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ABSTRACT/RESUME

Less income inequality and more growth — are they compatible?
Part 6. The distribution of wealth

The wealth distribution within OECD countries is very concentrated and much more so than the
income distribution. Wealth dispersion is especially high in the United States and Sweden. The latter
illustrates that the most wealth unequal countries are not necessarily the most income unequal. Wealth
inequality came down since the beginning of the 20" century until the 1970s, but has since been on the
rise. Major explanations for this development are soaring financial markets in the aftermath of financial
market deregulation in the 1970s, a lighter taxation of top incomes and wealth, which has favoured the
accumulation of wealth, and the rising importance of inheritances and inter vivos gifts.

JEL classification codes: D31; D53; H23

Keywords: Net worth; wealth inequality; Luxembourg Wealth Study; inheritance; financial markets;
property taxation

e

Moins d’inégalités de revenu et plus de croissance — Ces deux objectifs sont-ils compatibles ?
Partie 6. La répartition de la richesse

Dans les pays de I’OCDE, la répartition de la richesse est trés concentrée, bien plus encore que celle
des revenus. Elle est particuliérement asymétrique aux Etats-Unis et en Suéde. Ce dernier pays est
I’exemple d’un pays ou les inégalités de richesse sont fortes alors que les inégalités de revenu y sont plus
faibles que dans la plupart des pays de I’OCDE. Les inégalités de richesse se sont résorbées du début du
20° siecle aux années 70 pour se creuser de nouveau depuis lors. L essor des marchés financiers qui a fait
suite a la déréglementation des marchés de capitaux dans les années 70, I’allégement de 1’imposition des
plus hauts revenus et de la fortune, qui a favorisé 1’accumulation de richesses, et I’importance croissante
des héritages et des donations expliquent principalement cette évolution.
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LESS INCOME INEQUALITY AND MORE GROWTH - ARE THEY COMPATIBLE?

PART 6. THE DISTRIBUTION OF WEALTH

by Kaja Bonesmo Fredriksen®

Introduction and main findings

The wealth distribution is much more concentrated than the income distribution. Of the few countries
for which comparable data on wealth are available, wealth inequality measured by the Gini index is highest
in Sweden and the United States and relatively low in Italy. The lack of harmonised wealth data has
hampered research on wealth distribution issues. This has particularly been the case for cross-country
studies. The situation has recently improved with the launch of the Luxembourg Wealth Study (LWS), a
harmonised household survey, which provides data on the size and composition of wealth and also
includes a broad range of household characteristics for 11 OECD countries. Trends in wealth inequality
can only be assessed using non-harmonised national wealth surveys. They suggest the wealth concentration
came down considerably since the beginning of the 20™ century until the 1970s, but over the past 30 years,
wealth inequality has increased again.

Section 1 of this paper reviews measurement issues. Section 2 examines the inequality of net worth
whereas section 3 looks at the role of various assets and liabilities. Section 4 reviews trends in wealth
inequality over time. Section 5 analyses the determinants of wealth inequality.

The main findings are:

e  Wealth is very concentrated. The lowest 50% of households in the wealth distribution hold only a
tiny fraction of wealth, while the top 10% hold between 40% (ltaly) and 70% (United States) of
total wealth.

e The countries with the most unequal income distribution are not necessarily those with the most
unequal wealth distribution. Among the countries covered in this study, wealth inequality is
particularly high in Sweden and the United States and is the lowest in Italy.

o In all countries, assets are a more important contributor to overall wealth inequality than debt.
Non-financial assets contribute more than financial assets, even though financial assets are more
unequally distributed in all countries. This is explained by the higher share of non-financial assets
in total assets.

1. The author is seconded from the Norwegian Ministry of Finance and works at the Economics Department
of the OECD. This is one of the background papers for the OECD’s project on Income Distribution and
Growth-enhancing Policies. The author would like to thank Jorgen Elmeskov, Peter Hoeller, Isabelle
Joumard and Mauro Pisu for their useful comments and suggestions, Debra Bloch and Chantal Nicq for
meticulous statistical work and Susan Gascard for excellent editorial support.
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e Wealth inequality has trended down during the 20" century until the mid-1970s to early 1980s,
from which point wealth inequality has been rising. The rise in inequality reflects i) soaring
financial markets in the aftermath of financial market deregulation that started in the 1970s;
ii) lower marginal tax rates on top incomes and lower capital gains and wealth taxation which
have made the accumulation of wealth easier for the rich; iii) at least in France, inheritances and
inter vivos gifts have risen again in importance over the past 30 years and stood at nearly 15% of
national income in 2008, nearly as high as a century ago.

