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MISSION STATEMENT

The Hamilton Project seeks to advance America’s promise of 

opportunity, prosperity, and growth.

we believe that today’s increasingly competitive global economy 

demands public policy ideas commensurate with the challenges 

of the 21st Century.  The Project’s economic strategy reflects a 

judgment that long-term prosperity is best achieved by fostering 

economic growth and broad participation in that growth, by 

enhancing individual economic security, and by embracing a role 

for effective government in making needed public investments. 

Our strategy calls for combining public investment, a secure social 

safety net, and fiscal discipline.  In that framework, the Project 

puts forward innovative proposals from leading economic thinkers 

— based on credible evidence and experience, not ideology or 

doctrine — to introduce new and effective policy options into the 

national debate.

The Project is named after Alexander Hamilton, the nation’s 

first Treasury Secretary, who laid the foundation for the modern 

American economy.  Hamilton stood for sound fiscal policy, 

believed that broad-based opportunity for advancement would 

drive American economic growth, and recognized that “prudent 

aids and encouragements on the part of government” are 

necessary to enhance and guide market forces.  The guiding 

principles of the Project remain consistent with these views.
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Thirteen Economic Facts about
Social Mobility and the Role of  Education

Introduction

This document provides thirteen economic facts on the growth of income inequality 
and its relationship to social mobility in America; on the growing divide in educational opportunities and 
outcomes for high- and low-income students; and on the pivotal role education can play in increasing the 
ability of low-income Americans to move up the income ladder.

It is well known that the income divide in the United States has increased substantially over the last few 
decades, a trend that is particularly true for families with children. In fact, according to Census Bureau data, 
more than one-third of children today are raised in families with lower incomes than comparable children 
thirty-five years ago. This sustained erosion of income among such a broad group of children is without 
precedent in recent American history. Over the same period, children living in the highest 5 percent of the 
family-income distribution have seen their families’ incomes double.

What is less well known, however, is that mounting evidence hints that the forces behind these divergent 
experiences are threatening the upward mobility of the youngest Americans, and that inequality of income 
for one generation may mean inequality of opportunity for the next. It is too early to say for certain whether 
the rise in income inequality over the past few decades has caused a fall in social mobility of the poor and 
those in the middle class—the first generation of Americans to grow up under this inequality is, on average, 
in high school—but the early signs are troubling.

Investments in education and skills, which are factors that increasingly determine outcomes in the job 
market, are becoming more stratified by family income. As income inequality has increased, wealthier 
parents are able to invest more in their children’s education and enrichment, increasing the already sizable 
difference in investment from those at the other end of the earnings distribution. This disparity has real 
and measurable consequences for the current generation of American children. Although cognitive tests 
of ability show little difference between children of high- and low-income parents in the first years of their 
lives, large and persistent differences start emerging before kindergarten. Among older children, evidence 
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not only helped lift thousands of Americans into the middle 
class and beyond, but also have boosted the productivity, 
innovation, and resources of the American economy.

Fortunately, researchers are making rapid progress in 
identifying new approaches that complement or improve 
on long-standing federal aid programs to boost college 
attendance and completion among lower-income students. 
These new interventions, which include high school and 
college mentoring, targeted informational interventions, and 
behavioral approaches to nudge students into better outcomes, 
could form the basis of important new policies that aim to 
steer more students toward college.

A founding principle of The Hamilton Project’s economic 
strategy is that long-term prosperity is best achieved by 
fostering economic growth and broad participation in that 
growth. This principle is particularly relevant in the context 
of social mobility, wherein broad participation in growth can 
contribute to further growth by providing families with the 
ability to invest in their children and communities, optimism 
that their hard work and efforts will lead to success for them 
and their children, and openness to innovation and change 
that lead to new sources of economic growth.

In this spirit, we offer our “Thirteen Economic Facts about 
Social Mobility and the Role of Education.” In chapter 1, 
we examine the very different changes in income between 
American families at opposite ends of the income distribution 
over the last thirty-five years and the seemingly dominant role 
that a child’s family income plays in determining his or her 
future economic outcomes. In chapter 2, we provide evidence 
on the growing divide in the United States in educational 
opportunities and outcomes based on family income. In 
chapter 3, we explore the great potential of education to 
increase upward mobility for all Americans, with a special 
focus on what we know about how to increase college 
attendance and completion for low-income students.

Introduction continued from page 1

suggests that the gap between high- and low-income primary- 
and secondary-school students has increased by almost 40 
percent over the past thirty years.

These differences persist and widen into young adulthood 
and beyond. Just as the gap in K–12 test scores between high- 
and low-income students is growing, the difference in college 
graduation rates between the rich and the poor is also growing. 
Although the college graduation rate among the poorest 
households increased by about 4 percentage points between 
those born in the early 1960s and those born in the early 
1980s, over this same period, the graduation rate increased by 
almost 20 percentage points for the wealthiest households.

Given how important education and, in particular, a college 
degree are in the labor market, these trends give rise to 
concerns that last generation’s inequities will be perpetuated 
into the next generation and opportunities for upward social 
mobility will be diminished. The emphasis that American 
society places on upward mobility makes this alarming in 
and of itself. In addition, low levels of social mobility may 
ultimately shift public support toward policies to address such 
inequities, instead of toward policies intended to promote 
economic growth.

While the urgency of finding solutions to this challenge 
requires rethinking a broad range of social and economic 
policies, we believe that any successful approach will 
necessitate increasing the skills and human capital of 
Americans. Decades of research demonstrate that policies that 
improve the quality of and expand access to early-childhood, 
K–12, and higher education can be effective at ameliorating 
these stark differences in economic opportunities across 
households.

