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Abstract

In this paper we compare the level, composition distkibution of household wealth in five
industrial countries: the UK, US, ltaly, FinlanddaBweden. We exploit the harmonized data
within the Luxembourg Wealth Study, which we haxeeaded to allow us to examine trends in
the UK and the US between the mid-1990s and the2®ids. Remaining differences between
surveys, variable definitions and coverage areligigted to the extent that they impact on cross-
country comparisons. We find that the Nordic caesthave lower average wealth holdings,
smaller absolute gaps between low wealth and higdittv households but high relative measures
of wealth inequality. Italian households hold vétife debt and are much more likely to own
their homes outright, leading to relatively highdiza levels of wealth. In contrast American
households tend to hold much more housing debt imedl retirement. Increases in owner
occupation and house prices 2000-05 in the UK bkdstd substantial increases in wealth,
particularly median wealth holdings and this had te falls in relative measures of wealth
inequality such as the Gini coefficient even thoadpsolute gaps between high and low wealth
households have grown substantially. We showttiexe are underlying country differences in
terms of distributions of age, household compasjteducational attainment and income as well
as wealth and debt portfolios. Educational loamsiacreasing in their size and prevalence in
some countries and look set to create some marikiededices in the distribution of wealth for
different age cohorts.
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1. Introduction

Inequality in wealth is considerably higher thaadnalities in individual earnings or
household income but has received much less aiteatitil relatively recently, due in
part to the lack of good quality comparative tineeiess data. Concentration on
inequalities in financial flows whilst ignoring igaality in the stock of wealth provides
only a partial picture of the distribution of peejsl financial health. Not only is wealth
more unequally distributed than income but it sodlighly concentrated among the
wealthiest households giving rise to a skewedibigion. This poses particular
problems and challenges in the collection of repmestive data and the measurement of
inequality.

While household income and individual earnings mtewnformation on the current
standard of living enjoyed by individuals and tleaiseholds in which they live,
household wealth provides additional informatioftecting past financial well-being (to
the extent that savings represents the excessaii@ over expenditure) and an
indication of future financial health. This makae study of wealth particularly
interesting because wealth represents the cumeleffect of historical inequalities (in
earnings, income, inheritance) and has a roleivingy future inequalities, through the
ability to invest in education and skills, housibgsiness enterprise, retirement income
and bequests.

This paper provides a description of the distritmutdf private household wealth in five
countries — the United Kingdom, the United Staliady, Finland and Sweden. We
examine in detail the relationship between weattlling and demographic
characteristics, looking at how these charactessthape the distribution of wealth and
help to explain differences between countries. @k&amine the different components of
wealth including various forms of debt. Where [ploles we compare the evolution of
intra-country wealth holdings over time. The olips of this paper are to gain a better
understanding of cross country differences in tls&itdution of household wealth,
variation in demographic and economic factors timaterlie these differences and how
survey design, variable definitions and coveragerdaute to measures of wealth and
wealth inequality. The analysis presented in pliger forms the foundation for a further
two more analytical papers that explore the roldeshography in explaining differences
in the distribution of wealth across countries (@wKaragiannaki and McKnight,
2012a) and between countries (UK and US) over {Dmavell, Karagiannaki and
McKnight, 2012b).

Comparisons of wealth holdings and their distribatacross countries have been greatly
enhanced through the availability of harmonizecadathe Luxembourg Wealth Stugly
although still below the reliability and quality mfternational income data series. We
use micro data from this database to compare #ighdition of household wealth in the
five countries. Itis known that average wealtldirgs and wealth inequality vary
between these countries (Sierminska, Brandolinismeéeding, 2006; Klevmarken,
2006; Jantti, 2006).

! Available through the LIS datacentre http://www.lisdatacenter.org/
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Our selection of countries was motivated by anrégein understanding how the
distribution of wealth varies between countrieswdifferent structures of public wealth
holdings, demographic profiles and cultural att#siio wealth and debt. In terms of
public wealth holdings we are interested in undarding differences in State provision
that affect the incentive for individuals to holddsaccumulate assets. For example, in
the coverage and generosity of the welfare staterms of health care, education,
housing, unemployment insurance, pensions, etcoumtries with more generous and
inclusive welfare state provision there will notyhe less incentive to accumulate
private wealth holdings but as these serviceswarédd through taxation this will reduce
personal income, as taxation represents a forrorapalsory saving, and therefore the
ability to accumulate personal financial assetsis Tould lead to a distribution of wealth
that is not be as closely aligned to a qualityifefthat it would appear to afford,
compared with countries where the State plays artass significant role. The five
countries included in this study provide some ie$&ing contrasts in terms of culture,
household demographics and welfare state provision.

There are many reasons why individuals save anghadate assets, and why they
borrow and go into debt. Economic theory provideseful starting point for thinking
about why individuals and families choose to acclateuand hold financial assets and
why we would expect to find an unequal distributiomelation to individual and
household demographics within and between count@gstematic disparities between
levels of current income and current expenditurer dre lifecycle informed the lifecycle
hypothesis (Modigliani and Brumberg, 1954) andghemanent income hypothesis
(Friedman, 1957). The concept behind these mahelgshe empirical observation that in
part motivated them is that people choose to smomtsumption over time. These
theories state that through saving and dissavidigioiuals/households consume on the
basis of their permanent income rather than theireat income. While imperfect capital
markets and imperfect foresight may prevent indigld from achieving this precisely,
the general pattern of income, expenditure anchgaus believed to be consistent with
these hypotheses. The lifecycle model predictsitisividuals/households will borrow
during the early years of adult life to fund invasnts, for example in human capital and
housing, then gradually accumulate wealth untitegtent from when wealth is drawn
down to fund retirement income and eventually anyplsis is bequeathed to the next
generation. This influence of the lifecycle on We&oldings means that average wealth
and inequality in wealth is likely to vary acrossiatries depending on differences in the
age profile of households: for example, betweemtraes with ageing populations and
those with relatively youthful populations or beemecountries with different cultural
factors affecting the timing of household formatamd the composition of households.
The lifecycle dimension of savings and asset hglsliplays an important role in
understanding the distribution of wealth, bothamis of the gross value of assets and the
portfolio of assets held. In addition, the extenivhich households accumulate assets,
for a given level of disposable income, is affedbgctultural factors, tastes and
preferences and the economic cycle.

However, disentangling these factors empiricalgadly defined age-wealth profiles may
simply reflect population (or household) heteroggnather than life-cycle factors.



The main routes through which individuals acquind accumulate wealth are saving
from current income, inheritance, inter-vivo trarsfand entrepreneurial activity. The
wealth can be held in cash, invested in a rangawahg and investment financial
vehicles, invested in the financial markets, ingdsh real estate or invested in valuables
and collectibles Financial assets can also generate income,tinees in housing
reduces long-run housing costs and changing agsesgan generate capital gains.

The comparative data we have available only coxigage wealth holdings; we do not
include the limited information on pension assetd &@e chose to exclude business
equity which is not available for most countriesluded in our analysis. We use a
concept of wealth known as net worth which is dedias the value of total financial and
housing assets, including cash, minus all liakgitiffinancial and housing). See
Sierminska (2005) for more information on how nerth is defined and operationalized
in the LWS.

In the analysis we distinguish between two typesedlth — financial wealth and
housing wealth. Housing wealth is usually the éatgasset held by households. There
are cross-country differences in home ownershigsrahd within country differences in
homeownership across the income distribution whiehin part influenced by housing
policies (Norris and Winston, 2012a/2012b). Thidudes government support in the
rental and owner-occupied housing sectors whicliddoe in the form of direct provision
of housing in the social rental sector, regulabbboth sectors, amongst others.

Tenure patterns in Western Europe have changechtbdsince the 1980s towards
homeownership as the norm but with elements ofrdesgce particularly in terms of
mortgage indebtedness, inequality in affordabditygl housing quality between Northern
and Southern EU15 countries (Norris and Winstoi220and 2012b)

Financial wealth is typically less equally distributed than housimggalth with a much
greater concentration of dirédinancial asset holding among households at thefdhe
income/wealth distributions. Cash savings andstiments tend to be more equally
distributed but stocks and bonds are disproportenaeld by wealthier households.

On the other side of the balance sheet, individcatsborrow from financial institutions,
family or friends. Access to credit has changeerdwne, generally increasing, but there
remain cross-country differences in attitudes @alitrand access to credit. The ‘real’
value of debts can vary over time depending omiith rates and the value of debt
repayment is also affected by interest rates. Ws assets, we identify two main types of
debt: housing debt and total financial debt inahgdeducational loans. Typically
borrowing to finance house purchase and to fin@ateation occur relatively early in
individuals’ lives and are paid back gradually.miany countries the finance of higher
education over the last 30 years has seen a signifshift away from the State (from
general taxation) to being increasingly borne nilduals and their families. The major
difference between housing and education loans wbasidering the measurement of

? Due to issues related to data availability we don’t consider the value of consumer durables, valuables or
collectibles in this study.
* Here we do not consider indirect financial asset holdings in pension funds etc.
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wealth and its distribution is that housing debtsaffset by housing assets (apart from
the exceptional cases where negative equity exigtd¢ educational investment
generates a stream of income that can be usedé&vaje wealth and therefore has a very
different dynamic.

In this paper we contrast average wealth holdimgsthe distribution of wealth in the

UK, US, Italy, Finland and Sweden. We look in dedtademographic differences, asset-
ownership rates and differences in age-wealth leofor different asset types. We
examine wealth inequality within age groups anddifferences in educational loans,
and their evolution. Finally we examine the re&aship between income and wealth.

