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Abstract In this paper we evaluate the effect of paternal income on children’s income in-
equality. We construct the counterfactual income of children from poor family if they have the
same covariates as children from rich family. We then decompose the rich dad effect on in-
come inequality into income structure effect and composition effect. We solve the endogeneity
problem by using the instrumental variable quantile regression method. We find that composi-
tion effect is the major source of the income difference between children from rich families and
from poor families. However, the income structure effect contributes to the income gap for
low-income children.
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