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Figure 3.2.2

Long-run trends in the national wealth of rich countries, 1870-2015
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 1870, the value of net national wealth in Germany was 745% of net national income, i.e. it was worth 7.5 years of national income. Net national wealth is equal to

net private wealth plus net public wealth.
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wealth-national income ratio declined less in
the UKthanin France and Germany between
1910 and 1950, but the reverse holds for the
national wealth-income ratio, due to the large
quantity of public debt held by the UK around
1950. The US case is again fairly different
from that of Europe, however, as the fall in the
country’s wealth-income ratio during the
1910-1950 period was more modest, and so
was the recovery since 1950. Regarding
capital gains, every sub-period in the United
States shows small but positive relative price
effects. The capital gain effect grew larger in
the recent decades and largely derived from
United States’ growing foreign portfolio, as it
seems too large to be accounted for by under-
estimated saving and investment flows.

Theseresults show that over afew years and
even a few decades, valuation effects and
war destructions are of paramount impor-
tance in determining wealth-to-income
ratios. Butinthe main rich economies, today’s
wealth levels are reasonably well explained
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by saving and income growth rates across
the period since 1870.

These findings have a number of implications
for the future and for policy making. First, the
low wealth-income ratios of the mid-twen-
tieth century were due to very special circum-
stances. The world wars and anti-capital poli-
cies destroyed a large fraction of the world
capital stock and reduced the market value
of private wealth, which is unlikely to happen
again with free markets. By contrast, the
determinants of the wealth-income ratio—
saving and growth rates—will in all likelihood
matter a great deal inthe foreseeable future.
As long as countries keep saving sizable
amounts (due to a mixture of bequest, life-
cycle, and precautionary reasons), countries
with low growth rates are bound to have high
wealth-income ratios. For the time being, this
effectis stronger in Europe and Japan, but to
the extent that growth will ultimately slow
everywhere, wealth-income ratios may well
ultimately rise across the whole world.



The return of high wealth-income ratios is
certainly not bad in itself, but it raises new
issues about capital taxation and regulation.
Because wealth is always very concentrated
(duein particular to the cumulative and multi-
plicative processes governing wealth
inequality dynamics—see Part IV for more
detail on this), high wealth-income ratios
imply that the inequality of wealth, and poten-
tially the inequality of inherited wealth, is
likely to play a bigger role for the overall struc-
ture of inequality in the twenty-first century
than it did in the postwar period. This evolu-
tion might reinforce the need for progressive
capital and inheritance taxation.’ If interna-
tional tax competition prevents this policy
change from happening, one cannot exclude
the development of a new wave of anti-global-
ization and anti-capital policies.

Furthermore, because saving and growth
rates are largely determined by different
forces, wealth-income ratios can vary a great
deal between countries. This fact has impor-
tantimplications for financial regulation. With
perfect capital markets, large variations in
wealth-income ratios potentially imply large
net foreign asset positions, which can create
political tensions between countries. With
imperfect capital markets and home portfo-
lios bias, structurally high wealth-income
ratios can contribute to domestic asset price
bubbles such as those seenin Japan and Spain.
Housing and financial bubbles are potentially
more devastating when the total stock of
wealth amounts to six to eight years of national
income rather than only two to three years.
The fact that the Japanese and Spanish
bubbles are easily identifiable in the dataset
also suggests that monitoring wealth-income
ratios may help designing appropriate financial
and monetary policy. In Japan and Spain, most
observers had noticed that asset price indexes
were rising fast, but in the absence of well-
defined reference points, it is always difficult
for policy makers to determine when such
evolutions have gone too far and whether they
should act. Wealth-income ratios and wealth
accumulation decompositions can provide
useful, if imperfect, reference points here.
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3.3

COMPARING THE EXPERIENCES OF FORMER
COMMUNIST STATES

Information in this chapter is based on two sources. The first is “From Soviets to Oligarchs:
Inequality and Property in Russia 1905-2016,” by Filip Novokmet, Thomas Piketty, and Gabriel
Zucman, 2017. WID.world Working Paper Series (No. 2017/9). The second is “Capital Accumula-
tion, Private Property and Rising Inequality in China, 1978-2015,” by Thomas Piketty, Li Yang, and
Gabriel Zucman, 2017. WID.world Working Paper Series (No. 2017/6).

The evolution of public and private wealth in China and Russia since their
transitions away from communism can be viewed as extreme cases of the
general rise of private wealth relative to national income in rich countries
since the 1970s-1980s.

Their experiences are largely explained by institutional differences,
particularly their respective privatization strategies for public assets.
Privatization occurred at a much faster rate, in a more chaotic manner and at
a larger extent in Russia than in China due to its “shock therapy” liberalization
policies and voucher privatization schemes for state owned enterprises.

Despite being at roughly equal levels in 1980, private wealth reached

approximately 500% of national income in China by 2015—roughly equal to
levels seen in the US and just below those of France and the UK (550-600%),
while this figure was notably smaller for Russia, on the order of 350-400%.

Public wealth remained at around 200-250% in China between 1980 and
2015, but decreased tremendously from 300% to less than 100% in Russia,
again reflecting differences in the countries’ privatization strategies.

Differences in savings and investment incentives saw a significant proportion
of Russian wealth leave the country to be held in offshore assets, while

the overwhelming majority of Chinese wealth stayed within the country’s
boundaries to be invested in domestic assets.
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Privatization strategies were key in
determining wealth accumulation
differences between China and Russia

The transition away from communism in
both China and Russia had profound effects
on aggregate wealth in both countries.
However, there were also considerable
differences between the two countries,
which are first evident in the evolution of
their respective private wealth-national
income ratios. As examined in detail in
chapter 3.2, the general rise of private wealth
relative to national income in rich countries
since the 1970s-1980s can be attributed to
acombination of factors including the combi-
nation of growth slowdowns and relatively
high saving rates and general rises in asset
prices. The case of Russia together with that
of China and other ex-communist countries
can be viewed as an extreme case of this
general evolution, but the liberalization and
public asset privatization strategies chosen

Figure 3.3.1
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by the two countries also had crucial impacts
on the development of these countries’
wealth to national income ratios.

In Russia as in China, private wealth was very
limited back in 1980, at slightly more than
100% of national income in both countries. But
by 2015, private wealth reached approximately
500% of national income in China, roughly
equal to levels seen in the US, and rapidly
approaching the levels observed in countries
such as France and the UK (550-600%).
Private wealth in Russia has also increased
enormously relative to national income, but the
ratio was comparatively only of the order of
350-400% in 2015—that is, at a markedly
lower level thanin China and in Western coun-
tries as illustrated by Figure 3.3.1. This gap
would have been larger if estimates of offshore
wealth were not included in Russia’s private
wealth (more to come on this in chapter 3.5).
Thisisanimportant source of wealth to include
in estimates for Russia as it represents approx-
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Net private wealth to net national income ratios in China, Russia and rich countries, 1980-2015:

The rise of private wealth
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In 2015, the value of private wealth in the US was 500% of national income, i.e. it was worth 5 years of national income. Net private wealth is equal to net private

assets minus net private debt.
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imately 70% of national income, while the
global average offshore wealth is estimated to
be in the region of 10% of national income.*

The rise of national wealth in Russia has been
almost exclusively driven by increases in
private wealth, which have themselves come
at the expense of public wealth. National
wealth increased only weakly relative to
national income during the last quarter of a
century, rising from 400% in 1990 to 450%
by 2015, with public wealth falling from
around 300% of national income to below
20%. In contrast, China’s public wealth
remained relatively constant from 1978 to
2015, staying above 230% of national income.
Giventhelargeriseinprivate wealth described
above, national wealth has thus doubled from
around 350% to 700% of national income
over the period (see Figure 3.3.2). Interest-
ingly, national wealth fell notably following the
end of communism in Russia, dropping from
around 425% of national income in 1990 to
300% in 2000. This was largely due to the
speed at which the so-called shock therapy
and voucher privatization strategy was imple-
mented to transfer public wealth to the private
sector (particularly that of state-owned enter-
prises). However, while public wealth-income
ratios in China fluctuated during the first
decade that followed the “reform and opening
up” policies of 1978, they have risen almost
constantly since. The speed of privatization of
both state-owned enterprises and housing
stock was much slower in China thanin Russia,
allowing for a more gradual and consistent
transfer of wealth from the public to the
private sector. The larger variations seen in
Russian wealth as compared to Chinese
wealth that occurred between 1998 and
2002, and between 2006 and 2010, can in
large part be explained by the stock market
fluctuations experienced in Russia during
these periods of time.

Understanding the differences in wealth
accumulation between China and Russia

The widely divergent patterns of national wealth
accumulation observed in Russia and China can
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be accounted for by a number of factors. First,
saving rates (net of depreciation) have been
markedly higher in China, typically as large as
30-35%, as compared to 15-20% at most in
Russia. If a country saves more, it is natural that
it will accumulate more wealth. Second, these
Chinese savings were used for the most part to
finance domestic investment and hence
domestic capital accumulation in China. In
contrast, a very large fraction—typically about
half—of Russia’s national savings were used to
finance foreign investment, via very large trade
surpluses and current account surpluses, rather
than domesticinvestment. This is not necessarily
disadvantageous in itself, but these large flows
of foreign savings resulted in little wealth accu-
mulation as a result of the general mismanage-
ment of the surpluses, including bad portfolio
investment, capital flight, and offshore leakages.

Again, the gap between Russia and Chinawould
be even larger if offshore wealth were not
included in Russian national wealth calculations.
Its inclusion is undoubtedly illuminating in
helping readers to understand the evolution of
wealth trends in Russia, but given that offshore
wealth is largely out of the reach of the national
government, its presence in Russian wealth
calculations could also be argued to overestimate
its tangible value for the country. In contrast, if
the full value of cumulated trade surpluses in
Russia’s national wealth were considered in esti-
mations, then Russia’s national wealth-income
ratio would have been at the same level as
China’s by 2015, at around 700% of national
income. The magnitude of change whenincluding
and excluding these factors illustrates the
macroeconomic significance of this issue.

Finally, China’s national wealth-income ratios
are higher thanin Russiabecause relative asset
prices have increased more in the former than
the latter. In particular, Tobin's Q ratios are
much closer to one in China than in Russia.’
This means that the market value of wealth
assets in China (that is, their price on the stock
market) is much closer to their book value (that
is, the value of assets based on the company’s
balance sheet account; their assets minus liabil-
ities) than in Russia, where these values were



Figure 3.3.2
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Net national wealth to net national income ratios in China, Russia and rich countries, 1980-2015:
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In 2015, the value of national wealth in China was 710% of national income, i.e. it was worth 7.1 years of national income. Net national wealth is equal to net private

wealth plus net public wealth.

consistently very low. The interpretation of this
finding may reflect a number different factors.

Onthe Chinesesside, the key factor influencing
Tobin’s Q ratio nearing one is the country’s
restricted capital markets which limit the
number of Chinese companies listed on the
stock exchange.!” On the Russian side, there
are alarger number of factors. One interpre-
tation is that company stakeholder models
have various actors other than shareholders—
including worker representatives and some-
times regional government, share corporate
decision-making power— which may reduce
the market value of equity shares, but not
necessarily the social value of companies. A
less optimistic interpretation of low Q ratios,
which may better fit the Russian case, is that
there were ill-defined property rights and low
protection of shareholder stakes in compa-
nies, not because of the benefit of other well-
defined and potentially efficiency-enhancing
stakeholders, but simply because the legal

system is not working well. In addition, it could
also be that this low market valuation reflects
the importance of offshore assets and legal
outsourcing in the management and control
of Russian corporations. That is, Russian
corporations are embedded into a complex
nexus of contracts and offshore legal entities,
of which the system of official shares ruled by
the Russian legal system and traded on
Moscow stock market is only the visible part.*®

Understanding the evolution of public
wealth in China and Russia

The ex-communist countries of China and
Russia have followed the same general patterns
of adeclining overall share of public propertyin
total wealth as rich countries in recent years,
though starting from a much higher level of
public wealth. Inthe ex-communist countries of
China and Russia, the share of net public wealth
fell from around 70% in 1980 to 35% and 20%,
respectively, in 2015—a veritable turnaround
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Figure 3.3.3

The share of public wealth in national wealth in former communist and rich countries, 1980-2015:
The decline of public property
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Source: Novokmet, Piketty & Zucman (2017). See wir2018.wid.world for data series and notes.

In 2015, the share of public wealth in national wealth in Russia was 19%. Net public wealth is equal to public assets minus net public debt. Net national wealth is equal
to net private wealth plus net public wealth.
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intheir public-private wealth ratios. As depicted
by Figure 3.3.2, the share of net public wealth
in net national wealth reversed in both China,
from around 70%-30% in 1978 to 30%-70%
in 2015, and in Russia, from 70%-30% to
20%-80% between 1990 and 2015. These
recent figures for the countries’ public-private
wealth ratios are not incomparable to those
observed in the so-called “capitalist” countries
during the mixed-economy period that followed
the Second World War (1950-1980). But while
these countries have ceased to be communist,
in the sense that public ownership has ceased
to be the dominant form of property, they still
have much more significant public wealth than
other capitalist countries. This is due both to low
public debt and significant public assets—for
instance, Russia’s energy sector. (Figure 3.3.3)

However, there are also strong differences
between China’s and Russia’s experiences. The
larger magnitude of the reversal in public-
private wealthratioin Russia, and its occurrence
over ashorter time period, serves to underline
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the greater speed and depth of privatizationin
Russia relative to China. Indeed, this process is
still continuing in China, and the public-private
divide could even be stabilized at the current
level if the Chinese authorities choose to do so.
In contrast, Russia’s “shock therapy” approach
to privatization was markedly different from
that followed in China and other ex-communist
countries. This contrast is evident in the period
immediately after Russia’s transition toward a
market economy commenced, from 1990 to
1995, when the fall in the share of net public
wealth in net national wealth in Russia (70% to
35%) was five times larger than that in China
(55% to 50%). Its implications for income
inequality and wealth inequality are discussed
inmoredetailin Part 1l and Part IV, respectively.

In contrast, the importance of foreign assets
within China and Russia has been fairly similar
since their transitions away from communist
models, but have occurred for vastly different
reasons. As illustrated by Figure 3.3.4, both
countries have positive net foreign assets,



Figure 3.3.4
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Net foreign assets in former communist countries, 1990-2015
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In 2015, the share of net foreign assets as a fraction of national income in Russia (including offshore assets) was 101%. Net foreign assets are all assets held by

national citizens in foreign countries minus all assets held by citizens from foreign countries in the national country.

meaning that the assets they own inthe rest of
the world are more valuable than those owned
by foreignersin China and Russia, respectively.
In Russia, this has largely been due to the coun-
try’s economic and natural endowments, given
itslarge, but not necessarily permanent, natural
resources, and has allowed the country to accu-
mulate trade surpluses and foreign reserves for
the future, as can also be observed in most oil-
rich countriesinthe Middle East and elsewhere.

The accumulation of net foreign assets in
Chinathat are similar in magnitude to those of
Russia should be viewed as much more striking,
however, and indicate significant differences
between the two countries. Chinese net
foreign assets were accumulated in the
absence of any significant natural resource
endowment, and with much smaller trade
surpluses of less than 3% of national income
on average over the 1990-2015 period. In
comparison, Russia’s trade surpluses averaged
10% of national income for the same period.
This reflects more efficient management of

trade surpluses and foreign reserves, which
are viewed as critical for China’s economic and
financial sovereignty by its Communist Party,
and also the political choice of limiting foreign
investors’ rights in China.

Differences in political institutions and ideolo-
gies seem to have played an even bigger role
than purely economic factors in the evolution
of wealth-national income ratios in China and
Russia, and the share of the public and private
sector within national wealth. As has already
beenstressed, the speed and depth of Russia’s
privatization strategy was vastly different
from the much slower and more gradual tran-
sition planimplemented by China, particularly
the fire sale of Russian state-owned enter-
prises through the country’s voucher privati-
zation scheme. Furthermore, differences in
savings and investment incentives saw a
significant proportion of Russian wealth leave
the country tobe held in offshore assets, while
the overwhelming majority of Chinese wealth
stayed within the country’s boundaries.
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3.4

CAPITAL ACCUMULATION, PRIVATE
PROPERTY, AND RISING INEQUALITY IN CHINA

Information in this chapter is based on “Capital Accumulation, Private Property and Rising
Inequality in China, 1978-2015,” by Thomas Piketty, Li Yang, and Gabriel Zucman, 2017.
WID.world Working Paper Series (No. 2017/6).

While Chinese national wealth doubled in recent decades, from 350% to
700% of national income, its composition also changed dramatically. The
share of agricultural wealth fell from close to half of total capital in the late-
1970s to less than a tenth by the mid-2010s. By contrast, the privatization of
the housing sector and the liberalization of capital markets saw the shares
of housing and domestic capital dominate the make-up of China’s national
wealth.

Perhaps the most spectacular evolution has been in the division of national
wealth between public and private wealth. Private wealth rose from around
100% of national income in 1978 to over 450% of national income in 2014,
largely due to the privatization of housing stock, reaching a level close to
those seen in France, the United States, and the UK.

The balance of public and private wealth changed from a 70-30 proportional
split of public-private assets in 1978 to a 35-65 split by 2015, but public
wealth remained important as a share of national income, at around 250%.
This level is high when compared to rich countries.

High Chinese savings rates were an important driver of the rise in wealth
accumulation, but according to simulations, they accounted for only 50% to
60% of the rise. The rest can be accounted for by increases in relative asset
prices.

China’s wealth accumulation was primarily driven by domestic capital

accumulation. Chinese net foreign position, despite substantial growth since
2000, remains relatively modest compared to Japan or Germany. On the
other hand, China remains more suspicious regarding foreign ownership of
companies than Europe and North America.

WORLD INEQUALITY REPORT 2018




China’s transition to a mixed economy
led to a surge in national wealth and a
radical change in its composition

The Chinese wealth-national income ratio has
increased substantially in recent decades. In
1978, national wealth as a percentage of
national income was approximately 350%,
but by 1993 this figure had reached 500%
and grew to over 700% by 2015, as the
composition of national wealth changed
dramatically. The share of agricultural land
used to make up almost half of total capital in
1978, but dropped sharply toless than a tenth
of the total in 2015, as illustrated by Figure
3.4.1. In contrast, housing and other domestic
capital wealth (buildings, equipment,
machinery, patents, assets used by corpora-
tions, public administrations and households)
increased enormously, in volume and in their
share of the total: housing wealth increased
from around 50% of national income in 1978
to approximately 200% in 2015, while other
domestic capital grew to be the largest wealth
component, rising from around 100% to over
350% between 1978 and 2015. Net foreign
assets have also become a notable addition
to China’s national wealth since the turn of
the twenty-first century, amounting to
approximately 25% of national income.

But perhaps the most spectacular evolution
since the late 1970s has been the division of
national wealth into private and public wealth
(see Figure 3.4.2). Private wealth was rela-
tively small in 1978, at around 100% of
national income, but grew to represent over
450% of national income in 2014, while public
wealth remained roughly stable, between
200% and 250% of national income over the
period (first increasing slightly until 1993~
1994 and then declining back to its initial
level). As a result, the balance of public and
private wealth in national wealth has altered
enormously, with the 70-30 proportional
split of public-private assets in 1978 reversed
toa35-65split by 2015, as the country tran-
sitioned away from a communism-based
economic model towards a mixed-form
economy.

PUBLIC VERSUS PRIVATE CAPITAL DYNAMICS

The extent of national wealth privatization in
the Chinese economy differed, however,
depending onthe type of wealth asset, as can
be seen in Figure 3.4.3. In the housing sector
privatization was particularly comprehensive,
with the private housing stock rising from
roughly 50% to over 95% between 1978 and
2015, while for other forms of domestic
capital the public share has declined but is still
around 50%. Domestic equities (traded and
non-traded), for example, were almost
entirely owned by the state (95%) in 1978,
but private ownership rose to around 30% by
2015, such that the government continues to
own around a 60% share and foreign owner-
ship accounts for the remaining 10%. Inter-
estingly, the fraction of Chinese equities that
are publicly owned dropped substantially
until 2006, but seems to have stabilized—or
even increased somewhat—since 2007.

Public assets remain substantial
in China, unlike in most Western
countries

The private wealth-national income ratio in
Chinaisnowintherange of 450-500%, much
closer to levels seen in most OECD countries.
In the United States and the UK, the ratio is
closer to 500% and 550-600%, respectively,
but in China, public assets remain substantial
unlike inthese western countries where public
wealth has become very small, or even nega-
tive, with public debt exceeding public assets.
Indeed, the share of public property in China
today is somewhat larger than, but by no means
incomparable to, what it was in the West from
the 1950s to the 1980s, and has recently
appeared to have strengthened further: since
the 2008 financial and economic crisis the
public share in China’s mixed economy has
seemingly increased and thus domestic capital
accumulation has been one of the primary
drivers of wealth growth in China.

The size and structure of China’s publicly-
held wealth assets has large implications for
economic development. The size of public
property has important consequences for the
state’s ability to conduct industrial and
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Figure 3.4.1

The asset composition of national wealth in China, 1978-2015

700% -
(y -
eoo% Net foreign assets
500%
Other domestic capital
400%

300%

200%

Value of wealth (% of national income)

100%

Agricultural land

1978 1982 1986 1990 1994 1998 2002 2006 2010 2014

0%

Source: Piketty, Yang and Zucman (2017). See wir2018.wid.world for data series and notes.

In 2015, the value of national wealth was equivalent to 710% of national income, i.e. it was worth 7.1 years of national income. The value of total housing wealth was
246% of national income.

Figure 3.4.2

The structure of national wealth in China, 1978-2015
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Source: Piketty, Yang and Zucman (2017). See wir2018.wid.world for data series and notes.

In 2015, the value of net private wealth was equivalent to 487% of net national income, i.e. it was worth 4.5 years of national income. Chinese public wealth was equal
to 223% of national income. Net national wealth is equal to net private wealth plus net public wealth. Net private wealth is equal to private assets minus private
debts. Net public wealth is equal to public assets minus public debts.
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The share of private property by type of asset in China, 1978-2015: The rise of private property
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In 2015, the share of private property in total national wealth was 69%. The share of private property in housing was 98%.

regional development policies; sometimes
more efficiently and sometimes less so. It also
has potentially considerable fiscal conse-
quences, as governments with negative net
public wealth typically have to pay large
interest payments before they can finance
public spending and welfare transfers, while
those with large positive net public wealth can
benefit from substantial capital incomes,
enablingthemto finance more public spending
thanwould be possible through tax collection.

It is interesting to compare the evolution of
the public share in national wealth in China
and a resource-rich country with a large
sovereign wealth fund such as Norway. These
two countries have essentially switched posi-
tions: the public share in Chinese national
declined from 70% to 30% between 1978 and
2015, while it rose from 30% to 60% in
Norway over the same period (see Figure
3.4.4). Akey difference between public wealth
in Norway and Chinais that most of Norway’s
public wealth is invested abroad. Norway’s
large positive net public wealth generates

capital income that is mostly used to finance
further foreign capital accumulation, which
in the long-run can be used to reduce taxes
and to finance more public spending. In that
sense, it is a very different form of public
property than in China. Norwegian public
property has therefore largely been accumu-
lated for fiscal and financial purposes, rather
than for industrial development and retaining
a measure of control over the economy as
seen in China. Norway’s sovereign fund has,
however, also been used at times to promote
certain policies, for example, regarding social
and environmental objectives.

High savings rates and increases in
relative asset prices drove wealth
accumulation

High savings and investment rates over the
period have been important drivers of
Chinese wealth accumulation, but they are
insufficient to account for the total increase
in the country’s wealth—as it has also been
the case for several rich countries. The other
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important element in understanding Chinese
wealth accumulation is the rise of relative
asset prices, in particular housing and equity
prices that grew considerably more than the
rise in consumer prices. As per the estimates
of Thomas Piketty, Li Yang and Gabriel
Zucman, savings explain 50% to 60% of the
rise in the wealth-income ratio since 1978,
while the increase in relative asset prices
accounts for the remaining 40% to 50%.

Just as in rich countries, the rise in relative
asset prices has been the result of a series of
factors. First in this series of factors is the
high taste preferences and demand for
housing assets by Chinese households, which
itself may be partly due to limited access to
alternative savings and investment vehicles—
Chinese citizens could not invest overseas,
for example, and capital markets took time to
develop—and also to insufficient awareness
of expansions in the public pension system. A
second important explanation involves
changes in the legal system that reinforced
private property rights including the lifting of
rent controls, increases in the relative power
of landlords over tenants and changes in the
relative power of shareholder and workers
within enterprises.

Decomposing wealth accumulation by sectors
(private and public) and assets (financial and
nonfinancial) in China over the period 1996-
2015 provides interesting insights. When
analyzing private wealth, there are clear
differences between the returns on assets:
strong, positive capital gains have been made
by nonfinancial assets (231%), which centered
around residential housing assets (163%),
while there were only negligible capital gains
for net financial wealth (1%). Conversely,
there were strong capital gains for public
financial assets (68%) and smaller gains for
public nonfinancial wealth (19%). The majority
of these large capital gains on public financial
assets came from government-owned equi-
ties, and can be linked to the reform of state-
owned enterprises that began in 2003 and
the unprecedented wave of initial public
offerings of state-owned enterprises that
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started in 2006. China also made notable
capital losses onits net foreign assets, in part
due to the appreciation of the yuan after
2004, explaining why despite its large current
account surpluses, its net foreign asset posi-
tion hasincreased only moderately (from-9%
of national income in 2000 to 15% in 2015).

China, like Japan, seems more
suspicious vis a vis foreign ownership
than Europe or North America

Domestic financial intermediation has also
played a key role inthe development of wealth
in China over the last four decades. The ratio
between total domestic financial liabilities—
thatis, total debt and equity issued by house-
holds, the government, and the corporate
sector combined—and total domestic capital
has risenfrom 60%in 1978 to 140%in 2015.
This is a substantial rise given the limited
financial development seenin Chinainthe late
1970s. However, despite this financial devel-
opment, the level of financial intermediation
remains much lower in China than in many
Western countries, where financial interme-
diationratioroses from between 100-140%
in 1978 to 200-300% in 2015, as depicted
by Figure 3.4.5.

Foreign ownership of Chinese companies has
not played a strong role in the rise of wealth,
however. The fraction of domestic financial
liabilities owned by the rest of the world
reached only 5% in Chinain 2015, and has not
past 7% across the whole observed period, as
seen in Figure 3.4.6. Japan has the next
smallest percentage of foreign ownership at
10% of domestic financial liabilities, followed
by 15% in the United States and 25-30% in
Germany and France. These differences
partly reflect size effects: European countries
are smaller, and if ownership were to be
consolidated at the European level, the rest of
the world would own only about 15% of Euro-
peanwealth (as inthe United States). Even so,
there does appear to be atendency that some
Asian countries—Japan and even more so
China—are less open to foreign ownership
than European and North American countries.
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Figure 3.4.4

The changing shares of public property in China and rich countries, 1978-2015
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Source: Piketty, Yang and Zucman (2017). See wir2018.wid.world for data series and notes.

In 2015, the share of public property within total national wealth in China was 31%, while in the US it was -4%. Net national wealth is equal to net private wealth plus
net public wealth. Net public wealth is equal to public assets minus public debts.

Figure 3.4.5
Domestic financial liabilities in China and rich countries, 1978-2015: The rise of financial
intermediation
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Source: Piketty, Yang and Zucman (2017). See wir2018.wid.world for data series and notes.

In 2015, the value of domestic financial liabilities in China was equal to 145% of domestic capital, while in Germany it was 220%.
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Figure 3.4.6

Foreign financial liabilities in China and rich countries, 1978-2015: The rise of foreign ownership
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Source: Piketty, Yang and Zucman (2017). See wir2018.wid.world for data series and notes.