2. Data

We draw our data from the Luxembourg Wealth Stud¥$) made available through

the LIS datacentre. International wealth datawdr&om national surveys and in some
cases administrative sources, held in this datdiase been harmonized as much as
possible to allow for meaningful comparisons betweeuntries. While a lot of effort

has been put into this process it needs to be nesed) that differences remain both in the
way data have been collected, variable definitems availability, coverage, coding and
imputation which affects comparisons between ceem#ind within countries over time.
In this section we provide a description of therdoyidatasets utilised in this study. The
LWS currently covers twelve countrfesom which we have selected our sample of five
(United Kingdom, United States, Italy, Finland éweden).

The UK data are drawn from the British Householdd?&urvey (BHPS) carried out by
the Institute for Economic and Social Researclwal designed to be representative of
the British population rather than the UK, althowghooster sample for Northern Ireland
is available from 2001. This annual survey hakwetd a random sample of households
since 1991. The original 1991 responding samplereal 5,050 households containing
9,092 adults. There have been a number of additmthe initial sample, booster
samples etc., and in 2011 the BHPS was been sdeerby Understanding Society.
Since 1991 some households/household members kanddst due to attritiGrand

where younger original household members formeid tven households or where
original households have split, these additionaisetiolds and household members have
become part of the sample in their own right. $ample we utilise are all members of
the original sample of responding households. iStie information on financial assets
is collected in the BHPS every five years. Whesegible all adult household members
are individually interviewed. Where this is notspible information from a proxy is
permitted. Currently the LWS only includes one wa¥ the BHPS for 2000. We have
undertaken our own harmonization of the wealthrmiation in the BHPS and
supplemented the 2000 wave with 1995 and 2005catera time series. We present
some summary statistics for 2000 that show our barmation leads to very similar point
estimates to the LWS data but some differencesirenWe believe that this is due to
slight differences in imputation.

4Austria, Canada, Cyprus, Finland, Germany, Italy, Japan, Luxembourg, Norway, Sweden, United Kingdom

and the United States.

> This may be non-response to a single annual survey or long-term and even permanent non-participation.
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For the US we use data from two surveys: the Suov€onsumer Finances (SCF) and
the Panel Study of Income Dynamics (PSID). The &&ponsored by the US Federal
Reserve Board in association with the US Departroktite Treasury. The survey

covers around 4,500 families, collecting informatan income and wealth. A booster
sample, chosen on the basis of information condaiiméax returns, is selected to
disproportionately sample wealthy famifiesResponse rates are lower for this booster
sample than for the main sample. The Panel Stbthcome Dynamics has been run by
the University of Michigan since 1968. The oridisample of 5,000 US families

(18,000 individuals) consisted of a nationally egntative sample and a second sample
of lower income families. These original familiezve been followed, with relatively

low attrition rates, and where original family mesndform new households these
households become part of the study. In addittonesbooster samples have been added
(such as the Latino and immigrant samples). Dutstdesign the SCF has better
coverage, particularly in terms of top wealth hoddevhile the coverage of the PSID is
more similar to the other surveys included in gtigly so we have included both in our
analysis. In the LWS information is available fréine PSID for 2001 and for the SCF
2001, 2004 and 2007 As part of the funding that supported this projen collaboration
with the LIS datacentre, we extended the SCF sbyieglding harmonized data from the
1995 and 1998 surveys

For Italy, data from the Survey of Households Inecand Wealth (SHIW) is used. This
survey is conducted by Banca D’ltalia and begaimén1960s. The original survey was
designed to collect information on the incomes sanngs of Italian households. It has
since been extended to include wealth and othercéspf households’ economic and
financial behaviour. The sample has a combinatfaross-sectional and panel members
drawn from registry office records, and the surigegonducted on a biennial basis. In
2004 the survey covered 8,012 households contaitlitig81 individuals, 3,604 of these
households had previously been interviewed. Thesdloold head is interviewed,
providing information for all household membersheTlLWS currently holds SHIW
harmonised data for 2002 and 2004.

For Finland the Household Wealth Survey (HWS) camabiinformation from interviews
(assets, liabilities and inheritances along withdehold demographics) with that
contained in administrative databases (most ofrtb@me data). Dwellings are priced at
market value according to house price statistinformation in LWS is currently
available for 1994 (5,000 households) and 1998)CHtbuseholds) and is limited to
private households permanently resident in Finf@ed excluding immigrant
households). The wealth data have been collesied tace-to-face interviews with the
sampled household member who provides informatiowealth for the whole
household.

® The wealthiest 400 families, defined by Forbes magazine, are excluded from this sample.
’ Here we use the convention of labelling SCF and PSID surveys according to the convention adopted by
their depositors which refers to the year in which the survey took place. LIS/LWS use the convention of
labelling the surveys in relation to the year in which the income data relates to (ie the previous
calendar/financial year) but our focus is on wealth for which data is collected in the year of the survey.
The PSID interviews take place between March and November and SCF interviews take place between
May and December.
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The Swedish data are drawn from the HINK/HEK popaftasample produced by
Statistics Sweden, combined with interview survatacand administrative records. The
annual survey of household finances (HEK) is based sample of Sweden’s
population. Data are collected partly by telephiomerviews. Household composition is
established during these interviews. The compositi households not responding to
this interview is established using register d&d& assessments and population
registration). However, the weakness with thishuoétis that only parent/child
relationships can be established. This meansrttiatiduals who are cohabiting but are
not married and don’t have/or haven't had childi@gether, and do not respond to the
interview (around 30 per cent), are consideredisinghis leads to an overestimate of
single persons and single parent households. @egaoperty ownership and value are
taken from tax records and real estate price isdigestimated values for individual
tenant-owned apartments is less straightforwardaa@dypically computed on the basis
of average values of transferring prices for selthht-owned dwellings, submitted by
housing co-operatives in a particular location @epng on data availability this may be
parish, municipality or even county level). Theality of information on the value of
tenant-owned dwellings is questionable due tort@ecision of this method and the fact
that no information is available on the size of tiwgs and therefore the average value
of sold dwellings may or may not be representaipagticularly where few properties are
sold (Statistics Sweden, 2006). In the 2002 LW&sk information is available for
18,000 households containing 41,000 individualss & stratified random sample drawn
from the total population register.

3. Definitions

Wealth holdings are typically computed at the hbogelevel by summing all wealth

(and debt) holdings across all members of a houdehtouseholds are then often
described in terms of the characteristics of thesbbold head. Normally, no
equivalisation is made for household size or contipos This contrasts with earnings
statistics which are usually presented (as theyai® on an individual basis and income
which is typically expressed at a household lenel @quivalised using a variety of scales
that adjust for ‘need’ based on household sizecamaposition to facilitate comparison

on a like-for-like basis. There is no consensusvbather or how household wealth
holdings should be equivalised. In our analysisuse unadjusted measures of household
wealth.

The outcome of using raw household wealth dathashouseholds are clearly not equal
in their ability to accumulate wealth or their ‘meéor wealth holdings. Households with
more adult members are likely to have higher wetléim households with fewer adults
and, arguably, larger households wealth needsrestey. Through using household
level wealth measures there is an underlying assamghat this provides a good
description of the wealth status of household memaed against other alternatives this
may well be the most realistic. However, it shdoddborne in mind that wealth
ownership within a household can take various fonils some assets personally owned
by individual members and some jointly owned betweeusehold members. Some
assets may be jointly owned with other family merslze individuals who are not
household members. Similarly some debts may heedeas personal (such as credit
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card debt, personal loans, bank overdrafts, etdgwihers are more likely to be joint
(mortgage debt). As an example of the compleXiipiwa household asset ownership,
legal ownership of household assets is frequenthyested upon divorce/separation and
settlements vary across different jurisdictions.

A further problem relates to differences in coniem for defining a household. A
household can be defined as all individuals regitligether who share living facilities,
who are related, maybe eat together and who migirtesexpenses. The UK (BHPS)
defines a household as a group of people who sitiy@yogether. This can include
extended family members and even lodgers. In B€R5ID) a household (family unit)
is defined as a group of people who live togetises &amily, generally related by blood,
marriage, or adoption or living together on a perem basis and share both income and
expenses. In the US (SCF) a slightly differentrdébn is used, referred to as a Primary
Economic Unity (PEU). In this survey a househaldeéfined as a couple (married or
living as partners) or an individual and everyolse @vho is financially dependent on that
individual or couple and/or share expenses. Iy (GHIW) a household is defined as all
persons who normally live together related by blaudrriage or affection and who share
finances. In Finland (HWS) the household is defiae all persons living together who
have total or partial food economy or are otherggending their money together.

While these four countries vary in the extent tachitthe definition of a household
involves sharing expenses and resources they aagllgrcomparable. The definition of
a household in Sweden (HEK) is somewhat differé@ue to the fact that the sample is
drawn from administrative registers which are tgflicbased on tax units the definition
of a household is not the same as that conventjoaséd in social surveys. The Family
Unit definition in HEK classifies children over tlage of 18 who reside with their
parents as a separate family unit (household). RT® (total population register)
definition of a family unit includes all individualwith family ties that are registered at
the same address, but cohabiting couples withqertient children are classified as two
separate family units (no doubt a reflection ofrthex status). It is our understanding
that the household definition used in the LWS Swlediata is based on the
Housekeeping Unit. The Housekeeping Unit inclualesdividuals living at the same
property who have common “housekeeping”. Childxgad 20 or older, and still living

at home with their parents, are also included enltbusekeeping unit. However we
understand that for those not responding to tlepleine interview (around 30 per cent),
individuals who are cohabiting but are not maroedas noted above, do not have/have
not had children together, are considered singjl@s has an impact on measures of
wealth and its distribution across households aaklew it difficult to compare Sweden in
a consistent way.

