
Ludwig, Johannes

Working Paper

The Role of Education and Household Composition for
Transitory and Permanent Income Inequality. Evidence
from PSID Data

Ruhr Economic Papers, No. 478

Provided in Cooperation with:
RWI – Leibniz-Institut für Wirtschaftsforschung, Essen

Suggested Citation: Ludwig, Johannes (2014) : The Role of Education and Household Composition
for Transitory and Permanent Income Inequality. Evidence from PSID Data, Ruhr Economic Papers,
No. 478, ISBN 978-3-86788-542-3, Rheinisch-Westfälisches Institut für Wirtschaftsforschung (RWI),
Essen,
https://doi.org/10.4419/86788542

This Version is available at:
https://hdl.handle.net/10419/96136

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor dürfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie dürfen die Dokumente nicht für öffentliche oder kommerzielle
Zwecke vervielfältigen, öffentlich ausstellen, öffentlich zugänglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfügung gestellt haben sollten,
gelten abweichend von diesen Nutzungsbedingungen die in der dort
genannten Lizenz gewährten Nutzungsrechte.

Terms of use:

Documents in EconStor may be saved and copied for your personal
and scholarly purposes.

You are not to copy documents for public or commercial purposes, to
exhibit the documents publicly, to make them publicly available on the
internet, or to distribute or otherwise use the documents in public.

If the documents have been made available under an Open Content
Licence (especially Creative Commons Licences), you may exercise
further usage rights as specified in the indicated licence.

https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://doi.org/10.4419/86788542%0A
https://hdl.handle.net/10419/96136
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/


RUHR
ECONOMIC PAPERS

The Role of Education and Household 

Composition for Transitory and 

Permanent Income Inequality

Evidence from PSID Data

#478

Johannes Ludwig



Imprint

Ruhr Economic Papers 

Published by

Ruhr-Universität Bochum (RUB), Department of Economics
Universitätsstr. 150, 44801 Bochum, Germany

Technische Universität Dortmund, Department of Economic and Social Sciences
Vogelpothsweg 87, 44227 Dortmund, Germany

Universität Duisburg-Essen, Department of Economics
Universitätsstr. 12, 45117 Essen, Germany

Rheinisch-Westfälisches Institut für Wirtschaftsforschung (RWI)
Hohenzollernstr. 1-3, 45128 Essen, Germany

Editors 

Prof. Dr. Thomas K. Bauer
RUB, Department of Economics, Empirical Economics
Phone: +49 (0) 234/3 22 83 41, e-mail: thomas.bauer@rub.de

Prof. Dr. Wolfgang Leininger
Technische Universität Dortmund, Department of Economic and Social Sciences
Economics – Microeconomics
Phone: +49 (0) 231/7 55-3297, email: W.Leininger@wiso.uni-dortmund.de

Prof. Dr. Volker Clausen
University of Duisburg-Essen, Department of Economics
International Economics
Phone: +49 (0) 201/1 83-3655, e-mail: vclausen@vwl.uni-due.de

Prof. Dr. Christoph M. Schmidt
RWI, Phone: +49 (0) 201/81 49-227, e-mail: christoph.schmidt@rwi-essen.de

Editorial Offi  ce 

Sabine Weiler
RWI, Phone: +49 (0) 201/81 49-213, e-mail: sabine.weiler@rwi-essen.de

Ruhr Economic Papers #478 

Responsible Editor: Thomas K. Bauer

All rights reserved. Bochum, Dortmund, Duisburg, Essen, Germany, 2014

ISSN 1864-4872 (online) – ISBN 978-3-86788-542-3
The working papers published in the Series constitute work in progress circulated to 
stimulate discussion and critical comments. Views expressed represent exclusively the 
authors’ own opinions and do not necessarily refl ect those of the editors.



Ruhr Economic Papers #478

Johannes Ludwig

The Role of Education and Household 

Composition for Transitory and 

Permanent Income Inequality

Evidence from PSID Data



Bibliografi sche Informationen 

der Deutschen Nationalbibliothek

Die Deutsche Bibliothek verzeichnet diese Publikation in der deutschen National-
bibliografi e; detaillierte bibliografi sche Daten sind im Internet über: 
http://dnb.d-nb.de abrufb ar.

http://dx.doi.org/10.4419/86788542
ISSN 1864-4872 (online)
ISBN 978-3-86788-542-3



Johannes Ludwig1

The Role of Education and Household 

Composition for Transitory and 

Permanent Income Inequality

Evidence from PSID Data

Abstract

Transitory and permanent shocks to income have been shown to be important 
determinants of household consumption. This paper shows that there are signifi cant 
diff erences in the development of transitory and permanent inequality of household 
income between demographic groups since the 1980s. Using data from the Panel Study 
of Income Dynamics the educational attainment and the composition of a household 
are found to play a key role. While permanent inequality increases steadily for educated 
households, it is fl at over large parts of the sample period for the less educated 
households. Transitory inequality increases for all households headed by couples 
whereas it is constant for single households. Taken together, permanent shocks explain 
on average a larger part of the income variance of educated households whereas 
transitory shocks are relatively more important for the less educated. These results 
that can be explained by changes to skill demand and an increased female labor force 
participation are potentially able to explain empirical fi ndings on the transmission of 
changes in income inequality to consumption inequality.
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