In 2015, the value of foreign financial liabilities in China equated to 5% of total domestic financial liabilities, while in France it was 25%. Foreign financial liabilities are
comprised of portfolio equity held by foreigners, foreign direct investment, foreign debt and financial derivatives.
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3.0

THE RISE OF PRIVATE PROPERTY IN RUSSIA

Information in this chapter is based on “From Soviets to Oligarchs: Inequality and Property in Russia
1905-2016," by Filip Novokmet, Thomas Piketty, and Gabriel Zucman, 2017. WID.world Working
Paper Series (No. 2017/10).

> Russia’s net national wealth-income rose moderately since the country’s
transition from a communist to a capitalist economic model, increasing from
around 400% in 1990 to 450% in 2015. At the same time, there have been
significant fluctuations in the country’s wealth breakdown, as the shock
therapy and voucher privatization strategy transferred enormous wealth at a
very fast rate from the public to the private sector. Public wealth amounted to
300% of national income in 1990, but was just 100% in 2015.

Private housing wealth represented by far the largest component of Russian
private wealth in 2015. The gradual rise of housing can be accounted for by
real-estate price movements and a privatization of the housing sector that
was more gradual than the voucher privatization method used for companies.

The very low level of official financial assets owned by Russian households—
around 70-80% of national income throughout the 1990-2015 period—

is particularly striking. This suggests that the privatization of Russian
companies did not lead to any significant long-run rise in the value of
household financial assets.

However, discrepancies in Russia’s balance of payments allow researchers to
estimate that a small number of Russian citizens had offshore wealth assets
that amounted to 70% of national income in 2015, doubling the official value

of financial assets. This is suspected to be the result of capital flight, made

possible through weaknesses in Russia’s legal and statistical system.
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Russia’s transition from public to
private property

The evolution of aggregate private and public
wealth in Russia has changed dramatically
since the fall of the Soviet Union. As the
country transitioned from a communist to
capitalist model after 1990, public property
was transferred to the private sector. Net
national wealth amounted to slightly more
than 400% of national income in 1990,
roughly three-quarters of which was owned
by the state and one-quarter by private indi-
viduals. But by 2015, these proportions
reversed, as illustrated by Figure 3.5.1. Net
private wealth amounted to 350% of national
income, while net public wealth represented
less than 100%; the overall national wealth
to national income ratio had increased by just
12% over 25 years. Furthermore, this
dramatic fall in Russia’s net public wealth
occurred over just afew years, between 1990
and 1995, as the country implemented its
so-called shock therapy transition strategies,

Figure 3.5.1

The structure of national wealth in Russia, 1990-2015
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which included the privatization of state-
owned enterprises through vouchers.'?
(More on this will be addressed in Part IV of
the report.)

It is noteworthy that aggregate national
wealth fell relative to national income in the
initial stages of Russia’s transition. As can be
seen on Figure 4.3.1, net national wealth
decreased between 1990 and 1999, from
over 400% of national income to about
300%, such that aggregate national wealth
felleven more than national income over this
period, which almost halved itself. National
wealth rose then considerably between 1999
and 2009, reaching about 550% of national
income. This peak corresponded to a very
large rise of Russian stock market prices and
housing prices during this decade, but as asset
prices then fell in the aftermath of the finan-
cial crisis, aggregate national wealth fell back
to around 450% of national income in 2015,
only just above its value 25 years previously.
As aconsequence, the major transformation

Net national wealth
(public + private)

Net public wealth (government)

Net private wealth (households)

1994 1998

2002

2006 2010 2014

Source: Novokmet, Piketty and Zucman (2017). See wir2018.wid.world for data series and notes.

In 2015, the value of net national wealth was equal to 455% of national income, i.e. it was worth 4.6 years of national income. Net public wealth was equal to 84% of
national income. Net national wealth is equal to net private wealth plus net public wealth. Net private wealth is equal to private assets minus private debts. Net public
wealth is equal to public assets minus public debts.
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The asset composition of private wealth in Russia, 1990-2015
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In 2015, the value of housing assets was equal to 182% of national income, i.e. it was worth 1.8 years of national income. The value of financial assets was 67% of

national income.

during the 1990-2015 period was the shift
from public to private property, rather than
any significant and sustained increase in the
aggregate value of national wealth.

Private housing has risen to dominate
private wealth in Russia

In order to better understand which factors
influenced the evolution of national wealth-
income ratios in Russia and the composition
of the country’s wealth, it is critical to look
separately at the different asset categories.
Asseenin Figure 3.5.2, there was a significant
rise in private wealth since 1990.2° Housing
played a critical role here as property prices
more than doubled between the year 2000
and the peak of the housing bubble in 2008-
2009, increasing the value of housing wealth
from less than 50% of national income in
1990 to 250% at its peak, before easing to
approximately 200% by 2015. Compara-
tively, other domestic capital (mostly
consisting of unincorporated businesses

Offshore wealth

2000 2005 2010

Source: Novokmet, Piketty and Zucman (2017). See wir2018.wid.world for data series and notes.

owned directly by households) and agricul-
tural land (which was also largely privatized
during the 1990s) increased over time, but
these assets played arelatively limited role as
compared to the rise of private housing.

In addition to real estate price movements,
the gradual rise of private housing wealth
between 1990 and 2015 can be accounted
for by the more continuous manner in which
housing privatization occurred, relative to the
voucher privatization method used for
companies. Tenants were typically given the
right to purchase their housing unit at a rela-
tively low price, but they did not need to exer-
cise this right immediately. Due to various
economic, political and psychological factors,
many Russian households waited until the late
1990s and even the 2000s to exercise this
right. Indeed, some were concerned about
the possible maintenance costs associated to
private ownership as under public housing
ownership maintenance work was taken care
of by public authorities, while others were
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more concerned about a possible political
downturn, particularly following the presi-
dential election of 1996 when Boris Yeltsin
won with a relatively small margin against
communist party leader Gennady Zyuganov.

Official household financial assets
are particularly low in Russia, due
largely to the voucher method chosen
to privatize former state-owned
enterprises

What is also particularly striking is the very
low level of official financial assets owned by
Russian households attained in official
Rosbank financial balance sheets and other
official sources. Household financial assets
have always been less than 70-80% of
national income throughout the 1990-2015
period, and they have often been less than
50% of national income; in the late 1990s and
early 2000s, they were as little as 20-30%
of national income. Thus, it is as if the privati-
zation of Russian companies did not lead to
any significant long-run rise in the value of
household financial assets, in spite of the fact
that it had become possible for individuals to
own financial shares in Russian firms. This
appears particularly paradoxical.

The initial decline in financial assets was
perhaps predictable. Backin 1990, household
financial assets—which at the time mostly
consisted of saving accounts—amounted to
about 70-80% of national income. But as
prices were liberalized in the early 1990s,
these Soviet-era savings were all but eradi-
cated by hyperinflation. The consumer price
index was multiplied by nearly 5000 between
1990 and 1996, with annual inflation rates
consistently above 150% and as high as
1500% in 1992 and 900% in 1993. Following
the introduction of the new ruble—worth
1000 old rubles—in 1998, the inflation rate
stabilized at around 20-30% per year on
average up to 2006.

What is more surprising is why the new finan-

cial assets that were accumulated by Russian
households during the 1990s—in particular
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through voucher privatization—did not
compensate for this loss in savings. Of course,
when vouchers were first introduced in
1992-1993, it was very difficult for Russian
households to know what to do with these
new financial instruments and how to put a
price on them. More generally, it could be
argued that in the chaotic monetary and
political context of the 1990s it is not too
surprising that the market value of household
financial assets remained relatively low until
the somewhat more stable mid- tolate-1990s.
What is more difficult to understand,
however, is why such extremely low valua-
tions persisted well after this period. In partic-
ular, in spite of the spectacular Russian stock
market boom that occurred between 1998
and 2008, it is conspicuous that total financial
assets officially owned by Russian households
amounted to little more than 70% of national
income in 2008—that is, less than the level
observed in 1990.

Taking into account offshore wealth
doubles Russia’s total official financial
assets

Inthe view of Filip Novokmet, Thomas Piketty,
and Gabriel Zucman, the main explanation for
this paradox is the existence of a small subset
of Russian households that own very substan-
tial offshore wealth—that is, nonofficial finan-
cial assets in offshore tax havens. According
totheir benchmark estimates, offshore wealth
has gradually increased between 1990 and
2015, representing approximately 75% of
national income at the end of the period. As
depicted by Figure 3.5.2, offshore wealth was
thus roughly as large as official financial assets
owned by Russian households. By definition,
offshore assets are difficult to estimate, and
the benchmark estimates presented in this
section are neither precise nor fully satisfac-
tory, but these orders of magnitude seem to
be reasonable, and if anything may be some-
what underestimated given the way in which
they are constructed, as explained below.

In order to estimate the rise and magnitude
of offshore wealth held by Russian house-
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Trade surplus and missing foreign assets in Russia, 1990-2015
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surprisingly small (26% in 2015).
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Source: Novokmet, Piketty and Zucman (2017). See wir2018.wid.world for data series and notes.
In 2015, the value of Russia's trade surplus (exports - imports) was equal to 10% of national income.
holds, it is natural to start by looking at the rest of the world. However, the paradox is
evolution of Russia’s trade balance and its  that net foreign assets accumulated by Russia
balance of payments. Examining these two  are surprisingly small at about 25% of national
balances together, there is a clear contrast  income in 2015.
between the very large trade surpluses
recorded in Russia and the country’s rela-  Investigating Russia’s balance sheet reveals
tively modest foreign assets, asillustrated by  further inconsistent information regarding
Figure 3.5.3. the ownership of financial assets. Both foreign
assets (that is, assets owned by Russian resi-
Russia has had strong trade surpluses each  dents in the rest of the world) and foreign
single year since the early 1990s. These trade  liabilities (that is, assets owned by rest-of-
surpluses—mostly driven by exportsinoiland  the-world residents in Russia) have increased
gas—averaged almost 10% of nationalincome  significantly since the fall of the Soviet Union.
between 1993 and 2015, having been at  Bothwere extremely smallin 1990, at around
around 5% between 1993 and 1998, and as  10% of national income, reflecting low levels
much as 20%in 1999-2000. Thus,ineachof  of financial integration with the rest of the
the last 20 years, the Russian economy has  world and strong capital controls. But by
exported the equivalent of around 10% of its 2015, foreign assets had reached almost
annual income in excess of what the country  110% of national income, and foreign liabili-
has imported. Given that Russia’s initial finan-  ties were close to 85% of national income,
cial positionwhen beginningits transitionwas  hence a net foreign asset position of about
close to zero, with very few foreign assetsor  25% of national income.
foreign debt, these sustained surpluses
should have led to a massive accumulationof ~ How cansuch alow level of net foreign wealth
foreign assets held by Russian citizens inthe  accumulation be accounted for? An obvious
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Figure 3.5.4

Official foreign assets and liabilities in Russia, 1990-2015
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Source: Novokmet, Piketty and Zucman (2017). See wir2018.wid.world for data series and notes.

In 2015, official net foreign assets were 26% of national income. Net foreign assets are foreign assets minus foreign liabilities. Foreign assets are assets owned by
Russian residents in the rest of the world. Foreign liabilities are assets owned by rest-of-the-world residents in Russia.
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explanation is capital flight: some Russian
individuals, and/or some Russian corpora-
tions acting on behalf of individuals, and/or
some Russian government officials acting on
behalf of individuals, were able to appropriate
some of Russia’s trade surpluses to accumu-
late offshore wealth—that is, foreign assets
that are not properly recorded as such in
Russia’s official financial statistics. Given the
weaknesses of Russia’s legal and statistical
system, and the widespread use of offshore
entities to organize business and financial
transactions in Russia over this period, it is
maybe not too surprising that such leakages
might have occurred.?*

Discrepancies in Russia’s balance of
payments can aid estimations of the
country’s offshore wealth

How large these capital flight leakages are,
and the associated accumulation of offshore
wealth is, are challenging to measure. Simple
calculations of trade surpluses (230%) minus
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official net foreign assets (30%) over the
1990-2015 period, would suggest that cumu-
lated capital flight is on the order of 200% of
national income. But this does not include the
cumulated capital income flow on these
foreign assets, which could have been signifi-
cant if rates of return on these assets were
high. Indeed, it appears that returns on foreign
assetswere lower than the returns onforeign
liabilities over the 1990-2015 period, as illus-
trated by the small negative net foreign
income flows in Figure 3.5.3. This net capital
income outflow hence absorbed approxi-
mately a quarter to a third of Russia’s annual
trade surplus.

Furthermore, the capital gains and losses
realized on the portfolio of foreign assets and
liabilities needs to be accounted for. These
portfolio effects can be substantial if there
are large differences between annual
surpluses and the observed evolution of net
foreign assets. This is partly what happened
in Russia as foreign investors bought Russian



assetsinthe 1990s when stock market prices
were extremely low and benefited from the
country’s booming stock market of the
2000s, providing part of the explanation as
to why foreign liabilities rose as much as
Figure 3.5.4 shows. These portfolio effects
therefore imply that a substantial part of
Russia’s trade surpluses was translated into
assets held by citizens from elsewhere in the
world. But the magnitude of the aforemen-
tioned differentials in rates of return and
portfolio effects were not large enough to
fully explain the missing wealth paradox.

Filip Novokmet, Thomas Piketty, and Gabriel
Zucman therefore look to exploit inconsisten-
cies in Russia’s balance of payments to esti-
mate the size of offshore wealth—that is,
Russia’s missing foreign assets. Their rela-
tively conservative estimations indicate that
offshore wealth reached approximately 75%
of national income by 2015, suggesting that
Russians own approximately as much offshore
wealth as their official financial asset holdings
(about 70-80% of national income in both
cases). That is, they own about 50% of their
total financial wealth offshore. These results
are similar to estimates obtained by Gabriel
Zucman’s earlier research that used a
different methodological approach.?? Thus
they can be viewed as somewhat reassuring.
But while these magnitudes are believed to
be broadly accurate, these estimations lack
absolute precision given the general lack of
international financial transparency—and the
difficulties of identifying by whom these
missing assets are owned and what form they
take potentially pose even greater challenges.

Even more uncertain is the location of the
assets held offshore by Russian citizens. Some
of this offshore wealth might be invested back
in Russian corporations, while it is also
discussed that some Russians own significant
property assets in cities such as London and
in the countryside of nations such as French,
and/or have large shares in companies and in
sports teams in countries such as Germany,
the UK, and the United States. Inspecting the
list of Russian billionaires released by Forbes
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illustrates that these individuals collectively
own more than $400 billionin assets—that is,
the equivalent of about half of the estimated
$800 billion in Russian offshore wealth.
Comparing the corresponding wealth port-
folios published by Forbes and other maga-
zines, one could be tempted to conclude that
most of the offshore wealthis held in Russian
companies, in particular in the energy and
financial sectors. On this basis, interpreta-
tions of the available data indicate that a large
fraction of Russia’s official foreign liabilities—
over 80% of national income in 2015—is
actually held by Russian residents via
offshore accounts. But given that the Forbes
list does not provide any information
regarding the fraction of reported billionaire
wealth held offshore—likely a very large
proportion—it is difficult to provide more
conclusive explanations.
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PART IV TRENDS IN GLOBAL WEALTH INEQUALITY

4.1

GLOBAL WEALTH INEQUALITY: TRENDS AND
PROJECTIONS

Data on global wealth inequality is sparser than data on income inequality, so
estimates should be interpreted with care. It is not possible to construct at
this stage a consistent global wealth distribution. However, available research
on key regions—in particular, China, Europe, and the United States—provide
valuable insights into global wealth dynamics.

Evidence points towards a rise in global wealth inequality over the past
decades. At the global level—represented by China, Europe, and the United
States—the top 1% share of wealth increased from 28% in 1980 to 33% today,
while the bottom 75% share hovered around 10%.

Wealth is substantially more concentrated than income. The top 10% owns
more than 70% of the total wealth in China, Europe, and the United States,

the bottom 50% owns less than 2%, and the middle 40% (“the global wealth
middle class”) owns less than 30%.

If established trends in wealth inequality were to continue, the top 0.1% alone
will own more wealth than the global middle class by 2050.
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Global wealth inequality estimates
are scarcer than for global income
inequality and subject to caution

The available data on wealth inequality is
much sparser than for income inequality,
especially at the global level. It is therefore
more difficult to provide a complete picture
of how global wealth inequality has evolved
over the past few decades.

We want to be very clear about this: available
data sources make it impossible at this stage
to properly estimate the level and evolution
of the global distribution of wealth. We can
to some extent estimate the global distribu-
tion of income and its evolution, as we have
tried to cautiously show in Part Il of this
report. The situation is different for wealth.
As we have shown in Part Il of this report,
there are very large areas of the world—
particularly in Africa, Latin America, and
Asia—where we are not even able to properly
measure the aggregate level of national
wealth and its decompositioninto private and
public property, foreign wealth, and natural
capital. We first need to make more progress
on the measurement of total wealth and its
changing structure before we can construct
estimates of distribution of private wealth
among individuals.

A number of magazines (most notably,
Forbes) do publish global rankings of billion-
aires, and some financial institutions (for
instance, Credit Suisse) have combined
billionaire data with other data sources to
estimate global distributions of wealth. Typi-
cally these studies find that top wealth
holders have been rising at very high speed
inrecent decades—substantially faster than
the size of the world economy—and below
we will agree with this general conclusion.
However the methodologies used by Forbes
and by these institutions often lack transpar-
ency; in particular, they do not release their
raw data sources and detailed computer
codes. It is impossible therefore to recon-
struct their statistical results. This is not
merely a technical question; methodological

TRENDS IN GLOBALWEALTH INEQUALITY

choices can indeed have a large impact on
the measured evolution of wealth inequality,
and transparency of methods and sources is
critical if we want to reach some agreement
about inequality facts.

In the context of the WID.world project, we
choose to proceed in a gradual manner and
to release wealth inequality series solely for
the countries for which raw sources allow us
todosoinasatisfactory manner. Ideally, one
needs to combine household wealth surveys
together with wealth rankings and adminis-
trative fiscal data (coming from both the
income tax, using the capitalization method,
and the inheritance tax, using the estate
multiplier method) to be able to properly
estimate the distribution of wealth and to
confront sources in a transparent way. At
this stage, these conditions are satisfied only
for ahandful of countries—most notably, the
United States, a number of countries in
Europe (in particular, France, the UK, and
Spain), and to a lesser extent China (where
we have access to household wealth surveys
and wealth rankings, but where access to
fiscal datais extremely limited). We have also
produced estimates of wealth inequality for
Russia and the Middle East, but they are
more fragile, and we do not use them to
produce global wealth estimates in this
report.

Our global wealth inequality estimates since
1980 therefore combine data from three
large regions: the United States, China, and
Europe. Europeitselfisrepresented by three
countries (France, Spain, and the United
Kingdom), which on the basis of other coun-
tries for which we have wealth inequality data
(in particular, Sweden and Germany) appear
to be broadly representative. Starting from
1987, we can also compare our results with
the Forbes billionaire rankings, which provide
a better coverage of countries, though only
for atiny, extremely wealthy part of the popu-
lation, and with little knowledge of how this
information was collected.
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Available data show that global wealth
inequality is extreme and on therise

At the global level (represented by China,
Europe, and the United States), wealth is
substantially more concentrated than income:
the top 10% owns more than 70% of the total
wealth.! The top 1% wealthiest individuals
alone own 33% of total wealth in 2017. This
figureisupfrom 28%in 1980. The bottom 50%
of the population, on the other hand, owns
almost no wealth over the entire period (less
than 2%). Focusing on a somewhat larger
group, we see that the bottom 75% saw its
share oscillate around 10%. Wealth concentra-
tion levels would probably be even higher if
Latin America, Africa, and the rest of Asia were
included inthe analysis, as most people inthese
regions would be in the poorer parts of the
distribution. We leave this to future editions of
the World Inequality Report. (Figure 4.1.1)

We compare in Table 4.1.1 the growth rates
of the different wealth groups between 1980
and 2017 (all growth rates are expressed in

Figure 4.1.1
Top 1% and Bottom 75% shares of global wealth, 1980-2017: China, Europe and the US

Share of global wealth (%)

40%

35%

30%

25%

20%

15%

10%

5%

real terms—that is, after deduction of infla-
tion). A number of striking findings emerge.
First, one can see that average wealth has
grown faster since the 1980s than average
income, reflecting the general tendency of
wealth/income ratios to rise in most coun-
tries, as documented in Part Il of this report.
Between 1987 and 2017, per-adult average
income has increased at 1.3% per year at the
world level, while per-adult wealth has
increased at 1.9% per year.

Next, if we now look at the top of world wealth
distribution—as measured by the Forbes
billionaire rankings—we find that the top
wealth holders’ share hasincreased alot faster
than average wealth holders: 5.3% since 1987
for the top 1/20 million, and 6.4% for the top
1/100 million (see Table 4.1.1). By definition,
this is an evolution that cannot continue
forever: if top wealth holders were to grow on
a permanent basis at a speed that is three to
four times faster than average wealth in the
world, then billionaires would ultimately come
to own 100% of the world’s wealth.

Top 1%
wealth share

Bottom 75%
_/___._\ wealth share - —
1980 1985 1990 1995 2000 2005 2010 2015

Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 2016, 33% of global wealth was owned by the Top 1%. The evolution of global wealth groups from 1980 to 2017 is represented by China, Europe and the US.
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TRENDS IN GLOBAL WEALTH INEQUALITY PART IV
Global wealth growth and inequality, 1980-2017

China + Europe + US World

1980-2017 1987-2017 1987-2017

Top 1/100 million (Forbes) — 7.8% 6.4%
Top 1/20 million (Forbes) — 7.0% 5.3%
Top 0.01% (WID.world) 5.5% 5.7% 4.7%
Top 0.1% (WID.world) 4.4% 4.5% 3.5%
Top 1% (WID.world) 3.4% 3.5% 2.6%
Average wealth per adult 2.9% 2.8% 1.9%
Average income per adult 1.3% 1.4% 1.3%

Source: WID.world (2017). See wir2018.wid.world for data series and notes.

Between 1987 and 2017, the wealth of the global Top 1% grew by 2.6%. The wealth threshold for an individual to be part of the Top 1% wealthiest in China +
Europe + USin2017is€1 125000, the Top 0.1% threshold is €5 209000, the Top 0.01% threshold is €25812000.

The problem with this billionaire data is
twofold: first, as was noted above, it is not
entirely clear how it was estimated; next, and
most importantly, it is not clear at all whether
this pattern of very fast growth holds only for
billionaires, or whether it can be extended to
multimillionaires. Thisis crucial because there
are many more individuals who own $5 million,
$20 million, or $100 million than there are
billionaires, and the former command a poten-
tially much larger fraction of world wealth
than the latter.

We unfortunately do not know the full answer
to this question, but at least our estimates for
the US, Europe, and China distribution of
wealth provide some interesting insights. We
find that the top 1% average wealthin the US,
Europe, and China hasrisen at 3.5% per year
between 1987 and 2017 (versus 2.8% for
per-adult average wealth and 1.9% for
average income). The higher we go in the
distribution, the faster the growth: the top
0.1% average wealth has increased by 4.4%
per year, and the top 0.01% average wealth
has increased by 5.6% per year.

These findings, which were obtained by
combining a number of independent data
sources (household wealth surveys, income

tax data using the income capitalization
method, and inheritance tax data using the
estate multiplier method, when available),
appear to be consistent with the Forbes
billionaire data. But they also suggest that
one needs to goreally very high in the distri-
bution of wealth to see growth rates on the
order of 5%-6% per year. If one considers
only the top 1% wealth holders as a whole
(that is, all individuals with net wealth higher
than about €1.1 million in China, Europe, and
the United States in 2016), then the growth
rate between 1987 and 2017 has been 3.5%
per year. This is faster than average wealth
growth (2.8% per year), but the gap is not as
huge as for billionaires. This suggests at
current speed that rising inequality and the
divergence of the wealth distribution will take
a couple of decades before it takes really
extreme proportions. (See below for adiscus-
sion of future prospects.) That being said, the
direction in which the distribution is going
definitely suggests rising concentration of
wealth, and there is no evidence that the
financial crisis of 2008 had any impact—
other than temporary—on this long-run
structural trend.

Our results also show that a large share of the
growth of global wealth accrued to the top
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1% and even narrower wealth groups. As
Table 4.1.2 shows, the top 1% captured 37%
of per capita wealth growth, more than half
of which went to the top 0.1%.

All of this implies growing inequality at the top
end of the distribution. Note that the bottom
of the distribution has also experienced a
significant increase of its wealth, driven by
rapid growthin China, as shown by Figure 4.1.2.
This pattern is reminiscent of the “elephant
curve” of global income growth, showing that
the global wealth distribution seems to have
evolved inways qualitatively similar toincome.
The bottom three-quarters of the distribution
saw its wealth increase by a sizeable amount,
though less than the world’s billionaires
according to Forbes. Between those two
groups, wealth growth was at its lowest for the
middle class in developed countries. The
trends inthe wealth growth of different groups
have been fairly stable over the last three
decades, with narrower wealth top groups
experiencing higher growth.

Figure 4.1.2

Global wealth growth by percentile, 1987-2017: China, Europe and the US

Under a business-as-usual scenario, the
top 1% wealth share will increase at 1
percentage point every five years

What will happen to the global distribution of
wealthif these trends were to continue for the
next few decades? Figure 4.1.3 seeks to
answer that question. The top 0.1% wealth
owners would progressively catch up with the
global wealth middle class, which we define as
wealth holders below the top 10% and above
the median—that is, 40% of the world popula-
tion. In 2050, both groups would own the same
share of global wealth—that is, 25%. The global
wealth middle class comprises 40% of the
world population meaning that the top 0.1%
wealthiest would be on average four hundred
times wealthier than the global middle class.
This evolution would take a couple of decades.

Thetop 1/20 million and 1/100 million of indi-
viduals, which comprise about 250 and 50
adults, could respectively own 1.5% and 0.75%
of total wealth as soon as 2030, up from 0.5%

900% - -
Top 1/100 million o
800% - (Forbes)
2
£ 700% A . :
% Top 1/20 million o
° 500% (Forbes) :
o
o
£ 500% -
g 400% China + Europe + US
) 0
e
=]
S 300% -
2
© 200% -
x
100% -
O% T T T T T T T T T T T T
10 20 30 40 50 60 70 80 90 99 999 9999 99999

Wealth group (percentile)

Source: WID.world (2017). See wir2018.wid.world for data series and notes.
Between 1987 and 2017, the average wealth of the 50th global wealth percentile grew by 300%. Average global wealth growth per adult was 129%. The evolution of
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and 0.25% inthe early 1990s. The share of the
top 1% would keep on increasing by one
percentage point every five years. The shares
of thetop 0.1% and 0.01% would also grow by
one percentage point every five years, meaning
that the increase in wealth inequality is in fact
driven by these small groups. These groups are
much broader than billionaires, but neverthe-
less quite narrow. (To belong to the top 0.1%
ortop0.01% of Europe, the United States, and
China in 2016, one needs to own more than
€5.2 million or €25.8 million, respectively.)

Global wealth inequality is driven by a
large number of forces

Asdiscussedin Part 1, global income dynamics
are driven by both between- and within-
country forces. The rise of private wealth has
beenfasterinlarge emerging economies than
in rich countries, a trend driven by high
economic growth and large-scale privatization
in transition economies. This tends to reduce
global wealthinequality. This effect was more

Figure 4.1.3

TRENDS IN GLOBALWEALTH INEQUALITY PART IV

Table 4.1.2

Share of global wealth growth captured by
wealth group, 1980-2017

Wealth group Share of real growth
per capita
Bottom 99% 62.9%
Top 1% 37.1%
Top 0.1% 21.6%
Top 00.1% 12.4%

Source: WID.world (2017). See wir2018.wid.world for data series and notes.