Measuring the distribution of wealth

Wealth can be measured in different ways. Marketable wealth is the narrowest concept and includes
only assets that generate capital income. Another possibility is to consider household disposable wealth
which is the market value of assets minus liabilities that are directly tradable, with housing considered
liquid enough to qualify. Augmented wealth is the most encompassing concept both in the time dimension,
as it includes the present value of all discounted future income, and in the number of assets considered as
both pension rights and human capital are also included. However, given data limitations, studies generally
define wealth as household net worth, sum of household financial and non-final assets minus debt, which is
the concept used here.

This implies that the value of pension rights and life insurance are excluded from the analysis.
Although this is consistent with the concept of wealth as a store of value providing potential for
consumption today, from a life-time perspective, assets that underpin future consumption should also be
included. And not only is an important part of wealth left unaccounted for, the cross-country comparability
of the data is also reduced since the omission will bias results less in countries where individuals save more
for their retirement outside the public pension scheme.

Even confined to net worth, measuring wealth holdings and wealth inequality is not easy. As is
always the case in distributional studies, one must rely on household survey data or tax data. Such micro
data have several shortcomings mostly notably a tendency to underreport at both tails of the distribution,
thereby underestimating inequality. In the case of wealth, this problem is likely to be even greater due to
the highly skewed distribution. An additional problem for wealth studies has been the lack of available data
to perform cross-country analyses which require harmonised definitions and a common methodology.

The Luxembourg Wealth Study launched in 2007 partly remedies this. It is a cross-country database
that provides wealth data where a high degree of comparability between countries has been achieved for
four financial assets (deposit accounts, bonds, stocks and mutual funds), non-financial assets (principal
residence and investment in real estate) and debt. However, because of differences in the breakdown of
aggregate wealth in the national surveys, there is necessarily a trade-off between the comparability of a
cross-country dataset and its completeness. Currently the LWS covers only between 50% of Canadian and
US household wealth and about 80% of the household wealth of the European countries. According to
Jantti et al. (2008) the LWS figures provide a better coverage of non-financial assets, while coverage is
lower for liabilities and lowest for financial assets.”

The country coverage of the LWS database is limited. It contains comparable data for only 11 OECD
countries: Austria, Canada, Finland, Germany, Japan, Italy, Luxembourg, Norway, Sweden, the
United Kingdom and the United States. Furthermore, since there are no data for non-financial assets for
Austria, no debt data for Luxembourg and because property values for Norway are tax-assessed rather than
market based, comparable data on net worth are not available for these three countries. In the remaining

2. In addition to pension wealth, business equity is also excluded from the data.
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countries the comparable net worth aggregate is only available in the cross-section. The LWS can therefore
not be used to analyse wealth holdings over time.

Inequality of net worth

Although the percentage of households holding some assets is quite similar across countries, the value
of mean and median net worth is quite different (Figure 1). Median net worth in Italy and Japan is higher
than in the other countries. The United Kingdom, Finland and the United States are middling, whereas
Sweden is the wealth-poorest country.

Figure 1. LWS country rankings by mean and median of net worth
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Source: Luxembourg Wealth Study.

The large cross-country differences in the ratio of mean to median net worth indicate important cross-
country differences in wealth inequality which is confirmed when looking at the share of net worth held at
different points in the distribution, as well as the Gini index that measures aggregate wealth inequality
(Figure 2). Wealth inequality is particularly high in Sweden (Box 1) and the United States and is the lowest
in Italy. The high value for the United States could also in part reflect efforts to better capture the upper
tale of the wealth distribution in the US household survey.
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Figure 2. The share of net worth held by households at different points in the wealth distribution
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1. For Germany, the first wealth proportion refers to wealth held up to the 90" population decile. For the United States, the Survey of
Consumer Finance is used and the data refer to 2006. The Gini index for wealth is shown in brackets below the country name.
Source: Luxembourg Wealth Study and OECD (2008), Growing Unequal? Income Distribution and Poverty in OECD Countries.

Box 1. Why is wealth inequality so high in Sweden?

Sweden is a particularly interesting case as inequality is very high for net worth, but very low for household
disposable income. There are several potential explanations for this. Whereas in the United States the wealth
distribution is very skewed at the top, Sweden is characterised by a large fraction of households with negative wealth,
with the bottom 30% having negative wealth. The high incidence of debt is likely to be underpinned by interest
deductibility for tax purposes, while student debt is also important. Domeij and Klein (2002) found that the generous
public pension scheme with a common benefit payable to each senior citizen combined with an upper limit to benefits
from the earnings-related pension scheme is a main driver of wealth inequality in Sweden as it discourages private
asset accumulation at the lower end of the distribution. However, although Sweden has a relatively generous public
pension scheme, it is certainly not the only country for which this is the case. Finland also has a generous welfare
system, but has also relatively low wealth inequality. Finland also has a lower incidence of negative net worth and a
higher home ownership rate (Davies, 2009).

