoreboard’ displays 
a clear trend of improvement over a range of (but 
not all) key statistical indicators spanning decades. 
Concerns over the recent progress of young people 
should also be qualified by an understanding that, 
as they increasingly attain educational qualifications 

and gain skills, they are deferring having families and 
buying houses.6 Furthermore, there are suggestions 
that prospective asset inheritances, especially in 
respect of housing, in coming years will ease future 
economic and social pressures on young people, 
as they begin their careers and start families.7 
Nevertheless, widespread commentary about limited 
opportunities and the curtailment of aspirations gives 
reasonable grounds to carefully consider how to better 
secure the future for young people — our ‘Generation 
Next’ of leaders in business, politics, and in other 
pursuits, as well as the future of Australian families 
and communities.

The aim of this paper is to consider the basis on which 
young Australians would be able to register improved 
living circumstances over their lifetimes. The paper 
pursues this aim through the prism of studying trends 
of, and factors impinging upon, intergenerational 
income mobility. 

Intergenerational income mobility is defined as the 
extent to which the incomes of individuals differ from 
those obtained by their parents.8 Throughout this 
paper, the term ‘intergenerational income mobility’ is 
used interchangeably with the terms ‘income mobility’ 
or ‘mobility’, unless otherwise indicated. Within this 
umbrella concept, mobility can be measured either:

•	 in relative terms, which compares the movement 
of young people within the income distribution with 
that experienced by their parents; or 

•	 in absolute terms, which compares the extent 
of income growth for young people over time as 
compared to their parents. 

Although income is not the sole, or all-encompassing, 
dimension of human welfare, the importance of 
income mobility across the generations cannot be 
overstated. It is assumed here that greater income 
provides individuals with the capacity to possess 
greater command over those resources that underpin 
improvements in living standards.

This paper argues that many (though not all) of the 
seemingly disparate themes concerning the wellbeing 
of young Australians are connected by an underlying 
theme: will young Australians get to enjoy better 
living standards than those enjoyed by previous 
generations? To better understand the basis for 
securing greater prosperity and wellbeing for younger 
generations, the significance of intergenerational 
income mobility is sketched out. 

As will be outlined, studies have shown  high rates 
of income mobility equip individuals with greater 
purchasing power, and enable them to better prepare 
for future plans and contingencies. Mobility is also 
connected with improvements in self-perceived life 
satisfaction and wellbeing. Evidence suggests greater 
mobility will help unlock the aspirational impulses of 
young people, allowing them to move ahead in life as 
they see fit.
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In addition to outlining the theory and empirics 
of mobility, this paper will outline the significance 
and impact of better policies and institutions. A 
range of conceptual perspectives — including the 
economics of entrepreneurship, the political economy 
of institutions, and the sociology of aspiration — 
will underpin the argument that policies and norms 
that promote aspiration, meaning, and a personal 
sense of self-determination are vital prerequisites 
to ensuring young Australians grow and live in an 
environment of robust opportunities for wellbeing. 
Studying institutional quality’s various effects on 
socio-economic conditions overcomes the limitations 
presented by literature that merely focuses upon 
monocausal determinants of problems facing youth 
(such as inequality).  

The key here is to examine the basis upon which 
young Australians can discover their own pathways for 
leading better lives.

The structure of this research report is as follows. The 
next section presents an overview of conceptual and 
empirical research into the nature and implications 
of income mobility, and how mobility affects young 
people. This is followed by a discussion about the 
institutional factors influencing the escalation of 
young people up the income ladder, including the 
presentation of a conceptual framework linking 
economic freedom, mobility, and better opportunities 
for future generations. 

Using this framework, the paper then advances a 
range of key reform pathways to better enhance 
aspiration and upward mobility for young people — 
centering on better services provision, motivating 
youth entrepreneurship, and removing immobility 
traps caused by restrictive regulations and fiscal 
policies. The conclusion provides a summary of the 
key arguments.

Intergenerational income mobility: Concepts and 
empirical evidence

One of the distinctive features of economic policy 
discourse over the past 20 years has been the focus 
upon distributional issues. Concerns have been raised 
about the degree of income inequality within countries 
and, in particular, estimates revealing widening gaps 
between rich and poor (or the so-called ‘top one per 
cent’ versus the remaining ‘99 per cent’) have sparked 
calls for assertive tax-and-spend redistributive 
policies.9 

Although empirical estimates of worsening inequality, 
and the economic consequences of redistribution, 
have been challenged,10 this paper draws attention 
to yet another reason the inequality concerns should 
be qualified, at least to some extent. The largely 
static accounts of the distribution of income have 
overlooked that individuals and relevant groups, 
such as households, do not remain static within the 
distribution. People tend to move up, or down, within 
the income distribution — in other words, there is 
mobility.