Between 1980 and 2017, the global Top 1% captured 37% of total wealth
growth in China, Europe and the US. The wealth threshold for an individual to be
part of the Top 1% wealthiest in China + Europe + USin 2017 is€1 125000, the
Top 0.1% threshold is €5 209000, the Top 0.01% threshold is €25812000.

than offset at the top, however, by the rise in
wealth inequality within countries. Rising
wealth inequality within countries is itself due
toanumber of factors, including risingincome
inequality amplified by inequality of savings
rates and of rates of return. Other factors,
such as the progressivity of taxation, can in

Global wealth inequality, 1980-2050: China, Europe and the US

40%

< 30% A

20% A

Share of global wealth (%

10% -

Top 0.01%

Middle 40%
“Global middle class”

Assuming
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0% T T
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 2016, in a world represented by China, Europe and the US, the global wealth share of the Top 1% was 33%. Under "Business as usual”, the Top 1% global wealth
share would reach 39% by 2050, while the Top 0.1% wealth owners would own nearly as much wealth (26%) as the middle class (27%). The evolution of global wealth

groups from 1987 to 2017 is represented by China, Europe and the US. Values are net of inflation.
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Methodological note: How our
projections work

We partition the distribution of wealth into
several groups:

» the bottom 99%

the top 1%, excluding the top 0.1%

the top 0.1%, excluding the top 0.01%

the top 0.01%, excluding the top 1/20 million
the top 1/20 million, excluding the top

1/100 million

» the top 1/100 million

TRENDS IN GLOBALWEALTH INEQUALITY

turn mitigate or worsen these dynamics.
Hence, future global wealth inequality will
depend on both catchup growth in emerging
economies, and within-country determinants
of inequality. We study them at the country
level as further described in the next chapters.

We should stress at the onset that there was
nothinginevitable about the fact that the very
top of the global wealth distribution would
rise so much faster than average world wealth
beginning in the 1980s. One of the global
factors that might have played a role is the
larger transfer from public to private wealth
that took place in many countries. (See

We calculate the average growth rate of wealth
of these groups since 1987 (start of the Forbes
ranking), and extrapolate the average wealth

of each of these groups based on these growth
rates. We obtain top wealth shares based on
these averages.

Because narrower top groups have experi-
enced higher growth in the past, this method
forecasts an increase of wealth inequality.

Of course, this trend cannot be extended
indefinitely into the future, because with the
current parameters it will eventually lead to
the top group’s owning nearly all of the wealth.
However, this problem only arises at very

long horizons, so the method is still useful for
projections over a few decades.

204 WORLD INEQUALITY REPORT 2018

Part Il.) To the extent that privatization
disproportionately benefited small groups of
the population—for example, Russian
oligarchs—this can help explain why top
wealth holders’ shares rose so fast. It is diffi-
cult, however, with the data at our disposal to
estimate the global impact of this factor. In
particular, there are also some cases where
privatization has benefitted mostly the middle
class (for example for housing, as we discuss
below for the case of the UK, France and
Spain). Whether this channel is likely to be
important for the future (one might be
tempted to conclude that large privatization
waves are now behind us) is another impor-
tant and uncertain issue.

Another potentially important global factors
behind booming top wealth is the fact that
financial deregulation and innovation might
have increased the inequality in rates of return
that are accessible to different sizes of finan-
cial portfolio. Some of the most convincing
evidence for this channel comes from the
observed real rates of return on university
endowments, which varied from 4-5% per
year for the smallest endowments to as much
as 8-10% per vyear for largest ones (after
deduction of inflation and management costs)
inthe United States between 1980 and 2010.?

Again one might wonder whether this corre-
sponds to a specific financial period or
whether this will continue in the future (avail-
able data suggests that large endowments
were still getting very good returns in recent
years). Also the governance of personal family
wealth involves many other issues than that
of large academic capital endowments, so one
cannot directly apply these findings. Unfor-
tunately there is too little data available to
make similar computations for the highest
family wealth.

As we shall see below, however, our country
studies do show that differential rates of
return—together with differential saving
rates—can potentially be animportant driving
force behind rising wealth concentration.
(Box 4.1.1.)
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4.7

COMPARING TRENDS IN PERSONAL WEALTH
INEQUALITY ACROSS THE WORLD

Available data on personal wealth inequality shows that it has been on the
rise in most countries since the early or late eighties. Increasing income
inequality and the large transfers of public to private wealth which occurred
over the past forty years drive these dynamics.

Large rises in top wealth shares have been experienced in China and Russia
following their transition from communism towards a capitalist economy,
though the different inequality dynamics experienced between these two
countries highlights different economic and political transition strategies.

In the United States, wealth inequality has increased dramatically over the
last 30 years and was mostly driven by the rise of the top 0.1% wealth owners.
Growing inequality of income and saving rates created a snowballing effect of
rising wealth concentration.

The increase in top wealth shares in France and the UK was more moderate
over the past forty years, in part due to the dampening effect of the rising
housing wealth of the middle class and lower income inequality relative to the
United States. As a result, while wealth concentration has been historically
lower in the United States than in Europe, the situation reversed after the
1970s.

Property prices also played an important tempering role for wealth inequality
in Spain as wealth concentration remained roughly unchanged over the
observed period with only short-lived fluctuations.

In the long run, the differential between rates of return to capital and growth
rates, as well as the dynamics of savings rate among wealth groups, drive
wealth inequality. When rates of returns available to high-wealth portfolios
are higher than average economic growth, wealth inequality increases. The
same is true when savings inequality is high.
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Wealth inequality within countries fell
dramatically from the beginning of the twen-
tieth century in some of the world’s largest
economies, but since the 1980s there have
been widespread increases in wealth concen-
tration. The combination of economic, polit-
ical and social shocks that led to the long-run
decline in wealth inequality experienced
throughout Europe and North America from
the start of the First World War to the mid-
1980s was described in the Capital in the
Twenty-First Century.® These shocks included
the Great Depression, the destruction of
human and physical capital led by the World
Wars, restrictions on capital flows, national-
ization of industries and goods provision, and
greater government control over the
economy. Given the close relationship
between wealth and income, the story of the
former is similar to that of the latter: collec-
tively, these factors severely impacted the
fortunes of the wealthiest and supported the
growth of middle class wealth in Europe and
the United States.

Unfortunately relatively little is been known
about the recent evolution of wealth in-
equality at a global level. Wealth inequality
data discussed in public debates up to now
essentially relied on sources which do not
allow for a sound analysis of wealth dynamics.
It is also difficult to track how wealth in-
equality statistics are constructed since the
methodologies are not always made trans-
parent. This is not merely a technical ques-
tion: methodological choices canindeed have
a large impact on the evolution of measured
wealth inequality.

The publicly available information discussed
inthis report and published on WID.world on
the distribution of wealth and cross-border
assets is still imperfect. But we see it as a fist
systematic attempt at generating data on
wealth inequality over the globe. It combines
in a consistent manner tax data, wealth
surveys and data on cross-border assets. The
construction of estimates presented in this
report was carried out for China, France,
Russia, Spain, the United Kingdom and the
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United States which are presented in this
chapter and the subsequent ones.

Contrasting transition strategies
have generated divergent inequality
dynamics in China and Russia

Wealth inequality data for China and Russia
is only available from 1995-2015, but even
in these last two decades the series confirm
huge increases in wealth inequality. Wealth
concentration amongst the top 1% in both
countries practically doubled, as their share
in China’s total wealth rose from just over
15%in 1995 to 30%in 2015, and in Russia’s
from below 22% to approximately 43%. Inter-
estingly, the share of the top 10% in total
wealth in 2015 is much closer between the
two countries, at 67% in China and 71% in
Russia as illustrated by Figure 4.2.2, indicating
that Russia’s transition strategy favored its
most wealthy citizens more than China’s. As
seen in Figure 4.2.1, by 2015 Russia had a
higher concentration of wealth than the
United States, while China’s wealth inequality
was roughly in between that of France and
the United States.

Thevariationsininequality increases between
the two former communist countries were in
part due to differences in their strategies for
privatizing housing and state-owned enter-
prises. In Russia, previously state-owned busi-
nesseswere transferred to the private sector
through a voucher privatization process that
canbe comparedto afire sale of assets given
the extremely fast pace at which it was
executed. By contrast, the enormous transfer
of public capital into private capital with the
sale of state-owned enterprises in China
occurred more slowly. Its scale, though, was
considerable: close to 100000 firms with
¥11.4 trillion worth of assets were privatized
between 1995 and 2005.#

The method by which property wealth was
privatized was different, however. Chinese
citizens experienced huge reductions in
welfare housing allocations and the almost
complete privatization of the housing
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Figure 4.2.1
Top 1% personal wealth share in emerging and rich countries, 1913-2015
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.
In 2015, the Top 1% wealth share was 43% in Russia against 22% in 1995.
market, and by 2002, 85% of urban housing  in China and from 39% to 25% over the same
was privately-owned. This property privati-  period in Russia. While the fall was more
zation process was very unequal as access pronounced in China, it was initially more
to quoted and unquoted housing assets abruptin Russiathanin China, however, due
often depended on how wealthy and politi- to the aftereffects of hyperinflation that
cally connected the household was, withthe  followed price liberalization in 1992 and
wealthiest end of the distribution able to  wiped out savings.
access privatized public wealth more easily
through official markets. In contrast, The growinginequality of income and
Russians took a more gradual approach to  savings rates have caused rapid wealth
property privatization. Tenants were typi- concentration in the United States
cally giventhe right to purchase their housing
unit at arelatively low price and did notneed  The rise of wealth inequality in the United
to exercise this right immediately, while Stateswas less abrupt, but no less spectac-
uncertainty surrounding the macroeconomic  ular in historical terms, than the increases
and political environment also meant many experienced in the former communist coun-
Russian households waited until the late tries. Wealth inequality inthe United States
1990s and even the 2000s to exercise this  fell considerably from the high levels of the
right. Consequently, the property privatiza-  Gilded Age by the 1930s and 1940s, due to
tion process had a small dampening effect  drastic policy changes that were part of the
on the rise of wealth inequality. The shares  New Deal. The development of very progres-
of the middle 40% defined as the top 50% sive income and estate taxation made it
excluding the top 10% fell in both countries  much more difficult to accumulate and pass
across the period. Interestingly, the group’s  on large fortunes. Financial regulation
share fell in similar proportionsin Chinaand sharply limited the role of finance and the
in Russia, from 43%in 1995 to0 26%in 2015  ability to concentrate wealth as in the Gilded
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Figure 4.2.2

Top 10% personal wealth share in emerging and rich countries, 1913-2015
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.
In 2015, the Top 10% wealth share was 67% in China.
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age model of the financier-industrialist. But
since the mid-1980s, top wealth shares have
risen sharply. The key driver of this rapid
increase in wealth concentration has been
anupsurge of incomes at the top of the distri-
bution and the stagnation of incomes at the
bottom. These dynamics follow the reversal
of the policies implemented during the
previous period, with financial deregulation
and lower top tax rates among others. The
differentials between the saving rates of the
richest and those of the middle- and lower-
class also increased wealth inequality. This
had areinforcing, “snowballing” effect as the
purchase of financial assets by the wealthy
using the savings from their large incomes
hasledto arise in capital income concentra-
tion, providing greater incomes for the
purchase of more assets and hence larger
top wealth shares.

In the United States, the share of wealth
owned by the top 1% adults grew from a
historic low of below 22% in 1978, to almost
39%in 2014, as depicted in Figure 4.2.1. This
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represented a trend reversal from historical
patterns as the top 1% wealth share in the
United States was almost double that of
France and the UK in 2014. These changes
enabled the wealthy to purchase more wealth
assets with highreturns, setting a snowballing
effect in motion for those at the top of the
distribution, while wealth of the middle class
stagnated. Consequently, the wealth share of
the middle 40% fell from a historic high of
almost 37% of total wealth in 1986, to around
28% in 2014. Pensions and home ownership
rates of the middle 40% increased over the
preceding period, but after the mid-1980s
this trend reversed due to a surge in house-
hold debt that included mortgages, student
loans, credit card and other debts. These
debtsincreased from 75% of national income
in the mid-1980s to 135% in 2009 and,
despite some deleveraging in the wake of the
Great Recession, still amounted to close to
110% of national income in 2012; this trend
can be seen in the negative share of total
wealth owned by the bottom 90% between
2008 and 2013.



The rising housing wealth of the middle-
class dampened wealth inequality
increases in France and the UK

Between the start of the First World War
and the early 1980s, France and the UK
experienced dramatic falls in wealth
inequality. Large wealth shocks between
1914 and 1945 included the great depres-
sion, inflation and the destruction of produc-
tive capital and housing during the World
Wars, and were followed by policies designed
to reduce wealth inequality such as national-
izations, rent control and tax policies. These
factors collectively led to the creation of a
patrimonial middle class, which did not exist
in Europe before WWI, contrary to the
United States where wealth inequality was
relatively lower at the time. Since the mid-
1980s wealth inequality has risenin both the
UK and France, though to a much lesser
extent than in the United States, such that
the United States is now more unequal in
terms of wealth than Europe. In France and
in the UK, strong returns on the financial
assets held in proportionately larger quanti-
ties by the wealthiest fueled wealth
inequality. This factor was, however, moder-
ated by the general rise in house prices that
have largely benefited the patrimonial
middle-class, which owns relatively more
housing than top wealth groups.

The beginning of the twentieth century saw
the start of dramatic falls in the wealth share
of the top 10% and top 1% in both France and
the UK, as depictedin Figure 4.2.1 and Figure
4.2.2. The share of wealth owned by the top
1% inthe UK reached almost 75% inthe early
1900s, and represented almost 60% of the
total in France. But by the early 1980s, a
combination of factors including the destruc-
tion of capital during the World Wars and
greater state control of economic activity and
redistribution thereafter saw the top 1%
share fall to 16% in 1985 in both countries
and that of the top 10% fell to 47% in the UK
and 50% in France, near historic lows (they
had previously been as high as 93% and 86%,
respectively).

TRENDS IN GLOBALWEALTH INEQUALITY

But in the midst of then French President
Mitterrand’s austerity turnand Prime Minister
Margaret Thatcher’s premiership, wealth
inequality began to rise. Greater wealth
concentration was the result of a number of
factorsincluding: greater earnings disparities
between the top and bottom of the distribu-
tion, a fall in tax progressivity, higher returns
on financial assets disproportionately owned
by the wealthy and the privatization of large
parts of formerly state-run industry.

In France, there were strong short-run fluc-
tuations around 2000, with a substantial rise
intop 10% wealth share (up to 57% in 2000)
followed by adecline (53% in 2004). This was
entirely due to large movements in relative
asset prices. Indeed, stock prices were very
high in France during the “dotcom bubble”
in 2000, as compared to housing prices,
which favored the upper class relative to the
middle class.

However, despite these fluctuations, the
longer-term trend was unchanged. In 2014,
the share of total wealth held by the top 10%
had increased to 55% in France and the figure
was 52% in the UK in 2012, while the shares
of the wealthiest 1% reached 23% and 20%,
respectively. The rise in wealth inequality in
the 2000s was moderate as the rise in general
house prices experienced before and over
this period improved the value of property
wealth—assets held in greater proportion by
the middle 40%—thus comforting the share
of the patrimonial middle class.

We should note, however, that high housing
prices have ambiguous and contradictory
effects on wealth inequality. On the one hand,
high housing prices can mitigate rising
inequality between the middle and the top, in
the sense that property owning middle
classes—who typically own most of their assets
in housing—benefit from an increase in the
value of their wealth that is stronger than the
upper groups—who mostly own financial
assets. But on the other hand high housing
prices make it for difficult for the poorer groups
to access real estate property to begin with,
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and this can lead to rising inequality between
the poor and the middle. High property prices
also create new forms of inequality, for instance
between those who bought real estate at the
right time and those who did not, or between
young wage-earners who can benefit from
parental wealth and inter vivos gifts to become
home owners and those who remain tenants
forever. These are new forms of inequality
which have become increasingly important for
the generations borninthe 1970s-1980s and
after, and which were much less important for
the earlier cohorts (in particular for those
generations born in the 1940s-1950s, who
could purchase housing assets at relatively low
price with their labor income only).?

Property prices also played an
important equalizing role for wealth
inequality in Spain

The housing market has also played an impor-
tant role among other European countries.
Spain experienced fluctuations in its wealth
concentration across the last decades, but
inequality has remained broadly stable as a
result of housing market evolutions. Asset
price movements were key in determining
short-run wealth inequality levels. In partic-
ular, the country’s housing boom saw prop-
erty prices triple between 1984 and 1990,
andtriple again between 1996 and 2008, led
to volatility in wealth concentration trends
throughout the period between 1984 and
2013. As the wealthiest individuals in Spain
bought deeper into the property market
through multiple property purchases, the
bursting of this bubble in 2008 thus had
larger impact ontop 10% and top 1%, neutral-
izing their previously made gains. A similar
story is also evident in the midst of the
dot-com boom and bust as the wealth share
of the top 1% peaks at around 28% in 2000.

Policies and institutions drive long-run
wealth inequality through their impact

on returns on capital and savings rates.

In the long-run, it is the inequality of savings
rates between individuals and the differential
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between rates of return and growth that deter-
mine wealth concentration.® Earlier work has
shown that wealth inequality within the top
wealth groups increases in line with the differ-
ence between the rate of return and the rate
of growth (r-g).” Intuitively, the higher the gap
between growth and the rate of return on
capital (r>g), the more wealth inequality is
amplified as capital is concentrated in the
hands of the wealthy. It implies that past wealth
is capitalized at a faster pace, and that it is less
likely to be overtakenby the general growth of
the economy. As was already mentioned above,
this effect can be strongly reinforced by the
factthatrates of returns tend to increase with
the level of wealth: the rates of return available
for large financial portfolios usually have little
do with those open to small deposits.

Small changes in savings rates can also have
a very large impact on wealth inequality,
though it may take several decades and even
generations for their impacts to play out.
These forces have been evident in France, the
UK, and the United States, which all exhibit
large differences between the savings rates
of the wealthiest individuals and the rest of
the distribution. In France, the top 10% of
wealth holders generally saved between
20%-30% of their annual incomes between
1970 and 2012, but this fraction was much
smaller and fell notably over the period for
the middle 40%, from 15% of annual income
in 1970toless than 5% by 2012, while savings
rates among the bottom 50% fell from 8% to
approximately 0%. In the United States, the
savings rate of the bottom 90% of families fell
sharply since the 1970s, while it has remained
roughly stable for the top 1%. The annual
saving rate of the bottom 90% fell from
around 5-10% in the late 1970s and early
1980s to around -5% in the mid-2000s,
before bouncing back to about 0% after the
Great Recession. These falls in saving rates
amongst the bottom 90% have been largely
the consequence of increases in household
debt, particularly from mortgages.

Assuming the same inequality of saving rates
that were observed in France over the 1984 -



2014 period—namely 24.5% for the top 10%
and 2.5% for the bottom 20%—will persist,
together with the same inequality of rates of
return and the same inequality of labor
income, the share of total wealth owned by
the top 10% in France will gradually increase
to the levels that were observed in the nine-
teenth and early twentieth centuries, that is,
approximately 85% of total wealth. If,
however, the 1970-1984 trends had
persisted after 1984 and continued during
the upcoming decades, the top 10% would
have owned only slightly more than 45% of
total wealth today and this figure would
further decrease throughout the twenty-first
century.
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4.3

WEALTH INEQUALITY IN THE UNITED STATES

Information in this chapter is based on the article “Wealth Inequality in the United States Since
1918: Evidence from Capitalized Income Tax Data,” by Emmanuel Saez and Gabriel Zucman, 2016.
Quarterly Journal of Economics, 131(2), 519-578.

Top wealth shares have been risen since the mid-1980s to 2012, with the
top 0.1% driving wealth concentration at the top; their wealth share grew
threefold from 7% in 1978 to 22% in 2012, a level comparable to that of the
early twentieth century.

United States wealth inequality had previously fallen considerably from the
1930s and 1940s, due to drastic policy changes that were part of the New
Deal. These policies included the introduction of progressive income and
estate taxation, and greater financial regulation.

The key driver of this rapid increase in wealth concentration since the 1980s

has been an upsurge of top incomes combined with an increase in saving rate

inequality across wealth groups. This has had a reinforcing, “snowballing”
effect as the accumulation of financial assets by the wealthy has led to a rise
in capital income concentrations, allowing for more wealth accumulation at
the top.

The declining wealth share of the bottom 90% of the distribution is the result
of plummeting middle-class savings, as their mortgage, consumer credit, and
student debt has greatly increased.
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Wealth inequality in the United States
has risen rapidly and consistently since
the mid-1980s

To fix notions of wealth inequality in the United
States, it is perhaps best to first consider the
distribution of the country’s wealth in 2012
thatis outlined in Table 4.3.1. The average net
wealth per family was over $384 000, but this
average masks a large heterogeneity. The
bottom 90%—a group of almost 145 million
families who possess approximately $94 000
on average—collectively own about as much
of the total household wealth (22%) as the
161000 families who are included in the top
0.1%; their average wealth was approximately
$82 million, 845 times larger than the bottom
90%. Wealth is much more concentrated than
income in the United States, as the top 0.1%
wealth share is about as large as the income
share of the top 1%.

Table 4.3.1

TRENDS IN GLOBALWEALTH INEQUALITY

Rising wealth inequality since the
1980s is almost entirely due to the top
0.1%

Wealth is becoming significantly more
concentrated in the United States, but this
trend is not the result of tens of millions of
Americans seeing arise intheir fortunes. Itis
rather the spectacular dynamics of a tiny
group of the population owning more than
$4.4 million—the entry price of the top 1%.

Top wealth shares have risen sharply since
the mid-1980s. Indeed, the share of wealth
held by the top 10% in 1985 was approxi-
mately 63%, the lowest value it had reached
since 1917. But by 2012, the wealth share of
the top 10% had reached over 77%, an addi-
tional 13 percentage points. More than three
quarters of all wealth in America was owned
by just ten percent of its population.

The distribution of household wealth in the US, 2012

PART IV

Wealth group Number of Wealth threshold Average wealth Wealth share
families ($) ($)
A. Top Wealth groups
Full Population 160700000 - 384000 100%
Top 10% 16070000 740000 2871000 77.2%
Top 1% 1607000 4442000 15526000 41.8%
Top 0.1% 160700 23110000 81671000 22.0%
Top 0.01% 16070 124525000 416205000 11.2%
B. Intermediate Wealth groups
Bottom 90% 144 600000 - 94000 22.8%
Top 10-1% 14463000 740000 1470000 35.4%
Top 1-0.1% 1446300 4442000 8178000 19.8%
Top 0.1-0.01% 144 600 23110000 44537000 10.8%
Top 0.01% 16070 124525000 416205000 11.2%

Source: Saez & Zucman (2016). See wir2018.wid.world for data series and notes.

In 2012, the average wealth of the Top 10% in the US was $2871000. All values have been converted to 2016 constant US dollars (accounting for inflation). For
comparison, $1 = €0.8 = ¥3.3 at market exchange rates. Numbers may not add up due to rounding.
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Figure 4.3.1a

Wealth shares of the Top 10%, Top 10-1% and Top 1% in the US, 1913-2012
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Source: Saez & Zucman (2016). See wir2018.wid.world for data series and notes.
In 2012, the share of household wealth owned by the Top 10% in the US was 77%.
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However, since the mid-1980s, the wealth
share of families belonging to the top 10% but
not to the top 1% has decreased. In fact, the
share of total wealth owned by the top 1%
increased at a faster pace (up by around
17 percentage points) than the top 10%
between 1986 and 2012 (see Figure 4.3.1a).
The rise in the wealth share of the top 1%
itself owes almost all of its increase to the
growth of the top 0.1% share whichrose from
7%1t022% (15 percentage points). The wealth
share of the top 0.1% was thus larger than the
share of the top 1-0.1% (that is the top 1%
minus the top 0.1%) in 2012, having tripled
since 1978. Almost all of the top 1% and top
10% increase over the past four decades has
been due to the top 0.1% alone.

The recent rises in wealth
concentration contrasts with continual
reductions over the previous half-
century

The significant increase in the wealth shares
of America’s wealthiest since the mid-1980s
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isindirect contrast to the trend that followed
the Great Depression. The Roaring Twenties
saw a huge rise in wealth concentration, as
the top 1% accumulated a significantly larger
share of total wealth over the decade, rising
from 35% in 1923 to almost 52% by 1928,
and the top 10% wealth share peaked at 84%.
But the impact of the Great Depression, and
the New Deal policies implemented under
Franklin Roosevelt’s Presidency, quickly saw
this trend reverse.

Wealth inequality fell at a tremendous pace
from 1929 until around the end of the Second
World War. The loss in the value of financial
assets from the collapse of the stock market
and the introduction of financial regulation
during the New Deal reduced the role of
finance and the ability to concentrate wealth
relative to the Gilded Age model of the finan-
cier-industrialist, while the development of
progressive income and estate taxation made
it difficult to accumulate and pass on large
fortunes. Correspondingly, the share of the
top 1% fell from 52% of total wealth to 29%



Figure 4.3.1b
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Wealth shares of the Top 1-0.1% and Top 0.1% in the US, 1913-2012
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Source: Saez & Zucman (2016). See wir2018.wid.world for data series and notes.
In 2012, the share of household wealth owned by the Top 0.1% in the US was 22%.

by 1949. Their falling shares were not just
accumulated by the top 10-1% either, as illus-
trated by Figure 4.3.1b, as the share of total
wealth rose from 33% to 42%, leaving the
bottom 90% with a 29% share, equal to that
of the top 1%.

Following the Second World War, wealth
inequality rose moderately, before falling
again from the early 1960s onwards. The
wealth share of the top 10% grew from around
70% to 74% in 1962, before falling in almost
every year until the mid-1980s, by which point
their share had dipped below 65% of total
wealth. As previously described, the Reagan
era of deregulation and reduced tax progres-
sivity formed aturning point inwealth inequal-
ities in America. The top personal income tax
rate from 50% in 1986 to 28% in 1988, well
below the corporate tax rate of 35%.

The rise and fall of middle-class wealth

The second key result of the analysis involves
the dynamics of the wealth share of the

bottom 90%. Since the bottom half of the
distribution always owns close to zero net
wealth, that is, when including negative
wealth such as credit card and housing debt,
the wealth share of the bottom 90% is there-
fore equal to the share of wealth owned by
the middle 40% group, above the bottom
50% but below the top 10%. Within this
“‘middle class”, the share of total wealth owned
in 2012 was the same as it was 70 years
earlier, despite a rise in the value of their
pensions and an increase in their home
ownership rates.

The share of wealth owned by the middle
class began to increase from the early
1930s, and peaked in the mid-1980s. It has
subsequently undergone a continuous
decline, as illustrated by Figure 4.3.2. The
large rise in the wealth share of the bottom
0%, from 16% inthe early 1930sto 35% in
the mid-1980s, was driven by the group’s
accumulation of housing wealth, and to a
greater extent by pensions. Pensions were
almost nonexistent at the beginning of the
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Figure 4.3.2

Composition of the wealth share of the Bottom 90% in the US, 1917-2012
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In 2012, the share of household wealth held by the Bottom 90% in the US was 23%. Pensions made up 16 percentage points of the group's household wealth share.
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twentieth century, but developed in the
form of defined benefits plans, and then
from the 1980s in the form of defined
contribution plans such as Individual Retire-
ment Accounts and the so called 401(k)s
(the latter referring to a section of the
United States tax code).

The declining share inthe wealth share of the
bottom 90% that occurred from the mid-
1980s was due to a fall in two components of
middle class wealth, namely the housing
component (net of mortgage debt) and the
fixed income component (net of non-mort-
gage debt). This fall was mostly the conse-
quence of an upsurge in debt, as aggregate
household debt, including mortgages, student
loans, credit cards, and other debts, increased
from 75% of national income in the mid-1980s
to 135%in 2009. The financial crisis of 2007~
2009 and the Great Recession then hit the
middle class hard. The share of wealth owned
by the bottom 90% collapsed between
mid-2007 and mid-2008 because of the crash
in housing prices, and the subsequent
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recovery was uneven: over 2009-2012, real
wealth per family declined 0.6% per year for
the bottom 920%, while it rose 7.9% per year
for thetop 0.1%.

