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Abstract

In a real economy, decisions on investments in child human capital of children are made by families
rather than by atomistic parents as is typically assumed in the literature. This paper incorporates
family formation into an otherwise standard dynastic framework with human capital accumulation.
The study finds that accounting for differences in taxation and education policies between the U.S.
and 10 OECD countries is sufficient to replicate cross-country variations in the degree of assortative
matching and its positive correlation with the persistence of intergenerational earnings. Positive
assortative matching is crucial to a model’s ability to generate realistic levels of intergenerational
earnings correlation observed in the data.

JEL Codes: E62, H31, H52, 124, J12, J62.

Keywords: Marital sorting, Intergenerational earnings persistence, Taxation, Education subsidies.

*Email: Vera.TolstovaQ@cerge-ei.cz. I am very grateful to Sergey Slobodyan, Byeongju Jeong, Marek

Kapicka and Ctirad Slavik for helpful suggestions and discussions. Any remaining errors are my own.

fCERGE-E]I, a joint workplace of Center for Economic Research and Graduate Education, Charles University and the
Economics Institute of the Czech Academy of Sciences, Politickych veznu 7, P.O. Box 882, 111 21 Prague 1, Czech Republic





