
Two people can receive the same paycheck and have very different amounts of financial 
freedom. One may have savings, investments, and few debts. The other may be 
rebuilding after an illness, supporting relatives, or paying off education expenses. Their 
earnings match, but their ability to handle an interruption does not. If work stops for a 
month, the difference becomes visible. This is where our ninth economics lesson begins: 
understanding income, wealth, poverty, and economic mobility. These ideas help us 
examine what people receive, what they own, whether their resources cover their needs, 
and how their circumstances change. Each describes a different part of economic life, 
and learning to distinguish them gives us a more accurate way to understand both 
individual achievement and the opportunities an economy provides. 

Income is money received over a period of time, such as a week, month, or year. It can 
come from wages, business profits, interest, dividends, rent, or retirement benefits. 
Dividends are payments a company makes to its shareholders from available earnings or 
reserves. When someone says, “I earn $60,000,” the missing detail is the period: usually, 
they mean $60,000 per year. For a business owner, another distinction matters. Revenue 
is the money the business brings in from sales before expenses are deducted. A 
translation company collecting $150,000 from clients has not necessarily provided its 
owner with $150,000 of income. Payments to translators, software subscriptions, 
insurance, and other business expenses must be accounted for. Large sales figures tell 
us something about business activity; understanding the owner’s earnings requires 
examining what remains after costs. 

Wealth describes the value of what someone owns after subtracting what they owe, 
measured at a particular point in time. Economists often use the term net worth for this 
calculation. Assets are things with economic value that a person owns, including 
savings, investments, property, and ownership interests in businesses. Liabilities are 
debts and other financial obligations. Suppose a fictional household has $15,000 in 
savings, $25,000 in retirement investments, and a vehicle worth $10,000. Its assets total 
$50,000. If it owes $8,000 on the vehicle and $12,000 in other loans, its liabilities total 
$20,000. Its net worth is therefore $30,000. This calculation describes a financial position 
at that moment. The Census Bureau uses this basic assets-minus-debts framework in its 
explanation of household wealth. 

The form wealth takes also matters. Liquidity means how easily an asset can become 
spendable money without a substantial loss in value. Money in an accessible savings 
account is highly liquid. Ownership in a privately held business is usually less liquid 
because finding a buyer and agreeing on a price may take time. A person could own a 
valuable business while having difficulty paying an immediate household bill. Similarly, 
equity—the value of an asset after subtracting debt secured against it—is not 
automatically money available to spend. A property worth $240,000 with a $170,000 
mortgage has $70,000 in equity, before selling expenses. Accessing that value generally 
requires a sale or borrowing, each with its own costs. Understanding liquidity explains 
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why income, net worth, and available cash can tell different stories about the same 
household. 

O. W. Gurley’s work in Tulsa offers a historical example of ownership and economic 
development. In 1906, Gurley purchased 40 acres of land that helped establish 
Greenwood, the district that became known as Black Wall Street. His achievement 
involved recognizing the possibilities of land ownership and helping create a setting 
where businesses could develop. Princeton’s account of Greenwood’s beginnings 
documents that purchase and the district’s growth. Through an economic lens, this 
example helps us distinguish the activity that generates income from the assets that can 
hold value over time. Shops could earn money by serving customers, while ownership of 
businesses and property could contribute to their owners’ wealth. A thriving business 
district also creates opportunities for suppliers, employees, and other enterprises whose 
work supports its daily operations. 

Greenwood’s history also shows why the protection of ownership belongs in any serious 
discussion of wealth. During the 1921 Tulsa Race Massacre, white attackers destroyed 
homes and businesses across the district. The Museum of Tulsa History documents the 
destruction and the failure of authorities to protect residents and property. Economically, 
destroying a business can eliminate both an asset already built and the income it would 
otherwise generate. It can also interrupt employment and remove resources that might 
have supported future generations. Gurley’s achievement and Greenwood’s commercial 
development demonstrate enterprise and ambition. The destruction demonstrates how 
violence and institutional failure can damage the results of that enterprise. 
Understanding both helps us see why economic opportunity includes the ability to build, 
retain, and transfer the value people create. 