Despite a reduction in debt levels in the
wake of the Great Recession as the middle
class sold a proportion of their assets, their
debt still amounted to close to 110% of
nationalincome in 2012. This upsurge in the
debt of the middle class has had a dramatic
effect on middle-class wealth as approxi-
mately 90% of (non-mortgage) debt belongs
to the bottom 90% of the wealth distribu-
tion, being sufficiently large to more than
offset therise in the value of their pensions.
Strikingly, the average real wealth of the
bottom 90% of families was no higher in
2012 than in 1986. Real average wealth of
the bottom 90% rose considerably during
the late 1990s tech-boom and the mid-
2000s housing bubble, peaking at $143 000
in 2006, but then collapsed to about
$93800 in 2009 (at constant 2016 $), as
depicted in Figure 4.3.3.
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Composition of the wealth share of the Bottom 90% in the US, 1917-2012
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Bottom 90% average wealth (constant 2016 $)

In 2012, the average real wealth of the Bottom 90% households was €92 100, while the average real wealth of the Top 1% was €15 237 000. All values have been
converted to 2016 constant US dollars (accounting for inflation). For comparison, $1 = €0.8 = ¥3.3 at market exchange rates.

The dynamics of savings rates explains
much of the evolution of wealth
inequality

Inequalities in income shares and savings rates
have been shown to have animpact onwealth
dynamics in the long run.® There has been a
significant difference in the savings rates of
the different US wealth groups between 1917
and 2012. The bottom 90% of wealth holders
saved approximately 3% of their income on
average over the period, while the 10-1%
grouping saved about 15% of their income and
the top 1%, around 20-25%. The main excep-
tionwas during the Great Depression (1929-
1939), during which the savings rate of the top
1% was substantially negative, because corpo-
rations had zero or even negative profits, but
still paid out dividends. This period of negative
saving at the top greatly contributed to the fall
in top wealth shares during the 1930s
described above.

Savings rate inequality has also increased in
recent decades. The saving rate of bottom

90% families has fallen sharply since the
1970s, while it has remained roughly stable
for the top 1%. The annual saving rate of the
bottom 20% fell from around 5-10% in the
late 1970s and early 1980s to around -5% in
the mid-2000s, before bouncing back to
about 0% after the Great Recession (from
around 2008-2011). From 1998 to 2008,
the bottom 90% dis-saved (spent on credit)
eachyear due to massive increases indebt, in
particular mortgages, fueled by an unprece-
dented rise in housing prices.” Concurrently,
the top 1% continued to save at a high rate,
and so the relative savings rate of the bottom
90% and the top 10-1% collapsed.

While the fall in the savings of the middle class
explains much of the decline in the wealth
share of the bottom 90%, rising income
inequality has nonetheless had several note-
worthy impacts on the dynamics of wealth
inequality inthe United States. Firstly, the fall
in the savings rate of the bottom 90% saving
rate might itself be a consequence of the
increase in income inequality and the lack-
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luster growth of middle-classincome, further
accentuating wealth inequality.'® Secondly,
simulations indicate that if the bottom 90%
had maintained a constant share of national
income, as well as saving at 3% per year then
its wealth share would have declined little
since the mid-1980s and would be equal to
about 33% in 2012 (rather than its actual
level of 23%). And finally, rising income
inequality at the top has had a significant
impact on the wealth shares of the groups at
the top of the wealth distribution. For
example, the share of income earned by fami-
lies in the top 1% of the wealth distribution
doubled since the late 1970s, to about 16%
in recent years. This increase is relatively
larger than the increase in the wealth share
of the top 1%, suggesting that the main driver
of the growth in the wealth share of the top
1% is the upsurge of their income.
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4.4

WEALTH INEQUALITY IN FRANCE

Information in this chapter is based on “Accounting for Wealth Inequality Dynamics: Methods,
Estimates and Simulations for France (1800-2014),” by Bertrand Garbinti, Jonathan Goupille-
Lebret and Thomas Piketty, 2016. WID.world Working Paper Series (No. 2016/5).

> Wealth inequality rose moderately in France since the mid-1980s. In 2014,
the top 10% owned 55% of total French wealth, up from 50% in 1984, its
lowest level ever recorded.

Wealth inequality has fallen dramatically between 1914 and 1984. In the
early 1900s, the wealth share of the top 1% amounted to 55% of total wealth.
Large shocks between 1914 and 1945 (depression, inflation, wars) followed
by nationalizations, rent control and tax policies reduced the share of the
wealthiest 1% to around 16% by the early 1980s.

The 1980-1984 period saw the rising prosperity of the middle class as
significant increases in the group’s absolute wealth levels were experienced.
This was in part due to the rise of their saving rates during this high-growth
period.

The rise in housing prices also played a crucial role in moderating the increase
in wealth inequality after 1984, as these assets form a large part of the
portfolio of the middle class.

The long-run dynamics of wealth inequality are largely governed by the
inequality of savings rates, themselves driven by habit formation, income
inequality and tax and regulatory policies.

Small variations in savings rates and rates of return can have substantial, long

term impacts on wealth inequality. If the recent trends are prolonged, wealth
inequality could return to its 1900 level by the end of the century.
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The top 10% richest French own 55%
of total wealth, while the middle 40%
owns 38%.

If France’s total wealth was equally shared
amongst the French adult populationin 2014,
each adult would own approximately
€201000 in net wealth. However, as Table
4.4 1indicates, this was far fromthe case. The
least wealthy half of the adult population have
around€25500in assets, equal to one-eighth
of the national average and which amounted
collectively to 6% of the country’s total
wealth. The average wealth of the middle
40% is almost equal to that of the national
average at €193 000, and hence their share
of total wealth, at 38%, almost represents
what it would have been if French wealth was
shared equally. French adults need to own
assets totaling over €402 000 to be counted
inthe top 10%, a group whose average wealth
was close to€1.1 million, five-and-a-half times
the national average and 43 times the average
wealth of the bottom 50%.

Wealth in France is even more highly concen-
trated among the top 10%. This is immedi-
ately obvious when analyzing the wealth
share of the top 1%: at 23.4% of total wealth

Table 4.4.1

The distribution of personal wealth in France, 2014

and average net assets of over €4.7 million,
their shareis almost as large as the wealthiest
10% of the population excluding the top 1%,
that is, the 10%-1%. To be amongst the top
0.1%, French adults must have wealth totaling
nearly €7.6 million, with the average for the
group closer to €16.5 million. The total wealth
of this group of 52000 adults is thus a third
larger than that of the 26 million adults inthe
bottom 50%. At almost €184 million, the
average wealth of the 520 adults in the top
0.001%is 914 times the national average and
almost 180 times the average of their peers
in the top 10% group.

Wealth inequality has fallen
dramatically since the early twentieth
Century leading to the creation of a
patrimonial middle class

Current levels of wealth inequality are far
from their early twentieth century levels.
During the nineteenth and early twentieth
century, wealth concentration remained
stable at anextremely elevated rate. As noted
in Capital in the Twenty-First Century,** while
the French Revolution is likely to have
reduced wealth concentration in France with
the end of fiscal privileges new taxes on

Wealth group Number of families =~ Wealth threshold Average wealth Wealth share
(€) (€)

Full Population 51720000 - 201000 100%

Bottom 50% 25860000 - 25500 6.3%

Middle 40% 20690000 99000 193000 38.4%

Top 10% 5172000 402000 1097000 54.5%
Top 1% 517000 2024000 4703000 23.4%
Top 0.1% 51700 7612000 16506000 8.2%
Top 0.01% 5170 26668000 55724000 2.8%
Top 0.001% 517 88916000 183819000 0.9%

Source: Garbinti, Goupille-Lebret and Piketty (2017). See wir2018.wid.world for data series and notes.

In 2014, the average wealth of the Top 10% in France was €1097000. All values have been converted to 2016 constant euros (accounting for inflation). For
comparison, €1 = $1.1 = ¥7.3 at market exchange rates. Numbers may not add up due to rounding.
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Figure4.4.1
Wealth shares in France, 1800-2014

Top 10%

100%

920%

TRENDS IN GLOBAL WEALTH INEQUALITY PART IV

Average net wealth

per adult (2014):
€200800

/\/\

80%
70%
60%
50%
40%

30%

Share of personal wealth (%)

Middle 40%

€1096000

1914-1984:
the fall of the "upper class",
the rise of the "middle class"

=

20% A
€25500
10% A Bottom 50% I_FM
O% T T T T T T - T T T T
1800 1820 1840 1860 1880 1900 1920 1940 1960 1980 2000

Source: Garbinti, Goupille-Lebret and Piketty (2017). See wir2018.wid.world for data series and notes.

In 2014, the share of personal wealth held by the Top 10% in France was 55%. All values have been converted to 2016 constant euros (accounting for inflation). For

comparison, €1 = $1.1 = ¥7.3 at market exchange rates.

wealth, it is interesting to note that wealth
remained highly concentrated in 1800 and
throughout the nineteenth Century. During
the French Third Republic (1870-1940),
which brought forward ideals of republican
meritocracy, wealth concentration increased
rather than decreased. Onthe eve of the First
World War, the share of the top 10% was
around 85% of total wealth, while the middle
40% owned a little less than 15% of French
wealth, leaving the bottom 50% with almost
no wealth. In a sense, there was no “middle
class”: the middle 40% was almost as proper-
tyless as the bottom 50%. As can be observed
in Figure 4.4.1, the wealth held by the top 10%
between 1800 and 1914 was dominated by
that of the top 1%, who held almost double
the wealth of the top 10-1% at the beginning
of the 1900s.

The top 10% wealth share started to fall
following the 1914-1945 capital shocks. The
First and Second World Wars caused huge
losses in the aggregate wealth-income ratio—

from around 700% to less than 200%—as
significant stocks of total wealth were
destroyed. This had a profound impact on
wealthinequality in France. The share of total
wealth held by the top 1% almost halved
between the start of the First and the end of
the Second World War, falling from around
55% to 30% to the benefit of the middle class.

Therise of the middle 40% during the 1914-
1945 period is not due to the fact that the
middle class accumulated a lot of wealth
during this period: this simply corresponds to
the fact they lost less wealth—in proportion
to their initial wealth level-than the top 10%.
In contrast, during the postwar decades, the
rise of the middle class corresponds to a
significant rise of their absolute wealth levels
partly due to the rise of their savings rates
during the high-growth period.

This fall in wealth inequality continued until
the early 1980s, and fell to its lowest level
recorded in 1983-1984. The share of total
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Figure 4.4.2

Top wealth shares in France, 1800-2014
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Source: Garbinti, Goupille-Lebret and Piketty (2017). See wir2018.wid.world for data series and notes.

In 2014, the share of personal wealth held by the Top 1% was 24%. All values have been converted to 2016 constant euros (accounting for inflation). For comparison,
€1 =$1.1=¥7.3at market exchange rates.
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wealth held by the top 1% and the top 10-1%
fluctuated during the mid-1940s to mid-
1960s, between 30%-35% and around
35%-40%, respectively, while the middle 40%
share of total wealth rose from around 20%
to 25%. Top 1% shares dropped from around
33%in 1945 to just over 15% by 1984, while
the middle 40%, rose from 25% to over 40%.
(See Figure 4.4.1 and Figure 4.4.2.)

Wealth has increased moderately
since 1984

Wealth inequality increased moderately
since the early 1980s. In 1984, French
wealth was the least concentrated it had
been since data collection began at the
beginning of the nineteenth century. But as
the 1980s progressed, wealth inequality
began to increase notably. The introduction
of more laissez-faire economic policies,
including the privatizations of large state-
owned enterprises and the development of
financial markets, that followed then Presi-
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dent Mitterrand’s austerity turn in 1982-
1983 (see Chapter 2.2 for more detail) saw
the wealth share of the top 10% wealthiest
French adults increase to around 53% by
1990 and 56% by 1995. This came at the
expense of the wealth shares of the both the
middle-class and the lower class, whose
shares fell to around 49% and 6%, respec-
tively, by the mid-1990s.

Wealth concentration then rose at a signifi-
cant rate in the years of the dot-com boom.
By 2000, the wealth share of the top 10%
passed 60%, leaving the middle 40% with less
than 35% and the bottom 50% with around
6%. The year 2000 did, however, appear to
be somewhat of a turning point, illustrating
the strong short-run fluctuations in wealth
concentration experienced over the last three
decades. The shares of the middle 40% then
begantorise and those of the top 10% fall as
stock prices crashed in the wake of the
bursting of the dot-com bubble in 2000, and
house prices increased at a solid rate. These
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Composition of personal wealth in France, 1970-2014
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Source: Garbinti, Goupille-Lebret and Piketty (2017). See wir2018.wid.world for data series and notes.

In 2014, the value of personal wealth was equal to 571% of national income.

relative movements in asset prices (discussed
in more detail below) left the top 10% with
approximately 56% of total wealth in 2005,
the middle 40% with around 38% and the
bottom 50% with the remaining 6%. The
share of the bottom 50% thus remained
unchanged during the first five years of the
new millennium, despite the substantial
changes for the other half of France’s adult
population.

The following years leading up-to and following
the global financial crisis of 2008-2009 had a
rather muted impact on wealth inequality in
France. The share of total wealth held by the
top 10% increased to around 59% in 2010,
while those of the middle 40% remained
almost unaffected. It was the bottom 50% who
suffered instead, seeing their share of total
wealth fall tojust 5%. The following two years
show slight falls in the wealth share of the top
10% and a small increase for the bottom 50%,
again changesin the shares of the middle 40%
were negligible.

Differences in asset portfolios among
wealth groups are key in determining
wealth inequality dynamics over the
recent period

Before we move on to analyzing wealth
inequality within asset categories, it is impor-
tant to recall that the composition and level
of aggregate wealth changed substantially in
France over the 1970-2014 period, as
depicted by Figure 4.4.3. Observing this
figure, it is clear to see that the shares of
housing assets and financial assets have
increased substantially, while the share of
business assets has declined markedly, the
latter largely due to the fall in self-employ-
ment. Financial assets, other than deposits,
increased strongly after the privatization of
the late 1980s and the 1990s and reached a
high point in 2000 as the stock market
boomed in the run-up to the dot-com crash.
In contrast, housing prices declined in the
early 1990s, but then rose strongly during
the 2000s, while stock prices were falling.
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Figure4.4.4

Asset composition by wealth group in France, 2012
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Source: Garbinti, Goupille-Lebret and Piketty (2017). See wir2018.wid.world for data series and notes.

In 2012, 67% of the personal wealth of the 5th decile (p50-p60) was composed of housing assets (net of debt). All values have been converted to 2016 constant

euros (accounting for inflation). For comparison, €1 = $1.1 = ¥7.3 at market exchange rates.
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These contradictory movements in relative
asset prices have animportant impact onthe
evolution of wealth inequality in France, as
different wealth groups own very different
asset portfolios. As depicted by Figure 4.4.4,
the bottom 30% of the distribution own
mostly depositsin 2012, while housing assets
are the main form of wealth for the middle of
the distribution. However, as one move
towards the top 10% and the top 1% of the
distribution, financial assets—other than
deposits—gradually become the dominant
form of wealth, largely because of their large
equity portfolios. These general patterns of
asset portfolio constructionremain relatively
constant throughout the 1970-2014 period,
except that business assets played a more
important role during the 1970s and early
1980s, particularly among middle-high-
wealth holders.

If one now decomposes the evolution of
wealth shares going to the bottom 50%,
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middle 40%, top 10%, and top 1% by asset
categories, the impact of asset price move-
ments on inequality is significant. In particular,
Figure 4.4.5, indicates the significant impact
the stock market boom of the 2000s and its
slide thereafter had on top wealth shares in
particular. It also shows the effect of the
general increase in housing prices on the
wealth shares of the middle 40% during the
2000s, further discussed below.

Rising housing prices moderated
wealth concentration since the 1980s

Changes to house prices played a notable role
in reducing wealth inequality in France
between 1970 and 2014. Similar to trends in
a number of other rich nations, house prices
in France increased at a faster pace than
consumer price inflation (2.4% faster per
year) and thus the total return to French
adults owning property was significant,
growing at an annual rate of over 6% during
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Figure 4.4.5a

Composition of the wealth share of the Top 1% in France, 1970-2014
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Source: Garbinti, Goupille-Lebret and Piketty (2017). See wir2018.wid.world for data series and notes.

In 2014, the Top 1% owned 17% of personal wealth in financial assets, excluding deposits. All values have been converted to 2016 constant euros (accounting for
inflation). For comparison, €1 = $1.1 = ¥7.3 at market exchange rates.

Figure 4.4.5b

Composition of the wealth share of the Middle 40% in France, 1970-2014
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Source: Garbinti, Goupille-Lebret and Piketty (2017). See wir2018.wid.world for data series and notes.

In 2014, the Middle 40% owned 27% of personal wealth in housing (net of debt). All values have been converted to 2016 constant euros (accounting for inflation).
For comparison, €1 = $1.1 = ¥7.3 at market exchange rates.
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the observed period. However, this structural
increase in house prices has been far from
steady, rising particularly strongly between
2000 and 2008, and therefore generated
large short-run, rather than long-run, fluc-
tuations in wealth inequality.

The explanation for the short-term fluctua-
tion in wealth concentration experienced as
financial asset prices increased up to the
beginning of the twenty-first century also
follows the same line of reasoning. During
the stock market boom, wealth inequality in
France increased substantially due to the
bias towards financial asset holdings
amongst the wealthiest. However, the
reasoning also follows that these increases
inasset prices can be discounted as an expla-
nation for the long-runincrease in inequality
over the period, alongside the changes in
house prices.

Once variations in asset prices are corrected
for, the data indicates that structural factors
have caused a rise in the concentration of
wealth between 1970 and 2014. The housing
boom of the 2000s did, however, play an
important role as a mitigating force to limit
the rise of inequality, as the structural
increase in the wealth shares of the top 10%
and top 1% over the 1984-2014 period
would have been substantially larger had
housing prices not increased so fast during
these years relative to other asset prices.

France is also a clear illustration of the fact
that housing prices have an ambiguous and
contradictory impact on inequality. They
raised the market value of the wealth of the
middle class—those who were able to access
real estate—and thereby raised the wealth
share of the middle 40% relative to the top
10%, whose asset portfolios are more diver-
sified and contain relatively less real estate.
But, rising housing prices also made it more
difficult for people in the lower and working
classes (the bottom 50%), and also members
of the middle class with no family wealth, to
access real estate.
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Higher savings rates and returns on
assets for the wealthy increased wealth
concentration since the 1980s

In the long-run, it is the savings rates of
groups and the long-run rate of returnonthe
type of wealth (assets) that they hold that
determine wealth concentration.? In partic-
ular, if the savings rates and/or the rates of
return of the top wealth groups are higher
than the average, this can generate large
multiplicative effects, and lead to very high
wealth concentrations.

As illustrated by Figure 4.4.6, there were
significant differences in savings rates
between wealth groups in France between
1970 and 2012. While the top 10% of wealth
holders generally saved between 20%-30%
of their annual incomes over the observed
period, this fraction was much smaller and fell
notably over the period for the middle 40%
and the bottom 50%, from 15% of annual
income in 1970to less than 5% by 2012, and
from 8% to approximately 0%, respectively.
Similar trends were found in the UK and the
United States, reinforcing the assertion that
savings rate differentials were the key struc-
tural force accounting for rising wealth
concentration in many developed economies
over this period.

Average rates of return on assets also vary
significantly between different wealth groups
over the 1970-2014 period. The notable
inequalities inrates of return between higher
and lower wealth groups is due to significant
differences in their respective portfolio of
assets, as indicated earlier in Figure 4.4.5. In
particular, top wealth groups own more finan-
cial assets, particularly equities, which can
have much higher rates of return than real
estate assets or savings deposited in financial
institutions. Indeed, the average annual
return on financial assets such as equities,
shares and bonds is over four-times greater
than the returns on housing assets, though
this difference falls to a more modest 50%
when including real capital gains.'®
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Savings rates by wealth groups in France, 1970-2012
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Source: Garbinti, Goupille-Lebret and Piketty (2017). See wir2018.wid.world for data series and notes.
In 2012, the Middle 40% saved 3% of income, while the Bottom 50% spent more than they saved.

The elderly hold the keys to French
wealth

How did wealth inequality evolve across age
groups over the recent period? Looking first
atthe age-wealth profile, it is evident that the
average wealth owned by those aged 20 has
consistently been very limited at less than
15% of average adult wealth throughout the
series history. Wealth then rises sharply with
age, peaking between 55-65 years old at
150-170% of average adult wealth depending
onwhich erais examined. Thereafter, wealth
slightly declines, but remains at very high
levels, around 125%-150% of from age 60 to
age 80, as illustrated by Figure 4.4.7.

These age-wealth profile slightly evolved over
the past fourty years, as wealthiest individ-
uals grew older. In 2010, wealth is accumu-
lated notably later in life than in 1995 and
1970, with wealth peaking at age 65, seven
totenyears laterthanin 1970 and 1995. Note
also that old-age individuals make very

substantial inter vivos gifts in France, so that
average wealth at high ages would be even
higher without these gifts, particularly at the
end of the period. Gifts are made on average
about 10 years before death, and the aggre-
gate gift flow has increased from about
20%-30% of the aggregate bequest flow in
the 1970s to as much as 80% of the aggregate
bequest flow in the 20005-2010s.*

Habit formation, income inequality
dynamics and tax evolutions are likely
to drive the inequality of saving rates

While it is not possible to fully explain why
saving rates and rates of return change in the
way that they do, it is possible to identify key
factors that were at play since the early twen-
tieth century. Between 1914 and 1945, one can
imagine that the saving rates of the top wealth
groups were severely affected by the capital
and fiscal shocks of the 1914-1945 period. In
particular, there was no progressive taxation
priorto 1914, and inthe interwar period, effec-
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Figure 4.4.7

Age-wealth profiles in France, 1970-2010
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In 2010, the average wealth of those aged 50 was 30% more than the average personal wealth of the adult population.
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tive tax rates for top income and wealth groups
quickly reached very substantial levels, for
example 20%-40%, and sometimes even
more.” In the likely scenario that top wealth
holders reacted by reducing their consumption
levels and living standards less than the increase
in tax (which came in addition to a negative
shock to their pre-tax capital incomes), then in
effect, they had to reduce their saving rate.

After 1945, those at the bottom and in the
middle of the wealth distribution saved at
higher rates than before, during the high-
growth postwar decades due to some form
of “habit formation” effect whereby individ-
uals were prudent with their consumption
and saved earnings in case of shocks or
crises.’® It is also possible that rising top
income shares in recent decades, together
with growth slowdown for bottom and middle
groups, has contributed to rising inequality in
saving rates, and this has been exacerbated
by some form of relative consumption effect
(see Chapter 2.5) , whereby the bottom 90%
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is consuming a greater proportion of their
income than the top 10% leaving little savings
for investment in assets. This is particularly
the case for the bottom 50%.

Itis clear that changes in the tax system, and
in particular intax progressivity, as seen post
World War Il and during the 1960s, can have
very large impacts on both the inequality of
saving rates between groups and on the
inequality of rates of return, and therefore on
wealth inequality in the long-run. The
inequality of rates of return can also be influ-
enced by many other factors, including finan-
cial regulation and deregulation seen after the
great depression and the reductionin capital
controls in the mid- to late-1980s, as well as
the introduction and end of rent controls.

Wealth concentration could return to
Gilded Age level by 2100

The savings rates and rates of return per
wealth group can be used to estimate each
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Top 10% wealth share simulations in France, 1800-2150
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2150

In 2150, the share of total wealth owned by the Top 10% will be 78% if the saving rates of the Top 10% and Bottom 90% remain the same as their average during the

1984-2014 period: 24.5% and 2.5%, respectively.

groups’ share of total wealth in the coming
decades. Assuming the same inequality of
saving rates that were observed over the
1984-2014 period—namely 24.5% for the
top 10% and 2.5% for the bottom 20%—will
persist, together with the same inequality
of rates of return and the same inequality of
labor income, the share of total wealth
owned by the top 10% will gradually increase
tothe levels that were observed in the nine-
teenth and early twentieth centuries, that
is, approximately 85% of total wealth. If,
however, the 1970-1984 trends had
persisted after 1984 and continued during
the upcoming decades, the top 10% would
have experienced a decline in their share of
total wealth. Using the same average savings
rates, the same inequality of rates of return
and the same inequality of labor income as
during 1970-1984, the top 10% would have
owned slightly more than 45% of total
wealth today and this figure would further
decrease throughout the 21st Century. (See
Figure 4.4.8))

There are two main messages from these
relatively simple simulations. Firstly, moder-
ately small evolutions in the inequality of
saving rates or rates of return, for example,
can have enormous impacts on steady-state
wealth inequality. Secondly, these effects can
take decades and even generations before
they fully materialize. This delayed-impact can
explain why declining wealth concentration
continued long after the capital shocks of the
1914-1945 period. Once some structural
parameters have changed, it takes many
decades to reach a new steady-state.
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4.5

WEALTH INEQUALITY IN SPAIN

Information in this chapter is based on “Housing Bubbles, Offshore Assets and Wealth Inequality
in Spain (1984-2013),” by Clara Martinez-Toledano, 2017. WID.world Working Paper Series
(No.2017/19).

> The Spanish housing and stock market booms of the last 30 years have seen
the country’s personal wealth to national income ratio almost double from
around 380% in 1984 to 730% in 2007, before falling to just under 650% by
2014.

With an average wealth of almost €813 000 per adult, the top 10% owned
almost 57% of Spain’s personal wealth in 2013. The share of the bottom 50%
was 7%, with an average wealth of just over €18 900. The relative shares of
personal wealth remained virtually unchanged during the last thirty years.

The ability of the wealthy to adapt and diversify their asset portfolio

depending on which assets were experiencing the most growth has enabled

them to benefit from the Spanish housing boom and shelter somewhat from
the impact of its crash.

Approximately €146 billion was held by Spanish citizens in offshore wealth in
2012, increasing the concentration of wealth considerably.
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Spain has experienced an unprecedented
increase in aggregate wealth over the past
thirty years, predominantly due to the
housing the country experienced over the last
30 years. Much has been written about this
economic phenomenon, when house prices
tripled between 1985 and 1991 and tripled
again between 1996 and 2008, and the
value of the stock market increased sevenfold
before halving, but much less so onits distri-
butional effects. In particular, there has been
little research into which groups have bene-
fited from this increase in wealth, how much
each of these groups have benefited, how
differences in wealth between groups have
changed over time, whether the importance
of asset categories has altered, and which
factors are the source of the aforementioned
changes?

Using high-quality, publicly available data,
Martinez-Toledano’s recent paper®® seeks to
answer these questions. The author combines
tax records, national accounts and wealth
surveys, as well as the capitalization method®

Figure 4.5.1
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that is used by Saez and Zucman for the
United States,?° to deliver a consistent,
unified wealth distribution series for Spain
between 1984 and 2013, with detailed break-
downs by age over the period 1999-2013.

The rising value of housing has fueled
the growth of Spanish wealth

The Spanish personal wealth to national
income ratio almost doubled between 1984
and 2014. As illustrated by Figure 4.5.1
personal wealth amounted to around 380%
inthe late eighties and grew to around 470%
in the mid-nineties. From 1995 onwards,
personal wealth started to increase more
rapidly, reaching its peak at 728% of national
income in 2007, before the global financial
crisis. After the bubble burst in 2008,
personal wealth dropped notably and
continued to decrease thereafter. In 2014,
the Personal Wealth to National Income ratio
amounted to 646%, a level similar to the
Personal Wealth to National Income ratio of
years 2004 and 2005, but much higher than

Composition of household wealth in Spain, 1984-2014
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In 2014, the value of financial assets in Spain was 226% of national income.
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theratios of the eighties and nineties, as illus-
trated by Figure 4.5.1.