There is now an abundant literature focusing upon 
income mobility questions, with some of the most 
prominent academic figures in economics and social 
science disciplines focusing upon these particular 
matters.11 Generally speaking, income mobility may 
be considered as the extent to which an individual, 
or a group such as a household, experience changes 
to their income levels over time. The reality is that 
this general definition obscures the multifaceted and 
complicated nature of mobility, and the variety of 

questions the concept raises — both conceptually and 
empirically. 

The emphasis on income mobility in this paper, which 
is centered upon intertemporal changes in the flow 
of cash (in the form of salaries and wages, interest 
income, etc.), is distinguished from analysis of wealth 
mobility in terms of changes in the valuation of assets 
over time. There are clear links between income and 
wealth, and the extent to which individuals and groups 
experience mobility with respect to these variables. 
Wealth mobility is important in the Australian context, 
given the significance of housing and superannuation 
funds as asset classes. Unless otherwise 
indicated, this paper focuses upon income mobility 
considerations as they affect young Australians.

Mobility investigations are also distinguished by their 
focus on either intragenerational or intergenerational 
mobility. Intragenerational mobility is concerned with 
understanding how the income of a given individual 
or household has changed over the course of time, 
especially as they progress from childhood and 
adolescence into working-age adulthood, and then 
into retirement. 

Intergenerational mobility refers to how income 
changes in comparison with previous generations 
— for example, how the income of a young adult 
compares with that of their parent/s, when they were 
the same age. As already indicated, the primary focus 
of this paper is upon intergenerational mobility.
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Another factor to consider is whether mobility is being 
understood in absolute or relative terms. Given the 
focus in recent years on inequality outcomes, it is 
unsurprising that much attention is directed toward 
relative mobility trends. Relative mobility focuses upon 
the movement of individuals, or households, across 
the income distribution over time in comparison with 
others. 

From an intergenerational perspective, a person is 
relatively better off if they find themselves, at any 
given time, positioned higher within the income 
distribution than their parent/s. Absolute mobility is an 
alternative measure that, by ignoring relative rankings 
between people or groups, provides an indication as 
to whether incomes have risen or fallen (in nominal or 
real terms) over time. If the income of a person at a 
given time exceeds that of their parent/s, they have 
experienced upward absolute mobility. This paper will 
discuss studies that refer to estimates of both relative 
and absolute mobility.

Drawing attention to mobility highlights the realities 
of change that are discounted — or even ignored — 
by static accounts of socio-economic phenomena. 
Specifically, “[a]ny quintile of the distribution is 
not composed of exactly the same households year 
after year. Instead, households shuffle and sort as 
they age, marry, move up in the labour market, and 
encounter good and bad luck. 

Paying attention to mobility, as well as inequality, 
gives us a richer picture of the income possibilities 
for households over time.”12 Fundamentally, income 
mobility is also associated with situations wherein 
successive generations of individuals, or their families, 
concretely experience economic betterment — in the 
form of greater income through gainful employment, 
as well as through greater purchasing power and the 
ability to amass additional products and resources. 

While there remains debate within academic literature 
as to the direction of the relationship between income 
mobility and life satisfaction, a number of international 
studies lend support to the idea that upward mobility 
is associated with positive outcomes in subjective 
wellbeing and other life satisfaction measures.13 
The extent to which people are able to achieve a 
reasonable degree of upward income mobility also 
assumes political import; as attested by discussions as 
to whether empirically-estimated mobilities resonate 
with ingrained political beliefs about the existence of 
widely-accessible life opportunities.14

What does the empirical evidence suggest in terms of 
intergenerational income mobility in Australia? How 
does Australian mobility estimates compare against 
other countries? Growing scholarly attention has been 
paid to presenting mobility estimates in the Australian 
context, and the rest of this section will be dedicated 
to providing a summary of results that have been 
produced over the past 15 years or so. The studies 

outlined here provide estimates for what is known as 
‘intergenerational income elasticity’. 

The intergenerational income elasticity measures the 
extent to which the income of children is affected by 
the income of parents,  or (to be more precise) the 
association between the percentage change in sons’ 
or daughters’ income with respect to a percentage 
change in fathers’ or mothers’ income. An elasticity 
value of zero implies that income across generations 
is highly mobile, and that differences in parental and 
offspring income do not intergenerationally persist. 
An elasticity value of one implies that differences in 
parental income are transmitted to children in full, and 
that there is complete immobility.15 In other words, 
a lower elasticity value indicates a higher degree of 
intergenerational mobility.

The first of the contemporary Australian cohort of 
intergenerational mobility empirical studies is that 
produced by academic economist-cum-politician 
Andrew Leigh. In a 2007 paper, Leigh assessed the 
relative mobility of occupational earnings for fathers 
and sons in Australia. Drawing upon a range of 
surveys containing earnings data from the 1960s 
to the early 2000s, and using sons’ reports of their 
fathers’ occupations to predict fathers’ earnings, Leigh 
estimates a father-son earnings elasticity figure. 