Much of the difference in wealth inequality between Sweden and the other countries is caused by a more uneven
distribution of non-financial wealth. First, the overall home ownership rate at 57% is low compared with most other
countries. But the most striking difference with other countries is not the lower incidence, but the higher concentration
of non-financial wealth. The ratio between the non-financial wealth holdings of the 75" and the 25" percentile is double
that of the United States, and almost treble if one looks only at the primary residence. All other countries have a lower
concentration of non-financial wealth, which is at least partly due to the structure of the housing market. The social
rental market in Sweden is very large at 21% of the total housing stock and is almost the same size as the private
rental market. The social rental market is, in addition, not that different from the private rental market. Both are quite
heavily regulated with regard to prices and provide secure tenure. This makes renting more lucrative than in other
countries. The generous pension system, the large rental sector and incentives to take on debt are likely to be the
major reasons for the high wealth inequality in Sweden.

Wealth is much more unequally distributed than income in all countries and the countries with the
most unequal income distribution are not those with the most unequal wealth distribution (Figure 3). On
the other hand, both the property income concentration and that of net worth are very high in all countries.
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Figure 3. Inequality of income, wealth and property income*
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1. The income inequality data are for the mid-2000s. For wealth, the numbers refer to the following years: Canada (1999), Finland
(1998), Japan (2003), Italy (2004), Sweden (2002), United Kingdom (2000) and United States (2006).

2. The property income Gini index is based on LIS data. It ranks individuals by capital income. The Gini index for wealth is based on
LWS data.

Source: Luxembourg Income Study, Luxembourg Wealth Study and OECD Income Distribution and Poverty Database.

At the upper end of the wealth distribution, wealth in the United States is much more unequally
distributed than in the other countries and particularly so among the very rich. The 1% wealthiest
Americans hold 31% of total wealth, as compared to between 10% and 20% for the other countries
(Table 1).
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Table 1. Share of net worth of the upper percentiles

Top 1 pct Top 5 pct. Top 10 pct
Canada 15 37 53
Finland 13 31 46
Germany 16 38 55
Italy 11 29 42
Japan 12 31 47
Sweden 18 41 58
United Kingdom 10 30 45
United States’ 31 58 70

1. The figures for the United States are based on the SCF (2006) household survey.

Source: Luxembourg Wealth Study; OECD (2008), Growing Unequal? Income Distribution
and Poverty in OECD Countries.

The role of various assets and liabilities

Though there are strong similarities in the relative importance and concentration of specific assets and
liabilities, there are also certain notable cross-country differences. Again, these data do not account for
business equity, life insurance and pension rights. Non-financial assets are more important than financial
assets in all countries. Their share in total assets ranges from 87% in Germany to 71% in the United States
(Table 2). Non-financial assets consist mainly of the primary residence. Although financial assets have a
lower share in total assets, in terms of asset participation they are more important; in almost all countries,
75% of the population or more hold some form of financial asset (Table 3). This is mainly because most
people hold some wealth in a deposit account. American households hold more financial assets relative to
the households in the other countries. Furthermore, American, Swedish and Finnish households have the
greatest preference for holding stocks. As regards debt holdings, there is substantial variation and the
lowest level of household debt is found in Italy and the highest in Sweden.

Table 2. Household portfolio composition

Percentage share in total assets

United United

. . 1

Wealth variable Canada Finland Germany Italy Sweden Japan Kingdom States?
Non-financial assets 78 84 87 85 72 80 83 71
Financial assets 22 16 13 15 28 20 17 29
Total assets 100 100 100 100 100 100 100 100
Debt 26 16 23 4 35 18 21 25
Net worth 74 84 77 96 65 81 79 74

1. Most of financial assets and non-housing debt are recorded only for values exceeding EUR 2 500.
2. SCF 2006.

Source: Luxembourg Wealth Study; OECD (2008), Growing Unequal? Income Distribution and Poverty in OECD Countries.

In all countries, financial assets are substantially more unequally distributed across the population
than non-financial assets (Table 4). There is, however, some cross-country variation worth noting. The
United States and also Canada stand out with a particularly uneven distribution of financial assets. In
Canada, the difference between the distribution of financial assets and non-financial is especially large. On
the other hand, the distribution of financial assets in Germany is quite even and not much more unequal
than the distribution of non-financial assets. Debt is somewhat more unequally distributed than total assets
in all countries except in the United States.
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Table 3. Household asset participation

In percentage

United United

. 1
Canada Finland Germany™ Italy Sweden Japan Kingdom States?

