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This slideshow should not be reported as representing the views of the European Central
Bank (ECB). The views expressed are those of the author and do not necessarily reflect
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Why are long time series of wealth inequality important

the public cares about inequality so economists should provide transparent measures
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the public cares about inequality so economists should provide transparent measures

Representative agent model is misleading:
1) Pareto principle = a limited fraction of the population controls a substantial
fraction of economic resources and pays most of the taxes
2) Political and economic institutions are closely linked with distribution questions in
society
3) major historical events are related to (caused by ?) wealth inequality: French
Revolution 1789-1799

to understand link between growth and inequality you need long time series

long time series on wealth inequality are rare
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This paper makes an important contribution to the wealth literature

very detailed wealth distribution estimates for France for a long period (1800 to 2014)

it contains a wealth of information: top shares, bottom shares, age and gender splits,
asset category shares

The authors have constructed the best source of data to study wealth dynamics in
France
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Other contributions of this paper

Shows how to combine multiple sources of data to ”reconstruct” the wealth
distribution

period 1800-1970: estate multiplier method: wealth at death

period 1970-2014: mixed capitalization method: income capitalization method
(individual tax returns) + survey based method

this allows: age, gender and asset splits
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A few thoughts on the future of wealth measurement

estate multiplier method: is becoming less precise (death later in life plus predictable,
estate planning)

Philip Vermeulen Discussion 14-15/December/2017 6 / 12



A few thoughts on the future of wealth measurement

estate multiplier method: is becoming less precise (death later in life plus predictable,
estate planning)

income capitalization method: the returns on wealth are not identical across
individuals.
evidence Lundberg and Waldenström (2016): ”goodness-of-fit varies tremendously

across assets” e.g. interest free bank accounts, non-dividend paying corporations

Philip Vermeulen Discussion 14-15/December/2017 6 / 12



A few thoughts on the future of wealth measurement

estate multiplier method: is becoming less precise (death later in life plus predictable,
estate planning)

income capitalization method: the returns on wealth are not identical across
individuals.
evidence Lundberg and Waldenström (2016): ”goodness-of-fit varies tremendously

across assets” e.g. interest free bank accounts, non-dividend paying corporations

wealth tax: only for a small fraction of the population + non-existent in many
countries + are being abolished (even in France)

Philip Vermeulen Discussion 14-15/December/2017 6 / 12



A few thoughts on the future of wealth measurement

estate multiplier method: is becoming less precise (death later in life plus predictable,
estate planning)

income capitalization method: the returns on wealth are not identical across
individuals.
evidence Lundberg and Waldenström (2016): ”goodness-of-fit varies tremendously

across assets” e.g. interest free bank accounts, non-dividend paying corporations

wealth tax: only for a small fraction of the population + non-existent in many
countries + are being abolished (even in France)

register data: only few countries (but uncertain what future brings)

Philip Vermeulen Discussion 14-15/December/2017 6 / 12



A few thoughts on the future of wealth measurement

estate multiplier method: is becoming less precise (death later in life plus predictable,
estate planning)

income capitalization method: the returns on wealth are not identical across
individuals.
evidence Lundberg and Waldenström (2016): ”goodness-of-fit varies tremendously

across assets” e.g. interest free bank accounts, non-dividend paying corporations

wealth tax: only for a small fraction of the population + non-existent in many
countries + are being abolished (even in France)

register data: only few countries (but uncertain what future brings)

survey-based: promising if we can solve the problems of underreporting + missing tail
(rich lists)

Philip Vermeulen Discussion 14-15/December/2017 6 / 12



A few thoughts on the future of wealth measurement

estate multiplier method: is becoming less precise (death later in life plus predictable,
estate planning)

income capitalization method: the returns on wealth are not identical across
individuals.
evidence Lundberg and Waldenström (2016): ”goodness-of-fit varies tremendously

across assets” e.g. interest free bank accounts, non-dividend paying corporations

wealth tax: only for a small fraction of the population + non-existent in many
countries + are being abolished (even in France)

register data: only few countries (but uncertain what future brings)

survey-based: promising if we can solve the problems of underreporting + missing tail
(rich lists)

I agree with the authors: combining the different methods
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An explanation of the wealth inequality evolution

W(t+1)=(1+q)(W(t)+s(Y+rW))

the role of three factors: unequal savings rates s , rates of return r , labor earnings Y

main takeaway: small changes in parameters over a long time have big effects on
wealth inequality
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An explanation of the wealth inequality evolution

W(t+1)=(1+q)(W(t)+s(Y+rW))

the role of three factors: unequal savings rates s , rates of return r , labor earnings Y

main takeaway: small changes in parameters over a long time have big effects on
wealth inequality

But this model is highly stylized. These are all market factors.

What are the equilibrating forces?

What is the role of taxes: labor income taxes, capital income taxes, inheritance and
wealth taxes?

Political process: Institutions ’react’ to inequality so steady state is never reached.
But differences across countries are likely.
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Income and wealth inequality across countries
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Income and wealth inequality across countries

Table: Change in Income and Wealth Top 1 shares

Income Wealth
1920-1980 Since 1980 1920-1980 Since 1980

US -7.8 9.5 -12.1 15.0
FR -11.9 2.6 -33.3 6.2
AU -7.1 4.5 -24.1 4.1
SE -9.4 4.6 -34.5 1.8
GB -13.1 7.6 -38.6 1.1
CH -1.6 2.2 -3.5 1.1

Source: Word Wealth and Income Database
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Income and wealth inequality across countries: some puzzles

Why did wealth inequality in the US drop much less than in other countries (FR,
UK, AU, SE) in 1920-1980 period?
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Income and wealth inequality across countries: some puzzles

Why did wealth inequality in the US drop much less than in other countries (FR,
UK, AU, SE) in 1920-1980 period?

Why is US wealth inequality rising so much more than in other countries since 1980?
15pp versus 6.2 pp in France and only 1.1 pp in UK? Rising income inequality seems
only part of the story.

Why is French wealth inequality rising so much more (6.2 pp) than wealth inequality
in the UK (1.1pp) since 1980? Note income inequality rises more in the UK 7.6 pp
versus 2.6 pp in France (and France has a wealth tax!)

Philip Vermeulen Discussion 14-15/December/2017 10 / 12



Ingredient list to model wealth inequality

OLG model with finitely lived heterogeneous agents

match the income distribution

idiosyncratic income risk

inheritance + inheritance taxation

progressive taxation of income

risky entrepreneurs with high-return-high risk (to explain the top wealth shares)

different discount rates, rates of return on capital, saving rates

What do we want to match: steady state level of wealth or historical evolution?
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Conclusion

The paper makes an important contribution to the wealth literature
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Conclusion

The paper makes an important contribution to the wealth literature

Two questions going forward:

What explains the historical evolution of inequality?

How does inequality interact with the economy? (growth, risk taking, capital
accumulation, consumption, financial stability, monetary policy, fiscal policy, political
developments, ...)
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