For the most recent survey, the figure is about 
0.2, implying that a 10% increase in a given 
father’s earnings increases his son’s wage by 
two%.16 Using survey data to compare the degree 
of intergenerational mobility in the 2000s with the 
level of the 1960s, Leigh finds that “the level of 
intergenerational earnings mobility in Australia today 
is similar to the level prevailing in the 1960s.”17 
Leigh uses the same methodology to empirically 
estimate the earnings elasticity for U.S. fathers and 
sons, with the estimated figure of about 0.3 implying 
that Australian males enjoy relatively higher rates 
of intergenerational mobility than their American 
counterparts.

Silvia Mendolia and Peter Siminski follow the 
methodology adopted in Leigh’s study but draw upon 
a greater sample of longitudinal data, including 12 
iterations (or ‘waves’) of the Melbourne Institute’s 
Household, Income and Labour Dynamics in Australia 
(HILDA) survey.18 The father-son earnings elasticity 
figure computed by Mendolia and Siminski is 0.35 
(implying that a 10% increase in a father’s earnings is 
associated with a 3.5% increase in a son’s earnings), 
which is about a third larger than that estimated by 
Leigh. When combining their result with international 
estimates previously provided by Miles Corak,19 the 
authors conclude that: “Australia is not particularly 
mobile in an international context. It is less mobile 
than the Scandinavian countries, as well as Germany, 
Canada and New Zealand, but is more mobile than the 
USA and the UK.”20
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A 2016 study by Yangtao Huang, Francisco Perales, 
and Mark Western also provides an elasticity estimate 
for intergenerational mobility using earnings data 
of Australian fathers and sons.21 This study uses 13 
waves of the HILDA longitudinal survey between 2001 
and 2013. 

Using a two-stage regression model method for 
calculating the earnings mobility elasticity, and making 
requisite methodological adjustments accounting for 
issues such as occupational and earnings data quality, 
the authors presented a preferred elasticity range 
of between 0.24 and 0.28, which is comparable to 
Leigh’s earlier study.

A 2018 study published in the journal Economic 
Record presented Australian estimates of 
intergenerational mobility using direct income 
observations over two generations of parents and 
children (male and female).22 Using 15 waves of the 
HILDA survey, Murray, Clark, Mendolia, and Siminski 
are able to examine the household parental income 
(as opposed to earnings, as with previous studies) 
with the offspring income of those born between 1984 
and 1986, when they were aged 15–17 in 2001, and 
then when they were aged 30–32 in 2015. 

The initial elasticity estimate is about 0.28, and after 
adjusting this estimate for short run variability in 
parental income data, is revised to about 0.41. Taking 
into account differences in estimation approach across 
countries, the authors suggest Australians have 
enjoyed intergenerational mobility at a greater rate 
than Americans.

Another Australian intergenerational mobility study by 
Fairbrother and Mahadevan also draws upon HILDA 
longitudinal data for 13 waves, covering earnings 
data over 2001–2013 for all combinations of mothers, 
fathers, sons, and daughters.23  The authors compute 
a father-son elasticity estimate of 0.202, a father-
daughter figure of 0.081, a mother-son elasticity 
of 0.16, and a mother-daughter elasticity figure of 
0.151. 

Their elasticity estimates imply that “a 10% increase 
in fathers’ hourly wages is associated with a 2.02% 
increase in sons’ hourly wages and a 0.81% increase 
in daughters’ hourly wages … A 10% increase in 
mothers’ hourly wages is associated with an increase 
in the hourly wages of sons and daughters of 1.60%, 
and 1.51%, respectively.”24

Table 1 summarises the national-level 
intergenerational mobility elasticity estimates already 
referred to in this paper, with the studies broadly 
indicating that a 10% increase in a given father’s 
earnings (or income) is associated with a 2–3% 
increase in their son’s earnings (or income).

Table 1: Australian intergenerational mobility 
elasticity estimates

Study Elasticity 
estimate

Leigh (2007) 0.2

Mendolia and Siminski (2016) 0.35

Huang et al. (2016) 0.24-0.28

Fairbrother and Mahadevan (2016) 0.202

Murray et al. (2018) 0.409

Notes: Table reports father-son elasticity values. Lower elasticity 
values indicate greater degrees of intergenerational mobility. 
Reported results pertain either to directly measured and imputed 
income; refer to individual studies for additional information.
Sources: Various papers.

Australia maintains a federal system of public 
governance, with potentially significant 
interjurisdictional economic, social, and policy 
differentials that may influence intergenerational 
mobility outcomes across the states and territories. 
A study for the Victorian Department of Treasury 
and Finance used HILDA data from 2001–2016 to 
appraise the extent of father-son intergenerational 
earnings mobility in New South Wales, Victoria, and 
Queensland.25 Adjusting for biases attributed to issues 
such as imputed fathers’ earnings and clustering in 
occupational statistics, the authors estimate earnings 
mobility elasticities for Victoria of 0.24, followed by 
Queensland (0.38) and NSW (0.49). This suggests the 
Victorian population is intergenerationally more mobile 
than the other two states in the data sample.