Wealth variable

Non-financial assets 64 68 43 72 57 77 70 71
Financial assets 90 92 49 81 79 75 80 91
Debt 68 52 32 22 70 41 59 77
Non-financial assets 64 68 43 72 - 77 70 71
Financial assets 48 53 49 70 - 71 58 64
Total debt 58 45 32 17 — 40 49 70

Note: The last three columns report financial assets and debt that have been bottom-coded for all countries, so as to make them
comparable with the German numbers.

1. Most financial assets and non-housing debt are recorded only for values exceeding EUR 2 500.
2. SCF 2006.
Source: Luxembourg Wealth Study; OECD (2008), Growing Unequal? Income Distribution and Poverty in OECD Countries.

Table 4. Gini coefficient of household net worth and its components

Gini coefficient Net worth Total assets Financial assets Nor;—::;r;mal Debt
Canada 0.75 0.63 0.86 0.62 0.72
Finland 0.68 0.58 0.80 0.57 0.75
Italy 0.60 0.58 0.73 0.60 0.91
Japan 0.71 0.59 0.72 0.63 0.82
Sweden 0.89 0.67 0.78 0.70 0.73
United Kingdom 0.67 0.58 0.80 0.57 0.78
United States 0.84 0.74 0.91 0.70 0.72

Source: Luxembourg Wealth Study.

How specific assets and liabilities contribute to inequality in overall net worth depends not only on
their relative importance and concentration, but also how their distribution correlates with the distribution
of net worth. Table 5 shows a formal decomposition of the contribution of the specific assets and liabilities
to overall net worth inequality using the same method as Lerman and Yitzhaki (1985).2

In all countries, assets are a more important contributor to overall wealth inequality than debt. For
most of the countries the distribution of liabilities reduces the concentration of wealth as the correlation
between debt and net worth is positive, which indicates that those with high net wealth not only have more
assets but also more debt. Finland and Japan are two exceptions where the correlation between debt and net
worth is negative, though in the case of Finland the correlation is small.

Non-financial assets contribute more to asset inequality than financial assets despite a lower Gini
index. The higher contribution of non-financial assets is explained by the higher share of non-financial
wealth than financial wealth in all countries and the strong positive correlation between the concentration
of non-financial wealth and total assets. The share of non-financial wealth is particularly high in Italy,
whereas Americans and Swedes have the highest preference for financial assets in relative terms.

3. The Gini index of net worth (or any aggregate) can be computed as >'i GixRixSi, where Gi is the Gini of
component i, Ri is the Gini correlation between component i and net worth, which varies between -1 and 1,
and Si is the share of component i in net worth. Thus, the contribution of component i to the Gini index of
net worth can be calculated as the ratio between (GixRixSi) and the Gini index of net worth. These
contributions sum to one.

11
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Table 5. Contributions to overall net worth inequality

Contribution of asset- and debt inequality to net worth inequality Canada Finland Italy Japan Sweden United Kingdom United States
Gini assets (1a) 0.63 0.59 0.58 0.59 0.67 0.58 0.74
Gini debt (2a) 0.72 0.78 0.91 0.82 0.73 0.75 0.72
Share assets (1b) 1.36 1.19 1.04 1.23 1.54 1.28 1.35
Share debt (2b) -0.36 -0.19 -0.04 -0.22 -0.54 -0.25 -0.35
Correlation assets/net worth (3a) 0.92 0.94 1.00 0.92 0.88 0.93 0.95
Correlation debt/net worth (3b) 0.14 -0.04 0.11 -0.22 0.07 0.17 0.39
Gini net worth (1a*2a*3a+1b*2b*3b) 0.75 0.67 0.60 0.70 0.87 0.65 0.85
Asset contribution in % (4a=1a*2a*3a/Gini net worth) 104.84 99.22 100.63 94.26 102.93 104.77 111.42
Debt contribution in % (4b=1b*2b*3b/Gini net worth) -4.84 0.78 -0.63 5.74 -2.93 -4.77 -11.42