Figure 4.5.1 also shows how the components
of total net Spanish wealth have evolved over
the 30-year period. The late eighties saw
growth in net housing that was more than
double the speed of the increase in financial
assets, but this trend was reversed during the
nineties as financial assets started to be accu-
mulated at a faster pace than property, due
mainly to the rise in stock prices that arose
from the dot-com bubble. However, after the
stock market crash of 2000, housing prices
increased at a pace that surpassed even the
significant growth of financial assets. The
value of housing then reached its peak in
2008, after which the sizeable housing bubble
that had been built up burst and the fall in
housing wealth was larger than that of finan-
cial assets.

This period was also characterized by the
increasing importance of net housing in the
asset portfolios of households. While proper-
ties are the most important asset held by the
average Spanish household between 1984
and 2014, always representing more than
40% of total household net wealth, the
composition of personal wealth has not
evolved homogeneously. Indeed, personal

Table 4.5.1

The distribution of household wealth in Spain, 2013

wealth has lost importance in periods when
financial assets significantly increase, such as
the one that preceded the dot-com bubble.
Theincrease inthe fraction of propertyinthe
total portfolio of households has also been
exacerbated by the steady decrease in the
fraction of unincorporated business assets,
which fell from 23%in 1984 to 11%in 2014,
due mainly to the relative reduction in the
importance of agriculture within the Spanish
economy.

The top 10% has owned more than half
of Spain’s personal wealth since the
mid-1980s

Table 4.5.1, displays the wealth level,
threshold and shares of personal wealth for
Spanish adults in 2013. On average, the net
wealth per adult in Spain was approximately
€144 000. However, the average wealth
withinthe bottom 50% of the distribution was
just 13% of the countrywide average, at
€18 900. Cumulatively, the share of personal
wealth held by the top 50% was less than 7%.
Average wealth within the next 40% of the
distribution was slightly over €133 000,
giving the group a 37% share of personal
wealth, not largely dissimilar to their popula-
tion share. This left the top 10% holding over
56% of Spanish personal wealth, with an

Wealth group Number of families = Wealth threshold Average wealth Wealth share
(€) (€)

Full Population 35083000 - 144000 100%

Bottom 50% 17541000 - 18 900 6.6%

Middle 40% 14033000 43000 133000 36.9%

Top 10% 3508000 317000 813000 56.5%
Top 1% 350800 1385000 3029000 21.1%
Top 0.1% 35080 4775000 10378000 7.2%

Source: Martinez-Toledano (2017). See wir2018.wid.world for data series and notes.

In 2013, the average wealth of the Top 1% in Spain was €3029 000. All values have been converted to 2016 constant euros (accounting for inflation). For
comparison, €1 = $1.1 = ¥7.3 at market exchange rates. Numbers may not add up due to rounding.
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Figure 4.5.2

Wealth shares in Spain, 1984-2013
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average wealth of approximately €813000,
over five-and-a-half times greater than the
national average wealth and 43 times greater
thanthe average wealth of 50% of the Spanish
adult population.

The drastic differences in the shares of
personal wealth reported in 2013, have
remained largely unchanged throughout the
preceding 29-year period. As Figure 4.5.2
shows below, the share of personal wealth held
by each group has remained within a band of
eight percentage points. The share of personal
wealth attributable to the bottom 50% has
always beenvery small, reaching a peak of 9%
in 1992, but fell back to just over 6% in 2013,
roughly equal to its level at the start of the
period. The personal wealth share of the
middle 40% has concentrated between 32%
and 39% of total net wealth, remaining over
35% for the majority of the observed period,
while the share of the top 10% has fluctuated
between 53% and 61%. Notably, the top 10%
wealth share dropped from the mid-eighties

until the beginning of the 1990s, at the expense
of the increased shares of both the middle 40%
and the bottom 50% of the distribution, as
house prices rose threefold across Spain. The
top 10% wealth share then increased during
the nineties, as the stock market grew strongly,
before decreasing until the mid-2000s and
increasing again until the start of the global
financial crisis and burst of the housing bubble
in 2008. Since then, the share of the top 10%
decreased, before stabilizing at a similar level
to that during the mid-nineties.

While the changes in relative assets prices
have had a rather limited impact on overall
wealth inequality in Spain, there are impor-
tant differences in the portfolio of assets
owned by different wealth groups. As shown
by Figure 4.5.3,in 2013, the bottom 20% of
the Spanish wealth distribution mostly owned
financial assets, which largely came in the
form of savings and current deposits in banks.
As one move towards the center of the wealth
distribution, property becomes the most
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Figure 4.5.3

Asset composition by wealth group in Spain, 2013
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dominant form of wealth (approximately 90%
between the 30th and 60th percentiles).
Thereafter, the dominance of financial assets
within wealth portfolios grows larger as the
individuals analyzed become wealthier.
However, unlike the bottom 50%, bank
deposits form only a minor part of financial
assets for the top 10% and the top 1% of the
distribution. Instead, the wealthiest Spanish
adults own a combination of equities, invest-
ment funds, fixed income assets such as
bonds, currency, life insurance reserves and
pension funds. The same general pattern of
asset composition by wealth group also
applies for the period between 1984 and
2012, as can be seen in Figures 4.5.4 and
4.5.5. The only notable difference has been
the falling importance of unincorporated
assets over the 28-year period, which can
mainly be attributed to the reduction in agri-
cultural activity among the self-employed.

By decomposing the evolution of wealth in
Spain by asset categories and by wealth
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group, it is possible to see how asset price
movements between 1984 and 2013
affected their respective asset portfolios and
shares of personal wealth. The figures within
Figure 4.5.4 clearly show how the impact of
the stock market boom of 2000 and the burst
of the housing bubble in 2007 affected port-
folios and shares of the top 1%. Reviewing the
trendinthe financial assets component of the
wealth of the top 1%, there is an obvious spike
in the value of financial assets and its domi-
nance in their portfolio in 1999, the year
preceding the dot-com crisis.

One particularity of the Spanish case relative
to other rich nations is the importance of
housing assets in the portfolio of households,
even at the top of the distribution. This has
beenthe case during the whole of the 29-year
period analyzed, but this trend became even
more striking in the years up to 2007, when
the increase in the value of dwellings was
largest. In Spain, the top 10% and top 1% of
the wealth distribution own 26% and 8% of



Figure4.5.4
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Composition of the wealth share of the Top 1% in Spain, 1984-2013
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In 2013, the Top 1% owned 11% of household wealth in financial assets. All values have been converted to 2016 constant euros (accounting for inflation). For

comparison, €1 = $1.1 = ¥7.3 at market exchange rates.

total net wealth in housing, respectively,
whereas in France these figures are 19% and
5%, respectively.?!

Increasingly greater sums of wealth are
being passed on to the offspring of the
wealthy

The detailed micro-files available in Spain
from 1999 also allow Martinez-Toledano to
analyze how wealth varies between different
age groups, and how this has changed over
time. As Figure 4.5.5 shows, average wealth
has been consistently very small for those
aged 20 during the 14-year period studied,
at less than 10% of total wealth. Wealth
exhibits a rising trend with age. At age 40,
individuals own approximately 50% of
average wealth whereas at age 60, they own
more than 150% of average wealth. After 60,
the average adult wealth declines moderately
but never falling below 120%. As average
wealth does not decline sharply after age 60
and remains at a level that is notably above

average wealth, old-age individuals thus pass
away with substantial wealth and transmit
this to their offspring.

There are, however, important differences in
relative wealth levels across age groups over
the 1999-2013 period. Old individuals (+60)
are better off and the young (20-39) worse
off after the economic crisis, since the average
wealth for the old relative to total average
wealthis larger in 2013 than in 2001. This is
consistent with the large increase in youth
unemployment?? after the burst of the bubble
and at the same time the stability in Social
Security pension payments. When decom-
posing the wealth distribution series by age,
it appears that wealth inequality is more
pronounced for the young (20-39) than for
the old (+60) and middle-old (40-59), for
which wealth inequality is almost as large than
for the population taken as a whole. A plau-
sible explanation is the importance of
bequests that transfer the wealth of the older
generations to the younger generation.
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Figure 4.5.5

Age-wealth profiles in Spain, 2001-2013
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In 2013, the average wealth of those aged 50 was 89% of the average wealth of all Spanish households.

Figure 4.5.6

Top 1% wealth share in Spain, 1984-2013
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In 2013, the wealth share of the Top 1% was 21% of total wealth. However, when excluding housing wealth, the Top 1% share was 34%.
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Higher transfer rates among wealthy families,
combined with high youth unemployment
rates and consequently alow wealth accumu-
lation through labor income savings by the
young (which would moderate wealth
inequality), can explain higher inequality
levels among the young than among the
elderly.

The Spanish property bubble had a
neutral effect on wealth inequality

The high level of disaggregation in Martinez-
Toledano’s wealth distribution series also
helps to explain why Spain’s housing bubble
had a curiously neutral effect on the level of
wealth inequality in the country. In Spain, as
in many European countries, the increased
ownership of property among the bottom
90%, and the significant share that housing
represents in their asset portfolios, has
contributed to reducing wealth inequality.
Figure 4.5.6 illustrates that wealth concentra-
tion for the top 1% is approximately
10 percentage points lower between 1984
and 2013 when housing wealth is included.
But moreover, the figure also shows that
wealth inequality including and excluding
housing followed a similar trend post 2000,
confirming that the housing boom and bust
had little impact on wealth inequality.

In order to understand this puzzling result, it
is important to see how the composition of
net housing wealth has changed over time.
The fraction of total net housing owned by
the top 1% increased considerably between
2005 and 2009, the years in which housing
prices skyrocketed, at the expense of the
proportion of homes owned by the middle
40%. This increased concentration of home
ownership was principally the result of the
increase in the number of secondary proper-
ties bought by the top 1%, relative to the
middle 40%, and not due to relatively larger
increases inthe price of properties owned by
the wealthiest. The ratio of the house prices
of the top 10% (and top 1%) to the value of
dwellings of the middle 40% remained
constant between 2005 and 2009.

TRENDS IN GLOBALWEALTH INEQUALITY

But if housing concentration increased at the
top during the bubble and decreased there-
after, why has total wealth concentration
remained virtually unchanged? One plausible
explanation is that individuals within the top
1% substituted financial assets for property
during the period of the housing boom, but
then accumulated greater financial assets
when house prices begantofall. The fraction
of total financial assets held by the top 1%
decreased during the boom years. This is
consistent with the idea that wealthy indi-
viduals can better diversify their portfolios,
and have the capabilities to invest more in
risky assets, when prices are increasing—and
can more easily disinvest when prices fall, to
then acquire other assets.

Disparities in savings rates and returns
on assets drive long-run wealth
inequality

In order to understand the underlying forces
driving wealth inequality dynamics in Spain,
it is useful to analyse how income, savings
rates and the rate of inequality have evolved
between 1999 and 2012.

There are significant differences in the
savings rates between wealth groups in Spain
and these have changed over time, as illus-
trated by Figure 4.5.7a-c. These disparities
reflect the high levels of wealth concentration
observed in Spain, with an average savings
rate of 27% of income for the top 10% over
this period, compared to 10% among the
middle 40% and just 1% for the bottom 50%.

Analyzing the evolution of savings rates more
closely reveals one important point. The
housing bubble increased the difference in
saving rates between the wealthy and the
less-wealthy during the boom years and
reduced their stratification during the bust
period. Figure 4.5.7a shows that during the
years prior to the property bubble bursting,
the savings rate of the top 10% remained high
as they accumulated more housing, while the
savings rate for the middle 40% and the
bottom 50% decreased, as their accumulation
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Figure 4.5.7a

Saving rates in Spain, 1999-2012
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Source: Martinez-Toledano (2017). See wir2018.wid.world for data series and notes.

In 2012, the Middle 40% saved 16% of income, while the Bottom 50% saved 6% of income.

Figure 4.5.7b

Saving rates on net housing in Spain, 1999-2012
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In 2012, the Bottom 50% saved 5% of their income on housing.
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of housing assets was facilitated through
borrowing. After the property bubble burst,
the top 10% sold some of their housing assets
and started to accumulate more financial
assets to compensate for the decrease in
housing prices. Nonetheless, the total savings
rate for the top 10% decreased during these
years, likely because they needed to consume
a larger fraction of their income. The middle
40% instead started to save moreinorder to
repay their housing mortgages, and therefore
the difference in saving rates across the two
wealth groups was reduced. These two trends
thus contributed to neutralizing wealth
concentration during Spain’s tumultuous
period of housing price swings.

Wealth inequality has also been amplified by
the variance in the rates of return on assets
owned by different wealth groups in Spain
over the 1986-2012 period.?® This finding is
consistent with the large differences in the
asset portfolios of Spanish wealth groups
documented earlier in the chapter (Figure

Figure 4.5.7c
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4.5.1), whereby top wealth groups are more
likely to own financial assets such as equity
that often have higher rates of return than
other assets, including deposits and housing.

Factoring in offshore wealth into the
Spanish wealth distribution reveals a
higher level of inequality

Asiscommonin many other countries, official
financial data in Spain fails to capture a large
part of the wealth held by households abroad.
Research has shown that Spanish citizens use
offshore financial institutions in tax havens for
their portfolios of equities, bonds, and mutual
fund shares. It is estimated by Zucman?* that
these assets amounted to approximately
€80 billion in 2012—the equivalent of 9% of
households’ net financial wealth in Spain—of
which three-quarters goes unrecorded. Thus,
by omitting offshore wealth from the Spanish
wealth distribution series, both total assets
and wealth concentration are substantially
underestimated.

Saving rates on financial assets in Spain, 1999-2012
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In 2012, the Bottom 50% saved 1% of their income on financial assets.

WORLD INEQUALITY REPORT 2018

239



PART IV

TRENDS IN GLOBALWEALTH INEQUALITY

Figure 4.5.8

Total unreported offshore assets in Spain, 1984-2015
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Using data series from the Swiss National
Bank, offshore wealth taxation forms and
the 2012 tax amnesty, Martinez-Toledano'is
able to adjust her wealth distribution
series for offshore assets. As illustrated by
Figure 4.5.8, the value of offshore assets
increased rapidly during the eighties, nineties
and at the beginning of the 2000s, before
stabilizing after 2007, when Spanish tax
authorities became stricter with tax avoid-
ance and evasion schemes. Unreported
offshore wealth amounted to almost
€150 billion in 2012, representing 8.6% of
personal financial wealth. Investment funds
represented 50% of total unreported
offshore assets in 2012, followed by stocks,
30%, and deposits and life insurance, which
made up 18% and 2%, respectively.

The Spanish wealth distribution series is then
corrected by assigning the annual estimate of
unreported offshore wealth proportionally
to the wealthiest 1%. This is consistent with
official documentation from the Spanish Tax
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Agency that states that the majority of foreign
assets reported by Spanishresidents are held
by the top wealth holders and that these
assetsrepresented 12% and 31% of the total
wealth tax base in 2007 and 2015, respec-
tively. When offshore wealth is included in
the wealth distribution, wealth concentration
rises considerably, across the period between
1984 and 2013. Including offshore wealth
shows that the concentration of wealth was
in fact larger during the 2000s than in the
eighties, contrary towhat it is observed when
these offshore assets are not taken into
account. The wealth share of the top 1% aver-
ages approximately 24% from 2000-2013,
notably larger than the 21% estimated when
offshore wealth is disregarded.?® This differ-
ence is quite remarkable, particularly given
that during this period of time the country
experienced a housing boom and both nonfi-
nancial and financial assets held in Spain grew
considerably as discussed earlier in this
chapter.
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4.6

WEALTH INEQUALITY IN THE UK

Information in this chapter is based on “Top Wealth Shares in the UK over more than a Century,” by
Facundo Alvaredo, Anthony Atkinson, and Salvatore Morelli, 2017. WID.world Working Paper
Series (No. 2017/2).

> UK wealth inequality has shown a moderate increase since the 1980s, with
the share of total wealth owned by the top 1% (almost half million individuals)
rising from 15% in 1984 to 20-22% by 2013.

The increase in wealth concentration in the last four decades is very much a
phenomenon confined to the top 0.5 per cent, and, in particular, to the top
0.1 per cent (the richest 50000 Britons), whose share of total wealth doubled
from 4.5 to 9% between 1984 and 2013.

Today’s wealth inequality remains, however, notably lower than a century
ago. In the wake of the first globalization era in 1914, the share of personal
wealth going to the wealthiest 1% of UK individuals was around 70%, but
their share began to fall thereafter. This encompassed two world wars, and
much attention has been paid to the loss of capital during the periods 1914
to 1918 and 1939 to 1945. Top shares certainly fell in the UK during the war
years, but these only accounted for a part of the large reduction that took
place over the period as a whole. The large decline in top wealth shares in the
UK in the twentieth century was very much a peacetime phenomenon.

The substantial rise in owner-occupation during the twentieth century,
additionally fostered by the sale of public housing, aided the reduction in
wealth inequality to historically low levels in the 1980s, as the wealth share of
the top 1% fell to 15%. But in the 1990s there was a change, with the return
of private landlords as a result of the “buy to let.”

The concentration of non-housing wealth (financial and business assets)

increased substantially between 1995 and 2013. At the same time, the
increase in total wealth inequality has been smaller. It appears that housing
wealth has moderated a definite tendency for there to be arise in recent years
in top wealth shares in financial wealth. When people talk about rising wealth
concentration in the UK, then it is probably the latter that they have in mind.
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Wealth concentration in the UK
underwent enormous transformation
during the twentieth century

The evidence in the UK covers an extensive
period, startinginthe “Gilded Age” before the
First World War. The long-run series since
1895 highlight the enormous transformation
that has taken place in the distribution of
wealth within the UK over more than a
century.?¢ Before the First World War, the
top 5 per cent of wealth holders owned
around 90 per cent of total personal wealth.
There were very few owner-occupiers. A
hundred years later, the share was around 40
per cent. The top 1 per cent used to own two-
thirds of total wealth; their share is around
one fifth today, when two thirds of house-
holds own a house.

Figure 4.6.1 shows the upper tail of the
wealth distribution from 1895 to 2013. The
changes in top shares can be summarized in
terms of three periods. The first of these is
the twenty-year period leading up to the

Figure 4.6.1
Top wealth shares in the UK, 1895-2013
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First World War: in the wake of the first
modern globalization, the share of personal
wealth going to the wealthiest 1 per cent of
UK individuals remained relatively stable at
around 70 per cent. The second period
covers more than half of the twentieth
century: the share began to fall after 1914
and the decline continued until around 1980.
This encompassed two world wars, and much
attention has been paid to the loss of capital
during the periods 1914 to 1918 and 1939
to 1945. Although UK top wealth shares
certainly fell during the war years, most of
the reduction was very much a peace
phenomenon. By 1980, the share of the
richest 1 per cent had decreased to some 17
per cent. This is still 17 times their propor-
tionate share, but represents a dramatic
reduction. The fall, however, came to an end
in the mid 1980s, marking the beginning of
the third period. Since the early 1980s the
share of the top 1 per cent—representing
approximately half a million individuals
today—has moved in the opposite direction,
risingfrom 15%in 1984 to 20-22% by 2013.
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Source: Alvaredo, Atkinson and Morelli (2017). See wir2018.wid.world for data series and notes.

In 2013, the Top 10% owned 47% of personal wealth.
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Wealth inequality has increased in the
UK since the 1980s, and is by no means
insignificant

With the 1980s, the downward trend in top
shares came to an abrupt stop and went into
reverse. The inequality of wealth has moder-
ately increased over the past four decades. In
the early 1980s, when wealth inequality was
at historical lows, the top 10% richest owned
46% of total wealth, and the top 1% share was
15%. Since then, the concentration of wealth
rose mainly at the very top of the distribution.
The top 10% richest individuals in the UK
owned more than half of total wealth in 2013.
A fifth of total wealth accrued to the top 1%
individuals. The lower half of the top 1% (those
betweenthe 99th and the 99.5th percentiles)
saw a relative stability in their share of total
wealth, whereas the upper half saw anincrease
between 1985 and 2013. Indeed, most of the
rise inthe share of the top 1% is due to the top
0.5%, and mainly to the top 0.1%—whose
share of total wealth doubled from 4.5 to 9%
over the period. Consequently, the increasein
the concentration of wealth in the last four
decades is very much a phenomenon confined
tothehands of the top 0.5 per cent (the richest
250000 Britons), and in particular, of the top
0.1 per cent (the richest 50000).

By 2013, the average wealth of British adults
was approximately €173 000 (£141000) in
constant 2016 market values, but as can be
seenin Figure 4.6.2, this wealth was far from
equally distributed. The average wealth of the
bottom 90% of the population was approxi-
mately a third of this nationwide average at
just €83200 (£68000), suggesting that a
significant proportion of the bottom 50% of
the distribution have negligible wealth. The
gapwiththe average wealth of the top 10-5%,
5-1%,top 1-0.5% and top 0.5% is then huge:
their average wealth goes from €393000
(£321000)to€723000 (£591000), respec-
tively, and further still from €1.48 million
(£1.21 million) to €4.54 million (£3.71 million),
indicating the exponential trend in wealth
holdings the higher up the distribution one
examines.
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Despite recent rises, the level of wealth
concentration is far from its extreme values
at the beginning of the twentieth century. The
first globalization era (1870-1914) brought
with it extremely high shares of total wealth,
with the top 10% of the wealth distribution
owning almost 95% of total wealthonthe eve
of World War I. The 0.1% richest individuals
then owned at least one third of total wealth,
meaning that they had more than 333 times
their proportionate share of total personal
wealth. The share of the top 1% was around
70%, and that of the top 5% around 20%.

Inequality within top wealth groups
substantially decreased from 1914 to
1980

The past century saw important transforma-
tions within top wealth groups, which did not
all follow the same trajectory. Figure 4.6.1
demonstrates the importance of looking
withinthe top 10 per cent, and even within the
top 1 per cent: it is not just the share of the
wealthy that has changed but also the shape
of the distribution at the top—that is, the
inequality amongst the wealthiest. The share
in total wealth of those in the top 10 per cent,
but not inthe top 1 per cent (that is, the “next
9 per cent”) saw a rise in their share for the
first half of the twentieth century at the
expense of the top 1 per cent, followed by a
period of stability until the end of the 1970s.
The lower half of the top 1 per cent (those
between the 99th and the 99.5th percentiles)
saw a relative stability in their share until the
1950s, years when the share of the top 0.5 per
centwas decreasing dramatically. Since 1980,
the share of the lower half of the top 1 per cent
has been again stable, but at a much lower
level, while the upper half has been going up.

The extent of wealth concentration at the top
depends on the inequality within the top
wealth groups themselves (how unequal are
top 1% wealth owners?) but also on the wealth
required to become part of the wealthiest
groups, the “entry price” (relative to mean
wealth). Analyzing the “entry price”, the mini-
mum level of wealth required to be part of the
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Figure 4.6.2

Wealth shares of the Top 10% and Bottom 90% in the UK, 1895-2012
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top 10% and top 5% (relative to mean wealth)
increased from the start of the series up to
the end of the 1970s, and then levelled off.
However, at the other end of the scale, the
entry price to become part of the top 0.1%
fell steadily from 1911 to the 1980s, and then
begantorise, as depicted by Figure 4.6.3. The
entry price required to become part of the
top 1% has halved since 1914. To sum up, the
wealth required to enter the top 1 per cent in
the UK is now some half the level required
before the First World War, but it is also the
case that wealth became less concentrated
within the top 1 per cent.

Changes in the composition of property
ownership played a key role in reducing
wealth inequality before 1980

The role of housing wealth in increasing
average total wealthinthe UK has beenwidely
discussed. In particular, Tony Atkinson and
co-authors identified back in 1989,%” that
“popular wealth”, that is, the sum of owner-
occupied housing and consumer durables such
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as automobiles and household appliances, was
one of the key determinants of the dynamics
of UK top wealth shares up to the end of the
1970s, and moreover, that house price rises
had reduced share of the top 1%. However,
since then, there have been a number of major
changes in the UK housing market.

Itis perhaps mostilluminating to analyze how
tenure changes in the UK have impacted the
role of housing wealth in total wealth
dynamics, especially how housing policy
affected both property prices and the extent
of owner occupation. With this framing, the
evolution of the housing market in the UK
between the end of the First World War and
2011 can be split into three main develop-
ments as described below.

Firstly, private landlords were progressively
replaced with owner-occupation and social
ownership of housing between 1918 and the
end of the 1970s. The proportion of owner-
occupied properties in England and Wales
rose from 23% of householdsin 1918 to 50%
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Wealth thresholds of the top wealth groups in the UK, 1910-2012
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In 2012, the value of personal wealth required to enter the Top 5% in the UK was 3.8 times greater than average wealth per adult. Wealth estimates account for

inflation.

in 1971, and thento 58% by 1981.28 This coin-
cided with afallin the share of housing owned
by private landlords, from 76%in 1918 to 11%
in 1981. Both factors led to a decline in the
total wealth share of the top 1%, which
contained adisproportionate number of land-
lords. This shift from a private-rented to
owner-occupied housing market did not in
itself change the ratio of housing wealth to
total personal wealth (different people owned
the same house at different points of time),
but it was affected by the growth of social
housing from 1% of the housing market in
1918t0 31% in 1981.

Secondly, council houses were widely sold off
and housing rose as a percentage of total
wealth in the 1980s. The decision to sell
public housing by the conservative govern-
ments of the 1980s reduced the share of
social housing in housing stock to 23%, with
owner-occupation going up to 68% and
private renting having fallen to 9%. More of
the housing stock therefore entered personal
wealth, and the ratio of residential housing

wealth to total wealth rose by some ten
percentage points in the 1980s.

Thirdly, the 1990s saw the return of private
landlords. Their share in the housing market
doubled from 9% in 1991 to 18%in 2011, as
aresult of “buy tolet” schemes under succes-
sive conservative and labor governments. This
increased share of private landlords came at
the expense of a fall in owner-occupation
(-4 percentage points) and a fall in social
housing (-5 percentage points). Furthermore,
whereas the selling of council properties may
have meant that increases in housing wealth
were equalizing in the past, the return of the
private landlord s likely to imply that increases
in housing wealth may now have a more
moderate equalizing effect than in the past.

Housing wealth has moderated the
recent tendency for rising wealth

concentration

All of this suggests that it is interesting to
decompose the assets within the top brackets
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Figure 4.6.4

Top 1% wealth share in the UK, 1971-2012
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of the wealth distribution between housing
and non-housing assets. Indeed, housing only
accountsfor alimited fraction of total wealth
at the top: since 1970, the share of housing
wealth for the top 1 percent has been
bounded between 10 and 25 percent of total
networth. Itis instructive to look at the distri-
bution of wealth minus residential housing,
net of mortgage liabilities. Figure 4.6.4 shows
the top shares of total wealth and of wealth
excluding housing for the period since 1971.
It appears that, as we should expect, the top
shares of the distribution of non-housing
wealth are higher: the share of the top 1 per
cent averages 25 per cent over the period
1971to 1997, compared with 18 per cent for
the corresponding share for all wealth.
Although there is more variability in the
shares excluding housing wealth (shares are
smoothed to some degree by the housing
element), overall there is little difference in
their evolution over the last quarter of the
twentieth century. Up to 2000, we do not get
a very different story if one just takes non-
housing wealth, with a decided fall in the top
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shares until the end of the 1970s, and with
broad stability until the mid 1990s.

However, in the twenty-first century, there is
a distinct difference: the gap between the
share of the top 1 per cent in wealth excluding
housing and the share for all wealth widened.
The changes over time are also different, with
the concentration of non-housing wealth
(financial and business assets) increasing
substantially between 1995 and 2013. It
appears that housing wealth has moderated
a definite tendency for there to be a rise in
the concentration of other forms of wealth
apart from housing. When people talk about
rising wealth concentration inthe UK, then it
is probably the latter that they have in mind.
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PART V TACKLING ECONOMIC INEQUALITY

0.1

WHAT IS THE FUTURE OF GLOBAL INCOME
INEQUALITY?

