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Economics of Income Inequality and Educational Investment

By Ryuichi TANAKA

Abstract

This paper examines the effects of current income inequality on future economic growth and
income inequality focusing on educational investment as a mechanism generating intergenerational
income persistency. After reviewing empirical studies on the relationship between income inequal-
ity and economic growth, we review theoretical models of educational investment and intergenera-
tional income dynamics with special focus on imperfect capital market. We review the models with
private schools and public schools whose quality and quantity are determined by political process.

Finally we try to draw some policy implications for Japan.
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