Income can contribute to wealth when some of it remains after expenses. Suppose a 
household receives $4,000 after taxes in a month and spends $3,600 on living costs, with 
no other financial changes. The remaining $400 increases its savings and net worth. 
Wealth can also change through gifts, inheritances, or changes in asset values. If an 
investment increases in market value, its owner’s wealth may rise even before the 
investment is sold. That increase is an unrealized gain: a gain that exists in the asset’s 
current valuation but has not been realized through a sale. Values can fall as well. This is 
why a rising income and rising wealth do not always move together. Someone’s earnings 
may increase while investment losses reduce their net worth, or their assets may 
appreciate during a year when their earnings remain unchanged. 

Borrowing requires equally careful reasoning. Receiving a $10,000 loan puts $10,000 into 
an account, but it also creates a $10,000 obligation. Before fees or other changes, net 
worth has not increased. What happens afterward depends partly on how the money is 
used and what value remains. Paying back debt also deserves precision. If someone 
uses $1,000 of existing savings to repay $1,000 of loan principal—the amount borrowed 
that remains unpaid—both assets and liabilities fall by $1,000. Net worth is unchanged at 
that instant, although future interest costs may decline. Interest is the charge for 
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borrowing money. These distinctions help us avoid treating every increase in cash as 
income or every financial transaction as newly created wealth. The accounting becomes 
clearer when we follow both sides: what is owned and what is owed. 

When economists examine how income or wealth is spread across a population, they are 
studying its distribution. Inequality describes differences within that distribution. 
Consider five fictional households with net worth of $10,000, $20,000, $30,000, $40,000, 
and $900,000. Together, they own $1 million after debts. Their mean, commonly called the 
average, is $200,000: the total divided by five. Their median is $30,000: the middle value 
when the households are arranged from lowest to highest. Both numbers are correct, but 
they answer different questions. The large fortune pulls the average far above the 
financial position of most households in the example. Whenever a headline describes 
“average wealth,” checking whether it means the mean or median helps us understand 
whose circumstances the number actually represents. 

Poverty concerns whether people have sufficient resources to meet a defined standard of 
basic needs. Inequality concerns how unevenly resources are distributed. A society 
could reduce poverty while inequality increases if lower incomes rise but top incomes 
rise much faster. Conversely, inequality could narrow during a severe downturn if higher 
incomes collapse while households with fewer resources remain in hardship. To measure 
poverty, researchers need an explicit threshold—a dividing line used to classify 
resources as sufficient or insufficient under that measure. In the United States, the 
official measure compares a family’s income before taxes with a threshold that varies by 
family size and composition. Those thresholds are adjusted for inflation but do not vary 
geographically. The Census Bureau explains this method, including its exclusion of 
noncash benefits such as food assistance. 

A different measure can reveal aspects of hardship that the first one leaves out. The 
Supplemental Poverty Measure accounts for taxes, certain government benefits, 
necessary expenses, and differences in housing costs. Its purpose is to provide an 
additional view of the resources people have available to meet basic needs. For example, 
two families with identical earnings may face different medical expenses or receive 
different assistance, leaving them with different resources for food and shelter. The 
Census Bureau describes this broader approach in its overview of the Supplemental 
Poverty Measure. A poverty threshold remains a statistical boundary rather than a 
complete household budget. Moving slightly above that boundary may change a family’s 
classification while leaving many financial pressures in place. Understanding the 
measure helps us interpret what an improvement does—and does not—tell us. 