The future of global income inequality is likely to be shaped by both
convergence forces (rapid growth in emerging countries) and divergence
forces (rising inequality within countries). No one knows which of these forces
will dominate and whether these evolutions are sustainable.

However, our benchmark projections show that if within-country inequality
continues to rise as it has since 1980, then global income inequality will

rise steeply, even under fairly optimistic assumptions regarding growth in
emerging countries. The global top 1% income share could increase from
nearly 20% today to more than 24% in 2050, while the global bottom 50%
share would fall from 10% to less than 9%.

If all countries were to follow the high inequality growth trajectory followed
by the United States since 1980, the global top 1% income share would rise
even more, to around 28% by 2050. This rise would largely be made at the
expense of the global bottom 50%, whose income share would fall to 6%.

Conversely, if all countries were to follow the relatively low inequality growth
trajectory followed by Europe since 1980, the global top 1% income share
would decrease to 19% by 2050, while the bottom 50% income share would
increase to 13%.

Differences between high and low inequality growth trajectories within
countries have an enormous impact on incomes of the bottom half of the
global population. Under the US-style, high inequality growth scenario, the
bottom half of the world population earns €4 500 per adult per year in 2050,
versus €9 100 in the EU-style, low inequality growth scenario (for a given
global average income per adult of €35 500 in 2050 in both scenarios).
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The past four decades have been marked by
steeply rising income inequality within coun-
tries. At the global level, inequality has also
risen sharply since 1980, but the situation
more or less stabilized beginning in the early
2000s. What will happen in the future? Will
growth in emerging countries lead to a sus-
tained reduction in global income inequality?
Or willunequal growth within countries drive
global income inequality back to its 2000
levels? In this chapter, we discuss different
possible global income inequality scenarios
between now and 2050.

The projections of global wealth inequality
presented in the previous chapter showed
that the continuation of current unequal rates
of growth among wealth groups would lead
to a compression of the global middle-class
wealth share and a further rise in wealth
inequality. These projections must, however,
be interpreted with great care; only China,
Europe, and the United States are included in
the analysis of the previous chapter given
large limitations in wealth inequality data.

Fortunately, more data are available to
measure income inequality, and in this chapter
we present more elaborate projections of
global income inequality. Before discussing
the results, it is necessary to stress what can
and cannot be reliably projected. As the
saying goes, “all models are wrong; some are
useful.” Our projections are attempts to
represent possible states of global inequality
in the future, so as to better understand the
role played by key determinants. The purpose
of our projectionsis not to predict the future.
The number of forces (or variables) that we
consider in our analysis is limited. This makes
our projections straightforward and simple
to understand, but also limits their ability to
predict the future. Our projections of global
income inequality dynamics are based on the
modeling of three forces: within-country
income inequality, national level total income
growth, and demographics.

One of the key questions we seek to address
is the following: will between-country conver-
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gence—that is, Asian, African, and Latin
American countries catching up with rich
countries—dominate in the future and lead to
a reduction of global income inequality? Or
will forces of divergence (the increase of
inequality within countries) take over? Demo-
graphic dynamics are also important to take
into account. Fast population growth in coun-
tries where inequality is rising, for instance,
will tend to accentuate global divergence. It
is difficult to say which of these forces will
dominate a priori. Such an exercise can thus
help us understand under what conditions
different outcomes might result.

Defining three scenarios to project
global income inequality up to 2050

Three scenarios are defined to project the
evolution of inequality up to 2050. All our
scenarios run up to the halfway mark of the
twenty-first century; this has us looking out
at a time span similar to the one that has
passed since 1980—the starting date of our
analyses in the previous chapters. Our first
scenario represents an evolution based on
“business as usual”’—that is, the continuation
of the within-country inequality trends
observed since 1980. The second and third
arevariants of the business-as-usual scenario.
The second scenarioillustrates a high within-
country inequality trend, whereas the third
scenario represents a low within-country
inequality trend. All three scenarios have the
same between-country inequality evolutions.
This means that a given country has the same
average income growth rate in all three
scenarios. It also has the same population
growthrateinall three scenarios. For estima-
tions of future total income and population
growth we turned to the OECD 2060 long-
term forecasts.! We also relied on the United
Nations World Population Prospects.?

In the first scenario, all countries follow the
inequality trajectory they have followed since
the early 1980s. For instance, we know that
the bottom 50% income earners in China
captured 13% of total Chinese growth over
the 1980-2016 period.® We thus assume that
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Figure 5.1.1
Global income share projections of the Bottom 50% and Top 1%, 1980-2050
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bottom 50% Chinese earners will capture
13% of Chinese income growth up to 2050.
The second scenario assumes that all coun-
tries follow the same inequality trajectory as
the United States over the 1980-2016
period. Following the above example, we
know that bottom 50% US earners captured
3% of total growth since 1980 in the United
States. The second scenario then assumes
that within all countries, bottom 50% earners
will capture 3% of growth over the 2017-
2050 period. In the third scenario, all coun-
tries follow the same inequality trajectory as
the European Union over the 1980-2016
period—where the bottom 50% captured
14% of total growth since 1980.

Under business as usual, global
inequality will continue to rise, despite

strong growth in low-income countries.

Figure 5.1.1 shows the evolution of the
income shares of the global top 1% and the
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global bottom 50% for the three scenarios.
Under the business-as-usual scenario
(scenario 1), the income share held by the
bottom 50% of the population slightly
decreases from approximately 10% today to
less than 9% in 2050. At the top of the global
income distribution, the top 1% income share
rises from less than 21% today to more than
24% of world income. Global inequality thus
rises steeply in this scenario, despite strong
growth in emerging countries. In Africa, for
instance, we assume that average per-adult
income grows at sustained 3% per year
throughout the entire period (leading to a
total growth of 173% between 2017 and
2050).

These projections show that the progressive
catching-up of low-income countries is not
sufficient to counter the continuation of
worsening of within-country inequality. The
results also suggest that the reduction (or
stabilization) of global income inequality
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Global average income projections, 1980-2050
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observed since the financial crisis of 2008,
discussed in Chapter 2, could largely be a
short-run phenomenon induced by the
shocks ontop incomes, and the growth slow-
down in rich countries (particularly in
Europe).

In scenario two, future global income inequal-
ities are amplified as compared to scenario
one, as the gap between the global top 1%
share and the global bottom 50% share in
2050 widens. In this scenario, the global top
1% would earn close to 28% of global income
by 2050, while the bottom 50% would earn
close to 6%, less than in 1980, before
emerging countries started to catch up with
the industrialized world. In this scenario, the
increase in the top 1% income share (a posi-
tive change of eight percentage points over
the 2016-2050 period) is largely, but not
entirely, made at the expense of the bottom
50% (a negative change of four percentage
points).

Scenario three presents a more equitable
global future. It shows that global inequality
can be reduced if all countries align onthe EU
inequality trajectory—or more equitable
ones. Inthis scenario, the bottom 50% income
share rises from 10% to approximately 13%
in 2050, whereas the top 1% decreases from
21%to 19% of total income. The gap between
the shares held by the two groups would,
however, remain large (at about six percentage
points). This suggests that, although following
the European pathway in the future is a much
better option than the business-as-usual or
the US pathway, even more equitable growth
trajectories will be needed for the global
bottom 50% share to catch up with the top
1%. Achieving a world in which the top 1%
and bottom 50% groups capture the same
share of global income would mean getting to
apoint where the top 1% individuals earn on
average fifty times more than those in the
bottom half. Whatever the scenarios followed,
global inequalities will remain substantial.
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Figure 5.1.3

Global average income projections of the Bottom 50%, 1980-2050
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Within country inequality trends are
critical for global poverty eradication

What do these different scenarios mean in
terms of actual income levels, and particularly
for bottom groups? It is informative to focus
on the dynamics of income shares held by
different groups, and how they converge or
diverge over time. But ultimately, it can be
argued that what matters for individuals—and
in particular those at the bottom of the social
ladder—is their absolute income level. We
stress again here that our projections do not
pretend to predict how the future will be, but
rather aimto inform on how it could be, under
a set of simple assumptions.

Figure 5.1.2 depicts the evolution of average
global income levels and the average income
of the bottom half of the global populationin
the three scenarios described above. The
evolution of global average income does not
depend on the three scenarios. This is
straightforward to understand: ineach of the
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scenarios, countries (and hence the world as
a whole) experience the same total income
and demographic growth. Itis only the matter
of how this growth is distributed within coun-
tries that changes across scenarios. Let us
reiterate that our assumptions are quite opti-
mistic for low-income countries, soitis indeed
possible that global average income would
actually be slightly lower inthe future thanin
the figures presented. In particular, the global
bottom 50% average income would be even
lower.

In 2016, the average per-adult annual income
of the poorest half of the world population
was €3 100, incontrasttothe €16 000 global
average—a ratio of 5.2 between the overall
average and the bottom-half average. In
2050, global average income will be €35 500
according to our projections. In the business-
as-usual scenario, the gap between average
income and the bottom would widen (from a
ratioof 5.2 to aratio of 5.6) as the bottom half
would have an income of €6 300. In the US



scenario, the bottom half of the world popula-
tion earn €4 500 per year and per adult—
rising the global average income to bottom
50% income ratio of 7.9. Average income of
the global bottom half will be €9 100 in the
EU scenario, reducing the bottom 50% to
average income ratio to 3.9.

The gap between global average income and
the average income of the bottom half of the
populationis particularly highin all scenarios.
However, the difference in average income
of the bottom 50% between the EU scenario
and the US scenario is important, as well.
Average income of the global bottom 50%
would be more than twice higher in the EU
scenario than in the US scenario at €9 100
versus €4 500. This suggests that within-
country inequality trajectories matter—and
matter substantially—for poverty eradication.
In other words, pursuing high-growth strate-
giesin emerging countries is not merely suffi-
cient to lift the global bottom half out of
poverty. Reducing inequality within countries
is also key.

The scenarios point toward another crucial
insight: global inequality is not bound to rise
in the future. Our analysis (in Part I1) of the
different income inequality trajectories
followed by countries showed that, if
anything, more equitable growth does not
mean dampened growth. This result is
apparent when time periods are compared
(the United States experienced higher growth
in the 1950s-1960s when inequality was at
its lowest) or when countries are compared
with one another (over the past decades,
China grew much faster than India, with a
lower level of inequality, and the EU had a
more equitable path than the United States
but a relatively similar growth rate). This
suggeststhatitis possible to pursue equitable
development pathways in a way that does not
also limit total growth in the future.

What can governments do to prevent therise
of national and global inequality? The next and
final chapters of this report discuss various
policy options which need to be democrati-
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cally debated, on the basis of sound and trans-
parent economic data, if societies are to seri-
ously address the issues raised by rising levels
of income and wealth concentration. We do
not attempt to resolve any of these policy
debates, and nor do we claim to have the right
answer as to which set of policies will be best
suited to a given country given its own
economic, political, social, and cultural situa-
tion. Recent research, however, points to
fundamental economic issues that have not
beendiscussed enough over the past decades.
These include the role of progressive taxation
and global financial transparency to tackle
rising inequality at the top of the distribution,
as well as more equal access to education and
good payingjobs to put an end to the stagna-
tion of incomes at the bottom. Reassessing
the role of public capital to invest in the future
should also, in our view, be a key component
of these future discussions.
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0.2

TACKLING RISING INEQUALITY AT THE TOP:
THE ROLE OF PROGRESSIVE TAXATION

There has been arise global top shares, but different countries have
experienced widely different inequality trajectories. Institutional and
policy changes implemented since the 1980 stand as the most powerful
explanations for the different inequality trajectories.

Income tax progressivity is a proven tool to combat rising income and
wealth inequality at the top. Tax progressivity does not only reduce post-tax
inequality; it also impacts pre-tax inequality, by discouraging top earners to
capture a higher share of growth via aggressive bargaining for higher pay.

Tax progressivity was sharply reduced in rich countries from the 1970s to
the mid-2000s. During this period, the top marginal income tax rate in rich
countries was brought from 70% to 42% on average. Since the global financial
crisis of 2008, the downward trend has been halted and reversed in certain

countries. Future evolutions remain, however, uncertain.

Progressive taxation of wealth and inheritances is also a key component of
redistribution. In some of the most unequal nations of the world (Brazil, South
Africa, India, Russia, and the Middle East), inheritance tax is almost inexistent
while the poor often face high tax rates on the basic goods they purchase.

More generally, tax systems are highly regressive in large emerging countries.
Evidence from recent inequality trends (for example, Brazil between 2000
and 2015) suggests that progressive tax reform should be given a higher
priority in the future.
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The previous chapters of this report confirm
that income and wealth inequality largely
increased at the top of the distribution. The
rise in inequality has been driven by the
substantial growth rates enjoyed by the very
top groups as compared to the rest of the
distribution. A common explanation for this
growth is skill-biased technological change.
That is, the evolution of technology is said to
have increased the relative productivity—and
hence the relative pay—of skilled labor rela-
tive to unskilled labor, thereby increasing the
demand for skilled workers. Globalization
could have had a similar impact in developed
countries as discussed in chapter 2.1. As we
have already repeatedly stressed, there are
many limitations to this purely technological
explanation. First, rising income inequality is
a broad-ranging phenomenon which also
involves capital income and wealth dynamics,
and not only the distribution of labor income.
The supply of skilled labor is determined by
education. That is, the expansion of education
leads to a rise in the supply of skills, while
globalization and technological may change
increase the demand for skills. Depending on
which process occurs faster, the inequality of
labor income will either fall or rise. This idea
has been described as the race between
education and technology.* In other words,
different policies can make a large difference.

Another complementary explanation for
rising top labor incomes is the “superstar
effect.”> According to this theory, techno-
logical change and globalization have made it
easier for those who make it tothe top toreap
a higher share of growth. For instance,
recording a song has more or less the same
costtoday as thirty years ago, but a successful
music production can now reach a much
broader audience. Because international
firms have become larger, managers making
it to the top control a much larger business
than before, and their pay has increased as a
result. Due to the superstar effect, tiny
differences in talent—or sometimes in
bargaining power and other attributes—can
translate into very large income differentials.
It should be noted that these global “super-
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stars” are not necessarily more productive or
talented than they were thirty years ago.
They are perhaps simply luckier to have been
born a few decades after their elders.

In any case, the problem behind these two
theories—education and superstar—is that
they cannot fully account for cross-country
divergences in top income trajectories. In a
comparison of top remunerations in global
firms, it stands out that there are important
variations across countries—in particular,
between the United States, Europe, and
Japan. Germany'’s largest companies, for
instance, are present in all global markets and
are not less productive than their US coun-
terparts, though CEO remunerations there
are on average half as high as in the United
States.” As discussed in chapter 2.3, the rise
of labor income inequality was relatively
limited in Europe compared to the United
States, despite similar technical change and
penetration of new technologies over the
past forty years in both regions.

For the bottom and middle parts of the distri-
bution, the importance of training and educa-
tion designed to help individuals adapt to new
modes of production cannot be overlooked.
Unequal access to education is likely to have
played a role in the stagnation of incomes of
the bottom half of the distribution in recent
decades—in particular, in the United States.
These dynamics are discussed in the next
chapter. They should, however, be distin-
guished from rising inequalities at the very
top of the income distribution. Changes in
policy and institutional contexts better
account for the diversity of top income trajec-
tories over the world. In particular, recent
research shows that changes in tax progres-
sivity have played an important role in the
surge of top incomes over the past decades.

Top marginal tax rates have strong
effects on both pre- and post-tax

income inequality at the top

Progressive tax rates contribute to the reduc-
tion of post-tax income inequality at the top
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of the distribution via their highest marginal
tax rates (that is, tax rates applicable above a
certain level of income earned). Indeed, if an
individual earns $2 million and if the top
marginal tax rate is 50% above one million
dollars, this individual will net out only
$500000 on the second million. If the top
marginal tax rate is 80% above one million
dollars, then the earner will net out only
$200000 on the second million. The reduc-
tion of inequality can be further enhanced if
the public spending funded by this tax revenue
is aimed at fostering equitable growth.

One often-neglected role of top marginal tax
ratesis their ability to reduce pre-tax income
inequality. This can occur via two channels.
The most obvious one is that when top
marginal income tax rates are high, top
earners have less money to save and accumu-
late wealth, and therefore potentially less
income from capital next year. Another way
to understand the impact on top income tax
rates onincome inequality is to focus on rich
individuals’ bargaining incentives. When top
marginal tax rates are low, top earners have
high incentives to bargain for compensation
increases—for instance, by putting a lot of
energy into nominating the right people to
the compensation committees who decide on
pay packages. Alternatively, high top marginal
tax rates tend to discourage such bargaining
efforts.® Reductions in top tax rates can thus
drive upwards not only post-tax income
inequality but pre-tax inequality, as well.

Higher top tax rates may, however, also
discourage work effort and business creation
among the most talented. In this scenario,
higher top tax rates would lead to less
economic activity by the rich and hence less
economic growth. In this case, top tax rates
are not a desirable policy. In principle, there
should be room to discuss these conflicting
and legitimate claims on the basis of dispas-
sionate analyses and sound data.

Piketty, Saez, and Stantcheva (2014) have

developed a theoretical model and an empir-
ical framework taking into account these
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different effects.? By using a database on
CEO compensation and performance in
developed countries, they conclude that
bargaining elasticities are an important part
of the story—in particular, to understand the
high rise of US CEOs’ pay relative to their
counterparts in Japan and Europe (with
comparability established by shared corpo-
rate sector, firm size, and performance levels).
By calibrating the theoretical model, they
show top tax rates could rise up to 80% and
be welfare-enhancing for everyone apart
from the very top of the distribution.

Thedataat our disposal is still imperfect, and
we certainly do not pretend that a mixture of
econometric evidence and mathematical
formula should replace public deliberation
and political decision making on these
complexissues. But at the very least, we feel
that there is enough evidence to reopen this
discussion about sharply progressive taxation
at the very top.

Itis also important to remember that top tax
rates reached more than 20% in the United
States and in the UK in the era of the 1940s
to the 1970s. Such high tax rates do not
appear to have harmed growth. In fact, over
the past fifty years, all rich countries have
grown more or less at the same rates despite
very large tax-policy variations.

Figure 5.2.1 shows the relationship between
changes in top marginal tax rates and in the
top 1% pre-tax income share in OECD coun-
tries, which occurred between the early
1970s and the late 2000s. The correlation is
particularly strong: onaverage, a2 percentage
point dropinthe top marginal tax rate is asso-
ciated with a 1 percentage point increase in
the top 1% pre-tax income share. Countries
such as Germany, Spain, Denmark, and Swit-
zerland, which did not experience any signifi-
cant top rate tax cut, did not experience
increases in top income shares. Conversely,
the United States, UK, and Canada experi-
enced important reductions in top marginal
taxrates and saw their top 1% income shares
substantially increase. This graph strongly



Figure 5.2.1
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Changes in top marginal tax rates and top income shares in rich countries since the 1970s
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In the US, the top marginal income tax rate was reduced by 33 percentage points between the early 1970s and the early 2010s. During the same period of time, the

Top 1% income share increased by 9.5 percentage points.

suggests that top tax rates play a key role in
moderating pre-tax top incomes. In addition,
there was no significant impact on growth,
suggesting again that bargaining elasticities
are more important than incentive effects.

A window of opportunity for tax
progressivity?

Figure 5.2.2 presents in detail the evolution
of top marginal income tax rates in the United
States, the UK, Germany, France, and Japan
since 1900. In the five countries, there was
either no personal income taxation or there
was a very modest of it at the turn of the
twentieth century. Income taxwas thenintro-
duced, partly to finance the First World War,
and top marginal tax rates were brought to
very high levels in the 1950-1970s. (Top tax
rates rose up to 94% in the United States,
98% in the UK.) Top rates were then drasti-
cally reduced from the 1970s onwards (from
70% on average inthese countries to 42% on
average in the mid-2000s).

How to account for these movements? Up
until the 1970s, policymakers and public
opinion probably considered—rightly or
wrongly—that at the very top of the income
ladder, compensation increases reflected
mostly greed or other socially wasteful activ-
ities rather than productive work effort. This
iswhy the United States and UK were able to
set marginal tax rates as high as 80%. More
recently, the Reagan/Thatcher revolution
succeeded in making such top tax rate levels
unthinkable, at least for a while. But after
decades of increasing income concentration
that has brought about mediocre growth
since the 1970s, and a Great Recession trig-
gered by financial sector excesses, a
rethinking of the Reagan and Thatcher poli-
cies is perhaps underway—at least in some
countries.

Top marginal income tax increased in the
United States, UK, Germany, France, and
Japan over the past ten years. The United
Kingdom, for instance, increased its top
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Figure 5.2.2

Top income tax rates in rich countries, 1900-2017
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Between 1963 and 2017, the top marginal tax rate of income tax (applying to the highest incomes) in the US fell from 91% to 40%.

Figure 5.2.3

Top inheritance tax rates in rich countries, 1900-2017
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Between 1980 and 2017, the top marginal tax rate of inheritance tax (applying to the highest inheritances) in the UK fell from 75% to 40%.
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Top inheritance tax rates in emerging and rich countries, 2017
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Japan

In 2017, the top marginal tax rate of inheritance tax (applying to the highest inheritances) was 55% in Japan, compared to 4% in Brazil. Europe is represented by

France, Germany and the UK.

income tax rate from 40% to 50% in 2010 in
part to curb top pay excesses. In the United
States, the Occupy Wall Street movement
and its famous “We are the 99%” slogan also
reflected the view that the top 1% gained too
much at the expense of the 99%. Whether
this marked the beginning of a new tax policy
cycle that will counterbalance the steep fall
observed since the 1970s remains a question.
In the UK, the 2010 increase in top income
tax rate was followed by slight reduction
downto45%in2013. Aswe are writing these
lines, the new US Republican administration
and congress are preparing a major tax over-
haul plan. The French government also proj-
ects to reduce tax rates on top incomes and
wealth owners.

Top inheritance tax rates were recently
increased in France, Japan, and the United
States, as shown on Figure 5.2.3. In Japan and
in the United States, this increase halted a
progressive reduction in top inheritance tax
rates initiated in the 1980s. In France and

Germany, top inheritance tax rates have been
historically lower than in the United States,
UK, and Japan. In earlier chapters of this
report we described the two world wars and
various economic and political shocks of the
twentieth century.'® These durably reduced
wealth concentration through other means
thantax policy. As with the question of income
tax progressivity, it is impossible to know
whether this increase marks a new era of
progressivity. The US tax overhaul plan plans
to abolish the inheritance tax.

Inheritance is exempted from tax while
the poor face high consumption taxes
in emerging countries

While the past ten years saw some increases
intax progressivity in rich countries, it is worth
noting that major emerging economies still do
not have any tax on inheritance, despite the
extreme levels of inequality observed there.
Inheritance is taxed at aparticularly small rate
in Brazil (at a national average of around 4%,
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with a maximum federal rate of 8%). In India,
China, and Russia, there is no inheritance tax—
in contrast to rich countries (see Figure 5.2.4).
In India, an 85% tax rate was in place in the
1970s and early 1980s before it was brought
to 0% in 1984. One can plausibly argue that
India’s tax administration—or even Indian
society as a whole—was not ready for very
high top inheritance tax rates to begin with.
But international evidence—in particular, from
developed countries—suggests that a fairly
progressive income and inheritance tax
system can be an important component of a
successful development strategy.

In emerging countries, it is also noteworthy
that consumption taxes can be particularly
high while inheritance tax is inexistent. In
Brazil, for instance, the tax rate on electricity
is around 30%, and high rates also apply to
many other basic goods purchased by the
poor. Extreme income and wealth inequality
levels are thus sustained and reinforced by a
regressive tax system. On a more positive
note, the absence of inheritance taxes in
emerging countries suggests that there is
ample room for progressive tax policies. In a
country like Brazil, as shown in chapter 2.11,
incomes at the bottom rose over the past
decades, but that this was partly to the detri-
ment of the middle class, whose share of
national income was reduced. This situation
is bound to happen when the richest do not
contribute fairly to the financing of the
welfare state. Indeed, additional fiscal reve-
nues collected through newly introduced
progressive inheritance taxes could be used
to fund educational or health programs and
provide relief for the middle class in Brazil and
other emerging countries.
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0.3

TAX POLICY IN A GLOBAL ENVIRONMENT: THE
CASE FOR A GLOBAL FINANCIAL REGISTER

Although the tax system is a crucial tool to tackle inequality, it also faces
potential obstacles, among which is tax evasion. The wealth currently held in
tax havens is equivalent to more than 10% of global GDP and has increased
considerably since the 1970s.

The rise of tax havens makes it difficult to properly measure and tax wealth
and capital income in a globalized world. Reducing financial opacity is
critical to improve data on wealth and its distribution; to foster a more
informed public debate about redistribution; and to fight tax evasion, money
laundering, and the financing of terrorism.

One key challenge involves recording the ownership of financial assets.
While land and real-estate registries have existed for centuries, they miss a
large fraction of the wealth held by households today, as wealth increasingly
takes the form of financial securities. A global financial register recording the
ownership of equities, bonds, and other financial assets would deal a severe
blow to financial opacity.

Little-known financial institutions called central security depositories (CSDs)
already gather information about who owns financial assets. These data
could be mobilized to create a global financial register. CSDs, however, are
private actors in most OECD countries and will not transfer information to
authorities in the absence of regulations compelling them to do so.

Another difficulty lies in the fact that most CSDs do not directly record the
names of the ultimate owners of financial securities, but only the names of
the intermediaries.

However, technical solutions have been identified by the CSDs themselves
to allow end-investor identification. Moreover, more transparent systems
exist in countries like Norway and China, which suggest that end-user
transparency is technically and economically feasible at the CSD and at the
global level.
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Multinational corporations and wealthy indi-
viduals are increasingly using tax havens to
avoid or evade taxes. Fully 63% of all the
foreign profits made by US multinationals are
booked in a handful of offshore financial
centers—Bermuda, Ireland, the Netherlands,
Switzerland, Singapore, and Luxembourg—
where they face very low tax rates, ranging
from 0% to 5%. This represents a tenfold
increase since the 1980s.

Assets worth the equivalent of 10% of world
GDP are stored in tax havens by wealthy indi-
viduals. This figure rises to almost 40% in
countries like Greece and Argentina, and to
more than 50% in Russia, according to novel
research by A. Alstadseeter, N. Johannesen,
and G. Zucman.'* At the global level, tax
evasion deprives governments from about
€350 billion in tax revenue each year.'?

Tax evasion also seriously undermines tax
progressivity. Figure 5.3.1 shows the amount

Figure 5.3.1
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Scandinavia. These statistics were produced
by Alstadseeter, Johannesen, and Zucman
(2017), who combine recent, massive data
leaks (the “Panama papers” and the Swiss
Leaks from HSBC Switzerland) with random
audits and administrative records on income
and wealth. While most of the population in
advanced economies does not evade much
tax—because most of its income derives from
wages and pensions, which are automatically
reported to the tax authorities—leaked data
show pervasive tax evasion at the very top.
The top 0.01% of the Scandinavian wealth
distribution—a group that includes house-
holds with more than $45 million in net
wealth—evades 25% to 30% of its personal
taxes, an order of magnitude more than the
average evasion rate of about 3%. Because
Scandinavian countries rank among the coun-
tries with the highest social trust, lowest
corruption, and strongest respect for the rule
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In 2006, the Top 0.01% wealthiest individuals in Scandinavian countries evaded 27% of the total taxes they owed.
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of law, that evasion among the wealthy may
be even higher elsewhere.

Several recent policy initiatives have
attempted to tackle offshore tax evasion.
Before 2008, tax havens refused to share any
information with foreign tax authorities. In
2010, the US Congress enacted the Foreign
Account Tax Compliance Act, which compels
foreign banks to disclose accounts held by US
taxpayerstothe IRS automatically each year,
under the threat of economic sanctions.
OECD countries have obtained similar
commitments from most of the world’s tax
havens. Apparently, tax havens can be forced
to cooperate if threatened with large enough
penalties.