In this paper we follow the convention of computmgalth holdings at the household
level and the classification of households is d&fiby the characteristics of the
household head. In addition to the definition dioaisehold, there are differences in how
household heads are defined in the different sgtvédty the UK (BHPS) the household
head is the person legally or financially respolesfibr the accommodation, or the older
of the two people equally responsible. In the BSID/SCF) the household head is the
male in a married or couple family or the olderividual in the case of a same-sex
couple and the single individual where there isntbre couple. In Italy (SHIW) the
household head is the major income earner. IraRth(HWS) the principal rule,
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although there are some exceptions, is that thedimld head is the person with the
highest income. In Sweden (HEK) the main incomaesais designated as the
household head, except where a household membéubagess income as a major
source of income. In households where there isanned income the oldest member is
designated household head. So the main differleetveeen these five countries is the
fact that households in the US are more likelyadbaded by a male, as the person
legally or financially responsible for the accomratidn is highly likely to be the highest
earner.

Cultural differences in household composition ai a®definitions imposed by survey
administration may affect the extent to which tharacteristics of the household head
are a good characterisation of the household.ekample, differences in the incidence
of multi generation households will affect the ext® which different age heads
represent different generations or even pointharitecycle. Differences and changes
over time in the average family size (number ofdrien) will affect, among other things,
the extent to which previous generations wealtoiscentrated or dispersed. The extent
to which students reside with their parents rathan forming their own households will
affect the incidence of educational loans in hookEhwhere the long term liability for
these loans will not fall. Changes in life expactawill affect the age at which the next
generation will inherit and cultural differencestlve practice of inheritance
(concentration and dispersal of wealth) and therexb which wealth is left to children,
grandchildren or more widely. Inheritance tax rule also have an impact.

The main measure of wealth used in this paper estimate of net worth. Net worth is
defined as the sum of total financial assets letsd hon-housing debts and total housing
assets less housing debt. This measure of nehwrdudes estimates of business assets
and debts, life insurance and pension assets, @athlds or collectibles.

Financial assets are the sum of monies held in current accoun{spsieand
savings accounts, bonds, stocks, mutual funds teat mvestment funds.

Non-housing debt is the sum of vehicle loans, total instalment deledit cards
etc.), educational loans, loans from financialitnibns, informal debt.

Housing assets are the total value of the principal residence iamdstment real
estate. This can be estimated by the survey regmbifas in the UK) or
computed from tax records and house price indiaesn(Sweden).

Housing debt is principal residence outstanding mortgage, pther property
outstanding mortgage loans and other home secetsd d

A number of differences between the definition®asrcountries are worth highlighting.
In the UK (BHPS) information is not collected orethalue of cash held in current
accounts (sometimes known as checking accounts.irfiplication is that for the UK
there will be a lower estimate of money held infibren of cash savings. This is most
likely to have an impact on estimates at the logvet of the wealth distribution. Prior to
2000 there is no information in the UK on educadidnans or bank overdrafts. The
omission of educational loans is likely to haveegligible effect because although they
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were introduced in 1990 only a minority of houselsdheld them even in 2000 (more on
this below). In the UK business property assetsotbe distinguished from housing
property investment.

Savings accounts in Sweden are only recorded ifhtlkeeest earned on the account was
above 100 SEK per annum (equivalent to about 10 Eu2002). Given that the interest
rate was approximately 3.75% in 2002 this impliest iccounts with less than around
270 Euro were excluded. This will lead to an uedémate of cash savings in Sweden,
most likely affecting the lower end of the wealibtdbution. Also in Sweden we
understand that there may be errors in the calounlaf housing assets and debts for
households living in tenant-owned dwellings (owtirmbove). In addition we are aware
that debts are likely to be captured with greatieacy, since interest paid on debts leads
to tax deduction and therefore there is a greatamtive to accurately report debt than to
report assets. In the Swedish data it is our wtaeding that business debt cannot be
separately identified and is included with finahead housing debt. This will lead to an
overestimate of debt in Sweden in a comparativeesen

4. Household wealth and its distribution within and across countries

In this paper we use a number of different measamesmethods to compare wealth
across countries and over different time periode @enkins, 1990 for a discussion of
some of the issues in relation to the measurenfemealth and its distribution). Average
levels of wealth are described using the mean agalan which given the highly skewed
nature of the distribution of wealth tend to divetg a much greater extent than is
observed for individual earnings or household ineore also look at the value of
wealth, and its components, at different percepidimts of the distribution.

For inequality measures we have a more limitedaghof measures than for say earnings
or income as net wealth can legitimately take vakross the full real number line. Not
all inequality measures can deal with zero or negatalues. However, both the Gini
coefficient and the General Entropy measure?], are defined and we adopt these two
inequality indices in our analysis. In some cagesneasure inequality in terms of
percentile ratios but avoid percentiles towardddlesr end of the distribution as
percentile ratios are not defined over zero anchineg values.

Where inequality is being measured over a varialblieh only takes positive values, for
example earnings, the Gini coefficient is boundgddro and one: wherero denotes
complete equality where all members of a populatola equal shares of the variable of
interest andne indicates the situation where one member of a fadipa has everything.
As noted above the Gini coefficient is also defiogdr zero and negative values and
under these circumstances it is not limited touhié interval. To understand how it
behaves in general, notice that, for a vectar observationsx, ..., X,), we can write

the Gini coefficient as

A
G="=
U
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whereA is the so-called absolute Gini, defined as

andp is the mean:

It is clear that the absolute GiAicould itself be used as an inequality measuie:zéro
if there is perfect equality and is positive othisey a mean-preserving spread in the
values ofx; andx; will increaseA, whetherx; andx; are positive or negative; it is
unaffected by replications of the distribution (Bbng the population for exampl&)lt is
also clear that the conventional Gini coefficiénis positive or negative asis positive
or negative; if all the observations were negativeero therG would lie between zero
and —1; but if the mean is close to zero (becatifeeqpresence of both negative and
positivex-values) therG can become infinitely large and it may be monenilinating to
work with the absolute Gini.

Comparing the five study countries on the basimeén household net worth reveals
wide cross-country differences (Table 1). Througtlibis paper wealth values are
expressed in 2005 Euros (thousands) using the Haipurchasing power of parity to
improve comparability. Comparing countries as eltussthe year 2000 as possible, and
using data from the SCF for the US, we would rdo&kWS highest followed by Italy, the
UK, then Finland and finally Sweden. However if use the estimate of mean
household wealth derived from the PSID for the 1te8y would move to the top spot.
Mean household wealth in Sweden (and to a lesgenekinland) is considerably lower
than in the other countries, both these countrge® la generous welfare state which
affects the need for households to accumulatesagserivately fund, for example,
education, health and pensions. Klevmarken (266&s that a generous system of
public pension provision alongside relatively htglation of the return to capital, on the
stock of wealth and of gifts and bequests befoeel®00s in Sweden are seen to have
reduced the incentive to accumulate private wedhhbkentives increased from 1990 with
the deregulation of financial markets, reductionthe tax of capital incomes and
growing uncertainty of the future generosity of jieipensions, but the statistics
presented here suggest that average wealth hofdiBgyeden remained lower than many
countries. However it is important to note thdtastences in the definition of households
which result in a greater number of single headmgaholds, the inclusion of business
debt and the exclusion of some cash savings iSWedish data are likely to affect these
estimates. All countries have experienced growmegn household wealth over the time

8 However A does not have the scale independence property although it is translation invariant — it
remains constant under uniform additions to all (x1, ..., xn).
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series we have available, with a very large inaedserved in the UK between 2000
and 2005 and the US over the period 1995 to 20CE)S

Because wealth distributions are highly skewedresgs of median wealth are
considerably lower than estimates of mean wedttHtaly, Finland and the UK the
median is between one-half and two-thirds of tHeevaf the mean (in 2005 in the UK it
increases to 70 per cent) but in the US it is @mlg-quarter (one-fifth in the SCF).
Comparing mean wealth with the value of wealth tatlthe 78 percentile (P75)
demonstrates very clearly just how skewed theildigion of wealth is, with mean
wealth higher than P75 wealth in the US (SCF an@dpiScan hardly be representative
of the ‘average’ value of wealth held by households

Table 1: Mean and various percentiles of net wbytlcountry and year, thousands 2005 Euros

Mean Median P10 P25 P75 P90 P99

LWS datasets

UK 2000 119.7 64.4 -0.3 27 1534 310.4 882.1
Finland 1994 47.6 32.2 -4.5 0.3 70.7 1244  313.2
Finland 1998 66.5 41.0 -2.7 0.7 89.4 159.7 505.8
Italy 2002 163.6 104.0 0.0 159 2122 369.2 1179.6
Italy 2004 179.0 119.4 0.5 15.1 234.3 409.0 1185.7
US 1995 (SCF) 128.0 29.8 -6.0 0.0 106.4 254.6 1372.8
US 1998 (SCF) 157.9 35.4 -7.8 0.0 136.1 3145 1961.8
US 2001 (SCF) 207.0 42.4 -6.3 0.3 1556 418.4 2689.2
US 2004 (SCF) 228.6 43.4 -7.4 02 173.1 479.4 30115
US 2007 (SCF) 246.6 50.2 -9.4 0.1 189.9 483.3 3755.9
US 2001 (PSID) 154.3 39.0 -4.1 0.1 1471 360.5 1572.9
Sweden 2002 50.6 155 -13.1 -0.7 69.4 151.1 456.0
BHPS (our estimates)

UK95B 90.8 43.3 -0.2 1.5 1147 231.2 749.2
UK00B 118.3 65.0 -0.1 29 1523 3135 805.3
UKO05B 218.2 152.6 0.0 13.5 296.5 517.6 1232.3

1. Networth (NW1) is equal to the sum of net financial assets (total financial assets (TFA1) minus financial
debt (non-housing debt (NHD) in LWS wording)) and housing equity (equals to the sum of own principal
residence, investment real estate (TNF1) minus mortgage debt).