Nathan Deutscher and Bhashkar Mazumder produced 
interjurisdictional estimates for 87 Australian regions 
(Statistical Area Level 4, as classified by the Australian 
Bureau of Statistics). A range of regions, such as 
parts of the metropolitan capital cities, had computed 
elasticities of 0.18 or lower. Notwithstanding the 
beneficial impacts on mining activities in promoting 
upward mobility in Queensland and Western Australia, 
and the more general effects of stronger labour 
markets and high rates of school attendance in 
weakening intergenerational income persistence in 
some regions relative to others, the authors generally 
find less variation in intergenerational income mobility 
between Australian, compared with U.S., regions.26 

As they state, “a child born to parents at the 25th 
percentile in a mobile Australian region (at the 90th 
percentile of regions ranked by mobility) can expect 
to end up only 8 percentile rank points higher than 
if they were born in an immobile Australian region 
(at the 10th percentile of regions). For the United 
States, the gap in expected outcomes for a poor 
child between high and low mobility regions is nearly 
double this, at 15 percentile rank points.”27



6

The preceding discussion relates to relative measures 
of intergenerational mobility. A recent contribution 
to the literature by Kennedy and Siminski has 
provided a study of absolute intergenerational income 
mobility for Australia, covering 1950–2019.28 Using 
tax data and income surveys that provide direct 
observations of parental and offspring incomes, as 
opposed to imputing parental income data indirectly 
via occupational status, the authors compare the real 
incomes of 30–34-year-olds with their parents at the 
same age. For the majority of birth cohort studies, 
about two-thirds of children had higher incomes than 
their parents. 

For the most recent birth cohort (those born in 
1987), 68% of children had higher incomes than their 
parents (with the absolute mobility rate increasing 
even further, to 78%, when using household-adjusted, 
equivalised incomes). These figures exceed similar 
figures for the U.S., and compare with Scandinavian 
countries. Whilst the absolute mobility figures are 
stable from the 1962 birth cohort onwards, absolute 
mobility has fallen when using the 1950 birth cohort 
as the baseline (where 84% of those born in 1950 had 
higher income than their parents).

Considerable effort has been undertaken over the past 
decade or so to present internationally comparable 
evidence on mobility rates across countries. Much of 
this evidence has been totemically represented by 
the so-called ‘Great Gatsby’ curve, which illustrates 
a negative correlation between degrees of income 
inequality and intergenerational mobility. This curve 
was published in studies by Canadian economist Miles 
Corak, and thereafter popularised by Alan Krueger, 
chair of former U.S. President Barack Obama’s Council 
of Economic Advisers.29

Figure 1 illustrates the Great Gatsby curve, drawing 
from information presented in a 2020 Australian 
Economic Review article by Corak.30 On the x-axis is 
a measure for the ‘Gini coefficient’ degree of income 
inequality, with a higher number signifying a more 
unequal distributional outcome. On the y-axis is the 
father-son intergenerational income elasticity, with a 
higher number indicating greater income persistence 
(meaning a lesser degree of intergenerational income 
mobility). 

The sample is for OECD member-countries for 
which there are available data. The data point for 

Figure 1: Great Gatsby curve

Notes: The Australian intergenerational elasticity figure used by Corak, and reproduced here, is 0.275, an estimate produced in a study 

presented by EqualChances.org.

Source: Corak (2020).
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Australia is indicated by the red dot in the diagram. 
As Corak describes it, “[t]he Great Gatsby Curve 
shows Australia middling inequality and middling 
mobility.”31 Positionally, Australia stands in contrast 
to the relatively higher inequality-lower mobility mix 
of the U.S., and the relatively lower inequality-higher 
mobility mix of Scandinavian and certain European 
countries.

Popular commentary gives the impression that the 
Great Gatsby curve has been interpreted to effectively 
suggest a causal, rather than correlative, relation 
between inequality and mobility. Specifically, the claim 
is that inequality prevents young people from being 
able to exercise upward mobility over their lifetimes; 
transcending the incomes enjoyed by previous 
generations such as Baby Boomers and Generation X: 
“increased inequality has reduced the income in low-
income families and that the lack of resources during 
upbringing has long-term negative consequences for 
children.”32 Eminent Chicago economist Frank Knight 
once surmised that long term earnings potential is 
influenced by a mix of inheritance, luck, and effort,33 
but variables such as genetic endowments and 
parental ability to invest in the education of their 
own children suggest that not every young person 
possesses an exactly equal grasp of available material 
opportunities.34 If the resultant inequality causes 
immobility — as some analysts and commentators 
are prone to assert — then it is purported to follow 
that redistributive public policies are necessary 
to simultaneously reduce inequality and promote 
intergenerational mobility.