Indeed, making it easier and more affordable for low-income 
students to attend college has long been a vehicle for upward 
mobility. Over the past fifty years, policies that have increased 
access to higher education, from the GI Bill to student aid, have 
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CHAPTER 1: Inequality Is Rising against a  
Background of  Low Social Mobility

Central to the American ethos is the notion that it is possible to start out poor and become 
more prosperous: that hard work—not simply the circumstances you were born into—offers real 
prospects for success. But there is a growing gap between families at the top and bottom of the 
income distribution, raising concerns about the ability of today’s disadvantaged to work their way 
up the economic ladder.

1. Family incomes have declined for a third of American children over 
the past few decades.

2. Countries with high income inequality have low social mobility.

3. Upward social mobility is limited in the United States.
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lower-income families have experienced outright declines in 
incomes. In fact, in 2011 the bottom 35 percent of children 
lived in families with lower reported incomes than comparable 
children thirty-six years earlier.

Because of widening disparities in the earnings of their parents 
and changes in family structure—particularly the increase in 
single-parent families—the family resources available to less-
well-off children are falling behind those available to their 
higher-income peers.

Family incomes have declined for a third of 
American children over the past few decades. 

Although family income has increased by an average of 37 
percent between 1975 and 2011, family incomes have actually 
declined for the poorest third of children. 

Figure 1 illustrates the diverging fortunes of children based on 
their family’s income, as measured by the U.S. Census Bureau. 
Children in families at the top of the income distribution 
have experienced sizable gains in their families’ incomes and 
resources since 1975. Children living in the top 5 percent of 
families, for instance, have seen a doubling of their families’ 
incomes. But such gains have been more modest for children 
in the middle of the distribution, and children living in 

1.
Chapter 1: Inequality Is Rising against a Background of Low Social Mobility

FIguRE 1.

Change in Family Income of Children by Income Percentile, 1975–2011 
For the poorest third of children, family incomes have declined.

Source: Current Population Survey ([CPS] 1976, 2012); authors’ calculations.

Note: The figure shows change in family money income, adjusted for family size and inflation using CPI-U-RS. See technical appendix for the U.S. Census Bureau’s definition of money income.
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not know whether inequality causes reductions in mobility. 
After all, there are many important factors that vary between 
countries that might explain this relationship. Nonetheless, 
figure 2 represents a provocative observation with potentially 
important policy ramifications.

What figure 2 makes clear is that, although most people think 
of the United States as the land of opportunity—where hard 
workers from any background can prosper—the reality is far 
less encouraging. In fact, in terms of both income inequality 
and social mobility, the United States is in the middle of the 
pack when compared to other nations, most of which are 
democratic countries with market economies.

Many are concerned that rising income inequality will lead to 
declining social mobility. Figure 2, recently coined “The Great 
Gatsby Curve,” takes data from several countries at a single 
point in time to show the relationship between inequality and 
immobility. Inequality is measured using Gini coefficients, a 
common metric that economists use to determine how much 
of a nation’s income is concentrated among the wealthy; 
social mobility is measured using intergenerational earnings 
elasticity, an indicator of how much children’s future earnings 
depend on the earnings of their parents.

Although, as the figure shows, higher levels of inequality are 
positively correlated with reductions in social mobility, we do 

Countries with high income inequality have 
low social mobility.2.

Chapter 1: Inequality Is Rising against a Background of Low Social Mobility

FIguRE 2.

The Relationship between Income Inequality and Social Mobility
Around the world, high income inequality is associated with low social mobility.

Source: Corak (2013); World Bank (2013).

Note: Reproduction of figure 2 from Corak (2013). Data points for Italy and the United Kingdom overlap. The x-axis shows Gini coefficients as reported by the World Bank. The y-axis is a 

measure of social mobility and is equal to 1 minus the intergenerational earnings elasticity for each country.
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Upward social mobility is limited in the 
United States.3.

While social mobility and economic opportunity are 
important aspects of the American ethos, the data suggest they 
are more myth than reality. In fact, a child’s family income 
plays a dominant role in determining his or her future income, 
and those who start out poor are likely to remain poor.

Figure 3 shows the chances that a child’s future earnings 
will place him in the lowest quintile (that is, the bottom 20 
percent of the earnings distribution, shown by the green 
bars) or the highest quintile (that is, the top 20 percent of the 
distribution, purple bars) depending on where his parents fell 
in the distribution (from left to right on the figure, the lowest, 
middle, and highest quintiles). In a completely mobile society, 
all children would have the same likelihood of ending up in any 

part of the income distribution; in this case, all bars on figure 3 
would be at 20 percent, denoted by the bold line.

The figure demonstrates that children of well-off families are 
disproportionately likely to stay well off and children of poor 
families are very likely to remain poor. For example, a child 
born to parents with income in the lowest quintile is more than 
ten times more likely to end up in the lowest quintile than the 
highest as an adult (43 percent versus 4 percent). And, a child 
born to parents in the highest quintile is five times more likely 
to end up in the highest quintile than the lowest (40 percent 
versus 8 percent). These results run counter to the historic 
vision of the United States as a land of equal opportunity.

Chapter 1: Inequality Is Rising against a Background of Low Social Mobility

FIguRE 3.

Probability of Children’s Income Level, Given Parents’ Income Level
Children born into low-income families are likely to remain at the low end of the income distribution as adults.

Source: Pew Charitable Trust, Economic Mobility Project (2012). 

Note: Income estimates are in constant 2008 dollars and are adjusted for inflation using CPI-U-RS. Income categories along the x-axis correspond to the lowest, middle, and highest income 

quintiles in the Panel Study of Income Dynamics (PSID) as of 1968. Income categories in the legend correspond to the lowest and highest quintiles in the PSID as of 2008.
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CHAPTER 2: The United States Is Experiencing  
a Growing Divide in Educational Investments and 

Outcomes Based on Family Income

Although children of high- and low-income families are born with similar abilities, high-income 
parents are increasingly investing more in their children. As a result, the gap between high- and 
low-income students in K–12 test scores, college attendance and completion, and graduation rates 
is growing.