Economic insecurity describes vulnerability to financial disruption, including among 
people whose incomes place them above a poverty threshold. Consider a fictional 
freelance translator who receives $48,000 over a year. Dividing by twelve gives an 
average of $4,000 a month, but clients may pay $7,000 in one month and $1,000 in 
another. Rent, groceries, and utility bills still arrive on their own schedules. This 
variability is called income volatility: income rising and falling over time. A cash reserve 
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can help bridge those gaps, while a lack of reserves can turn a delayed payment into 
additional borrowing costs. The annual total therefore leaves out part of the experience. 
To understand financial stability, we also need to consider timing, reliability, unavoidable 
expenses, and the resources available when expected income fails to arrive. 

Economic mobility means movement in a person’s or family’s economic position over 
time. Intragenerational mobility describes change within one person’s lifetime. Someone 
who begins as an entry-level laboratory assistant and later becomes a laboratory 
manager may experience upward income mobility. Intergenerational mobility compares 
economic outcomes across generations, such as the circumstances of adult children 
with those of their parents. These comparisons require care. Comparing a 45-year-old 
parent at an established career stage with a 20-year-old child just starting work would tell 
us little about their eventual economic positions. Researchers therefore consider age, 
the years measured, and the resources being compared. Mobility can also move 
downward because of unemployment, illness, business losses, or other changes. The 
concept describes movement and opportunity across time; it does not assume that every 
career or household follows a steady upward path. 

There is another distinction within mobility: absolute mobility and relative mobility. 
Absolute mobility asks whether someone has more economic resources than before, or 
more than their parents did, after accounting for changes in purchasing power. Suppose 
parents earned the equivalent of $40,000 in today’s dollars at age 35, and their adult child 
earns $55,000 at that same age. That illustrates upward absolute income mobility. 
Relative mobility asks whether someone’s position has changed compared with other 
people. A person could earn more than their parents in purchasing-power terms while 
remaining in the same part of the income distribution. Broad economic growth can raise 
living standards for many households at once, even if their relative positions barely 
change. These measures help us distinguish an economy producing greater prosperity 
from an economy making it easier to move between economic ranks. 

Access to opportunity helps explain how that movement happens. Education and 
experience can expand a person’s skills, while transportation, childcare, health, and 
information affect whether those skills can be developed and used. Research can test 
some of these relationships. Economists Raj Chetty, Nathaniel Hendren, and Lawrence 
Katz studied the Moving to Opportunity experiment, which offered randomly selected 
families housing vouchers to move from high-poverty housing projects to lower-poverty 
neighborhoods. They found improved college attendance and adult earnings for children 
who moved before age 13; older children did not experience the same benefits. Their 
study in the American Economic Review provides evidence that childhood environments 
can affect later economic outcomes. It does not mean every move produces success. It 
shows that the conditions surrounding talent can influence how fully that talent 
develops. 

Family resources can shape opportunity long before an inheritance is passed down. Help 
with tuition, a place to stay during training, or assistance with an unexpected expense 
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can give someone time to complete a qualification or search for a suitable job. Consider 
two equally capable people accepted into the same paid apprenticeship in another city. 
Both have the ability to succeed, but each must cover a deposit and moving expenses 
before the first paycheck. One has access to those funds; the other needs assistance or 
must postpone the opportunity. A relocation grant could address that particular barrier. 
This example shows how a relatively small amount of wealth can affect access to future 
income. It also explains why evaluating opportunity requires examining the costs of 
getting started, alongside the rewards available to those who finish. 

Economic progress becomes more meaningful when we can describe what it makes 
possible. A household may gain the ability to absorb a repair without missing rent, 
complete training without abandoning essential bills, or give a promising business 
enough time to establish customers. A successful enterprise may provide its owner with 
earnings while also building an asset that can support expansion or eventually be 
transferred. These are different achievements, and each deserves accurate language. As 
we evaluate a story of success, we can ask how income was earned, what ownership was 
created, which risks were managed, and what access helped the achievement become 
possible. Those questions make success more understandable and useful to study. They 
help us identify the practical conditions through which ability, preparation, and ambition 
can become lasting economic security. 

 


