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 Abstract:

This paper considers a setting in which the acquisition of human capital entails a change of location in social space that causes individuals to revise their comparison groups. Skill levels are viewed as occupational groups, and moving  up  the skill ladder by acquiring additional human capital, which in itself is  rewarding, leads to a shift in the individual’s inclination to compare himself with a different, and on average  better-paid, comparison group, which in itself is penalizing. The paper sheds new light on the dynamics of human capital formation, and suggests novel policy interventions to encourage human capital formation in the aggregate and, at the same time, reduce inter-group income inequality.
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