4. The children of high- and low-income families are born with similar 
abilities but different opportunities.

5. There is a widening gap between the investments that high- and low-
income families make in their children.

6. The achievement gap between high- and low-income students has 
increased.

7. College graduation rates have increased sharply for wealthy students 
but stagnated for low-income students.

8. High-income families dominate enrollment at America’s selective 
colleges.
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The children of high- and low-income 
families are born with similar abilities but 
different opportunities.

4.
In examining the opportunity gap between high- and low-
income children, it is important to begin at the beginning—
birth. The evidence suggests that children of high- and low-
income families start out with similar abilities but rapidly 
diverge in outcomes. 

At the earliest ages, there is almost no difference in cognitive 
ability between high- and low-income individuals. Figure  4 
shows the impact of a family’s socioeconomic status—a 
combination of income, education, and occupation—on the 
cognitive ability of infants between eight and twelve months of 
age, as measured in the Early Childhood Longitudinal Survey. 
Although it is obviously difficult to measure the cognitive ability 
of infants, this ECLS metric has been shown to be modestly 
predictive of IQ at age five (Fryer and Levitt 2013).

Controlling for age, number of siblings, race, and other 
environmental factors, the effects of socioeconomic status are 

small and statistically insignificant. A child born into a family in 
the highest socioeconomic quintile, for example, can expect to 
score only 0.02 standard deviations higher on a test of cognitive 
ability than an average child, while one born into a family in the 
lowest socioeconomic quintile can expect to score about 0.03 
standard deviations lower—hardly a measurable difference and 
statistically insignificant. By contrast, other factors, such as age, 
gender, and birth order, have a greater impact on abilities at the 
earliest stages of life. 

Despite similar starting points, by age four, children in the 
highest income quintile score, on average, in the 69th percentile 
on tests of literacy and mathematics, while children in the 
lowest income quintile score in the 34th and 32nd percentile, 
respectively (Waldfogel and Washbrook 2011). Research 
suggests that these differences arise largely due to factors related 
to a child’s home environment and family’s socioeconomic 
status (Fryer and Levitt 2004). 

Chapter 2: The United States Is Experiencing a Growing Divide in Educational Investments 
and Outcomes Based on Family Income

FIguRE 4.

Effect of Socioeconomic Status on the Cognitive Ability of Young Children
Income level seems to have a very small effect on the mental function of children under age one.

Source: Fryer and Levitt (2013); authors’ calculations.

Note: Bars show regression estimates of the effect of socioeconomic status on standardized mental function composite score in the ECLS, controlling for race, age, and home environment. 

Hollow bars are statistically insignificant at the 5 percent level.
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Although we may all enter the world on similar footing, the deck 
is stacked against children born into low-income households. One 
significant consequence of growing income inequality is that, by 
historical standards, high-income households are spending much 
more on their children’s education than low-income households. 
Figure 5 shows enrichment expenditures—SAT prep, private 
tutors, computers, music lessons, and the like—by income level.

Over the past four decades, families at the top of the income 
ladder have increased spending in these areas dramatically, 
from just over $3,500 to nearly $9,000 per child per year (in 
constant 2008 dollars). By comparison, those at the bottom of 
the income distribution have increased their spending since the 
early 1970s from less than $850 to about $1,300. The difference 
is still stark: high-income families have gone from spending 
slightly more than four times as much as low-income families 
to nearly seven times more.

Parents of higher socioeconomic status invest not only more 
money in their children, but more time as well. On average, 
mothers with a college degree spend 4.5 more hours each week 
engaging with their children than mothers with only a high 
school diploma or less (Guryan, Hurst, and Kearney 2008). 
This means that, among other things, by age three, children 
of parents who are professionals have vocabularies that are 
50 percent larger than those of children from working-class 
families, and 100 percent larger than those of children whose 
families receive welfare, disparities that some researchers 
ascribe to differences in how much parents engage and speak 
with their children. By the time they are three, children born to 
parents who are professionals have heard about 30 million more 
words than children born to parents who receive welfare (Hart 
and Risley 1995).

There is a widening gap between the 
investments that high- and low-income families 
make in their children. 

5.

Chapter 2: The United States Is Experiencing a Growing Divide in Educational Investments 
and Outcomes Based on Family Income

FIguRE 5. 

Enrichment Expenditures on Children 
High-income families spend about seven times more on their children than low-income families. 

Source: Duncan and Murnane (2011).

Note: For a full description of enrichment expenditures, see the technical appendix. 
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The achievement gap between high- and 
low-income students has increased.6.

Disparities in what parents can invest in their children—whether 
time or money—appear to have important consequences for 
children’s success in school. While many factors play a role in 
shaping scholastic achievement, family income is one of the 
most persistent and significant. In fact, the income achievement 
gap—the role that wealth plays in educational attainment—has 
been increasing over the past five decades. By comparing test 
results of children from families at the 90th income percentile 
to those of children from families at the 10th percentile, 
researchers have found that the gap has grown by about 40 
percent over the past thirty years (Reardon 2011).

Figure 6 shows that the income achievement gap as estimated 
for students born in 2001 is over 1.2 standard deviations. To 
put this in perspective, according to the National Assessment 

Chapter 2: The United States Is Experiencing a Growing Divide in Educational Investments 
and Outcomes Based on Family Income

FIguRE 6.

Average Difference in Reading Standardized Test Scores between 90th and 10th Income 
Percentile Families
The achievement gap between high- and low-income students is at an all-time high.

of Educational Progress, an average student advances between 
1.2 and 1.5 standard deviations between fourth and eighth 
grade. The achievement gap between high- and low-income 
students, then, is on par with the gap between eighth graders 
and fourth graders.

This growing test-score gap mirrors the diverging parental 
investments of high- and low-income families (figure 5). As 
with parental investment, the test scores of low-income students 
have shown modest gains over the past few decades, while those 
of high-income students have shown large increases. The gap 
between high- and low-income students, therefore, is not an 
instance of the poor doing worse while the wealthy are doing 
better; rather, it is that students from wealthier families are 
pulling away from their lower-income peers.

