
Income Inequality Assignment Task #1 – Naked Economics Chapter 6 Questions 

EXCELLENT EXAMPLE 
 
1. Explain the ideas behind Charles Wheelan’s statements that “Human capital is an economic passport” 

and that “High levels of human capital can create a virtuous cycle”.  
Human capital can be viewed as a sort of “passport” because the skills that make up that capital can be applied 

anywhere in the world. Having the education and skills of an accountant or an engineer guarantee work no 

matter where the person who has these skills ends up. On the other hand, physical assets like oil reserves or real 

estate may make you rich, but do not follow you. Also, in some countries, the right to immigrate is based on 

skills and talents: human capital. Human capital has a positive impact on society that grows exponentially. A 

population with higher levels of human capital has better health overall, less childhood mortality, and better 

standards of living that continue to be passed on generation by generation. Parents that are educated tend to 

prioritize education when raising their own children. As the whole of the population increases their human 

capital, the overall standard of living rises and continues to rise.   
 
2. According to Wheelan, what are the factors that cause poverty?  
Poverty is caused by a lack of human capital. Like Wheelan says, poverty is a symptom, not the larger illness, 

which is a dire need for investment in human capital. When people do not have access to education or have 

other conditions like mental illness or addiction that limit them from increasing their human capital, they are 

more likely to live in poverty. Providing resources for people to strengthen their human capital would help lift 

society as a whole and bring a massive number of people out of poverty. Treatment for mental health issues and 

increased access to education are examples of how society could lift more people out of poverty and create a 

thriving and more equal economy.  
 
3. What, according to Wheelan, are the other benefits to society as a whole of investment in Human 

Capital? How does it help overcome shortages of other resources and therefore make the “whole pie 

larger” or prevents the economy from operating as a “zero sum game”?  
When there are more skilled workers, the economy finds ways of putting those skills to use. Like all other 

markets, demand for jobs is based on scarcity and the ability of a worker to produce in a way that either delivers 

cheaper or superior products. When there is more entrepreneurship and invention, often a product of investment 

in human capital, that leads to a demand for more workers. In this way, the entirety of the “economic pie” gets 

bigger because there are more jobs, more workers, and more people spending money. Increasing overall human 

capital, then, does not overload the economy and saturate the job market. The economy will grow with the 

influx of skills and accommodate the new skilled workers.  
 
4. Based on arguments in reading, which would you choose? You earn $110,000 and everyone else earns 

$200,000 or you earn $100,000 and everyone else earns $85,000? Explain your reasoning. 
I would rather earn relatively less than my peers but maintain a higher standard of living overall. This opinion, 

according to Wheelan, is only shared by about 15% of Americans. That is because relative wealth and the envy 

it incites play a major part in how people view income inequality. The debate over income inequality is largely 

psychological. People don’t like to see their neighbors doing better than they are. However, the truth is that 

when we are all richer, even if the wealth is not equally divided, the population lives better. It doesn’t matter 

that some people are living more lavishly than others, because the general population is still better off. As 

humans, it’s instinct to compare ourselves to those around us. This mode of thinking applies perfectly to how 

we view income inequality. We tend to focus on the inequality of the system instead of the system as a whole. 

Even though investment in human capital makes some people wildly more successful than others, a rising tide 

lifts all boats. We all do better in the end when human capital investment becomes a priority.  
 