2. All monetary values are expressed in 2005 Euros (Euro 16 ppp).

Source: LWS database and BHPS waves 5, 10 and 15.

If we compare the values of net worth at the tog laottom of the net worth distributions
by looking at estimates at the tenth percentil®fRhd the ninetieth percentile (P90) we
again see some interesting differences across fiveseountrieS. With the exception of

10 per cent of households hold net worth below the value defined at the tenth percentile. Where a

number of households hold the same value of wealth (ties) we have introduced a tiny amount of random

noise to the data so that all households are identified with a unique value of wealth and therefore a

unique position in the ranked distribution. What this means is that households with the same value of

wealth can appear in different deciles where the breakpoint divides households with tied wealth holdings.
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ltaly and the UK®, households at the tenth percentile of the distidln are in debt. The
highest value of debt held at the tenth perceistifeund in Swede followed by the US
and in contrast to the other three countries theusatnof debt held in the US by
households at the tenth percentile has increasedtloe time period we observe.
Looking at the top of the distribution, estimatgdtbe value at the ninetieth percentile,
we see that in most countries the value of netiwoeld is around four times the value
held at the median. However, in the US the difieeeis much greater at around ten
times the median value. Estimates of thB pércentile (P99) show the minimum value
of wealth held by the wealthiest 1% of househokjstured by the surveys. It is striking
how much lower these values are in Sweden andrienfaarticularly in relation to the
very high values in the US. The better coverageedlthier households in the SCF
relative to the PSID is highlighted by the muchh@gP99 value recorded in the
SCF2001 (2689.2) relative to the PSID2001 (1572.9).

What is also clear from Table 1 is the considerdifference in the absolute gaps
between different points in the wealth distributtbat exists between countries and how
these have changes overtime within countries. sizeeof the absolute gaps is obviously
lower in countries with lower average wealth hogfirand have increased as average
wealth holdings increased. Comparing countriesratdhe year 2000, the gap between
the wealth holding of the median household andwséioold at the f0percentile is
highest in Italy at 104,000 (in 2005 Euros) comddme65,000 in the UK, 49,000 in the
US (SCF), 44,000 in Finland and 29,000 in SwedHEme ranking in absolute gaps
between the median household and tHE dércentile household changes to US highest
gap, followed by Italy, UK, Sweden and Finland andh the exception of Sweden and
Finland swapping position, this ranking also hdtisthe gap between the ®@ercentile
household and the Tercentile household. For the UK and the US wherdave
sufficient time series we find large increasedimgize of the absolute gaps over time.
Between 1995 and 2001 absolute gaps between tiresepercentile pairs increases
nearly two-fold but the increase in median weatthdings in the UK (1995-2000) leads
to a more than three-fold increase in the sizéefabsolute gap between the median
household and a household at th& pércentile (from 44,000 to 153,000).

More detail on the description of the distributminwealth can be found in Table 2,
which shows the concentration of wealth, for pesitralues of net worth, and the
percentage of households reporting zero or negasilkees for net worth, net financial
wealth and net housing wealth. As our data dacapture the wealthiest households,
even the SCF sample excludes members of the Fdélife@ list of the wealthiest 400
Americans), our top wealth share are likely to uedemate the true extent of wealth
concentration such as that shown by Atkinson (20@&) we noted earlier the incidence
of zeros and negative values affect our estimdtesealth inequality. Firstly if we
compare the concentration of wealth across cowtveobserve the much higher levels
of concentration in the US; about three times gh im terms of the top 1% share in
comparable years. This is found for estimatesgufie PSID as well as the SCF so is not
solely due to the greater coverage of high weaidtddrs in the SCF.

1% Our estimates of the tenth percentile in the BHPS in 2000 show negative net worth, positive in 2005.
we suspect that the high value of debt shown for Sweden is affected by the inclusion of business debt.
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In the US the wealthiest 1% of households holdIper per cent of total positive net
worth, the wealthiest top 5% hold around half dfaisitive net worth and the wealthiest
half of all households hold around 95 per centligb@sitive net worth. In terms of the
time series we have available we observe the geiaierease in concentration between
1995 and 1998, a further smaller increase betw86t and 2004 and, if anything, a
slight fall between 2004 and 2007. The other fmuntries share similar magnitudes of
concentration: with the top 1% holding around 10qant of total positive net worth, the
top 5% holding 28 per cent and the top 50% holdirggind 90 per cent. Out of these
four countries (UK, Finland, Italy and Sweden), 8ew has marginally higher
concentrations and the UK (taking 2000 as the coisprayear) the least concentrated in
terms of the share of wealth held by the top 1%twBen 1994 and 1998 we observe
increases in concentration in Finland. Where tseres are available, the UK is the only
country that records notable falls in concentrafmreach of the shares between 1995-
2000 and 2000-2005. In 2004/05 concentration antioadop 1% was four times higher
in the US compared with the UK, while in 1995 itsvanly’ twice as high in the US.

The second panel showing the shares of houselepasting zero or negative values
reveals some interesting differences between wardiudy countries. The figures in this
table show that a sizeable share of householdstre@m or negative values for net
worth and its components and this needs to beibamnd when interpreting inequality
estimates. The main features are:

» Arelatively low share of Finnish households reamo net worth;

* The very low share of Italian households with negahet worth is evident but
also a relatively high share of Italian househo#j®ort zero net financial wealth;

» Although the estimates of negative housing wedlthukl be treated with caution
we note that the highest shares are found in Fin(particularly 1994¥;

* The much higher share of Swedish households reygontgative net worth is
evident;

* Increases in the share of UK households holdifgeeitero or negative values of
net financial wealth and falls in the shares rapgrzero or negative net housing
wealth.

2 1n the early 1990s Finland suffered an economic recession along with a housing market crisis, so while
the estimates of negative equity using LWS data are unlikely to be very accurate the higher incidence of
negative equity in Finland is likely to be real.
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Table 2: Top wealth shares, zero wealth and negatealth (percentages)

Net worth (positive values) Net worth Net financial Net housing
wealth wealth

Top 1% Top5% Top10% Top 50% zero negative zero negative zero negative
LWS datasets
UK 2000 9.2 27.7 42.2 90.4 6.3 11.5 12.4 24.9 30.2 0.3
Finland 1994 7.4 22.9 35.7 86.3 2.8 18.4 8.5 315 30.2 3.2
Finland 1998 11.5 27.8 40.5 88.0 2.1 15.0 4.7 26.8 31.3 1.8
Italy 2002 10.7 28.2 41.4 89.2 7.4 2.7 17.4 5.4 27.4 0.7
Italy 2004 9.9 26.8 39.9 89.1 6.1 33 15.6 6.3 27.9 0.8
US 1995 (SCF) 23.4 44.9 58.6 95.3 4.9 20.9 6.4 41.7 32.8 0.8
US 1998 (SCF) 29.2 50.4 62.2 94.5 4.2 20.4 5.6 37.6 31.8 1.3
US 2001 (SCF) 28.7 50.8 62.7 94.9 4.0 19.2 5.2 37.8 30.9 0.9
US 2004 (SCF) 29.7 53.2 65.3 95.6 3.5 19.0 4.9 41.0 29.4 0.3
US 2007 (SCF) 28.5 52.2 64.8 95.8 3.5 20.2 4.6 42.2 29.7 0.5
US 2001 (PSID) 27.6 53.3 65.2 95.4 7.6 15.9 11.7 29.3 35.0 0.5
Sweden 2002 13.5 31.2 44.9 91.5 5.0 27.4
BHPS (our estimates)
UK 1995 10.7 30.4 45.2 92.2 4.7 11.9 6.8 22.0 29.4 1.6
UK 2000 8.4 26.6 41.3 90.5 4.7 10.9 8.5 23.7 26.5 0.2
UK 2005 7.1 23.1 36.0 86.3 5.2 9.3 9.1 24.4 22.8 0.1

Source: LWS database and BHPS waves 5, 10 and 15.
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These simple descriptive statistics give an impoessf the distribution of wealth and
inequalities in wealth holding, more formally wendaok at inequality measures such as
the Gini coefficient and percentile ratios (Tab)e Booking first at the Gini coefficients
we see that the US not only has the highest meattwigut also has the highest level of
inequality according to this measure. However|eBweden has by far the lowest mean
wealth and relatively low values of wealth heldtbg wealthiest households, inequality
of wealth, measured by the Gini, is higher thathenUK and Italy. In Finland we find
evidence of a fall in inequality between 1994 aB88L This is inconsistent with
Statistics Finland’s assessment of inequality msgrand net wealth between these two
surveys (Statistics Finland, 2000) and Jantti (20@% both show increases in wealth
inequality based on the same surveys. It is ptestilat this is due to some differences in
the definition of wealth but most likely due to tfaet that Jantti’s estimates are for
individuals and not households and household wéathbeen equivalisied. The
estimates of the Gini coefficient of net wealthléntti (2006) are considerably lower than
our estimates of inequality of net worth using L\l&8a derived from the same surveys.

In the US we find inequality in net worth, accomglito the Gini coefficient, remains

fairly stable (1995-2007), but in the UK we obselargie falls in wealth inequality
between 1995 and 2005, particularly between 20d(2805. The two observations we
have for Italy are too close together to assesdrang over time. Table 3 also includes
an alternative measure of inequality drawn from@saeral Entropy class of inequality
measures. The GE(2) measure of inequalty?] is relatively sensitive to changes at the
top of the distribution, and therefore more sewmsitd outliers, relative to the Gini which
is more sensitive to changes around the mean. \Wkarse this measure of inequality to
compare countries, inequality in Finland in 1994oisghly the same as in the UK in
1995 and we identify an increase between 1994 888.1We see falling wealth
inequality in the US patrticularly between 2001 2007, in contrast to stability in the
Gini coefficient, and falling inequality in the UK.