Source: Reardon (2011).

Note: The figure shows best-fit estimate from the twelve available nationally representative studies that include family income and standardized test scores.
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While the highest income quartile saw an 18 percentage-point 
increase in the graduation rate between these birth cohorts, the 
lowest income quartile saw only a 4 percentage-point increase.

This graduation-rate gap may have important implications 
for social mobility and inequality. Given the importance of a 
college degree in today’s labor market, rising disparities in 
college completion portend rising disparities in outcomes in 
the future.

College graduation rates have increased 
sharply for wealthy students but stagnated 
for low-income students.

7.
College graduation rates have increased dramatically over the 
past few decades, but most of these increases have been achieved 
by high-income Americans. Figure 7 shows the change in 
graduation rates for individuals born between 1961 and 1964 
and those born between 1979 and 1982. The graduation rates 
are reported separately for children in each quartile of the 
income distribution.

In every income quartile, the proportion graduating from college 
increased, but the size of that increase varied considerably. 

FIguRE 7. 

Share of Population with College Degree, by Income Level and Birth Year
The graduation rate for low-income individuals has not increased very much over the past few decades.

Source: Bailey and Dynarski (2011).

Note: Original data come from National Longitudinal Survey of Youth, 1979 and 1997. 

Chapter 2: The United States Is Experiencing a Growing Divide in Educational Investments 
and Outcomes Based on Family Income

Lowest quartile Second quartile Third quartile Highest quartile

Pe
rc

en
t o

f p
op

ul
at

io
n 

w
ith

 c
ol

le
ge

 d
eg

re
e

Students born 1961–1964 Increase for students born 1979–1982

0

10

20

30

40

50

60



12  Thirteen Economic Facts about Social Mobility and the Role of Education

socioeconomic status households. Indeed, the more 
competitive the institution, the greater the percentage of the 
student body that comes from the top quartile, and the smaller 
the percentage from the bottom quartile. At institutions 
ranked as “most competitive”—those with more-selective 
admissions and that require high grades and SAT scores—
the wealthiest students out-populate the poorest students by 
a margin of fourteen to one (Carnevale and Strohl 2010). By 
contrast, at institutions ranked as “less-competitive” and “non-
competitive,” the lowest–socioeconomic status students are 
over-represented.

High-income families dominate enrollment at 
America’s selective colleges.8.

The gap between high- and low-income groups in college 
outcomes extends beyond college graduation rates. Students 
from higher-income families also apply to and enroll in more-
selective colleges. Figure 8 reports the percent of students at 
more- and less-selective schools that come from families in 
the top and bottom quartiles of the socioeconomic status 
distribution (a combination of parental income, education, 
and occupation).

The figure demonstrates that the most-competitive colleges 
are attended almost entirely by students from higher–

FIguRE 8.

Socioeconomic Distribution at Colleges by Selectivity
A student at one of America’s most-selective universities is fourteen times more likely to be from a high-income family than 
from a low-income family.

Source: Carnevale and Strohl (2010).

Note: Figure shows college attendance as of 2006. See technical appendix for full description of college selectivity categories.
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and Outcomes Based on Family Income
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CHAPTER 3: Education Can Play a Pivotal Role 
in Improving Social Mobility

Promoting increased social mobility requires reexamining a wide range of economic, health, social, 
and education policies. Higher education has always been a key way for poor Americans to find 
opportunities to transform their economic circumstances. In a time of rising inequality and low social 
mobility, improving the quality of and access to education has the potential to increase equality of 
opportunity for all Americans.

9. A college degree can be a ticket out of poverty.

10. The sticker price of college has increased significantly in the past 
decade, but the actual price for many lower- and middle-income 
students has not.

11. Few investments yield as high a return as a college degree.

12. Students are borrowing more to attend college—and defaulting more 
frequently on their loans.

13. New low-cost interventions can encourage more low-income students 
to attend, remain enrolled in, and increase economic diversity at 
even top colleges. 
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chance of remaining in that quintile as an adult and only a 
5 percent chance of moving into the highest quintile. On the 
other hand, children born into the lowest quintile who do earn 
a college degree have only a 16 percent chance of remaining in 
the lowest quintile and a 19 percent chance of breaking into the 
top quintile. In other words, a low-income individual without 
a college degree will very likely remain in the lower part of 
the earnings distribution, whereas a low-income individual 
with a college degree could just as easily land in any income 
quintile—including the highest.

A college degree can be a ticket out of poverty.9.
The earnings of college graduates are much higher than for 
nongraduates, and that is especially true among people 
born into low-income families. Figure 9 shows the earnings 
outcomes for individuals born into the lowest quintile of 
the income distribution, depending on whether they earned 
a college degree. In a perfectly mobile society, an individual 
would have an equal chance of ending up in any of the five 
quintiles, and all the bars would be level with the bold line.

As the figure shows, however, without a college degree a child 
born into a family in the lowest quintile has a 45 percent 

Chapter 3 : Education Can Play a Pivotal Role in Improving Social Mobility

FIguRE 9.

Income Quintile of Adults Born into Lowest-Quintile Families, by College Attainment
Without a college degree, a child born into a poor family has little chance of breaking into the upper end of the income 
distribution.

Source: Haskins (2008).

Note: Calculations are based on the PSID, which compares children’s adult income at roughly age forty with that of their parents at about the same age.
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colleges have only increased by an average of $1,420 since 2002, 
which is less than half of the increase in the published rate. 
Although published tuition at private four-year colleges has 
increased by an average of $6,090 since 2002, net tuition has 
only increased by $230. In fact, the projected average net tuition 
at private four-year colleges for the academic year 2012–13 is 3.7 
percent lower than the average net tuition in 2007–08 and lower 
than all five academic years between 2004–05 and 2008–09 
(College Board 2012).