Contribution of financial- and non-financial inequality to total asset inequality
Gini financial assets (1a) 0.86 0.79 0.73 0.72 0.78 0.80 0.91
Gini non-financial assets(2a) 0.62 0.59 0.60 0.63 0.70 0.57 0.70
Share financial assets (1b) 0.22 0.16 0.11 0.20 0.28 0.16 0.29
Share non-financial assets (2b) 0.78 0.84 0.89 0.80 0.72 0.84 0.71
Correlation financial-/total assets (3a) 0.85 0.83 0.71 0.79 0.81 0.81 0.91
Correlation non-financial-/total assets (3b) 0.95 0.99 0.99 0.94 0.97 0.96 0.95
Gini total assets (1a*2a*3a+1b*2b*3b) 0.62 0.60 0.58 0.59 0.67 0.57 0.71
Financial asset contribution in % (4a=1a*2a*3a/Gini total assets) 26.12 17.89 9.92 19.76 26.66 18.70 33.63
Non-financial asset contribution (4b=1b*2b*3b/Gini total assets) 73.88 82.11 90.08 80.24 73.34 81.30 66.37

Contribution to financial asset inequality
Gini deposit accounts (1a) 0.82 0.76 0.67 - 0.81 - 0.84
Gini bonds (2a) 0.97 0.99 0.94 - 0.95 - 0.99
Gini stocks (3a) 0.98 0.94 0.97 - 0.95 - 0.98
Gini mutual funds (4a) 0.96 0.99 0.96 - 0.83 - 0.98
Share deposit accounts (1b) 0.42 0.59 0.54 - 0.40 - 0.29
Share bonds (2b) 0.06 0.03 0.18 - 0.07 - 0.09
Share stocks (3c) 0.30 0.34 0.10 - 0.21 - 0.34
Share mutual funds (3d) 0.21 0.04 0.17 - 0.31 - 0.28
Correlation deposit accounts/financial assets (3a) 0.93 0.95 0.91 - 0.91 - 0.88
Correlation bonds/financial assets (3b) 0.87 1.00 0.89 - 0.87 - 1.04
Correlation stocks/financial assets (3c) 0.98 0.95 0.92 - 0.95 - 1.01
Correlation mutual funds/financial assets (3d) 0.93 1.04 0.90 - 0.90 - 0.99
Gini financial assets (1a*2a*3a+1b*2b*3b+1c*2c*3c+1d*2d*3d) 0.86 0.80 0.73 - 0.78 - 0.92
Deposit account contribution in % (4a=1a*2a*3a/Gini financial assets) 37.65 52.81 45.53 - 37.94 - 23.51
Bonds contribution in % (4b=1b*2b*3b/Gini financial assets) 6.04 3.74 21.00 - 7.59 - 9.99
Stocks contribution in % (4c=1c*2c*3c/Gini financial assets) 34.30 38.37 12.55 - 24.56 - 37.11
Mutual funds contribution in % (4d=1d*2d*3d/Gini financial assets) 22.01 5.09 20.92 - 29.91 - 29.39

Contribution to non-financial asset inequality
Gini primary residence (1a) 0.60 0.57 0.57 0.61 0.71 0.56 0.65
Gini investment real estate (2a) 0.93 0.87 0.93 0.98 0.95 0.97 0.95
Share primary residence (1b) 0.83 0.77 0.80 0.88 0.85 0.90 0.73
Share investment real estate (2b) 0.17 0.23 0.20 0.11 0.15 0.10 0.27
Correlation primary residence/non financial assets (3a) 0.96 0.94 0.95 0.98 0.98 0.97 0.94
Correlation investment real estate/non financial asset (3b) 0.85 0.93 0.89 0.95 0.85 0.80 0.95
Gini non financial assets (1a*2a*3a+1b*2b*3b) 0.62 0.60 0.60 0.63 0.71 0.57 0.69
Primary residence contribution in % (4a=1a*2a*3a/Gini net worth) 77.95 68.80 72.01 83.39 82.47 85.86 65.05
Investment real estate contribution in % (4b=1b*2b*3b/Gini net worth) 22.05 31.20 27.99 16.61 17.53 14.14 34.95

Note: A detailed asset-decomposition is not available for Japan and the United Kingdom.

Source: Luxembourg Wealth Study.
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Deposit accounts are the biggest contributor to financial asset inequality in all countries except for the
United States despite the fact that they are the least unequally distributed financial asset. This is explained
by the high share of deposit accounts. The contribution of stocks and mutual funds is also high in many
countries, whereas bonds have a marginal impact on overall financial asset inequality. Principal residences
contribute more to overall inequality in non financial assets than other real estate investment in all
countries, although there is quite substantial variation in the size of the relative contributions.

