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abstract

Household Formation and Income Inequality

Dae Il Kim, Simon Sokbae Lee, Yoon-dJae Whang

This paper investigates the effect of household formation on the mapping from wage
inequality to income inequality, which usually is smaller than the former. Added workers,
income pooling among household members, and shared consumption are the factors that
make income distribution less inequal than wage distribution, and the effect of income
pooling appears to be the greatest. This suggests than the increase in nuclear families and
the resulting increase of old families have a potential effect of worsening income
inequality at the absence of sufficient private income transfers among the two households.
A simple counter-factual estimate indicates that income pooling among the children’s and

parents’ households can efficiently and sizeably reduce income inequality.

Keywords: Income inequality, income pooling, private transfer