For many households, high costs of tuition are a burden. Once 
families and students have a sense of what financial aid they are 
eligible for, they can get a more accurate idea of the actual price 
tag for tuition. For each student, the net cost is the important 
consideration when making educational decisions.

The sticker price of college has increased significantly 
in the past decade, but the actual price for many 
lower- and middle-income students has not.

10.
In the past decade, increases in the sticker price of attending 
college have made going to college appear, for some, prohibitively 
expensive. Published tuition and fees for the 2012–13 academic 
year are projected to average $26,060 for private four-year 
institutions, and $8,860 in-state for public four-year institutions 
(College Board 2012). But before allowing this sticker price to be 
a deterrent, students must look deeper to learn whether those 
costs apply to them. Looking at net tuition—the price that the 
average student actually pays after financial aid—the picture is 
very different.

Because of increases in federal, state, and college-provided 
financial aid, not only is average net tuition much lower than 
average published tuition, but it has also increased at a much 
lower rate than published tuition in the past ten years. As seen 
in figure 10, net in-state tuition and fees at public four-year 
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FIguRE 10. 

Change in Published and Net Tuition, 2002 and 2012
Net tuition—the average price people actually pay to go to college—has increased much more slowly than published tuition. 

Source: College Board (2012).

Note: Tuition and fees do not include room and board.
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Few investments yield as high a return as a 
college degree.11.

earn a degree is 9 percent. In comparison, the average return to 
an investment in the stock market is a little over 5 percent; gold, 
ten-year Treasury bonds, T-bills, and housing are 3 percent or less.

Although the return to an associate’s degree really stands out, this 
high return partially reflects the lower cost of an associate’s degree 
rather than a major boost to long-run earnings. Over a lifetime,  
the earnings of an associate’s degree recipient are roughly $170,000 
higher than those of a high school graduate, while the earnings of 
a bachelor’s degree holder are $570,000 more than those of a high 
school graduate. 

While it is likely that college graduates have different aptitudes 
and ambitions that might affect earnings and thus the resulting 
economic returns, a large body of academic research suggests there 
is a strong causal relationship between increases in education and 
increases in earnings (Card 2001).

Obtaining a college degree can significantly boost one’s income. 
Over the past three years, individuals between the ages of thirty 
and fifty who graduated from high school but did not attend 
college could expect to earn less than $30,000 per year. Those 
whose highest level of educational attainment was a bachelor’s 
degree earned just under $60,000 per year, and those with an 
advanced degree earned over $80,000.

But even individuals who attend college and do not obtain a degree 
still see an increase in their annual earnings. Those who leave 
college before receiving a credential or degree earn about $7,000 
per year more than those with only a high school diploma, and 
individuals holding an associate’s degree earn over $10,000 more.

Higher education is one of the best investments an individual can 
make. As shown in figure 11, the returns to earning an associate’s, 
professional, or bachelor’s degree exceed 15 percent, and even the 
average return to attending some college for those who do not 
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Returns to Education Compared to Other Investments 
The average returns to earning a degree are high, and even the returns to starting college and not finishing are still higher than 
the returns to any other traditional investment.

Source: CPS (2009, 2010–12); Damodaran (2013); Federal Reserve Economic Data (2013); National Center for Education Statistics ([NCES] 2012, 2013); National Mining Association (2012); Shiller 

(2013); authors’ calculations.

Note: Sample is civilian, natural-born U.S. citizens. Earnings data come from the CPS (2010–12) and tuition data come from NCES (2012, 2013). Data for other assets reflect real returns between 

1928 and 2012. See the technical appendix for a full description of the calculations. 
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Students are borrowing more to attend college—
and defaulting more frequently on their loans.12.

Still, recent trends in student loans raise questions and concerns 
that merit further investigation. For one, it is unclear why 
student debt is increasing at its current trajectory. Neither college 
enrollment nor net college tuition has risen dramatically enough 
over the past decade to explain the rapid upsurge. Second, even 
though most students have a relatively low total loan balance, 
the default rate has increased significantly over the past decade: 
the share of those more than ninety days delinquent rose from 
under 10 percent in 2004 to about 18 percent in 2012 (figure 
12b). While the returns to investments in college remain high, 
it will be important for policymakers to better understand why 
debt and delinquency rates have increased over the past decade.

Over the past decade, the volume and frequency of student loans 
have increased significantly. The share of twenty-five-year-olds 
with student debt has risen by about 15 percentage points since 
2004, and the amount of student debt incurred by those under 
the age of thirty has more than doubled (Lee 2013).

Despite these increases, the majority of students appear to 
borrow prudently. About 90 percent have loan balances less 
than $50,000, and 40 percent have balances under $10,000 
(Fry 2012). Given that a college graduate can expect to earn, 
on average, about $30,000 more per year than a high school 
graduate over the course of his or her life, the returns to college 
appear to warrant the cost of student loans for most students.

Chapter 3 : Education Can Play a Pivotal Role in Improving Social Mobility

FIguRE 12A. 

Outstanding Student Loan Debt Owed as 
a Share of Household Income 

FIguRE 12B. 

Share of Borrowers 90 or More Days 
Delinquent

Source: Fry (2012).

Note: The figure includes education loans that are currently in deferment and loans in 

scheduled repayment period.
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New low-cost interventions can encourage more 
low-income students to attend, remain enrolled in, 
and increase economic diversity at even top colleges.

13.

to college and to better schools, and to convince them to stay in 
college once they get there. One study finds that simplifying and 
assisting low-income students in the financial aid application 
process increases college enrollment by about 8 percentage 
points, and costs less than $100 per student (Bettinger et al. 2009). 
And, on a per student basis, employing mentors to coach students 
on the value of staying in college beyond their freshman years 
is $10,000 less expensive than need- or merit-based scholarships 
(Bettinger and Baker 2011).