The suggestion that the Great Gatsby curve 
establishes a causal connection between inequality 
and mobility has been challenged in several ways. 
Most naturally, certain academics and commentators 
have made the oft-stated qualification that correlation 
does not imply causation. Corak himself stated 
that the curve does not denote a causative relation 
between income inequality and intergenerational 

income mobility.35 Thinking about the dynamic nature 
of inequality more broadly, higher rates of income 
inequality at any given point in time obviously do 
not imply intertemporal stasis within the income 
distributional ranks. This is illustrated, for example, 
by the turnover of ‘rich lists’ over time, as well as the 
panoply of ‘riches to rags’ studies of the corrosion 
of high-income status positions due to competition, 
technological change, financial ineptitude, and 
other factors.36 Indeed, studies of relative mobility, 
such as those covered in the previous section, 
illustrate the reality of intergenerational movements 
both up and down the income distribution. In 
addition to the nuanced, yet important, distinction 
between correlation and causation, some scholars 
have problematised the use of certain empirical 
measurements in the construction of the Great Gatsby 
curve as it was presented in earlier studies.37

Although estimates about the extent of 
intergenerational mobility vary, available evidence 
suggests Australia is mid-ranked among advanced 
countries on intergenerational income mobility 
outcomes. This implies the need for additional 
efforts to enhance the long-term capacities of young 
Australians to move up the income ladder, as well as 
redressing the deleterious effects of recent economic 
pressures that have disrupted the pathways for young 
Australians to secure quality education and work. 
There are also salient questions about the capacity 
of young people to cope with strong cost-of-living 
increases in recent times, and the ability to translate 
income into wealth (say, through house purchasing). 

This leads to determining a reform posture that will 
best promote intergenerational mobility outcomes. 
The next section addresses this question from the 
perspective of two competing positions: the first 
being a redistributionist ‘tax-and-spend’ approach, 
and the second focusing upon the need for improved 
institutional quality (as proxied by economic freedom 
indicators).

Redistribution or institutions? Assessing 
two contrasting perspectives to enhance 
intergenerational income mobility

As has been shown, intergenerational mobility is 
a distinctive sub-strand of academic inquiry and 
policy discussion, with stand-alone issues regarding 
measurement of the degree of association between 
parental and offspring earnings incomes. Given the 
predominant focus on inequality matters more broadly 
over the past few years — especially since the 2007–
2008 ‘global financial crisis’ — it is unsurprising that 

data on young people’s mobility has been assimilated 
into generic debates about income inequality. 
The potentially adverse effects of inequality on 
intergenerational mobility rates are starkly visualised 
by the Great Gatsby curve. And the curve has been 
used to argue for more redistributive government 
policies; using fiscal transfer programs (in particular, 
welfare payments to individuals and households) and 
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progressive tax policies. A significant body of literature 
has also focused upon increasing education spending, 
and improving the quality of educational provision, in 
recognition of the long-term importance of schooling, 
vocational education, and skills training in promoting 
income mobility across generations.38

The broad policy stance that governmental fiscal 
redistribution will unlock intergenerational mobility 
requires rethinking, because excessive redistribution 
is likely to depress mobility rates. For example, public 
investment in education contributes to upward mobility 
— especially for those from low-income backgrounds, 
whose parents have insufficient means to invest in their 
children’s education —  but the broader implications 
of redistributive fiscal transfers and other forms of 
government spending must still be accounted for. In 
particular, trade-offs need to be recognised between 
the benefits of spending in preventing the persistence 
of intergenerational immobility, and the disincentive 
effects of taxation to finance the spending.39 

Heavy taxes are likely to further constrain a family’s 
ability to invest in their children, especially if those tax 
burdens are felt by families of more limited means. 
The burdens also pose as a barrier for people seeking 
to progress up the income ladder — including younger 
generations seeking to commence their careers 
— owing to ‘poverty traps’ posed by high effective 
marginal tax rates.40

Researchers in recent decades have devoted some 
attention toward the intergenerational transmission 
of welfare dependence and poverty among certain 
Australian households. Although the extent of 
intergenerational welfare dependency is contingent 
upon the design attributes of transfer payments 
(such as means testing, and other eligibility 
features) received by household members from 
government, there is some evidence to indicate the 
existence of entrenched disadvantage that transmits 
intergenerationally within households.41 Speaking 
more generally, people experiencing longer periods of 
income poverty and material deprivation appear less 
likely to exit such situations.42 

The effects of dependency on government welfare 
programs across generations are not limited to 
economic and financial circumstances, but also take 
on sociological dimensions. For instance, there is the 
concern that parents in welfare-dependent households 
may be less likely to transmit work-ready ethics and 
norms to their children.43 The basic proposition is that 
redistribution, if not carefully calibrated — especially 
in conjunction with an additional array of disadvantage 
indicators —  may diminish mobility.