Trends in wealth inequality over time

The LWS dataset is mainly cross-sectional and can therefore not be used to assess the evolution of
wealth inequality over time. Tracing developments in wealth inequality for individual countries is,
however, possible by relying on national surveys that have not been harmonised. This section summarises
the main conclusions of, among others, Wolff (2007) and Kennickell (2003) for the United States,
Morissette et al. (2003) for Canada, Klevmarken (2003) for Sweden, Brandolini et al. (2004) for Italy,
Hauser et al. (2003) for Germany and Piketty et al. (2008) for France.*

National studies that rely on tax data over a long time span find that wealth inequality decreased from
a very high level at the beginning of the 20" century until the mid-1970s to early 1980s.® Piketty et al.
(2008) conclude that the decline in wealth inequality in France was mostly due to adverse shocks to the
portfolios of the wealthiest in the first half of the century with wealth destruction concentrated around
World War I, the stock market crash in 1929 and World War Il. The enlargement of the welfare state
financed by more progressive tax systems prevented a renewed sharp rise in wealth inequality after
World War Il. Moreover, the increase in home ownership in the United States and the United Kingdom
was associated with a decline in wealth inequality (Davies, 2009).

Most studies indicate a turning point from the mid-1970s to mid-1980s, and the evidence that wealth
inequality was rising at the turn of the century appears solid (Table 6). Unfortunately, more recent data on
wealth inequality are sparse. Wolff (2007, 2010) has updated his 1983 study. He found a continued, though
small, increase in total wealth inequality in the United States and a much larger increase in non-housing
wealth inequality. Somewhat surprisingly, the increase was not interrupted during and in the immediate
years following the burst of the dot.com bubble. This is explained by the rising indebtedness of the
American middle-class, as asset inequality actually fell in the early 2000s.

Based on the evolution of house prices and the S&P 500 index, Wolff (2010) estimated wealth
concentration developments for recent years. According to these calculations, wealth inequality also rose
during the financial crisis: by mid-2009, the wealth Gini index in the United States had reached 0.87
compared with 0.83 in 2007. The share of total wealth captured by the richest 1% increased from 35% to
37% and that of the 5% richest increased from 62% to 65%. At the other end of the wealth distribution
there was a sharp increase in the number of households with zero or negative wealth.

4, The study by Piketty covers estate data based on tax files over a very long period. The estate tax covers
nearly all types of property included in the LWS definition of financial and non-financial wealth except for
government bonds until 1850. Liabilities are however not subtracted from the “estate” making the measure
of wealth different from the other studies looking at net worth.

5. In 1920, the 1% wealthiest Swedes held 50% of total wealth and in 1975 this share had declined to 21%. In
England and Wales their share declined from 61% in 1923 to 23% in 1981, whereas in the United States
their share declined from 37% in 1922 to 17% in 1976 (Davies and Shorrocks, 2000).
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Table 6. Overview of national wealth studies

Overall trend in

Study Country Time span . ; Results Explanations
wealth inequality
Morisette et al. (2003), “The | Canada Household surveys 1984 | Increasing inequality Only those located in the 2 upper deciles have| Population ageing has decreased wealth
Evolution of Wealth and 1999 increased their share in total wealth. Median | inequality. Other socio-economic factors
Inequality in Canada, wealth fell in p0-p30, and rose 27% or more in| such as permanent income and other
1984-1999” p70-p100. Increase in the wealth Gini index of| family attributes are not important
4%-8%. Increase in the coefficient of variation| explanatory factors. Most of the rise in
of 35%. Inequality among non-elderly couples | wealth inequality can be explained by
with children increased the most. Older growing inheritances, inter vivos
households have become relatively richer. transfers and the evolution of relative
Growing proportion of young couples with returns on savings.
children with O or negative wealth.
Jantti (2003), “Trends in the | Finland Household wealth Increasing inequality Gini net worth was 55.1 in 1987, 60.4 in Socio-demographic factors have only
Distribution of Income and surveys in 1988, 1994 1994 and 61.5 in 1998. The dispersion of minor explanatory power. Increases in
Wealth: Finland, 1987-98” and 1998 assets occurred mostly in the late 1990s, income and wealth inequality seem to
whereas that of debt occurred earlier. stem from same phenomenon. One
possible explanation is increased
inequality of property and/or property
income.
Hauser et al. (2003), Germany Household surveys Slight decrease in Decreasing inequality of net housing wealth It appears that inheritance and inter vivo
“Inequality of the 1973-98 inequality in West- from 1983-1993, then rising trend. Inequality | gifts play an important role and
Distribution of Personal Germany from of net financial wealth fluctuated over the increasing wealth inequality is expected
Wealth in Germany 1973-93. Increase period. in the future because of the following:
1973-1998” from 1993-98 Retrenched welfare state, reduced social
transfers and larger inheritances.
Brandolini et al. (2004), Italy Household surveys for Slightly decreasing The Gini index was 0.55 in 1989, 0.54 in Increased concentration in financial
“Household Wealth 1989, 1991, 1993, 1995, | inequality from 1991 and 0.61 in 2000. The richest 5% had wealth. Changes in demographic
Distribution in Italy in the 1998 and 2000 1989-91, then increased their share of the total by 9.1 pp. characteristics contributed only
1990s” increasing inequality in 2000. Also older households increased marginally to higher inequality. Increase
their share of total wealth. in the proportion of holders of risky
assets amplified the increasing trend in
inequality.
Klevmarken (2001), “On the | Sweden Household surveys for Increasing inequality Small increase in the net worth of the 10th Peak of the age-earnings profile of the