Another study found that mailing high-achieving, low-income 
students personalized information on their college options 
nudged those students to apply to better schools. At a cost of 
only $6 per student contacted, this intervention increased low-
income students’ applications to selective schools by more than 
30 percentage points (Hoxby and Turner 2013).

To promote social mobility, enabling more low- and middle-
income students to pay for college with federal grants is one of 
the most important goals that policymakers can pursue. For the 
past several decades, the main tools for achieving this goal have 
been Pell grants, Stafford loans, or merit-based aid such as the 
state of Georgia’s HOPE Scholarship. Researchers estimate that, 
depending on the exact program, the effect of $1,000 of college 
aid is an increase of 3 to 6 percentage points in college enrollment 
(Deming and Dynarski 2009). As figure 13 shows, this translates 
into a total cost of between $20,000 and $30,000 to send one 
additional student to college through these aid programs. To 
put this in context, the average difference in earnings between a 
college graduate and a high school graduate is almost $30,000 per 
year, so these programs are likely to be beneficial on net.

Figure 13 also reports on new, low-cost interventions that can 
complement federal and state aid programs to send more kids 
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Approximate Cost of Achieving Given Outcome, by Policy or Intervention
New educational interventions can achieve positive results for a relatively low cost.

Source: Bettinger and Baker (2011); Bettinger et al. (2009); Carrell and Sacerdote (2013); Dynarski (2000, 2003, 2005); Hoxby and Turner (2013); Kane (1995, 2003, 2004).

Note: Bars are in current dollars at the time of the studies. See technical appendix for a description of how bars were calculated.
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1. Family incomes have declined for a third of 
American children over the past few decades.

Figure 1. Change in Family Income of Children by Income 
Percentile, 1975–2011

Source: CPS (1976, 2012); authors’ calculations.

Note: Income data come from the 1976 and 2012 CPS, March 
Supplement, and cover income for the years 1975 and 2011. 
Data are adjusted for inflation using CPI-U-RS and are also 
adjusted for family size. The U.S. Census Bureau measure of 
money income is used to create official measures of poverty 
and is defined as income received on a regular basis, such 
as earnings, interest, dividends, business income, or cash 
welfare payments, but is before-tax and excludes non-cash 
benefits, such as food stamps, health benefits, or subsidized 
housing. The broad pattern of changes in inequality over 
time is not sensitive to examining slightly different measures 
of income, such as market income, or by incorporating other 
sources of income.

2. Countries with high income inequality have low 
social mobility.

Figure 2. The Relationship between Income Inequality and 
Social Mobility

Source: Corak (2013); World Bank (2013).

Note: Reproduction of figure 2 from Corak (2013). Data 
points for Italy and the United Kingdom overlap. The x-axis 
shows Gini coefficients as reported by the World Bank. The 
y-axis is a measure of social mobility and is equal to 1 minus 
intergenerational earnings elasticity for each country.

3. Upward social mobility is limited in the United States.

Figure 3. Probability of Children’s Income Level, Given 
Parents’ Income Level

Source: Pew Charitable Trust, Economic Mobility Project 
(2012). 

Note: Income estimates are in constant 2008 dollars and are 
adjusted for inflation using CPI-U-RS. Income categories 
along the x-axis correspond to the lowest, middle, and 
highest income quintiles in the PSID as of 1968. Income 
categories in the legend correspond to the lowest and highest 
income quintiles in the PSID as of 2008.

4. The children of high- and low-income families are 
born with similar abilities but different opportunities.

Figure 4. Effect of Socioeconomic Status on the Cognitive 
Ability of Young Children

Source: Fryer and Levitt (2013); authors’ calculations.

Note: Bars show regression estimates of the effect of 
socioeconomic status on standardized mental function 
composite score in the ECLS, controlling for race, age, and 
home environment. Hollow bars are statistically insignificant 
at the 5 percent level. Home environment factors include 
number of siblings, mother’s age, and a measure of parent as 
teacher as defined in Moss and Yeaton (2011).

5. There is a widening gap between the investments 
that high- and low-income families make in their 
children.

Figure 5. Enrichment Expenditures on Children

Source: Duncan and Murnane (2011).

Note: Enrichment expenditures is a broad category that 
includes items such as recreational lessons, books and 
magazines not related to school, computers, sports, 
electronics, and out-of-town trips. For a full list, see Duncan 
and Murnane (2011, Appendix Table 9.A1).

6. The achievement gap between high- and low-
income students has increased.

Figure 6. Average Difference in Reading Standardized Test 
Scores between 90th and 10th Income Percentile Families

Source: Reardon (2011).

Note: The figure shows best-fit estimate from the twelve 
nationally representative studies available that include family 
income and standardized test scores.

7. College graduation rates have increased sharply for 
wealthy students but stagnated for low-income students. 

Figure 7. Share of Population with College Degree, by 
Income Level and Birth Year

Source: : Bailey and Dynarski (2011).

Note: Original data come from National Longitudinal Survey 
of Youth, 1979 and 1997.

Technical Appendix
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8. High-income families dominate enrollment at 
America’s selective colleges.

Figure 8. Socioeconomic Distribution at Colleges by 
Selectivity

Source: Carnevale and Strohl (2010).

Note: Selectivity levels are based on Barron’s (2009) and 
combined and condensed by Carnevale and Strohl (2010) to 
reflect the following categories:

Most competitive
High school rank: top 10 to 20 percent
Grade average: B+ or better
Median SAT (out of 1600): 1310 to 1600
Median ACT: 29 or better
Admissions rate: less than 33 percent

Competitive
High school rank: N/A
Grade average: Some require B- or better; some accept 
C or better
Median SAT: 1000 to 1140
Median ACT: 21 to 23
Admissions rate: Most admit 50–65 percent; some 
admit 75–85 percent; a small number admit fewer than 
50 percent.