The preceding discussion has focused upon issues 
surrounding the correspondence between inequality 
and intergenerational mobility, and the influence of 
public policies upon those features, given the state 
of institutions. However, the derivation of the Great 
Gatsby curve is informed by the association between 

inequality and mobility among a range of countries 
whose institutional environments are known to differ 
considerably. But institutions, themselves, are likely to 
shape intergenerational income mobility trajectories. 
Indeed, a generation of scholarship under the 
heading of ‘new institutional economics’ indicates that 
inter-country institutional differences are likely to — 
among other things — shape both intergenerational 
mobility patterns and income inequality outcomes. 
Furthermore, as historical and even more recent 
experiences attest, institutional configurations do not 
remain fixed and are, thus, subject to change.44 In 
short, the explicit consideration of institutions further 
complicates narratives to the effect that the Great 
Gatsby curve implies more redistribution alone will 
catalyse intergenerational income mobility.

It is worthwhile to explore the institutional dimensions 
of income mobility in greater detail. A range of formal 
institutions, such as political constitutions, legislation, 
policies, and regulatory and fiscal settings, are 
widely regarded as influencing the economic returns 
associated with productive activities — such as human 
capital investment (education and skills training) and 
entrepreneurship — which, in turn, would be broadly 
anticipated to promote upward mobility, including for 
young people. 

Institutional settings that effectively and robustly 
safeguard the capacity of individuals to protect and 
uphold their property rights — including the ability to 
accumulate income without heavy and unjust fiscal-
regulatory penalties — are regarded as providing a 
spur to improvements in mobility (including along 
intergenerational dimensions). By contrast, institutions 
that insufficiently respect the rights of people to justly 
pursue their own means of betterment are more likely 
to impose constraints on intergenerational income 
mobility. As Rehbinder and Liss remark, “the Great 
Gatsby relationship, in large part, could be explained 
by the fact that many countries with low mobility and 
high income inequality fail to provide basic libertarian 
rights, which both makes them economically immobile 
and unequal.”45

Institutional quality potentially affects the degree of 
mobility, when unproductive activities such as ‘rent 
seeking’ are manifest in any given society;46 wherein 
individuals and groups try to manipulate policy or 
economic conditions for their benefit, at the expense 
of others.47 In an institutional environment that 
facilitates — if not encourages — rent seeking, people 
may perversely strive for betterment by seeking 
politically-provisioned advantages, and the incomes 
of those who win rent-seeking ‘contests’ may be 
augmented as a result. 

However, the broader societal losses attributed 
to rent seeking are likely to result from enacting 
regressive policies undermining the widespread — 
and pro-mobility — effects of market competition, 
and undermining the ability to acquire, use, and 
transfer wealth. As rent-seeking behaviour becomes 
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more prevalent, entrepreneurial attentions become 
increasingly (and unproductively) diverted from profit 
seeking and the concomitant motivations to fulfil the 
needs of market consumers.48

A rent-seeking society also distorts the returns to 
human capital investment, and undermines equality 
of opportunity. The reward from rent seeking — as 
opposed to profit seeking — is likely to incentivise 
education and training efforts in directions not 
conducive to inclusive economic growth and widespread 
material prosperity. As indicated by Justin Callais:

“while skills obtained in a corrupt institutional 
environment might make the individual better 
off, this could be achieved in a societally 
unproductive manner. … in a country with little 
legal integrity and high level of corruption, 
investments in human capital: i) might not 
be distributed evenly throughout the society, 
leading to subpar outcomes for those at the 
bottom of the societal ladder, and ii) the skills 
learned would be more likely to be used in 
rent-seeking activities that benefit the politically 
connected.”49 

Consistent with Callais’ first point, another study that 
incorporates institutional factors in the determination 
of intergenerational income mobility expresses the 
possibility that “in countries where rich dynasties are 
more politically active than poor dynasties, social 
spending for public education should be lower and 
therefore income mobility should be lower.”50

Rent seeking is identified as being exacerbated by 
poor institutions, and undermines pathways for the 
many to engage in a broad-based, inclusive prosperity 
that lifts intergenerational income mobility rates. An 
appreciation of the problems posed by lax institutional 
quality also brings nuance to the connection between 
inequality and mobility that is foregrounded by the 
Great Gatsby curve. As noted in a range of recent 
studies, normative perceptions of inequality are partly 
informed by questions of fairness.51 That is, people 
will accept a relatively higher degree of inequality if 
they believe the underlying institutional, and other, 
processes that generated it are deemed to be fair. 

Similarly, a high degree of mobility (in this case, 
intergenerational mobility between parents and their 
offspring) may attenuate concerns about inequality, 
because of the view that equality of opportunity 
operates in such a way as to improve the economic 
position of future generations. Conversely, institutions 
that are viewed as being complicit in closing mobility 
and economic opportunities are, in turn, likely to be 
perceived as promoting unfair inequality.

What does the available empirical literature tell us 
about the institutional implications of intergenerational 
mobility? There is a relatively limited number of 
studies centrally devoted to answering this question, 
although there are now a few contributions that 
use a variety of datasets to explore the nature of 

the association between institutional quality and 
intergenerational mobility. These studies include 
Australian data as part of broader investigations 
into the international dimension of the issues. It 
should be noted that Australia tends to be positioned 
reasonably well in comparison with other countries 
on various indicators of institutional quality. The 
assumption here is that further improvement in rated 
performance regarding institutional quality is likely to 
further enhance the intergenerational income mobility 
prospects of younger Australians.