The final four columns of Table 3 show measureseduality based on ratios of
different percentiles in the wealth distributiofihe lowest percentile we consider is the
25" percentile to avoid percentiles with negative enozwealth values. The 90/50 ratio
and the 75/50 ratio provide estimates of the dsperof wealth above the median. Both
measures show a similar pattern. Between 1992808 we observe a fall in dispersion
above the median in the UK. In the US above medispersion measured by the 75/50
ratio rises 2001-2004 and then falls between 20@42807, but including changes
further up the distribution captured by the 90/a&fiar shows an increase 1995-2004 and
then a narrowing 2004-2007. Inequality above tleelian, 90/50 ratio, is higher in the
US than in the other four countries demonstratiighér wealth inequalities at the top of
the wealth distribution among US households, alghanequality measured by the 75/50
ratio is highest in Sweden this is driven by theydew median value (Table 1).
Dispersion below the median shows a different pecturhe 25/50 ratio shows very little
difference between the value of wealth held by bbokls at the median and those at the
first-quartile. The highest ratio is found in {talhich no doubt reflects greater positive
values of net worth lower down the wealth distribntthan in the other three countries
(this ratio and the 75/25 is not defined for Swedea to negative net worth at P25).
Dispersion in the lower half of the distributionailso relatively high in the UK and
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increased between 1995 and 2005, no doubt inflaebgehe large increase in the
median shown in Table 1. The 75/25 ratio (intertjigarange) gives an estimate of the
broader distribution of wealth. The multiples céalth holdings between these points in
the distribution are higher in the US than in thieeo three countries, considerably greater
compared with Italy. We also observe big increasdiis ratio in the US between 2001
and 2007, in contrast to the UK where the ratiofallen between 1995 and 2005.

Table 3: Gini, GE(2) and estimates of percentitesaby country and year
Gini  GE(2)  P90/P50 P75/P25 P75/P50 P25/P50

LWS datasets

UK 2000 0.665 1.198 4.822 55.895 2.383 0.043
Finland 1994 0.707 1.152 3.864 219.053 2.196 0.010
Finland 1998 0.683 1.613 3.895 123.111 2.182 0.018
Italy 2002 0.602 1.157 3.551 13.333 2.041 0.153
Italy 2004 0.596 1.106 3.426  15.467 1.963 0.127
US 1995 (SCF) 0.830  20.985 8.539 * 3.567 0.000
US 1998 (SCF) 0.835 16.465 8.8763255.150 3.841 0.001
US 2001 (SCF) 0.834 15.233 9.876 570.600 3.673 0.006
US 2004 (SCF) 0.834 13.952 11.045 759.200 3.987 0.005
US 2007 (SCF) 0.836 13.505 9.6302281.000 3.783 0.002
US 2001 (PSID) 0.806 10.159 9.2541006.667 3.775 0.004
Sweden 2002 0.893 5.322 9.723 * 4.466 *
BHPS (our estimates)

UK 1995 0.687 1.523 5.343 76.761 2.649 0.034
UK 2000 0.655 1.099 4822 52.732 2.343 0.044
UK 2005 0.587 0.810 3.391 21.950 1.942 0.088

Note: Net worth (NW1) is equal to the sum of nagficial assets (=TFA1-NHD) and housing equity
which is equal to the sum of own principal residerinvestment real estate (TNF1) minus
mortgage debt of all household members. * denmatigss that are not defined due to negative
values of net worth at P25.

Source: LWS database and BHPS waves 5, 10 and 15.

5. Household demography

These substantial cross country differences caddlt from a number of factors. Some
appear to be due to differences in the data cadlecsurvey design and population
coverage. However, not all of the cross-countffetences can be explained by these
factors. Economic theory tells us that wealth h@dvill typically vary over the

lifecycle and therefore population differencesha aige profile of individuals/household
heads could lead to different average wealth hgkilvetween countries and different
distributions of wealth within countries over timEor example, relatively youthful or
ageing populations could explain some of thesesatoantry differences. Given that we
are looking at household wealth the age composdf@adult household members is also
important. In this section we provide a descripid the differences between countries
and over time for a number of key demographic Wéem Cowell, Karagiannaki and
McKnight (2012a) goes further in terms of seekingimderstand the extent to which
differences in the distribution of wealth betweewnimtries can be explained by
demographic differences.

Figure 1 shows the age distribution of householitleeacross the five countries in the
LWS (1a). There are clearly some differences betwhese five countries. Finland has
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higher proportions of household heads that arkerybunger age groups and ltaly’s
household heads are skewed more to the older agpgrparticularly relatively higher
share in the 65-74 age category and lower shartbe ih6-24 and 25-34 categories.
When we compare these distributions with populatistributions, rather than
household heads, from an international comparahlece (1b) we see that the age
distributions across these countries are much siorgar than those for household
heads; although the relatively older Italian ance8ish populations are evident.
However, it does also show a relatively youthfubplation in the US and a more
pronounced elderly population in Sweden. This canspn tells us that there are clear
cultural (or at least country specific) differeneeshe age of household formation and
household configuration. For example, the muckr lage of household formation in
Italy relative to the other four countries is cle&s our wealth estimates measure wealth
at a family/household level these differences hélve an effect on average measures of
wealth and the distribution of wealth across hookih

Figure 1: The age distribution of household headsWS surveys compared to the age distributiornefgopulation aged 15+
a) Household head age distribution (LWS) b) Population age distribnt{tJNECE)
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Note: The UNECE statistical database does not incltatéstics for the population aged over 85 for th€ &hd the
population aged over 90 for the USwurce: LWS (left hand-side figure) and UNECE Statistibé@ision Database
(http://w3.unece.org/pxweb), compiled from natioaat! international (Eurostat and UNICEF TransMONEE)
official sources (UNECE statistics refer to 2000)VS data refer to 2000 for the UK, 1998 for Finla@@01 for the
US SCF, 2002 for Sweden and 2002 for Italy.

Another factor that can affect cross country vares in the level and distribution of
wealth is household size and composition. As wdaltypically measured at the
household level without any form of equivalisatibousehold size and composition,
particularly in terms of the number of adults ligim a household, will affect measures of
the distribution of wealth. Table 4 shows the witbountry distribution of household
types across the five countries in the LWS forgtevey year closest to 2000. We find
some variation in the shares of households heaglsthggle males and single females
across countries. Sweden stands out as a couittrawnuch higher share of single
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male/female household heads and a relatively lawesbf couples with dependent
children (see earlier note). Smaller shares otébalds headed by a lone parent or
single males and females are observed in thentdia than in the other four countries
and a higher share of couples with children. Tieaigr incidence of multigenerational
families and adult children living with their patsnn Italy can be seen in the higher
share of couples and singles living with other eedulrhe relatively high share of singles
living with other adults in the UK is likely to ke to the definition of a household in
the UK data which extends to include tenants (sekee note). To varying degrees, in
all five countries, there are more households hethgesingle females than single males
which is most likely due to the fact that women&avonger life expectancy than men.
The UK estimates using the LWS data and our owimaggs from the BHPS show very
similar household type distributions. The PSID &@F estimates for the US do show
some differences, mainly higher shares of couplesébolds in the SCF data which could
be related to the fact that the SCF has betterrageeof higher wealth households which
are most likely to be couple households.

Table 4: Distribution of household type: percentafjbouseholds

UK  UK' Fin ltaly us us Swe
2000 2000 1998 2002 2001 2001 2002
(PSID) (SCF)

Single male 12 12 16 8 14 12 23
Single female 20 20 23 15 19 16 25
Lone parent 6 8 5 1 8 10 6
Couple no children 25 24 26 20 23 30 23
Couple with children 20 20 22 26 25 27 18
Couple with other adults 7 8 4 19 6 3 3
Single with other adults 9 10 4 10 5 2 2

Number of households 4.8674,867 3,893 8,011 6,090 4,442 17,954

Notes: (1) Own estimates from the BHPS.

Figure 2 shows how the distribution of householohposition varies within age groups
across countries. For these charts we have chibsegrear closest to 2000 for which data
are available to compare countries. We see sotaeesting differences that could affect
the distribution of wealth. In the UK and the U8 abserve higher shares of households
in the younger age groups (16-24 and 25-34 yeaa)dd by lone parents than in

Finland or Italy. The higher share of couples witiidren in Italy is evident in the 35-44
and 45-54. We find substantially higher sharesimgle headed households in Sweden in
the 16-24, 25-34 and 45-54 age groups, we bell@gecan be explained by the way
households are defined in Sweden (see earlier.ndte greater shares of couples with
other adults and single headed households in H&1455-64 and the age groups 65 plus
among ltalian households reflects the greater emad of multigenerational households
an children leaving the parental home at a reltigkler age.
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Figure 2: The distribution of marital status and presence of dependent children by age of household head
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Note: Figures for the UK refer to 2000, Finland 89Raly 2002, US(SCF) 2001 and Sweden 2002.