Less- and non-competitive
High school rank: Top 65 percent
Grade average: Many accept students with below C 
averages
Median SAT: Below 1000
Median ACT: Below 21
Admissions rate: Above 85 percent

9. A college degree can be a ticket out of poverty.

Figure 9. Income Quintile of Adults Born into Lowest-
Quintile Families, by College Attainment

Source: Haskins (2008).

Note: Calculations are based on the PSID, which compares 
children’s adult income at roughly age forty with that of their 
parents at about the same age. Individuals in this sample 

were age eighteen or younger in 1968 and have been tracked 
into adulthood by PSID. Parental family income is based 
on total family income averaged between1967 and 1971. 
Children’s adult income is based on total family income of 
the family in which the adult child resides, averaged over 
select five years between 1995 and 2002. Five-year averages 
are used as a proxy for lifetime income.

10. The sticker price of college has increased 
significantly in the past decade, but the actual price 
for many lower- and middle-income students has not.

Figure 10. Change in Published and Net Tuition, 2002 and 
2012

Source: College Board (2012).

Note: Tuition and fees do not include room and board. 

11. Few investments yield as high a return as a college 
degree.

Figure 11. Returns to Education Compared to Other 
Investments

Source: CPS (2009, 2010–12); Damodaran (2013); Federal 
Reserve Economic Data (2013); National Center for 
Education Statistics ([NCES] 2012, 2013); National Mining 
Association (2012); Shiller (2013); authors’ calculations.

Note: Returns to education are calculated as an internal 
return on investment. Average annual tuition for associate’s 
and bachelor’s degrees are from NCES (2013, Table 381). The 
cost of a bachelor’s degree is the national average tuition of 
four-year public and private institutions (both non-profit 
and for-profit) in 2010–11. Individuals with “some college” 
were assumed to have been in school for 1.83 years, the 
average in CPS (2009). The cost of a professional degree is 
the average of the annual tuitions of all professional degrees, 
calculated from NCES (2012, Table 352), weighted by the 
number of degrees given by each type of professional school, 
calculated from NCES (2012, Table 309). All tuition figures 
also include university fees, but exclude room and board. The 
cost of two- and four-year colleges includes the opportunity 
cost associated with the earnings of a high school graduate, 
from the CPS (2010–12), March Supplement. The cost of a 
professional degree includes the opportunity cost associated 
with the earnings of a college graduate for the 3.48 years 
that a professional-degree seeker is in school (the average 
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length of each degree program weighted by the number of 
each degrees given). When calculating the opportunity cost 
or earnings increase associated with “some college,” in the 
last partial year of schooling, we assume that an individual 
incurs the opportunity cost during the fraction of the year 
in school and the earnings associated with the degree for 
the other fraction. For “some college,” associate’s degree, 
and bachelor’s degree, the rate of return is the internal rate 
of return of the earnings premium of individuals with those 
degrees compared to individuals with only high school 
diplomas. Specifically, individuals attending postsecondary 
education are assumed to incur the direct tuition costs and 
opportunity costs while in school starting at age eighteen 
and then to receive the earnings premium associated with 
the degree over the course of their working lives up until 
age sixty-four. The rate of return of a professional degree 
is the return of getting a professional degree compared to 
only a bachelor’s degree starting at age twenty-two using the 
same method as above. The rate of return of the alternative 
investments is the geometric mean of the real value of asset 
returns between 1928 and 2012 net of inflation estimated 
by the CPI-U-RS (from 1947 to 2012) and an estimate of 
the CPI-U prior to 1947. T-bill returns are calculated using 
Federal Reserve Economic Data (2013). Bond returns are 
calculated using data from Damodaran (2013). The historic 
gold prices and current gold prices are from the National 
Mining Association (2012). Stock market and housing 
returns are calculated from Shiller (2013).

12. Students are borrowing more to attend college—
and defaulting more frequently on their loans.

Figure 12a. Outstanding Student Loan Debt Owed as a 
Share of Household Income

Source: Fry (2012).

Note: The figure includes education loans that are currently 
in deferment and loans in scheduled repayment period.

Figure 12b. Share of Borrowers 90 or More Days 
Delinquent

Source: Lee (2013).

13. New low-cost interventions can encourage more 
low-income students to attend, remain enrolled in, 
and increase economic diversity at even top colleges.

Figure 13. Approximate Cost of Achieving Given Outcome, 
by Policy or Intervention

Source: Bettinger and Baker (2011); Bettinger et al. (2009); 
Carrell and Sacerdote (2013); Dynarski (2000, 2003, 2005); 
Hoxby and Turner (2012); Kane (1995, 2003, 2004).

Note: We calculated the cost of getting one more student to 
achieve the given outcomes by dividing the cost per student 
for each intervention or policy by the average percentage-
point increase in outcome each intervention caused. The 
data for the DC tuition assistance grant program are from 
Kane (2004). Social Security student benefits data are from 
Dynarski (2003). Merit-based scholarships data are from 
Dynarski (2000) and Kane (2003). Decreasing state university 
tuition data are from Kane (1995). Expansion of Stafford 
loans data are from Dynarski (2005). College mentors data 
are from Carrell and Sacerdote (2013). FAFSA simplification 
and assistance data are from Bettinger et al. (2009). Data 
for the effect of need-based scholarships, merit-based 
scholarships, and coaching on college retention are from 
Bettinger and Baker (2011). The targeted and customized 
mailing intervention data are from Hoxby and Turner (2012). 
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EDuCATION STRATEgY PAPERS 

•	 “A	Dozen	Economic	Facts	about	K–12	Education”
Michael Greenstone, Max Harris, Karen Li, Adam Looney, and 
Jeremy Patashnik
Educational attainment is highly correlated with income, but 
educational completion rates have stagnated in recent decades. In 
this paper, The Hamilton Project focuses on the K–12 school system 
as the primary policy mechanism for leveraging education’s power 
for promoting opportunity and growth.