Wealth Dynamics of
Swedish Families
1984-1998”

1984, 1986,1993, 1996
and 1998

percentile. Larger increase in median net
worth. Largest increase in net worth in the
90th percentile.

baby-boom generation. Increasing
distrust in the social security system.
Increased private savings to
compensate expected cut in public
pensions. Increased stock prices to
housing prices ratio.
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Overall trend in

Study Country Time span . . Results Explanations
wealth inequality
Klevmarken (2003), “On Sweden 1990s Increasing inequality During the 1980s and 1990s real median Concerns about the viability of the public
Household Wealth Trends wealth increased by approximately 30%. The | pension system have increased private
in Sweden over the 1990s” increase for the top decile was 50% whereas | life-cycle savings. Deregulation of
there was no increase for the left tail of the financial markets. Tax reform.
distribution. Demographic changes.

Ambrosio and Wolff (2001), | United Household surveys Steeply increasing Period 1983-89: Wealth Gini increased from Most of the increased wealth inequality
“Is Wealth Becoming More States (SCF) for 1983, 1989, inequality from 1983-89,| 0.80 to 0.83. Share of top percentile is due to increased within-group
Polarized in the United 1992, 1995 and 1998 then increase but at a increased by 3.6 pp. Period 1989-98: Wealth | inequality. Changes in socio-
States?” much slower pace from | Gini decreased from 0.83 to 0.82. Share of demographic factors do not explain

1989 top percentile increased by 0.7 pp. much.
Kennickell (2003), “A United Household surveys Strongest growth in Forbes data: Overall mean wealth of the
Rolling Tide: Changes in States (SCF) and Forbes data wealth at the top and group fairly flat. Substantial growth in the
the Distribution of Wealth in on the 400 wealthiest bottom of the wealth of the top 50 persons. Substantial
the U.S., 1989-2001” Americans over the distribution. Fairly amount of churning. Household survey:

period 1989-2001 even growth in the Share of the bottom half of the distribution

middle, though simple approximately unchanged, decrease in the

concentration share of p50-p90. Quite large increases in

measures fail to show | the share of p90-p100.

consist patterns
Wolff (2007), “Recent United Household survey (SCF) | Sharply increasing Gini wealth was 0.80 in 1983, 0.83 in 1989, Relative asset prices (surge in stock
Trends in Household States 1983, 1989, 1992, 1995, | inequality from 0.829 in 2004 and 0.834 in 2007. Share of prices over the period). Increasing

Wealth in the United States:
Rising Debt and the Middle-
Class Squeeze” and

Wollf (2010), “Recent
Trends in Household
Wealth in the United States:
Rising Debt and the Middle-
Class Squeeze - an Update
to 2007”

1998, 2001, 2004 and
2007

1983-89. Very modest
increase from 1989-
98. Modest increase in
inequality in the
2000s.

top percentile increased from 33.8% to
34.6%, but peaked in 1998. Share of the top
quintile increased over the entire period from
81.3% to 85%. Shift in wealth from younger
to older households.

indebtedness of the middle class for the
last period (2000-04) during which there
was actually a decline in asset
inequality.
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The determinants of wealth inequality

Apart from the distribution of market income, differences in the value of wealth holdings and wealth
inequality are likely to be influenced by socio-demographic characteristics of households, inheritance
patterns, the composition of wealth portfolios and the evolution of relative returns on assets.

Socio-economic characteristics of the population

Age, education and family type are all variables one would expect to be correlated both with the
income and wealth distribution. According to the life-cycle theory, wealth holdings by age should follow a
hump-shaped profile where net worth increases until an age close to retirement, and decreases thereafter
(in its strictest form, down to zero). Using LWS data, one finds indeed evidence of steadily increasing net
worth until the age of 65 years. However, dis-saving during retirement is limited in most countries and
does not occur in the United States and Canada (Figure 4). A hump-shaped profile is even less visible for
financial assets, with a continuing strong increase in financial wealth holdings in the United States and
Canada until a late age. On the other hand, a clear hump-shaped age profile can be seen for indebtedness, a
result confirmed by national surveys.