Another important factor that has been shown torfpeortant in previous studies is
ethnic background (see, for example, Altonji andd3aelski (2005) who examine the
wealth gap between Black and White Americans). odohately there is limited
information in LWS. For the UK, the BHPS represgine of ethnic minorities is known
to have declined in later waves of the suNeg due to its longitudinal nature the large
influx of new migrants cannot enter the panel untégy enter one of the BHPS
households formed by the original sample. Thismedhat the representativeness of the
BHPS, in terms of ethnicity, will fall over periaf increasing immigration. The
information we have available for 2000 only recasdser cent of household heads in the
UK classified as non-White, which is a considerabiderestimate and leaves a sample
too small for any meaningful analysis by ethnicugp® There is no information on
ethnicity for Finland or Italy in the LWS. The Seligh data records that 95.3 per cent of
the sample are Swedes, and of the remaining 4.Geperl.6 per cent are Finnish,
Norwegian or Danish; again leaving a very smalhetiminority sample. The US, which
is the most ethnically diverse of the five courgridoes have good information on
ethnicity (typically referred to as race in the Aman literature). Table 5 shows the
distribution of race in the US 1995-2007. The fegiin this table show the clear
increases in the share of Hispanic/Latino househe#tls in the US, increasing from 5.3

2 The original BHPS sample was drawn to be representative of the British population in 1991 but small
sample sizes make detailed analysis by ethnic groups problematic.
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per cent in 1995 to 9.4 per cent in 2007 and theénféhe share of households headed by
‘White’ Americans from 75.7 per cent in 1995 toZBer cent in 2007.

Table 5: The distribution of race and ethnicity in US (SCF)

1995 1998 2001 2004 2007
White-include Middle Eastern/Arab with white 75.68 76.38 76.23 73.53 73.87
Black/African-American 14.51 13.5 13.04 13.67 12.66
Hispanic/Latino 5.3 6.72 7.95 9.16 9.41
Other 4.51 3.4 2.78 3.65 4.06

Source: LWS SCF

Table 6 shows racial differences in median valdegbworth and inequality measured
by the Gini coefficient for the US. We observe stahtially lower median values of net

worth for the non-White groups and although theeslarge percentage increases

observed over this time period this is only relatis a much lower starting point and

overall they have hardly improved their relativesion, for example, median wealth

among the ‘white group’ increased by 26,900 (in280ros) between 1995 and 2007
while median wealth among Black/African-Americansreased by only 1,700.
Estimates of Gini coefficients show higher levelsnequality within households headed
by non-White Americans but inequality among Bladkigan-American households has
fallen over this time period but still remains stalgially above that found among White

Americans.

Table 6: Median values and inequality of net worth by race in US (SCF)

1995 1998 2001 2004 2007 | Change

1995-

2007

%
Median
White-include Middle Eastern/Arab with white 45270 | 51782 | 63597 | 66750 | 72099 59
Black/African-American 170 1009 974 2305 | 1831 977
Hispanic/Latino 158 | 1275 853 2134 | 2081 1217
Other 8601 | 23455 | 25517 | 57938 | 77826 805
Gini

White-include Middle Eastern/Arab with white 0.815 | 0.816 0.809 0.812 | 0.818 0.37
Black/African-American 0.961 | 0.934 0.951 0.957 | 0.902 -6.14
Hispanic/Latino 0.908 | 0.959 | 0.917 0.893 | 0.918 1.10
Other 0.913 | 0.770 | 0.803 0.751 | 0.769 | -15.77

3. Net worth (NW1) is equal to the sum of net financial assets (total financial assets (TFA1) minus financial
debt (non-housing debt (NHD) in LWS wording)) and housing equity (equals to the sum of own principal
residence, investment real estate (TNF1) minus mortgage debt).

4. All monetary values are expressed in 2005 Euros (Euro 16 ppp).

Source: LWS SCF
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6. Asset and debt owner ship

An additional factor that can affect cross-coumifferences in the distribution of wealth
is the tendency to hold different types of assetsdebts which could be determined by a
number of factors including cultural differencesr(&xample in relation to home
ownership, use of credit cards, inheritance) afféréinces in state provision and policies
(educational loans, access to credit markets ngentives, etc). Figure 3a shows age
ownership profiles by asset and debt componentsidservations closest to the mid-
1990s (comparative data is not available for Ialypweden), Figure 3b for observations
closest to the year 2000 and Figure 3c for obsienvain mid-2000 for the U'§ UK and
Italy (comparative data is not available for Firdaor Sweden). In general the different
components of wealth have quite marked age-ownemmbiiles the shapes of which are
broadly common across countries but there are steae differences in ownership rates.

While the overall shape of the age-profiles malectfan underlying lifecycle pattern
both time and cohort effects, and possibly an augon between the two, are likely to
have an effect. It is not possible for us to diargle these effects. For example, a
cultural shift in one country towards homeownergtopld increase ownership rates
among younger age cohorts and this could giventipeassion that homeownership rates
are relatively high for young age-groups in thisimmoy but without longitudinal data it is
not possible to see whether this leads to sustdiigdetr homeownership rates at later
ages or whether it is sustained in later cohdBisnilarly a recession, for example, could
affect a particular age group for a specific ageotbhard leading to higher than average
financial debt for this group. This could leachigher debt for this cohort as they age or
debt levels could return to the average after éicession. Overall this means that cross-
sectional age-wealth profiles may not reflect fifetime profiles of wealth ownership.

In addition population (and household) heteroggrmuld explain some of the
differences in ownership profiles between age gsaud countries.

Before examining in detail the profiles we obsdrvendividual countries and time
periods, we look at the general age-ownership lpofor different wealth components.
We find that the majority of households hold sagiagcounts across all age groups
leading to fairly flat age-ownership profiles. dantrast, investments (the sum of bonds,
stocks and mutual funds) are more likely to be hgitiouseholds where the household
head is aged 35-65 than younger and older housékalds. Ownership of housing and
investment real estate increases steeply with ages lower among older household
heads. Stocks and mutual funds followed by borde lthe lowest ownership rates
among the assets types we consider and their olwpeeges increase somewhat with
age, falling back after around age 65. On theratlue of the balance sheet, financial
debt shows a distinctly different age-profile frémat observed for assets. Consistent
with the lifecycle theory, a higher share of housda with younger household heads
hold financial debt and this share falls with adée share of households with mortgage
debt increases with household heads’ age in litie mousing assets and falls after
around 45 as mortgages are paid off.

" The PSID does not disaggregate between savings accounts, bonds, stocks and mutual funds so in this
section we only include data from the SCF for the US.
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For the mid-1990s we have information for the UK &hd Finland (Figure 3a). We
observe lower shares of household heads in the lthKKsavings accounts in the younger
age groups which is most likely to be explainedh®yfact that cash held in current
accounts are not included in the UK figures. Hbodds in Finland are least likely to
hold investments particularly among older (over B&)sehold heads. Households in the
UK are more likely to hold bond particularly among households with older househol
heads. This may be related to the popularity efpum bond holdings among these
household which are often of low value. Therevary low rates of bond ownership in
Finland across the age range. It is noticeablehiigher shares of US households hold
financial debt.

Figure 3b shows ownership rates for financial asaetl debts for the information we
have closest to the year 2000 for all five coustrigVe find that savings accounts are
prevalent in all five countries, lower in the UKiaghe mid-1990s and households in
Sweden are substantially less likely to have savaggounts particularly among
household with young household heads. Howevarptesl above, a cut-off is applied
whereby savings in Sweden which earn less tharSH)Qinterest per annum are
excluded. The result of this is that the shareaefseholds with savings accounts is
underestimated in Sweden. In contrast only a nitynof households hold Bonds, Stocks
and Mutual funds, with the exception being Swedéh much higher shares of
households holding stocks and mutual funds acidbag@groups. We observe a fall in
Bond ownership in the UK some of which appearsatodal but some is likely to be due
to a change in survey categories that led to arestimate in 199%. There is very little
Bond ownership in Finland and Italians are thetlglasly to hold Stocks and Mutual
funds. Share and mutual fund ownership in Finiacdeased between 1994 and 1998, a
period over which there were large increases inesti@ues in Finland. We observe falls
in ownership rates of stocks and mutual funds éUK and the US which is likely to be
the effect of the stock market crash in 2000 foitaythe ‘dotcom bubble’. The timing

of the observations for Finland, the US and thedd&important in regard to relating
changes in ownership and stock market events. iMleséry similar homeownership
rates across the UK, Italy, Finland and the USlwer rates in Sweden. The rates are
higher in the younger age groups and lower in tleraage groups in the UK compared
to the other three countries but this may be duarte and cohort effects. The relatively
high home ownership rates among young Italian hethdeseholds are likely to be
affected by the fact that the number of Italianadehold heads aged 16-24 is very small
and this is a very select group (see Figure 1a).

In the LWS Swedish data it is not possible to sagdy identify financial and housing
debt so data on debt for Sweden is not includedase charts. We find that over 60 per
cent of households in the UK, US and Finland whasgsehold head is aged 25-34 years

> In the BHPS 2000 and 2005 we classify as bonds the following investment categories: National Savings
Certificate (nvesta), Premium Bonds (nvestb) and National Savings Bonds (nvestf). As stocks we classified
the following categories: Shares (nveste), PEP (nvestd), Unit Investment Trusts (nvestc), Other (nvestg).
There was some change over time which may have led to an overestimate of bond ownership in 1995.
'®1n 1995 households were asked if they held any investments in National Savings/Building
Society/Insurance Bonds. Although the category was meant to capture investments in Bonds we suspect
that some households reported on savings. In 2000 and 2005 the category was redefined as National
Savings Bonds.
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hold some financial debt. Consistent with theifigd above on net assets at th& 10
percentile in Italy, very few Italian householdddtinancial or mortgage debt. Use of
credit cards and bank loans are significantly loimdtaly than in many countries. Low
rates of ownership of mortgage debt is not bechosge ownership rates are lower in
Italy which does suggests that Italians are mdwylito own their homes outright.
Possible explanations for this are greater findragaistance from family members,
inheritance, smaller family size leading to wedddtoming concentrated moving down
generations and the Italian tradition of young pedgaving the parental home later than
in many other industrialised countries giving aagee opportunity for young people to
build up savings for a deposit. In addition moggdoan repayment terms are typically
10 years in Italy which is significantly lower théme norm of 25-30 years elsewhere.
Higher shares of American households with heads tbieeage of 25 have some financial
debt and although the share of households witméilmhdebt declines with age, as in
other countries, as much as one-fifth of Americandeholds with a head over 85 years
of age have some financial debt. The share ofé¢tmlids with mortgage debt reaches its
peak in the 35-44 age group, US households are mocé likely to have mortgage debt
among older household heads than in the UK, Fintarithly. Around half of American
households with a head aged 55-64 have mortgadgedeipared to 30 per cent or less in
the UK, Finland and Italy. About one-third of Anemn households with a head aged
65-74 still hold housing debt while the compardigare for the UK, Finland and Italy is
less than 10 per cent. It would appear that thetd8it market allows Americans to take
out mortgages which require repayment post retirérage. Another difference we
observe is that in the UK households with head®utite age of 45 are more likely to
have mortgage debt than in the other three cogntiidis may be related to a variety of
factors including different styles of homeownersfbpying properties with friends/other
family members) and the design of mortgages (dizieposit, length of repayment
period).