In a 2014 study for the Journal of Institutional 
Economics, Christopher Boudreaux appraises the 
effect of institutional quality upon intergenerational 
income mobility.52 While recognising that the Great 
Gatsby curve has lent itself to policy recommendations 
to bolster mobility through greater governmental 
spending on transfer programs and social services, 
Boudreaux seeks to investigate the alternative 
hypothesis that income mobility is “supported 
through high quality institutions that facilitate 
entrepreneurship and the protection of property 
rights.”53 

Indeed, “private property rights, free enterprise, 
and sound money foster an environment where 
subconscious learning can occur and the alert 
entrepreneur discovers these profitable opportunities. 
Excessive regulations — which curtail business activity 
and consequently make it harder for young people, 
and others tending to command lower incomes, to 
become entrepreneurs — are also considered as 
barriers to increasing income mobility. If this is true, 
removing some of these barriers, regulations, and red 
tape are posited to improve income mobility.”54 The 
implication of this alternative hypothesis, if supported 
by empirical testing, is that greater emphasis should 
be placed upon market liberalisation as the core 
strategy to lift income mobility rates for young people 
(and others).

Boudreaux uses a range of indicators from publicly-
available datasets as proxies for institutional quality. 
These include the World Bank’s Worldwide Governance 
Indicators for regulatory quality, government 
effectiveness, and the rule of law, and Transparency 
International’s indicator for corruption. 

Corak’s estimates of the intergenerational income 
elasticity for 25 countries, including Australia, are 
used as the dependent variable in Boudreaux’s 
regression analysis, which covers the period from 
1996 to 2006. The author finds that the Great Gatsby 
correlation between inequality and intergenerational 
mobility still holds, but the inclusion of institutional 
quality variables has statistically significant effects 
with respect to mobility: “[t]he empirical estimates in 
this study suggest that lack of corruption and secure 
property rights are associated with reductions in 
intergenerational earnings persistence, which leads to 
greater income mobility.”55 
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Similar results are found when Boudreaux uses 
institutional quality indicators contained in the Fraser 
Institute’s economic freedom index.

In the Fraser Institute’s 2021 index, Justin Callais 
and Vincent Geloso also investigate the relationship 
between institutional quality and mobility.56 The 
authors discuss a variety of channels through 
which better institutions translate into greater 
intergenerational income mobility — such as the 
incentivisation provided by more secure property 
rights to invest in skills, and the effect of lower taxes 
and less burdensome regulations in promoting gains 
from entrepreneurial efforts and other investments.57 
On this occasion, Callais and Geloso use alternative 
mobility datasets as well as relying upon a greater 
sample of 82 countries (including Australia) than 
Boudreaux’s 25.

The Callais-Geloso empirical framework uses mobility 
datasets from the World Economic Forum (WEF) 
Global Social Mobility Index, and the World Bank’s 
Global Database on Intergenerational Mobility. Overall, 
the authors find “fairly robust evidence that economic 
freedom is generally linked to social mobility,”58 with 
the correlation between freedom and mobility being 
more robust for the WEF index (with a larger sample 
of countries in its dataset) than the World Bank’s 
index. Performing empirical tests on disaggregated 
sub-components of the WEF index reveals that 
the quality of the legal system and property rights 
appears to largely inform the positive correlation 
between economic freedom and income mobility.

Callais’ recent paper for the U.S.-based Archbridge 
Institute investigates the direction and strength of the 
correlation between institutions and intergenerational 
income mobility, with a cross-country analysis 
(including Australian data).59 The paper refers 
to mobility figures from the World Bank’s Global 
Database on Intergenerational Mobility dataset. For 
proxy measures of institutional quality, the study 
draws upon a ‘legal systems and property rights’ index 
as part of the Fraser Institute’s economic freedom 
assessments.60 The study also uses a rule of law index 
from the World Bank’s World Development Indicators 
dataset, together with a corruption index from the 

Political Risk Service’s ‘International Risk Country 
Guide. 