•	 “Improving	Student	Outcomes:	Restoring	America’s	Education	
Potential”	
Michael Greenstone, Adam Looney, and Paige Shevlin
Recently, educational attainment and performance have 
stagnated. In this paper, The Hamilton Project provides an 
approach to tackling structural barriers to unlock the largest 
gains in student achievement and implementing relatively simple, 
cost-effective reforms that improve student performance.

•	 “An	Education	Strategy	to	Promote	Opportunity,	Prosperity,	
and	Growth”	
Joshua Bendor, Jason E. Bordoff, and Jason Furman
Investments in education yield large returns to both society 
and the individual. In this paper, The Hamilton Project 
outlines an evidence-based education strategy that emphasizes 
new investments in some areas (such as early education) and 
structural reforms in others (such as the teacher tenure system).

EDuCATION DISCuSSION PAPERS

•	 “Informing	Students	about	Their	College	Options:	A	Proposal	
for	Broadening	the	Expanding	College	Opportunities	Project”
Caroline M. Hoxby and Sarah Turner propose expanding 
programs geared toward helping low-income, high-achieving 
students apply to, enroll in, and graduate from competitive 
colleges.

•	 “Harnessing	Technology	to	Improve	K–12	Education”
Aaron Chatterji and Benjamin Jones propose the creation of a 
third-party ratings organization for education technologies to 
help schools make informed learning-technology decisions and 
substantially reduce entry barriers for innovators.

•	 “Staying	in	School:	A	Proposal	to	Raise	High	School	
Graduation	Rates	Among	America’s	Youth”
Derek Messacar and Philip Oreopoulos propose raising the 
compulsory-schooling age to eighteen and discuss increasing high 
school completion rates through reengagement of at-risk youth 
and better enforcement of existing compulsory-schooling laws.

•	 “Learning	from	the	Successes	and	Failures	of	Charter	Schools”
Roland G. Fryer, Jr. offers five practices from high-achieving 
charter schools and discusses how these practices can be used to 
improve achievement in public schools. 

•	 “Organizing	Schools	to	Improve	Student	Achievement:	Start	
Times,	Grade	Configurations,	and	Teacher	Assignments”	
Brian A. Jacob and Jonah E. Rockoff discuss three organizational 
reforms to increase student learning:  moving to later start times 
for older students, encouraging K–8 configurations, and ensuring 
teachers are assigned the grades and subjects in which they are 
most effective. 

•	 “The	Power	and	Pitfalls	of	Education	Incentives”
Bradley M. Allan and Roland G. Fryer, Jr. draw on school-based 
field experiments with student, teacher and parent incentives 
to offer “10 Do’s and Don’ts” for designing successful education 
incentive programs as well as an implementation guide for 
educators and policymakers. 

•	 “Grading	Higher	Education:	Giving	Consumers	the	
Information	They	Need”
Bridget Terry Long proposes an expansion and dissemination of 
information that will allow users to make informed educational 
decisions by comparing indicators such as financial aid, student 
debt, and employment outcomes, across peer institutions.

•	 “Success	by	Ten:	Intervening	Early,	Often,	and	Effectively	in	
the	Education	of	Young	Children”
Jens Ludwig and Isabel Sawhill outline the creation of a new 
program, “Success by Ten,” to provide a major expansion and 
intensification of Head Start and Early Head Start. 

•	 “College	Grants	on	a	Postcard:	A	Proposal	for	Simple	and	
Predictable	Federal	Student	Aid”	
Susan M. Dynarski and Judith Scott-Clayton propose a 
simplification of the current system of educational grants and 
tax incentives into a single, streamlined grant administered 
through the Department of Education. 

•	 “Investing	in	the	Best	and	the	Brightest:	Increased	Fellowship	
Support	for	American	Scientists	and	Engineers”	
Richard B. Freeman proposes tripling the number of National 
Science Foundation graduate research fellowships, restoring the 
program’s balance between awards given out and the number of 
science undergraduates.

•	 “Identifying	Effective	Teachers	Using	Performance	on	the	Job”	
Robert Gordon, Thomas J. Kane, and Douglas O. Staiger 
propose expanding federal support to help states measure the 
effectiveness of individual teachers based on their impact on 
student achievement, subjective evaluations by principals and 
peers, and parental evaluations. 

•	 “Summer	Opportunity	Scholarships	(SOS):	A	Proposal	to	
Narrow	the	Skills	Gap”	
Molly E. Fifer and Alan B. Krueger propose the creation of 
Summer Opportunity Scholarships (SOS) for economically 
disadvantaged children in kindergarten through fifth grade to 
participate in a summer school or summer enrichment program 
of their parents’ choosing.
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Approximate Cost of Achieving Given Outcome, by Policy or Intervention
New educational interventions can achieve positive results for a relatively low cost.

Source:  Bettinger and Baker (2011); Bettinger et al. (2009); Carrell and Sacerdote (2013); Dynarski (2000, 2003, 2005); Hoxby and Turner (2013); Kane (1995, 2003, 2004).

Note: Bars are in current dollars at the time of the studies. See technical appendix for a description of how bars were calculated.
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11.

13.
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10.

1.

2.
3.
4.

5.

6.

Family incomes have declined for a third of 
American children over the past few decades.

Countries with high income inequality have low 
social mobility.

Upward social mobility is limited in the United States.

The children of high- and low-income families 
are born with similar abilities but different 
opportunities.

There is a widening gap between the investments 
that high- and low-income families make in their 
children.

The achievement gap between high- and low-income 
students has increased.

College graduation rates have increased sharply 
for wealthy students but stagnated for low-income 
students.

High-income families dominate enrollment at 
America’s selective colleges.

A college degree can be a ticket out of poverty.

The sticker price of college has increased significantly 
in the past decade, but the actual price for many 
lower- and middle-income students has not.

Few investments yield as high a return as a college 
degree.

Students are borrowing more to attend college—and 
defaulting more frequently on their loans.

New low-cost interventions can encourage more low-
income students to attend, remain enrolled in, and 
increase economic diversity at even top colleges.