However, current enforcement efforts face
important obstacles. Many tax havens and
offshore financial institutions do not have
incentives to provide accurate information,
as they do not face large enough sanctions
for non- or poor compliance. Second, a large
and growing fraction of offshore wealth is
held through intertwined shell companies,
trusts, and foundations, which disconnect
assets from their actual owners. This makes
it easy for offshore banks to claim, falsely, that
they do not have any European, American, or
Asian clients at all—while in fact such persons
are the beneficial owners of the assets held
through shell companies.

As advocated by Gabriel Zucman in recent
work, a global financial register would be a
powerful tool for cutting through this
opacity.’® Such a register would allow tax and
regulatory agencies to check that taxpayers
properly report assets and capital income
independently of whatever information
offshore financial institutions are willing to
provide. It would also allow governments to
close corporate tax loopholes by enforcing a
fair distribution of tax revenue globally for
corporations with increasingly complex over-
seas operations. A global financial register
could also serve as the informational basis for
the establishment of a global wealth tax. The
establishment of such a register would not,
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however, mean that ownership of assets
would be disclosed to the general public. Such
information could remain confidential in the
same way that current income tax datais kept
confidential.

The establishment of a global financial
register could be based on the information
already gathered by (mostly private) financial
institutions known as central securities
depositories (CSD). CSDs are the ultimate
bookkeepers of the equities and bonds issued
by corporations and governments. They can
maintain accounts as end-investor segregated
accounts—which is the most transparent
model, as it links an individual to an asset. Or
they can maintain omnibus accounts—a less
transparent model, given that assets held by
different investors are lumped into a single
account under the name of a financial inter-
mediary, making it difficult to identify end-
investors. (See Box 5.3.1.)

Onekey issue with using CSDs as the building
brick of a global financial register is that
omnibus accounts prevail in most large
western markets. (The Depository Trust
Company in the United States and Clear-
stream in Europe, for instance, operate with
omnibus accounts.) However, technical solu-
tions facilitated by developments ininforma-
tion technologies already exist to allow the
identification of ultimate asset holdersinlarge
Western CSDs. Moreover, in certain coun-
tries such as Norway, or large emerging
markets such as China and South Africa,
CSDs operate through systems which allow
the identification of ultimate asset owners. In
short, the creation of a global financial register
does not face any insuperable technical prob-
lems. (See Box 5.3.1.)
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Box 5.3.1

Towards a Global Financial Register?

This box draws upon Delphine Nougayréde,
“Towards a Global Financial Register? Account
Segregation in Central Securities Depositories
and the Challenge of Transparent Securities
Ownership in Advanced Economies,” a working
paper presented at a Columbia Law School Blue
Sky workshop, April 2017.

Central Security Depositories as building blocks
for a global financial register

In the modern financial system, shares and
bonds issued by corporations are represented
not by paper certificates but by electronic
account entries. Holding chains are no longer
direct—that is, do not connect issuers directly
with investors, but involve many intermediar-
ies often located in different countries. At the
top of the chain, immediately after the issu-
ers, are the central securities depositories
(CSDs). Their role is to record the ownership
of financial securities and sometimes to handle
the settlement of transactions. The clients of
CSDs are domestic financial institutions in the
issuer country, foreign financial institutions,
and other CSDs. After the CSD participants are
several other layers of financial intermediaries,
and at the end of the chain, a final intermediary,
often a bank, holding the relationship with the
investors.
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Because so many intermediaries are involved,
the issuers of financial securities are discon-
nected from end-investors; public companies
that issue securities no longer know who their
shareholders or bondholders are. CSDs, as a
part of the chain of financial intermediation,
both enable and obscure this relationship.
The system was not intentionally designed
for anonymity but it evolved this way over
time because of the regulatory complexity of
cross-border securities trading. The evolution
toward non-transparency was also facilitated
by the fact that the topic is too technical to be
affected by public opinion.

Non-transparent accounts prevail in most
Western CSDs

There are two broad types of accounts in the
CSD world. “Segregated accounts” allow the
holding of securities in distinct accounts opened
in the name of the individual end-investors. This
model thus allows transparency. The opposite
model is that of “omnibus accounts” (or in the
United States, “street name registration”) where
securities belonging to several investors are
pooled together into one account under the
name of a single account-holder, usually a finan-
cial intermediary, thereby obscuring the identity
of the end-investors.



One of the key issues for a global financial reg-
ister is that non-transparent accounting (that is,
“omnibus accounts”) prevails in most Western
markets. For instance, the US CSD, the Depository
Trust Company (DTC), uses omnibus accounts. In
its books, the DTC identifies only brokerage firms
and other intermediaries, not the ultimate owners
of US stocks and bonds. “Omnibus accounts” also
prevail in most European countries—in particular,
within the Euroclear and Clearstream CSDs. This
makes it difficult to construct a global financial
register on the basis of the currently existing
Western CSDs.

More transparency is possible, however

More transparency within Western CSDs can
however be envisioned. The current system cre-
ates a number of risks for the financial industry,

of which it is very aware. In 2014, Luxembourg’s
Clearstream Banking agreed to a $152 million
settlement with the US Treasury following allega-
tions that it had held $2.8 billion in US securities
through an omnibus account for the benefit of

the Central Bank of Iran, which was subject to

US sanctions. As a result, the securities industry
discussed a number of options that could be put in
place to allow greater transparency of information
on end-investors. This might include discontinu-
ing the use of omnibus accounts, introducing new
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covering message standards (as is done in the
payments industry) or ex-post audit trails, which
would enable information on the identity of the
ultimate beneficiary of financial transactions to
circulate throughout the chain. New technologies
such as distributed ledger technology (blockchain)
could also foster greater transparency.

Transparent market infrastructures already ex-
ist today. In Norway, the CSD lists all individual
shareholders in domestic companies, acts as
formal corporate registrar, and reports back
directly to the tax authorities. In China, the China
Securities Depository Clearing Corporation
Limited (“Chinaclear”) operates a system that is
fully transparent for shares issued by Chinese
companies and held by domestic Chinese inves-
tors. At the end of 2015, it held $8 trillion worth
of securities in custody, broadly the range of the
CSDs of France, Germany, and the UK, and main-
tained securities accounts for ninety-nine million
end-investors. Some segregation functionalities
already exist within some of the larger Western
CSDs (like DTC or Euroclear), which could be
expanded. Many believe that segregated CSD ac-
counting would support better corporate govern-
ance by giving greater voice to small investors. All
of this suggests that more could be done within
the large Western CSDs to implement greater
investor transparency.
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0.4

TACKLING INEQUALITY AT THE BOTTOM:
THE NEED FOR MORE EQUAL ACCESS TO
EDUCATION AND GOOD PAYING JOBS

More equal access to education and good paying jobs is key to countering

the stagnation and sluggish income growth rates of the bottom half of the
population. Recent research shows that there can be enormous gaps between
the beliefs evinced in public discourses about equal opportunity and the
realities of unequal access to education.

In the United States, for instance, out of one hundred children whose parents
are among the bottom 10% income earners, only thirty go to college. The
figure reaches ninety when parents are within the top 10% earners.

On the positive side, research shows that elite colleges in the United
States may improve openness to students from poor backgrounds without

compromising their outcomes.

In rich or emerging countries, it might be necessary to set transparent and
verifiable objectives—together with changes in the financing and admission
systems—in order to equalize access to education.
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Asis now well known that inequality has risen
atthe top of income and wealth distributions
in recent decades. However, this report also
sheds light on the stagnation or sluggish
growth rates of the bottom 90%, and espe-
cially of the bottom 50% of the distribution.
The situation has been particularly extreme
inthe United States, as shown in Chapter 2.4.
To a lesser extent, bottom income groups
have also lagged behind the rest of the popu-
lationin terms of income growth in European
countries as well as in fast-growth emerging
countries. To counter such dynamics, progres-
sive income and wealth taxes are not suffi-
cient. More equal access to education and
good paying jobs is key. This chapter explores
recent findings on the interaction between
educational inequalities and income inequal-
ities.

Novel research allows us to better
understand the determinants of
educational inequalities and their
interactions with income inequality

To what extent are income and wage
inequality the result of a fair, meritocratic
process? How do family resources determine
the opportunities of their children? Publicly
available datato assess these questionsis still
scarce in most countries around the globe.
But recent research has contributed to
answering the question. In particular, using
US administrative data on more than fifty
million children and their parents, Raj Chetty,
Nathaniel Hendren, Patrick Kline, Emmanuel
Saez, and Nicholas Turner were able to
provide remarkable results on intergenera-
tional mobility.*

Intergenerational mobility, broadly speaking,
refersto the link between children’s economic
trajectories and their parents’ economic situ-
ations. Inthe United States, estimations show
that mobility levels are low as compared to
other countries: fewer than eight American
children out of a hundred born in the 20%
poorest families manage to get to the top 20%
of earners as adults, as compared to twelve
in Denmark and more than thirteen in
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Canada. Another powerful way to illustrate
the extent of educational inequality in the
United States is to focus on the percentage
of children attending college by income
groups. Out of a hundred children whose
parents are within the bottom 10% income
earners, only thirty go to college. The figure
reaches ninety when parents are within the
top 10% earners.

The findings displayed by Figure 5.4.1 show
that there is sometimes an enormous gap
between official discourses about equal
opportunity, meritocracy, and so forth and
the reality of unequal access to education.
This also suggests that it might be necessary
toset transparent and verifiable objectives—
together with changes in the financing and
admission systems—in order to equalize
access to education.

In the United States, intergenerational
mobility is also a local issue

In the case of the United States, strong
geographic inequalities also interact with
educational inequalities. In geographical
areas with the highest mobility, a child born
inafamily fromthe bottom 20% of the income
distribution has a 10% to 12% chance of
reaching the top 20% as an adult (that is about
as much as in the highly mobile countries of
Canada or Denmark). Examples of highly
mobile places include the San Francisco Bay
and Salt Lake City in Utah. In areas with low
intergenerational mobility, a child bornin a
family from the bottom 20% of the income
distribution has only a 4% to 5% chance of
reaching the top 20% as an adult. No
advanced economy for which we have data
has such low rates of intergenerational
mobility. Cities in the US south (such as
Atlanta) or the US rust belt (such as India-
napolis and Cincinnati) typically have such low
mobility rates.

What factors best explain these geographical
differences in mobility? Detailed analysis
shows that race and segregation play an
important role inthe United States. In general,
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Figure 5.4.1
College attendance rates and parent income rank in the US for children born in 1980-1982
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Source: Chetty, Hendren, Kline and Saez (2014). See wir2018.wid.world for data series and notes.

30% of children whose parents are in the Bottom 10% of the income distribution attend college between age 18 and 21. Almost 90% of children whose parents are in
the Top 10% of the income distribution attend college between age 18 and 21.
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intergenerational mobility is lower in areas
with larger African-American populations.
However, in areas with large African-Amer-
ican populations, both blacks and whites have
lower rates of upward income mobility, indi-
cating that social and environmental causes
otherthanrace, such as differences in history
and institutions, may play a role. Spatial and
social segregation is also negatively associ-
ated with upward mobility. In particular,
longer commuting time decreases opportuni-
ties to climb the social ladder, and spatial
segregation of the poorest individuals has a
stronger negative impact on mobility. This
suggests that the isolation of lower-income
families and the difficulties they experience
in reaching job sites are important drivers of
social immobility.

Income inequality at the local level, school
quality, social capital, and family structure
are also important factors. Higher income
inequality among the poorest 99% of indi-
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viduals is associated with lower mobility.'?
Meanwhile, a larger middle class stimulates
upwards mobility.’ Higher public school
expenditures per student along with lower
class sizes significantly increase social
mobility. Higher social capital also favors
mobility (for example, areas with high involve-
ment in community organizations).” Finally,
family structure is also a key determinant;
upward mobility is substantially lower in areas
where the fraction of children living in single-
parent households, or the share of divorced
parents, or the share of non-married adults
is higher.

What is remarkable is that combining these
factors explains very effectively social
mobility patterns. Taken together, five
factors—commuting time, income inequality
among the 99% poorest individuals, high-
school dropout rates, social capital, and the
fraction of children with single parents—
explain 76% of inequalities in upward mobility



across local areas in the United States. The
vast geographic disparities in mobility in the
United States, and the fact that they can be
best explained by a combination of social
factors at the commuting zone level, show
that intergenerational mobility is largely a
local issue.

Access to quality higher education
is particularly unequal in the United
States

The link between school quality and upward
mobility that was highlighted above suggests
that educational policies, school organization,
and access rules can play a key role in
promoting intergenerational mobility. Raj
Chetty, John Friedman, Emmanuel Saez,
Nicholas Turner, and Danny Yagan recently
characterized intergenerational mobility in
US colleges over a period of nearly fifteen
years, from 1999 to 2013."® They show the
extent of inequality in access to higher educa-
tion, but also reveal tremendous scope for
improvement: if all institutions could be made
as efficient as the highest 10% colleges in
terms of social mobility, then mobility in the
United States would be perfect. Children’s
outcomes would be unrelated to their
parents’.

Intergenerational mobility at the level of a
given college may be defined as bringing
together two components: the access rate
and the success rate. Access rate refers to the
openness of that college to students from
lower-income groups, and can be measured
as the proportion of students in it who come
from the poorest 20% families. Success rate
refersto that college’s ability to help children
from poor backgrounds reach higher income
groups throughout their life. It might, for
instance, be evaluated as the share of
students ending up in the top 20% income
group, given that they come from families in
the bottom 20% of the national income distri-
bution. Putting these together, one might
define the mobility rate as the fraction of all
students in a given college who come from
the poorest 20% families and end up in the
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top 20% group. Theoretically, the mobility
rate of a perfectly mobile society would be
4%.7 The fact thatitis currently just 1.7%in
the United States as a whole shows that there
is room for substantial improvement in
providing low-income children with fair
opportunities.

It is important to note, nevertheless, that
family income differences only weakly predict
the income positions of children from the
same college. We saw that, at the national
level, parental income strongly determined
future position in the income distribution.
However, within a given college, the relation-
ship between parental income and student
income is five times lower. At the national US
level, children from the top 20% income
groups end up 30 percentiles higher in the
distributionthan those from the bottom 20%;
but among students attending a given elite
college, this gap shrinks to close to 7 percen-
tiles on average.

Contribution to mobility varies greatly
across US colleges

Access to elite colleges remains highly
unequal in the United States. Approximately
3% of children at Harvard University born
between 1980 and 1982 come from the
bottom 20% poorest families, whereas 70%
come from the top 10%. In lvy-Plus colleges
(the most selective colleges in the United
States) in general, there are more students
coming from the top 1% richest families
(14.5%) than from the bottom half (13.5%) of
the population.

Such figures contrast sharply with public
colleges. At Glendale Community College in
Los Angeles, for instance, 32% of students
come from the bottom quintile and only 14%
from the top quintile. What is interesting is
that high access rate colleges can also have
high success rates (outcomes similar to highly
selective colleges), translating into high
mobility rates. Colleges helping many low-
income students to reach the top of the
income distribution tend to be public colleges
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welcoming a large number of low-income
students. The existence of such institutions
is particularly meaningful as it indicates that
elite colleges may improve openness to
students from poor backgrounds without
compromising their outcomes.

Trends in mobility are heterogeneous,
but show that little progress has been
made overall

How did access and success rates evolve in
the past decade in the United States? The
dataallow us to track their evolution between
2000 and 2011. Duringthis period, the frac-
tion of low-income college students increased
from 10.6% to 12.8%, and this growth has
been concentrated at for-profit institutions
and two-year colleges. Access rates increased
by only 0.65 percentage points among the
most selective colleges, even though most
Ivy-Plus colleges implemented tuition reduc-
tions and other policies to welcome more
students from disadvantaged backgrounds.
This does not mean that these policies were
inefficient. Given the context of rising
inequality in the United States, mobility may
have worsened without them. All that is
visible is that the net combination of these
factors left access to elite colleges mostly
unchanged.

Differences in mobility rates show that
improving poor children’s access to high-
performing schools could substantially
improve the contribution of education to
upward mobility. Given that children from
low-income families have similar success rates
than their peers of a given college, opening
them access to good colleges can hardly be
considered as misplacement. Until now,
efforts to expand access has mostly focused
on elite colleges. Considering changes in
admissions criteria may be an important way
forward. Improving access and increasing
funding to high-mobility-rate colleges may
also be critical. These colleges have very good
outcomes, admit a large number of low-
income students, and operate at relatively low
cost compared to elite colleges.
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Educational inequalities can also be
important in countries with lower
levels of income and wealth inequality

European countries experienced a smaller
rise of income and wealth inequality than that
observed in the United States in recent
decades (see Parts [I-1V). This certainly does
not mean, however, that the issue of educa-
tion inequality is not relevant in Europe. In
particular, France is one of the most unequal
OECD countries in terms of educational
inequality, as highlighted by the 2015
Programme for International Student Assess-
ment (PISA). While the PISA survey provides
information on France’s general performance
in terms of educational inequalities, still very
little is known about the local characteristics
explaining the large differences in outcomes
between students from low- and high-income
backgrounds. Gabrielle Fack, Julien Grenet,
and Asma Benhenda have made significant
contributions in this respect; their findings
based onnew data on middle schools and high
schools in the Parisian region illustrate a
particularly extreme case of educational
inequality, but also are encouraging as they
reveal how public policies can address these
issues.?°

As their work shows, in 2015, 115 public
middle schools and 60 private schools
welcomed more than 85000 students, many
of whom came from higher socio-professional
groups (49%) and few from disadvantaged
backgrounds (16%). Overall, Parisian middle
schools appear to be extremely segregated,
with the share of students from lower socio-
professional groups ranging from 0.3% to
63% in middle schools of the capital. Private
schools play a key role in social segregation
by concentrating wealthier families: most
private schools in Paris included less than
10% of students from low-income groups,
and the private school with the highest level
of social diversity welcomed only 25%. There-
fore, it appears that private schools succeed
incrowding out less-advantaged students and
contribute directly to the polarization of the
French educational system.
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Social segregation is closely related to Spatial segregation, however, goes far beyond
spatial segregation these geographical areas, and also exists at a
very narrow level within Parisian districts
This polarization is reinforced by territorial  (arrondissements). In the eighteenth district,
segregation. Paris is strongly divided into  for instance, the share of students coming
distinct areas—the north, northeast, east, from poor backgrounds ranges from 9% to
and south, where median yearly income 58%, among high schools that are just a few
levels are below €30000, and the center hundred meters apart from one another. This
and west, where they are usually above effectisalsoreinforced by private schools, as
€40000. At the same time, access to Pari-  wealthy families have the option to escape
sian middle schools is determined by location  the public middle-school system.
in the city. The French system allocates
students in restricted geographical areas Transparent data is a necessary
according to a “school map” (carte scolaire), condition to improve public debates on
whichimplies that a student living at agiven education
address can in principle access only one
public middle school. Unsurprisingly, the  Tracking the evolution of educational segre-
repartition of students coming from poor gation is fundamental to understanding why
and rich backgrounds therefore closely France displays such extreme disparities in
resembles that of parental income: certain  students from low- versus high-income
middle schools inthe relatively modest areas  groups—and it is of crucial importance to
of Paris have more than 50% of students evaluate existing policies. Concerning middle
from low-income families, while most of schools, segregation has been much higherin
schools in the richest areas of the city have  Paris thanin Versailles or Créteil (both neigh-
less than 10%. boring towns, all managed under different
Figure 5.4.2
The impact of an allocation policy on segregation in France, 2002-2012
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Source: Fack, Grenet & Benhenda (2014). See wir2018.wid.world for data series and notes.
Between 2006 and 2012, the segregation index for high schools in Paris decreased by 34%.
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administrative units) since 2002, and has
remained relatively stable in the three cities.

However, new evidence from the evolution
of segregation in high schools shows a very
different picture. In 2007-2008, Parisimple-
mented a new system of student allocation to
high schools. Contrary to neighboring towns
of Versailles and Créteil, where geographic
proximity remained decisive, Paris decided to
allocate students to their schools on the basis
of their grades, across areas larger than
before, to encourage social mixing. Students
coming fromdisadvantaged backgrounds also
obtained bonus points and therefore had
more flexibility in the choice of their high
schools.

Social segregation in public high schools in
Paris decreased by one-third between 2002
and 2012 (see Figure 5.4.2), so that Paris has
achieved a rate lower than in both Versailles
and Créteil since 2010. The analysis of the
new high-school allocation system based on
students’ grades shows that it played an
important part in this evolution. Between
2005 and 2012, the share of students with
grants based on social criteria, studying in the
top 25% Parisian high schools, nearly
doubled—from 12% to 21%, while this share
remained stable in the neighboring cities, as
well as in Parisian middle schools which did
not implement the allocation procedure.

This evaluation shows that reducing social
segregation is possible. Evaluating and
designing new allocation systems is therefore
of crucial importance to giving equal oppor-
tunities to all children regardless of their
socioeconomic origin. In this respect, citizens
can engage in a transparent, democratic
debate informed by reliable information.
Indeed, this issue is not limited to rich coun-
tries. Emerging countries such as India are also
confronted with large educational inequalities.
Some have for along time established reserva-
tion systems based on quotas. These are
complex and far from perfect, but the study
of their strengths and limits can help others
countries make progresses (see Box 5.4.1).
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Indeed, reservation systems cannot be suffi-
cient to ensure equal access to education. If
public schools and universities do not have
enough resources to pay for good teachers,
buildings, and furniture, even the most equal-
izing allocation system will have little impact
on the democratization of quality education.
Large publicinvestmentsin this are essential
today, in emerging and rich countries coun-
tries alike. In addition, educational policies
alone are not sufficient to tackle inequality at
the bottom—policies supporting fair wages
are also key (see Box 5.4.2).



Box 5.4.1

Reservation policies in India

In order to tackle extreme social inequalities,
India developed a vast system of preferential
admission to the universities (as well as in public
sector employment) for children from the lowest
castes (the SC/ST or “Scheduled Castes/Sched-
uled Tribes,” the former highly discriminated
untouchables, or almost 30% of the population).
This nationwide program started in the 1950s.
The implementation of reservation policies
based on social and cultural segregation, how-
ever, faces complex measurement and political
challenges. What is the correct way to identify
legitimate beneficiaries? How can a dynamic
reservation system be designed, which takes into
account demographic, cultural, and economic
changes?

In India, the so-called “reservation policies”
aroused growing frustration amongst the
children in the intermediate castes (the OBC, or
“Other Backward Classes,” roughly 40% of the
population) caught between the most disadvan-
taged groups and the highest castes. Since the
1980s, several Indian states extended the policy
of preferential admission to these new groups
(including the Muslims who were excluded from
the original system). Conflicts concerning these
arrangements are all the greater because the old
boundaries between castes are porous and do
not always match the hierarchies in income and
wealth. Far from it, in fact. In 2011, the federal
government finally resolved to clarify these com-
plex relationships by organizing a socio-economic
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census of the castes (the first to be carried out
since 1931). The results of this census have been
criticized as being unreliable and the central
government also agreed on a series of measure-
ment errors.

This reveals the importance of sound and
legitimate data production systems to track
demographic, economic, and cultural evolutions.
In order to bypass current criticisms associated
with reservation policies, one option for India
could be to gradually transform these prefer-
ential admission policies into rules founded on
universal social criteria, such as parental income
or place of residence, along the lines of the ad-
mission mechanisms used for entry to schools or
higher education institutions.

To a large extent, it could be argued that a
country like India is simply endeavoring to
confront the challenge of effective equality with
the means available to a state based on the rule
of law, in a situation where inequality of status
originating in the former society and past dis-
crimination is particularly extreme and threatens
to degenerate into violent tensions at any time.
However, as we have seen above, rich countries
are not exempt from these issues, either—as may
sometimes be thought. Indeed, rich and poor
countries alike have a great deal to learn from the
trials and errors of the Indian reservation system,
one of the oldest nationwide affirmative action
programs in the world.
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Box 5.4.2

Minimum wage, fair wage, and corporate governance

Educational policies promoting social mobility

and equality of opportunity are certainly key to
reducing income inequality and widening access to
good jobs. They remain, however, limited in their
ability to provide decent incomes to all. Policy
tools potentially useful for increasing workers’ pay
include the minimum wage, and more democratic
corporate governance.

It is, in this respect, noteworthy to mention that
wage inequality and employment precarious-
ness remain of crucial importance, and have been
increasing in a range of countries. According to
the International Labour Organization, the share
of labor in aggregate income has continued its
long-run decline in the past five years, and still,
80% of workers are paid less than the average
wage of the firm in which they work—a fact that
skills-related characteristics fail dramatically to
explain. Whether countries record high rates of
average income growth or not, if individuals can
only expect a declining share of it, equality-of-op-
portunity policies in education alone will fall short
of meeting their demands.

Minimum wages and labor market regulation
can be critical to tackling income inequality.
Figure 5.4.3 illustrates how regulatory policies
can be tightly linked to disparities in earnings.
While the real minimum wage has been steadily
increasing in France since the beginning of the
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1970s, in the United States it was actually higher
in 1980 than it is today. Differences in income
inequality dynamics between the two countries
mirror this pattern, especially at the bottom of
the distribution, as chapters 2.4 and 2.5 showed.
Today, minimum wage workers in France earn
nearly €10 per hour, almost 50% more than their
counterparts in the United States, and this despite
an average national income per adult in the United
States that is 50% higher than in France. Minimum
wages can therefore usefully help in compressing
wage disparities, and notably differences in earn-
ings between men and women, given that women
are overrepresented among the low-paid in both
developed and developing countries.

To reduce wage inequality and improve the overall
quality of jobs would surely require deep changes
in the way the power of different stakeholders

is determined and organized. Some Nordic and
German-speaking countries have already un-
dergone changes in this direction by promoting
“codetermination.” For instance, employees’ repre-
sentatives hold half the seats in executive boards
of major German firms, which ensures better
consideration of workers’ interests in companies’
strategic choices or decisions over executive or
workers’ pay. These examples suggest that while
being crucial, educational policies cannot suffice
on their own to tackle the extreme inequality
levels observed in certain countries.
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Figure 5.4.3

Minimum wage in France and the US, 1950-2016
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Source: Piketty (2014) and updates. See wir2018.wid.world for data series and notes.

Between 2000 and 2016, the hourly minimum wage rose from €7.9 to €9.7 in France, while it rose from $7.13 to $7.25 in the US. Income estimates are calculated
using Purchasing Power Parity (PPP) euros for France and dollars for the US. For comparison, €1 = $1.3 = ¥4 4 at PPP. PPP accounts for differences in the cost of
living between countries. Values are net of inflation.
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A MESSAGE FROM THE PAST: LET
GOVERNMENTS INVEST IN THE FUTURE

The share of public wealth in national wealth has declined in most countries
analyzed in this report. In many rich countries, it is now close to zero (France,
Germany, Japan) or even negative (US, UK).

Such low levels of public wealth makes tackling existing and future inequality
extremely challenging given that governments do not currently possess

the resources necessary for investments in education, healthcare and
environmental protection.

Selling public assets and/or undergoing prolonged periods of austerity would
be barely sufficient, or even insufficient, to repay public debts. Moreover, these
policies would leave governments without the means to improve equality of
opportunity for their citizens.

History indicates that there are three different ways - and generally a
combination of the three - by which a reduction of large public debts can be
achieved: progressive taxes on private capital, debt relief, and inflation. Given
the potential difficulties in controlling the incidence and extent of inflation, a
combination of the former two policies appears more appropriate.