Figure 3c shows ownership rates for the UK, USIgadg in mid-2000s (we don’t have

an observation for Finland or Sweden). We notelthand large the patterns we
observe in the mid-1990s and 2000 are stable awer tComparing the charts in 3a with
those in 3c we note that in the UK homeownershigsrave increased overall from 65
per cent to 72 per cent and there are greaterqege point increases among households
with heads aged 55-64 (72 per cent to 84 per esmtlaged 75-84 (52 per cent to 69 per
cent). Interestingly the overall share of housdbalith mortgage debt actually fell
slightly between 1995 and 2005 from 39 per cel@8ger cent, indicating a small
increase in outright ownership. The only age gnetipre there is an increase in
mortgage rates is found in the 55-64 age group peBent in 1995, 29 per cent in 2000
and 33 per cent in 2005. In the US we observs falmortgage debt rates between 1995
and 2001 (67 per cent to 47 per cent) and then@aease up to 2007 (50 per cent) but
increases are observed between 2001 and 2007 dseholds with heads over the age of
55.
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Figure 3a: Proportion of owners by age of household’s heads (mid 1990s)
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Figure 3b: Proportion of owners by age of household’s heads (early 2000s)
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Note: LWS database and BHPS wave 10. UK 2000, Finland 1998, Italy 2002, US 2001 and Sweden 2002.
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Figure 3c: Proportion of owners by age of household’s heads (mid 2000s)
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7. Constituent components of wealth over thelifecycle

Ownership rates only provide a partial picturehestdo not inform us of the value or
concentration of different assets held. The shakfferent components of wealth at
different age groups and between countries adttsdicture. In Figure 4 we show
wealth component shares in overall gross wealthiwdge groups. For example, in the
UK 1995 10 per cent of gross wealth in the 16-24 gigup consisted of gross financial
assets and 90 per cent gross housing assets.nfoh@mation on debt shows that housing
debt represented 68 per cent of gross wealth gamele, for every 1,000 euros of gross
wealth held by these households there is 680 efrogusing debt) and a further 12 per
cent is financial debt leaving an overall positwadue of average net worth for this age
group (net wealth is 20 per cent of gross wealth).

In all countries and time periods the majority adgp wealth is made up of gross housing
wealth. In the UK, US and Sweden the share ofingusealth tends to fall with the age
of the household head as the share of gross fialeassets increases. In Finland and
Italy much flatter age-profiles are observed witbsg housing wealth making up around
80-90 per cent of gross wealth for most age-graumasyears. The exceptions are found
in Finland for the youngest age group (16-24) ia4.&nd in 1998 where gross financial
assets make up 30 per cent of gross wealth foatgesgroup and in the over 85 age
group in 1998 (34 per cent). This may be due toei@ses in share ownership, at least
among the older group, and big increases in shates over this period.
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Over time in the UK we see that by 2000 and 200ty wealth’s share increases
among most groups and particularly among older ¢lonisls (heads over 65 years) to
around 80 per cent from about 60 per cent. Thiaitly due to increases in home-
ownership among these households but also, andimpretantly, because house prices
increased. Inthe US we find increases over timtéé share of wealth made up of
housing wealth. Relative to the other countriethia study US households have the
highest share of wealth comprising of financiak#ss The PSID data in 2001 shows a
lower share of financial assets than the SCF, detrating the better coverage of the
SCEF for financial assets. The results for SCF20®Ibok a little out of line with other
years, with lower shares of housing wealth foagk groups, in particular the 16-24 age
group, we don’t yet have an explanation for this.

Figure 4: Wealth share of different wealth components (proportion of gross wealth)
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8. Agewealth profiles

Figure 5 shows the mean wealth age profiles fontras and time periods for which we
have comparable data. The first vertical panetaios age profiles for mean total net
worth, the middle panel contains the age profitgsriean net financial assets and the
final panel mean net housing equity. In the UKokeerve real increases in average net
worth for all age groups, except for the 16-24 ggrip, and this is driven by increases in
net housing equity particularly between 2000 an@520There is no systematic change
over time in the real value of mean net financgdeds although we do find an increase
among households with heads over the age of 65cleetd/995 and 2005 but also a
reduction in households with younger heads and 2@0@es are always at or below 1995
values. This may partly be explained by an inae@aghe incidence and value of student
loans (not recorded in 1995) and the recordingaokioverdrafts from 2000. For
Finland, we observe a small increase in mean nghvier most age groups between
1994 and 1998 in both net financial assets antioeting equity. In Finland the lower
average levels of net worth relative to the UK, &l Italy is very clear and this is true
for net financial assets and net housing equityltaly the two data points are only two
years apart so it is not possible to analyse megéulichanges over time. As in the UK
and Finland the shape of the mean net worth agdepio Italy is largely shaped by net
housing equity.
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For the US we present two figures, one showingithe series from the SCF data and
the second comparing SCF and PSID data for 20&1nofed earlier the SCF has better
coverage of the wealthiest households, so, as &eghase find much lower mean values
for net worth, net financial assets and net housipgty in the PSID data. Itis very clear
that while the PSID underestimates the mean vdlnetdhousing wealth to some extent
relative to the values recorded in SCF, the gredifierence between the two surveys is
in the estimates of mean net financial assetsdaséhold heads over 45. The value of
mean net financial assets recorded in the PSIDdasehold heads aged 55-64 is half the
value recorded in the SCF (80,000 Euro compared ¥60,000 Euro). In the US (SCF)
we find strikingly different age profiles for meast financial assets compared with the
other countries. The average value of net findrdsets held by households in the US
with heads over the age 35 is much higher thatalg, IFinland or the UK. We
particularly find much higher mean values of nagaficial assets in US households with
heads aged 45 and over. As shown above, mearsv@inet financial assets make up a
much larger share of net worth than in the UKyl Finland.

Overall we find that net housing equity shapestiean net worth profiles. In the UK
and particularly the US, households hold much lavg&ies of net financial assets after
the age of 45 compared with Italy and Finland. Ulsestands out in terms of holdings of
mean net financial assets. This is not just dubedetter coverage of financial assets in
the SCF as it is also evident in the PSID whicm@se comparable with some of the
other surveys in LWS (eg BHPS) in terms of covera#ferent time periods covered

by the surveys and the limited time series in I&ig Finland limits the extent to which
we can make across-time comparisons. In the USbserve similar increases in age
specific mean net housing equity 1995-2007 asdbs¢rved in the UK 1995-2005 but a
greater share of the increase occurred betweend®®2001 compared to the UK where
the main increase took place between 2000 and 2B6&h the UK and the US had big
increases in average net housing equity over tB8-2805/07 period. Trends in net
financial assets in the UK and US have clearly tdéacted by stock market trends, with
UK age specific means in 2000 at or below 1995e&liie fall in the real value of mean
net financial assets) and the big increase betdB866 and 2001 in the US which was
followed by falls in 2004 and in 2007. In 2007 phIS households with heads aged 65-
74 had mean net financial assets above the raa Vvedld by their 2001 counterparts.

We are only able to show the age profile for mestnworth for Sweden in 2002 as we
are unable to compute net financial assets oraetihg equity due to the fact that we are
unable to separately identify financial and housie@t. This profile is similar to that
observed for Finland but shows the lowest meanegalar similar years across countries.

29



Age profiles in mean net worth, net financial assets and housing equity - thousand Euros (2005)

Figure 5
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The mean is sensitive to outliers and as we knavttie wealth distribution is highly
skewed towards high wealth holdings, it is inforivato examine different points in the
distribution of wealth. Within each age group (defl by age of household head)
households are ranked by net worth and the diffevealth components (net financial
assets and net housing equity) and these rankiegssad to estimate the value of wealth
at different percentiles shown in Figure 6. Thstfvertical panel shows the age specific
values at the TOpercentile (P10). Negative values of total nettivéie debt) at the

tenth percentile are found in the younger age gouhe exception being Italy where at
the 10" percentile of net worth, no value is below zenodoy age group. After around
age 45 in Finland and 35 in the UK net worth at R4€s to approximately zero. In Italy
positive values of net worth are estimated at Pat fage 35 onwards. For the US we
find that negative values of net worth at P10 ap®rded further up the age distribution
to around age 55. Negative values at tHed€rcentile of net financial assets are greater
and reach much further up the age distribution fbanet worth. At the 10percentile

of the net housing equity distribution the valueeso for all ages as non-homeowners
are included in the distribution.