Callais’ analysis regressing the mobility measurement 
against Fraser Institute’s index and additional control 
variables — such as life expectancy, urban population 
share, and total population — found a statistically 
significant relationship between higher institutional 
quality and less income persistence. His subsequent 
extended regression analysis using sub-components 
of the Fraser index found a statistically significant 
relationship with intergenerational income mobility: 
“legal system integrity … has the biggest impact 
on mobility. However, all components have a large 
and strong correlation with income mobility.”61 
An additional regression analysis using the rule 
of law and corruption indicators showed a strong 
negative correlation between the institutional quality 
indicators and the measure for intergenerational 
income persistence. All in all, Callais says, there 
is “quite robust evidence between legal systems, 
property rights protection, controlling corruption, and 
mobility.”62

To summarise, it is important to consider the bigger 
picture of those multiple factors that are considered 
to drive income mobility, or the lack thereof, across 
the generations. While it is intuitively plausible to 
consider that an unequal income distribution can 
influence mobility — for example, through the 
deprivation of resources and investment opportunities 
for young people in poorer households — we should 
not infer that inequality is the monocausal driver of 
intergenerational mobility. Theoretical and empirical 
developments in economics over recent decades 
would point to the quality of institutions as, still, an 
under-appreciated factor in the observed degree of 
income mobility between parents and their children. 
This perspective suggests that a host of fiscal, legal, 
and regulatory constraints are potentially complicit in 
the suppression of youth socio-economic potential. It 
follows that institutional and policy reforms allowing 
more people to access the full set of economic 
opportunities on offer, and to keep more of the 
rewards derived from productive economic activity, 
would help facilitate progression up the income ladder 
for young Australians. Forthcoming research will 
propose concrete reforms along these lines.
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Conclusion

Australia’s future greatly depends upon fulfilling the 
intergenerational promise of giving our young people 
a better future. Efforts to improve mobility outcomes 
across the generations are crucial to building 
prosperity in the years and decades to come, and 
to give young Australians the means to address the 
challenges, and grasp opportunities, that loom ahead. 
Intergenerational mobility is also crucial to realise this 
country’s elemental socio-political promise of fulfilling 
aspiration and achieving life satisfaction. Any person, 
irrespective of their background and life experience, 
should not be trapped in their circumstances. Indeed, 
every person should be at liberty to progress in life to 
its fullest bounds. Is it legitimate that Australians use 
their abilities and talents to accomplish their dreams 
for a better future? If the answer to such a question 
is “yes,” then it stands to reason that we aspire 
to a high-mobility economy and society for future 
generations — our Generations Next.

Australia performs reasonably well in international 
comparisons of intergenerational income mobility. 
This implies that, compared to many of their peers in 
comparable advanced economies, young Australians 
are better able to access the necessary economic 
opportunities that lead to upward mobility — and to 
an extent not previously experienced by previous 
generations. 

The observations canvassed here are not intended 
as a paean to complacency; far from it. All existing 
generations of Australians have high expectations 
concerning future improvements in material 
abundance, and the expansion of life opportunities 
more generally, that ought to be accessible to present-
day Millennials and Gen Z’ers, and those who will 
follow them. Considerations of the welfare of future 
generations not only entail economic significance, as 
lucidly explained by Tyler Cowen,63 but, as previously 
discussed in this report, are wrapped up in broader 
ethical and moral concerns about a better future for all.

This report pursued an institutional approach 
to understanding some key restraints upon 
intergenerational mobility, and the kinds of reforms 
necessary to help young people to secure their 
personal aspirations, and to discover their own 
preferred pathways to betterment. It is posited 
that the capacity of young Australians to scale the 

ladder of income growth and economic opportunity is 
contingent, in no small part, to the quality of formal 
institutions maintained by governments. Quality in 
this sense concerns the extent to which legislators and 
policymakers commit to, and respect, the economic 
freedom of individuals (and, in our case, especially 
young people) to utilise existing means and strategies 
to exercise upward mobility — and, crucially, to 
discover new paths toward mobility through mutually 
beneficial, voluntary exchanges in market settings.

On an internationally comparative basis, Australia 
has consistently ranked highly on economic freedom 
measures,64 but it is important to stress that such 
measures are relative. This means that a lack of 
persistent dedication to maintain, and improve, 
the quality of our institutions risks diminution 
of economic freedom. The concern raised in this 
report is that such outcomes could compromise 
strong intergenerational income mobility outcomes 
in future years. This proposition, to the extent it 
prevails, dovetails disconcertingly with a range of 
assessments concluding Australia has indulged in 
reform complacency over the past few years, if not 
the past decade.65 I will reserve specific discussions 
about institutional and key public policy reforms for a 
subsequent paper. For now, the generic point is made 
that reform would be expected to not only bolster 
intergenerational mobility rates in this country but, 
in its own right, further enhance the condition of 
what are reasonably functional (though imperfect) 
institutions on an internationally comparative basis.

Institutional reforms that expand economic freedom, 
which, in turn, empowers young people to find their 
best avenues to long-term material improvements 
— as well as reduce incentives to politically capture 
economic conditions to the exclusion of the young 
— are clearly key to intergenerational mobility. The 
implication is that reforms that empower young 
people to engage with diverse economic situations, 
and discover their preferred pathways to upward 
mobility, will best harness their talents and future 
prospects. 

Hence, pro-mobility institutional reforms will 
provide future generations with a robust basis for 
betterment. It is time to loosen the chains that bind 
intergenerational mobility, and reform is the surest 
method to achieve this. As mentioned previously, 
the specification of feasible reform opportunities to 
enhance intergenerational mobility will be the focus of 
forthcoming research.
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