Reducing public debt is, however, by no means an easy task. Whilst several
options exist and have been used across history, it is challenging to identify the
best option(s) for each country. This is a matter for serious public debate, which
must be grounded in sound economic, social and historical data and analyses
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The share of public wealth in total national
wealth has declined in all the countries
analyzedin thisreport (see Part ). In Russia
and China, this decline is the logical conse-
guence of the move away from a communist
system. Both countries were, however,
successful to maintain relatively high levels of
public capital as compared to rich countries.
The current situation in rich countries stands
out as an anomaly from a historical perspec-
tive.

During the postwar economic boom, public
assets in European countries were consider-
able (approximately 100-130% of national
income, thanks to their very large public
sectors, the result of postwar nationaliza-
tions), and significantly higher than public
debt (which was typically less than 30% of
national income). In total, public capital—net
of debt—was largely positive, in the range of
70-100% of national income. As a result, net
public wealth made up a significant share of
total national wealth between 1950 and
1980, typically around 15-25% or more.

Over the past thirty years, public debt
approached 100% of national income in
most industrialized economies, with the
result that net public capital became almost
zero. On the eve of the global financial crisis
in 2008, it was already negative in Italy. The
latest available data, presented in Part 1V,
shows that net public capital has become
negative in the United States, Japan, and the
United Kingdom. In France and in Germany,
net public capital is just slightly higher than
zero.

This situation does not mean that rich coun-
tries have become poor: it is their govern-
ments which have become poor. As discussed
in Part IV, private wealth—net of debt—has
risen spectacularly since the 1970s. Private
wealth represented 300% of national income
back then. Today it has risen to, or exceeded,
600% in most rich countries. This prosperity
in private wealth is due to multiple causes: the
rise in property prices (agglomeration effects
inlarger metropolitan areas); the aging of the
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population and decline in its growth (which
automatically increases savings accumulated
in the past in relation to current income and
contributes to inflating the prices of assets);
and the privatization of public assets and rise
in debt (which is held in one form or another
by private owners, via the banks). Also
contributing to this increase were the very
high returns obtained by the highest financial
assets (which structurally grow faster than
the size of the world economy) and the evolu-
tion in a legal system globally very favorable
to private property owners (both in real
estate and in intellectual property).

Itisinterestingtoremark that countries such
as China and Russia, despite large shifts in the
balance of private and public capital since
their transition away from Communism, have
succeeded in maintaining relatively high
public wealth levels. In China, public wealthiis
above 200% of national income, and it is close
to 100% in Russia. While the ratio has sharply
decreased in Russia over the past two
decades, it has remained fairly constant in
China. In both cases, it is still much higher
thanin rich countries. Governments in these
countries have preserved significant means
of action and control over their economies.

Large public property has obviously impor-
tant consequences for the state’s ability to
conduct industrial, educational, or regional
development policy (sometimes efficiently
and sometimes less so). In contrast, negative
public wealth also has potentially enormous
fiscal consequences: governments with
negative net public wealth typically have to
pay large interest payments before they can
finance public spending and welfare trans-
fers, while those with large positive net
public wealth can potentially benefit from
substantial capital income, and finance more
public spending than what they levy in taxes.
This situation is particularly problematicin a
situation of high income and wealth
inequality.

What, then, are the different options for
highly indebted governments? One possibility
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would be to sell all public assets (including all
public buildings, schools, universities, hospi-
tals, police stations, and infrastructure). Inthe
United States, Japan, and the UK—and even
more true of Italy—this would not be suffi-
cient to repay the totality of public debt. In
France and Germany, it would barely be suffi-
cient. In all these cases, moreover, states
would then have lost all (or nearly all) means
of control over their education and health
systems. To put it differently, social states
would largely disappear, leaving governments
without means to ensure equality of oppor-
tunity.

Another option would be to undergo
prolonged periods of austerity, via drastic
reductions in governments’ expenditures. In
effect, this also contributes to increasing
inequality as governments would slash their
redistribution programs to repay debts. In
terms of both justice and efficiency, austerity
and privatizations stand out as very bad
measures.

Fortunately there are also other options. In
history, one generally observes three
different ways—and generally a combination
of the three—to accelerate the reduction of
a large public debt: progressive taxes on
private capital; debt relief; and inflation.

First, an exceptional tax on private capital can
raise substantial revenue to reduce debt. For
instance, a flat tax of 15% on private capital
in rich countries (about 600% of national
income) would yield nearly a year’s worth of
national income (exactly 90% of national
income) and thus allow for immediate reim-
bursement of all nearly outstanding public
debt.

This solution is equivalent to repudiation of
the public debt, except for two crucial differ-
ences. First, it is always difficult to predict
the ultimate incidence of a debt repudiation
(evenapartial one). Bondholders are forced
toaccept whatis called a “haircut”—meaning
that the value of government bonds held by
banks and creditors is reduced by 10-20%
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or even more. The problem is that it is very
difficult to predict which actors ultimately
bear the loss and, when applied at a large
scale, haircuts can trigger panic among
investors and a wave of bankruptcies—and
potentially, the meltdown of the financial
sector, which few governments are willing to
experience. Second, an exceptional tax on
private capital, contrary to a debt repudia-
tion, can be adjusted to individuals’ wealth
levels—by using an explicitly progressive rate
structure. Given the very large concentra-
tion of wealth, this is highly preferable. For
instance, the top 1% of the wealth distribu-
tion typically owns around 30% of total
wealth (that is, the equivalent of 180% of
national income if aggregate wealth repre-
sents 600% of national income). Instead of
using aflat tax of 15% on private capital, one
could raise the same revenue by exempting
the bottom 99% of the wealth distribution
and applying an average effective tax rate of
50% on the top 1% wealth group. Alterna-
tively, one could use an intermediate system.
For instance, a progressive tax on capital
that levied zero tax on capital up to 1 million
euros, a 10% tax between 1 and 5 million
euros, and a 25% tax above 5 million euros
would raise 20% of national income in
Europe—and that would be an important
step toward a gradual reduction of public
debt.

Interestingly, a special tax on capital was
applied in France in 1945 to reduce substan-
tial public debt. This special tax had progres-
sive rates whichranged from O to 25%. Most
importantly, special progressive taxes on
private wealth were put in place after the
Second World War in Germany, and were
gradually paid by German private wealth
holders between the 1950s and the 1980s.

At that time, exceptional progressive taxes on
private wealth were used together with
various gradual forms of debt repudiation and
debt relief—an obvious second way to accel-
erate the reduction of a large public debt. In
particular, Germany benefited from a near
complete reduction of its foreign debt at the



TACKLING ECONOMIC INEQUALITY PARTV

London conference in 1953. These were Finally, the third solution used historically to
debts that were accumulated by Germany accelerate the reduction of alarge public debt
during the reconstruction period of 1945to is inflation. Historically, this mechanism
1953. International creditors—largely govern-  played a crucial role in the reduction of most
ments—decided in 1953 to postpone repay- public debts. High levels of inflation were the
ment until German unification (withnoindex- major mechanisms used in France and
ation mechanism), and the debt was eventually ~ Germany to bring their public debts to very
entirely cancelled.?! low levels after the First World War, and they

also played a central role in the aftermath of
In the current context, new forms of debt the Second World War, together with more
relief might develop in Europe, and to some  sophisticated mechanisms like progressive
extent have already started todevelop (albeit  wealth taxes and debt relief. One major
too slowly, and with multiple hesitations and  problem with inflation as a policy instrument
setbacks). Specifically, publicinstitutions like isthatitis hardto control. Once it starts, poli-
the European Central Bank (ECB) and the cymakers may have difficulties stopping it.
European Stability Mechanism (ESM) could  Inflation, moreover, is amuch less precise tool
gradually take onto their balance sheetsrising  thantaxation interms of incidence. In theory,
fractions of individual countries’ publicdebts it could act as a tax on those who have idle
and postpone repayments until certain social, capital, and provide relief to those who are
economic, and environmental objectives have  indebted by reducing the value of their debt.
been met. This would make it possible tohave  In practice, however, it can have less desirable
the advantages of debt repudiation without  effects from a fairness point of view. During
the financial instability coming from investor  high-inflation phases, large and well diversi-
panic and bankruptcies. fied portfolios invested on the stock market
Public debt in France and Germany, 1945-1953
R 200% A 183%
:
o
;‘:3 160%
g
o
2
< 120% -
o
X
© Wealth taxes, Wealth taxes,
B 80% 1 debt relief ... debt relief ...
Tg and inflation and inflation
Q
“6 40% -
2
=

0% T T
1945 1953 | 1945 1951
Germany France
Source: Piketty & Zucman (2014). See wir2018.wid.world for data series and notes.
In 1945, public debt in Germany was 183% of national income, and decreased to 22% in 1953.
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Box 5.5.1

The importance of standardized inequality metrics for international comparisons

and collective learning

The need for sound economic data to allow civil
society, researchers, businesses, and policymak-
ers to debate and develop informed and balanced
policy responses to rising economic inequality has
been a dominant theme in this report.

In that regard, it is interesting to note that the
United Nations agreed in 2015 to seventeen
sustainable development goals (SDGs), as part

of a global agenda to transform society in rich
and poor countries alike. Recognizing that rising
income and wealth inequality has become a uni-
versal issue, SDG Target 10 commits countries to
“reduce inequalities within and among countries.”
To that end, the SDG framework calls on states
to articulate nationally specific implementation
strategies and to put in place monitoring and
review processes to meet the UN goals.

This development is particularly remarkable since
international organizations have until recently
paid limited attention to within-country inequality
issues, considering the reduction of inequalities to
be a sovereign issue for each country, or positing
inequalities as a necessary evil towards global im-
provement of wellbeing. Concerns about domestic
income inequalities were politically confined in the

Table 5.5.1

shadow of absolute poverty considerations, until
the UN’s Sustainable Development Goals replaced
its former Millenium Development Goals. In ad-
dition, global development goals have so far only
focused on poor and emerging countries—leaving
rich countries aside. We have seen, however, that
both rich and poor countries face rising inequality.

In this context, the unanimous endorsement of
SDG Target 10.1 by the UN member states marks
an important shift. Target 10.1 aspires to “by 2030,
progressively achieve and sustain income growth
of the bottom 40 per cent of the population at a
rate higher than the national average.” This target
was subject to harshly contested debates among
country representatives. While China argued

that within-country inequality reduction was

a national prerogative, the United States con-
tended that a standalone goal on inequality would
better be achieved through economic growth.

At some point, the inequality target was even
removed from the SDG list. A group of countries
led by Denmark, Norway, and Brazil supported its
reinsertion, arguing that a specific metric should
be used to precisely ensure that growth reduces
inequality.” If anything, such debates suggest that
countries are taking this new indicator seriously.

Real income growth in emerging and rich countries, 1980-2016

Brazil China France India Russia USA
Bottom 40% -7.1% 6.4% 1.7% 4.4% -1.4% 0.6%
2015-2016
Full Population -5% 6.6% 1.4% 4.5% -2.7% 2.2%
Bottom 40% 12% 200% 10% 50% 119% -7%
2000-2016
Full Population 1% 281% 4.7% 108% 69% 12%
Bottom 40% 359% 31% 107% -21% -3.9%
1980-2016 -
Full Population 833% 40% 223% 52% 66%

adult population grew by 833%.
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

Between 1980 and 2016, the average pre-tax income of the Bottom 40% in China grew by 359%. In comparison, the average pre-tax income of the full



How do countries fare on SDG Target 10.1?
WID.world data is particularly suited to address
this question. Table 5.5.1 compares target
achievement of six countries over the following
periods of time: 2015-2016, 2000-2016, and
1980-2016. The focus here is on pre-tax income.

In 2016-2015, only one country was able to meet
the target: France. In all five other countries, the
income growth of the bottom 40% was lower than
the national average. These results help under-
score the power of this objective: it is transforma-
tive in the sense that it cannot be automatically
met. Countries will have to act if they want to
fulfill their commitments. The 2000-2016 period
provides another crucial insight. During this time
span, Brazil, France, and Russia were able to meet
the target—with very different average growth
trajectories, however. This implies that success
has been possible over relatively longer time
spans for several countries, and suggests that
meeting the target in the future is not only desir-
able but also feasible—even if results over the
1980-2016 period are less encouraging.

Two points are worth noting.

First, as described earlier in this report, inequality
also increased at the top. Focusing on the bot-
tom 40% alone can miss important dynamics—in
part for the middle class, which may be squeezed
between increases in both the bottom 40% share
and the top 1% share. In particular, the top 1% can
also grow significantly faster, as was the case in
most countries for the periods considered. In Bra-
zil from 2000 to 2016, the bottom 40% grew much
faster (12%) than the average (1%), but the top 1%
grew at 24% in the meantime. To a lesser extent,
this also occurred in France over 2015-2016,
with bottom 40% groups and the top 1% growing
faster than average. This means that the income
share held by individuals richer than the bottom
40% but poorer than the top 1% decreased. This
“squeezed middle class” phenomenon obviously
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poses one of the most important policy challenges
for the years to come and deserves very careful
scrutiny.

Second, these estimates focus on pre-tax income.
Pre-tax income inequality estimates take into
account most cash redistribution in rich countries
(see Box 2.4.1) but do not include personal income
and wealth taxes. International comparisons of
post-tax income inequality measures are thus also
necessary to assess the full impact of fiscal policy.
As discussed earlier in this report, more work lies
ahead to collect, harmonize, and analyze such
information. The United Nations and other in-
ternational organizations have a responsibility in
this regard. WID.world will remain committed to
working toward such results, with all its statistical
contributors willing to dedicate resources to this
task, to enlighten the public democratic debate.

Bearing in mind these remarks, the SDG Target
10.1 on inequality stands out as a very useful tool
for stakeholders dedicated to tackling economic
inequality. To be sure, an inequality metric based
on sound data cannot in itself change policy—

but it is a necessary basis for doing so. The SDG
framework can also lead to the establishment of
a framework for collective learning on inequality
reduction policies.” As emphasized in this report,
there is large scope for learning between rich and
poor countries regarding the fiscal, educational,
wage, and public investments policies they employ
to promote fairer development pathways.

a Chancel, L, Hough, A., Voituriez, T. (2017) “Reducing Inequalities within
Countries: Assessing the Potential of the Sustainable Development Goals,”
12511. Global Policy.

b Chancel et al., “Reducing Inequalities within Countries.”
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can earn a good return while smaller wealth
holdings of the middle class and the poor held
in savings accounts can be wiped out. A
combination of exceptional wealth taxes and
debt relief seems like a better option.

Reducing public debt is thus by no means an
easy task. Several options exist and have been
used across history. We certainly do not
pretend that we have identified the best
option for each country. This is a matter of
serious public debate, which must be
grounded in sound economic, social, and
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CONCLUSION

The World Inequality Report 2018 draws
from data available on the World Wealth
and Income Database (WID.world),
which combines historical statistical
sources in a consistent and fully trans-
parent way to fill a gap in the democratic
debate regarding inequality. Our objec-
tive in this report has been to present
inequality data that are consistent with
macroeconomic statistics such as GDP
and national income and that can be
easily understood and used by the
public, to help ground deliberations and
decisions in facts. Our data series are
fully transparent and reproducible; our
computer codes, assumptions, and
detailed research papers are available
online so that any interested person can
access and use them.

Drawing on novel inequality data published
on WID.world, Part Il showed that since
1980, income inequality has increased rapidly
in North America and Asia, has grown mod-
erately in Europe, and has stabilized at
extremely high levels in the Middle East, sub-
Saharan Africa, and Brazil. The poorest half
of the global population has seen its income
grow significantly thanks to high growth in
Asia (particularly in China and India). Perhaps
the most striking finding of this report, how-
ever, is that, at the global level, the top 0.1%
income group has captured as much of the
world’s growth since 1980 as the bottom half
of the adult population. Conversely, income
growth has been sluggish or even nil for the
population between the global bottom 50%
and top 1%. This includes North American
and European lower- and middle-income
groups. The diversity of trends observed in
the report suggest that global dynamics are
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shaped by a variety of national institutional
and political contexts. There is no inevitability
behind the rise of income inequality.

In Part I, we presented recent shifts in pub-
lic versus private capital ownership. Under-
standing the dynamics of private and public
capital ownershipis critical tounderstanding
the dynamics of global inequality, and par-
ticularly of wealth inequality. We documented
ageneralriseintheratio between net private
wealth and national income in nearly all coun-
tries in recent decades. It is striking to see
that this long-run finding has been largely
unaffected by the 2008 financial crisis, or by
the asset price bubbles experienced by coun-
tries including Japan and Spain. There have
also been unusually large increases in the
ratios for China and Russia, following their
transitions from communist- to capitalist-
oriented economies. These shifts were mir-
rored by the dynamics of public wealth, which
has declined in most countries since the
1980s. Net public wealth (public assets minus
public debts) has even become negative in
recent years in the United States, Japan, and
the United Kingdom, and is only slightly pos-
itive in Germany and France. This arguably
limits government ability to regulate the
economy, redistribute income, and mitigate
rising inequality.

In Part IV, we discussed how increasing
income inequality, and the large transfers of
public wealth to private hands which have
occurred over the past forty years, have led
to arise in wealth inequality among individ-
uals. At the global level—represented by
China, Europe, and the United States—the top
1% share of wealth increased from 28% in
1980 to 33% today, while the bottom 75%
share oscillated around 10%. Large rises in
top wealth shares have been experienced in




China and Russia following their transitions
from communism toward capitalist econo-
mies, though the different inequality dynam-
ics experienced between these two countries
highlight different economic and political
transition strategies. In the United States,
wealth inequality has increased dramatically
over the last thirty years and has mostly been
driven by the rise of the top 0.1% wealth own-
ers. Growing inequality of income and saving
rates created a snowballing effect of rising
wealth concentration. The increase in top
wealth sharesin France and the UK has been
more moderate over the past forty years, in
part due tothe dampening effect of the rising
housing wealth of the middle class and lower
income inequality relative to the United
States.

In Part V, we presented projections on the
future of global income inequality, which is
likely to be shaped both by convergence
forces (rapid growth in emerging countries)
and divergence forces (rising inequality within
countries). Our benchmark projections
showed that if within-country inequality con-
tinues torise as it has since 1980, then global
income inequality will rise steeply, even under
fairly optimistic assumptions about growth in
emerging countries. The global top 1% income
share could increase from nearly 20% today
to more than 24% by 2050, in which case the
global bottom 50% share could fall from 10%
tolessthan 9%. If all countries were to follow
the high inequality growth trajectory fol-
lowed by the United States since 1980, the
global top 1% income share would rise even
more. Conversely, if all countries were to fol-
low the relatively low-inequality growth tra-
jectory followed by Europe since 1980, the
global top 1% income share would actually
decrease by 2050. This finding reinforces one
of our main messages: rising income inequal-

ity is not inevitable in the future. We also
stressed that differences between high and
low inequality growth trajectories within
countries have enormous impacts on incomes
of the bottom half of the global population.

The remainder of Part V was dedicated to a
discussion of key policy issues that should be
brought back to the center of the political
agenda to tackle inequality. We certainly do
not claim to have ready-made solutions toris-
ing inequality within all countries. We believe,
however, that much more can be done in the
four key policy areas we highlight.

We first emphasized that progressive income
taxation is a proven tool to combat rising
income and wealth inequality at the top. It not
only reduces posttax inequality, it also shrinks
pretax inequality by discouraging top earners
from capturing higher shares of growth via
aggressive bargaining for higher pay. It should
be noted that tax progressivity was sharply
reduced in rich countries from the 1970s to
the mid-2000s. Since the global financial cri-
sis of 2008, however, the downward trend
has been halted and reversed in some coun-
tries. The future use of progressive taxation
remains uncertain and will depend on demo-
cratic deliberation.

Second, we argued that although tax systems
are crucial mechanisms for tackling inequality,
they also face obstacles—among them, tax
evasion. The wealth held in tax havens is cur-
rently equivalent to more than 10% of global
GDP and has increased considerably since
the 1970s. The rise of tax havens makes it
difficult to properly measure and tax wealth
and capital income in a globalized world.
Reducing financial opacity is critical to improv-
ing dataonwealth andits distribution, to fos-
tering a more informed public debate about

WORLD INEQUALITY REPORT 2018

CONCLUSION



CONCLUSION

redistribution, and to fighting tax evasion,
money laundering, and the financing of ter-
rorism. One key challenge, however, involves
recording the ownership of financial assets.
While land and real estate registries have
existed for centuries, they miss a large frac-
tion of the wealth held by households today,
aswealth increasingly takes the form of finan-
cial securities. A global financial register
recording the ownership of equities, bonds,
and other financial assets would deal a severe
blow to financial opacity.

Third, we discussed the importance of achiev-
ing more equal access to education and good
paying jobs, if the bottom half of the popula-
tionisto escape the trap of stagnating or slug-
gish income growth rates. Recent research
shows the enormous gaps that often exist
between public discourses about equal
opportunity and the practical realities of
unequal access to education. In the United
States, for instance, out of a hundred children
whose parents fall within the bottom 10% of
income earners, between twenty and thirty
gotocollege. That figure reaches ninety, how-
ever, among children whose parents fall
withinthe top 10% of earners. On the positive
side, research shows that elite colleges in the
United States are able to improve openness
to students from poor backgrounds without
compromising their outcomes. Whether a
country is rich or emerging, it might have to
set transparent and verifiable objectives—
while also making changes in financing and
admissions systems—to equalize access to
education. Democratic access to education
can achieve much, but unless there are also
mechanisms to provide people at the bottom
of the distribution with access to good paying
jobs, investments in education cannot do
enough to tackle inequality. Better represen-
tation of workers in corporate governance
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bodies and boosts in minimum wages are
important tools to achieve this.

Finally, we stressed the need for govern-
ments to invest more in the future, both to
address current income and wealth inequality
levels and to prevent further increases. This
is particularly difficult given that govern-
ments have become poor and heavily
indebted in rich countries over the past
decades. Reducing public debt is by no means
an easy task, but several options exist for
accomplishing it (including taxation, debt
relief, and inflation), all of which have been
used across history. Finding the proper com-
bination of solutions will require serious pub-
lic debate, which must be grounded in sound
economic, social, and historical analysis.

To conclude, we must repeat that current
knowledge of global income and wealth
inequality remains limited and unsatisfactory.
Much more data collection work lies ahead of
us to expand the geographical coverage of our
inequality data, as well as to provide more
systematic representations of pre- and post-
taxincome and wealth inequality. WID.world,
the World Inequality Lab, and their partner
institutions are committed to pursuing these
efforts in the coming years.

The WID.world database is currently being
expanded to increase its coverage of emerg-
ing countries in Asia (in particular, Malaysia
and Indonesia), Africa (for instance, in South
Africa), and Latin America (Chile and Mexico,
among others).

We are also currently working towards better
integration of natural capital in national
wealth estimates, as the importance of envi-
ronmental degradation as a dimension of
inequality continues to grow.



More gender inequality data are also being
integrated to WID.world and we are develop-
ing estimates of inequality at the regional
(subnational) level, with the aim of further
reducing the gap between individuals’ percep-
tions of inequality and what economic statis-
tics are able to measure. Indeed, WID.world
is just one stepinalong, cumulative research
process.

We welcome efforts made by other institu-
tions and researchers to take part in this col-
lective endeavor. And we very much hope
that, together with all interested actors and
citizens, we will continue making progress
toward financial transparency and economic
democracy in the years to come.
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In order to improve the ease of reading of the World Inequality Report, we have
not included all technical details in the main body of the text.

However, interested readers are warmly invited to visit the Report’s dedicated
website (wir2018.wid.world) for methodological details on how estimations
were constructed. In our efforts to be as transparent as possible, the website
hosts all the methodological documents, country technical papers, raw data
sources and computer codes used for the production of the series presented in
the World Inequality Report.

In particular, for detailed technical notes on each of the graphs presented in
the report, users should refer to the document: “World Inequality Report 2018
Technical Notes” (WID.world Technical Notes 2017/7). This document at times
redirects readers towards other working papers or scientific articles where
more exhaustive information can be ascertained.

The online publication of these documents is essential in our view to increase
the level of transparency and reproducibility of global inequality data. We
would encourage as many people as possible to view the site, make their own
estimations, and discover ways in which our data can be improved and what
alternative assumptions would be made in order to do so.

Below is a limited selection of Appendix graphs, that we refer to earlier in
the World Inequality Report. Figures Al to A3 show alternative methods to
represent our main results on global income inequality dynamics. Figure A4
focuses on income inequality dynamics in India and China and provides an
example of the types of additional graphs which can be obtained on
wir2018.wid.world.
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APPENDIX

In this representation of global income inequality dynamics discussed in Chapter 2.1,
we scale the horizontal axis by population size, meaning that the distance between
different points on the x-axis is proportional to the size of the population of the corre-
sponding income group. (See Box 2.1.1)

Total income growth by percentile across all world regions, 1980-2016: Scaled by population
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

This graph is scaled by population size, meaning that the distance between different points on the x-axis is proportional to the size of the population of the corre-
sponding income group. The income group pOp1 (lowest percentile), for instance, occupies 1% of the size of the x-axis. On the horizontal axis, the world population is
divided into a hundred groups of equal population size and sorted in ascending order from left to right, according to each group's income level. The Top 1% group is
divided into ten groups, the richest of these groups is also divided into ten groups, and the very top group is again divided into ten groups of equal population size.
The vertical axis shows the total income growth of an average individual in each group between 1980 and 2016. For percentile group p99p99.1 (the poorest 10%
among the richest 1% of global earners), growth was 74% between 1980 and 2016. The Top 1% of income earners captured 27% of total growth over this period.
Income estimates account for differences in the cost of living between countries. Values are net of inflation.
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In this representation of global income inequality dynamics discussed in Chapter 2.1,
we scale the horizontal axis by the share of growth captured by income group, meaning
that the distance between different points on the x-axis is proportional to the share of
growth captured by the corresponding income group. (See Box 2.1.1)

Figure A2
Total income growth by percentile across all world regions, 1980-2016: Scaled by share of
growth captured
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

This graph is scaled by the share of growth captured by income group, meaning that the distance between different points on the x-axis is proportional to the share of
growth captured by the corresponding income group. The top 0.001% (p99.999p100), for instance, captured 3.6% of total growth. Therefore, the distance between
p99.999 and p100 (the last two points of this graph) corresponds to 3.6% of the total size of the x-axis. On the horizontal axis, the world population is divided into a
hundred groups of equal population size and sorted in ascending order from left to right, according to each group's income level. The Top 1% group is divided into ten
groups, the richest of these groups is also divided into ten groups, and the very top group is again divided into ten groups of equal population size. The vertical axis
shows the total income growth of an average individual in each group between 1980 and 2016. For percentile group p99p%9.1 (the poorest 10% among the richest
1% of global earners), growth was 74% between 1980 and 2016. The Top 1% of income earners captured 27% of total growth over this period. Income estimates
account for differences in the cost of living between countries. Values are net of inflation.
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In this representation of global income inequality dynamics discussed in Chapter 2.1,
we adopt a combination of the scaling methods used in Figure A1 and Figure A2 so as to
better visualize global inequality dynamics throughout the entire distribution.

(See Box 2.1.1)

Total income growth by percentile, 1980-2016: Brazil, China, India, Europe, Middle-East, Russia,
US-Canada
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

On the horizontal axis, the world population is divided into a hundred groups of equal population size and sorted in ascending order from left to right, according to
each group's income level. The Top 1% group is divided into ten groups, the richest of these groups is also divided into ten groups, and the very top group is again
divided into ten groups of equal population size. The vertical axis shows the total income growth of an average individual in each group between 1980 and 2016. For
percentile group p99p%9.1 (the poorest 10% among the richest 1% of global earners), growth was 83% between 1980 and 2016. Income estimates account for
differences in the cost of living between countries. Values are net of inflation.
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APPENDIX

This graph shows the evolution of top 1% and bottom 50% income shares in India and
China. It is an example of the additional graphs which can be produced online on wid.
world and which are discussed in the various methodological documents referred to in
the report.

Top 1% vs. Bottom 50% income shares in China and India, 1980-2015
China
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 2015, the Top 1% national income share was 13.9% in China.

India
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.
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