Response to Referee Report 2
Guozhong Zhu

I appreciate the nice comments from the referee who already provided helpful suggestions to an earlier version of my paper. 

I agree with the referee that it would be more interesting/convincing to write a model of human capital accumulation with skill-biased technological change, then test the implications from such a model. However, this would make a different paper. I prefer to leave this work to the future.

The referee believes the paper would be an important contribution if I make the main results more convincing. Namely, controlling for age-specific time trend changes the age profile. Below I try to clarify my main points.

The key issues here is, it is not possible to distinguish between age-specific time effect and time-specific age effect. They are mathematically equivalent as shown by the referee. Thus it boils down to which view makes more economic sense. I think it makes more sense to take the "age-specific year effect view" . Underlying time effect are random shocks, institutional changes and structural changes from the market, each can have systemically different impact on different age groups. On the other hand, the rise of inequality with age is driven by ex ante heterogeneity (Guvenen 2007) or ex post random shocks (Storesletten et.al 2004). It is hard to imagine these factors can change from one year to another in a systematic way. 

in recognition of the referee's insights, I also study age profiles of income and consumption inequality on the premise of "year-specific age effect". As shown in the figure below, this implies age-profiles that varies substantially over years. Especially for income inequality, the profile becomes much flatter over time. This would be a headache for much of macro research based on lifecycle profiles. Of course one can take the average of these profiles, as shown by the circled line. Then we fall back to the traditional year effect model, ignoring any age-specificity. 

Overall I think the empirical findings in my paper help people better understand the changes of income and consumption inequality. It also provokes researchers to think more about lifecycle profiles. It has many shortcomings. Some are fixable which I'd make every effort to do. Others are beyond my capability or the scope of this paper, which I'd love to admit in the paper.
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