A notable exception from these general patterns is Australia. According to Bradbury (2008),
Australian income and home ownership patterns in retirement are very different from other countries as
income decreases sharply, whereas housing wealth remains high. He argues that at least part of the
explanation for this phenomenon is that public pensions are means-tested against income and assets
excluding housing.

Some of the national studies find evidence that socio-demographic factors have played a role in
shaping wealth inequality over time (Table 6), but this has mainly been due to an age effect. Changes in
other socio-demographic characteristics seem to have mattered little. Almas and Mogstad (2010) who
developed a new age-adjusted Gini indicator found no difference in country rankings compared to the
ordinary Gini index, suggesting that age is not an important factor behind the observed country differences
in wealth inequality.

Other determinants of wealth inequality

Overall the studies tend to favour macroeconomic factors to explain increasing wealth inequality over
the past 30 years. Both returns on assets and the tax treatment vary across assets and higher yielding
financial assets are a much more important part of wealth holdings at the upper end of the distribution. In
contrast, the share of deposit accounts, principal residences and related mortgages are more important in
the middle and lower parts of the distribution.
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Figure 4. Median wealth holdings by age of household’s head
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1. In Germany, financial assets and non-housing debt are recorded for values of EUR 2 500 or more.

Note: Data based on household weights.

Source: Jantti, M., E. Sierminska and T. Smeeding (2008). “The Joint Distribution of Household Income and Wealth: Evidence from
the Luxembourg Wealth Study”, OECD Social, Employment and Migration Working Paper, No. 65.
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Soaring financial markets in the aftermath of financial deregulation during the 1970s and particularly
the stock market boom in the late 1990s is consistent with greater wealth concentration at the top.
Wolff (2002) finds that wealth inequality is positively related to the ratio of stock prices to house prices.
For Canada, Morisette et al. (2003) also conclude that the rates of return on assets are an important factor
in explaining wealth inequality over time.

Changes in tax and transfer systems are also likely to have affected wealth accumulation and
distribution. Lower top marginal tax rates and lighter capital gains taxation in many countries make the
accumulation of wealth easier for the rich. Klevmarken (2003), for instance, notes that the Swedish tax
reform at the beginning of the 1990s that increased the return on financial assets contributed to increased
wealth inequality. However, there has also been increased targeting of transfers, especially in the English-
speaking countries, which are clawed back by tax systems as income rises, while some countries also apply
asset tests. Taken in isolation this should have improved the income position of the poor, increasing their
chances to accumulate wealth, though asset-testing public transfers will also have a direct discouraging
effect on savings (Davies, 2009).

An interesting feature of the German national wealth study is that it compares wealth inequality
between East and West-Germany, and looks specifically at the effect of reunification. Thus, a “natural
experiment” is exploited to look at the effect on the wealth distribution of passing from a socialist system
to a market economy. At the time of reunification, the average West-German household was much
wealthier than the average East-German household. However, surprisingly, the authors find that although
income was more unequally distributed in West-Germany, the reverse was true for wealth. Moreover, after
reunification, wealth inequality has evolved differently, increasing in West-Germany while decreasing in
East-Germany.

Finally, wealth accumulation and distribution depends on inheritance patterns. On average, over the
period 1989-2007, 20.9% of American households received a wealth transfer and all wealth transfers
received made up 23.2% of net worth (Wolff and Gittleman, 2011). These results are close to a number of
other studies for the United States, and also an estimated share of inherited wealth in Sweden in 1998 of
19% (Klevmarken, 2001).° Inheritance appears to play a bigger role in wealth accumulation in France
where inherited wealth was estimated at 35% of total wealth in 1975 (Kessler and Masson 1979, 1989).
Using French tax data assembled since the beginning of the 18" century, Piketty (2010) found that annual
inheritance flows in France were around 15% of national income in 2010.

Wealth transfers are very concentrated, and, at least in the case of United States, even more so than
total wealth. In 1998, the Gini index for wealth transfers was 0.96 (Wolff and Gittleman, 2011). Using the
French “Mutations a titre gratuit” surveys conducted in 1987 and 1994, Arrondel et al. (2001) found that
42% of bequests were made by the top decile and 13% by the top centile. Adding inter-vivos gifts made
until 10 years before death increases the concentration of inheritance even further.

Comparing the socio-economic characteristics of heirs versus non-heirs confirms that not only are
wealth transfers concentrated on a few lucky recipients, but those who benefit are individuals already
favoured in life. For the United States, Wolff and Gittleman (2011) found an increasing share of recipients
as one moves up both in the income and wealth distribution. The likelihood of receiving a bequest also
increases with education and for those with a white ethnic origin.

6. The same study found that 35% of households received a wealth transfer in 1998.
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