We observe a fall in the value of net financiakesst the 10 percentile (ie an increase

in debt) in the UK between 1995 and 2000 for hoakihwith heads up to the age of 55,
but as overdrafts and student loans were not redardthe 1995 survey but were
recorded in the 2000 survey it is not possiblealpikthis represented an increase in debt
for these age groups or just a change in the cgeayathe survey. As noted earlier this
is unlikely to be due to omission of student loemthe 1995 survey as these didn’t really
take off until 1998/99 after the introduction optap tuition fees and the replacement of
maintenance grants, except for students from l@erre families, with student loans.
The further fall between 2000 and 2005 cannot Ipda@xed by these two factors as there
was no change in the coverage of debt componetvgbre the 2000 and 2005 surveys.
However, there was an increase in student loanstbigtime period (we shall return to
this point in Section 10 below). Negative net finil assets (debt) at the™percentile
are found higher up the age distribution in 200&pared with 2000. In Finland,
between 1994 and 1998 we observe an increase finaetial assets (fall in debt) at the
10" percentile for households with heads aged bet@6eand 55. In the US we see
quite large falls in net financial assets (incredsedebt) at the 0percentile. Not only
did US household debt increase within age groupsiébt at the 1Opercentile extended
further up the age range so that by 2007 all beibtdest households headed by those 85
years and older had negative net financial assets.

The middle panel of Figure 6 (P50) shows the agéles for median net worth and the
medians within the distributions of net financiakats and net housing equity. Not
surprisingly the shape of these profiles is sintilathose shown in Figure 5 for mean
values. As the distribution of wealth is skeweddads high wealth holders, median
values are (typically) below mean values (noteetidhce in y-axis scale in Figures 5 and
6). This is most pronounced in the US data, batkdiam net financial and net housing
equity age-profiles are much flatter than their mequivalents shown in Figure 5. Itis
evident from this comparison that high value neaficial assets, and financial assets in
general, are held by households above the mediha.increases in net housing equity in
the UK between 2000 and 2005 is nearly as muchogprraeced, albeit at lower values, at
the medians as at the means, showing how increbsimgjng equity benefited
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households in the middle of the distribution and wat concentrated among the
wealthiest households. This is in contrast todBe Focusing on the 55-64 age group
we find that in 1995 mean net housing equity washrhigher in the US than in the UK
(142,000 euro compared with 93,000 euro) while mredialues were higher in the UK
(73,000 euro compared with 65,000 euro) but theeames in mean and median values
between 1995 and 2005/06 were much greater in kn€04 per cent increase in the
man and 197 per cent increase in the median) thdreiUS (73 per cent increase in the
mean and 52 per cent increase in the median).rédudt was that by 2005/06 both mean
and particularly median values of net housing gouére much higher in the UK than in
the US and this is true for the full populationhoiuseholds not just this age group.

The concentration of net financial assets amongvibadthiest households is evidenced in
the final vertical panel of Figure 6 (P90). Th&centration is greatest in the UK and
US, with much smaller differences between age-$ipguedian and P90 values in
Finland and Italy. P90 values of net housing ggaiie higher than P90 values in the age-
specific net financial wealth distributions, altlgbuin the UK in 1995 the two values for
households with heads over the age of 45 are wanias. The growth in net housing
equity in the UK was even more pronounced at Paf #t the median (note differences
in the y-axis scale) and it is noticeable that w/iiile main increase at the median
occurred between 2000 and 2005 net housing equibeaninetieth percentile also
increased, fairly substantially, between 1995 ad@0Xor households with heads in the
25-75 age range. This growth seemed to have aatatrthe expense of growth in
financial assets at the P90. Age-specific netfifed asset values at the™percentile in
2000 are always at or below 1995 values. Thisccbaldue to investors shifting
financial assets towards property where returng\gegater or the result of what has
become known as the dotcom crash. Between 19923G0@la speculative ‘bubble’ in
internet related stock occurred in stock marketesacindustrialised countries leading to
rapid increases in stock market equity. This redcanpeak in March 2000 followed by a
collapsed between 2000 and 2001. We would expemtgerve an increase in the real
value of financial assets, particularly at POOwaetn 1995 and 2000. The fact that we
don’t observe such an increase in the BHPS datla t@uthat by the time the 2000
survey interviews were conducted (September to hinez of that year) stock market
losses had already occurred. Net financial asgd?90 in the UK only increased in real
terms between 1995 and 2005 among households edttishover the age of 65.

In the US, the difference between P&1Bnd SCF at the P90 is much greater than at
points further down the wealth distribution. Thanfirms the better coverage of
wealthier households in SCF and suggests how BHBBt mlso underestimate the top of
the wealth distribution for the UK. The five obgations we have for SCF (1995, 1998,
2001, 2004, 2007) show a very clear upward treritlerreal value of net worth held by
the wealthiest 10 per cent of. The biggest in@ease found for households with heads
over the age of 45, particularly large for housdbalith heads aged 65-74. Examination
of the two components of net worth (net financedets and net housing equity) shows
that in contrast to the other countries th& pércentile of the net financial assets
distribution and the prercentile of the net housing equity profile arrenequal.

7 We don’t include the figures for PSID in these charts to aid clarity but comment on the differences in
the text.
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Although computed within different distributionsetfigures suggest that the increase in
real net worth in the US was driven by increasainfinancial assets and net housing
equity, in contrast to the housing led growth i@ BK. In addition, the overall trends for
net worth mask differences between the two compsneith fairly consistent upward
trends in net housing equity at P90 over this pkbiot a peak in 2001 for net financial
assets (relating to stock market prices associaittcthe dotcom bubble), followed by
falls for the 65-85 age groups in 2001-2004 andesoamsolidation up to 2007 but still
below 2001 real values (although similar valuefaumd for the 75-84 age group).

In Italy and Finland the two observations we hawewvery close together making it
difficult to observe meaningful changes over tinfk@r Finland, the values of net worth
in 1994 and 1998 at the ®@ercentile are lower than in the UK, Italy andtjcattarly the
US in comparable years. We find a small real iasedin net worth at the 8@ercentile
across the age range and greatest for househdliti@ads aged between 55 and 75.
This would appear to have been driven by changastimousing equity and is consistent
with other studies that have found substantialdases in housing wealth and income
from property among the highest income househdidst{i, 2006). In Italy P90 net
housing equity is considerably greater than PS&nional assets. Although the two
observations we have for Italy are very close (2&0@ 2004), and we do have to be
concerned about measurement error, the figures alfalwin the real value of net
financial assets at P90 and an increase in P9@valunet housing assets.

At the ninetieth percentile (P90) net financialeasgatrticularly in the UK and the US
play a much more dominant role in shaping the retiwage-profiles. The age-specific
profiles of P90 net financial assets in the USdiiferent than those in Italy, Finland and
the UK. In the US not only are values of net wath90 higher for age groups after age
35 but the peak is much later. As mentioned alitagenot possible to disentangle cohort
and time effects so this could be as much to db papulation heterogeneity as lifecycle
factors. One possible explanation is that in tiseitdlividuals hold a broader portfolio of
financial assets to fund their retirement inconantthose contained in pure pension
assets (state or private) which are not includdtese measures of wealth. If this
hypothesis is true then older US households willl nelatively large financial assets,
particularly in and as they approach retirement.

For completeness we have included the charts f@d8wbut we are unable to compute
profiles of net financial assets or net housingtgdhecause we cannot separate financial
and housing debt.

In Sweden (2002) we find greater negative valuasebivorth at the 1“Opercentile than

in the other four countries and the lowest valuaset worth at the median across the age
range. Net worth at the 8@ercentile is also relatively low, comparablehe values
observed in Finland in 1998.

33



ty

ing equi

ial assets and hous

Inanc
UK (BHPS 1995, 2000 and 2005)

tiles of net worth, net f

in various percen

: Age profiles

Figure 6

P90

P50
Net fiancia assets

Net financial assets

P10
Net fiancia assets

Net housing equity

p+s8

Ly8-52
LrL-59
Lr9-55
Lrs-5p
Lrv-se
Lre-sz
Frz-9T

1100
1000

100

p+s8

Ly8-52
Lre-s9
L 79-59
Lrs-5p
Lrv-se
Lre-sz
Frz-ot

Networth

40

350

300

p+s8

L 785
LrL-59
Lr9-59
Lrs-sy
Lrv-ge
Lre-s2
Frz-ot

Net housing equity

1100

1000

90

250

225

200

Networth

Net housing eqity

Networth

p+s8

Lr8-5z
LL-g9
Lr9-95
Lrs-sy
Lrv-ge
Lve-gz
Frz-ot

40

L+s8

Ly8-gL
Lri-g9
L79-55
Ls-gt
Lrv-ge
Lre-sz
Frz-ot

40

L+s8

L8-52
Lre-s9
L79-95
Lys-sy
Lrv-ge
Lre-sz
Frz-ot

1

1995 ——~ 200¢

1

1995 ——~ 201

- 2005

1

—— 1995 ——~ 200¢

Finland (HWS 1994, 1998)

—— 1995 ——- 2

1995 — == 200¢

P90

P50
Net fiancia assets

Net financial assets

P10
Net firancia assets

Net housing equity

L+38

Lve-sL
Lre-s9
L v9-55
Lvesy
Lvy-se
Lre-se
Fre-or

Networth

Net housing equity

Net worth

Net housing eqity

Networth

1100

1000

900

800

700

600

500

400

p+s8

Lve-sL
Lve-s9
L v9-55
Lvesy
Lvr-se
Lve-se
Fre-or

40

350

300

250

200

150

100

50

L+58

Lve-sL
Lve-59
Lv9-55
Lvs-sy
Lvoge
Lve-se
Fre-or

1100

1000

900

800

700

600

500

400

300

200

100

250

225

200

175

150

125

100

Fre-or

250

225

200

175

150

125

100

| 458

Lve-sL
Lre-s9
Lv9-55
Lvs-sy
Lvr-se
Lve-se
Fre-or

40

L +58

Lve-sL
Lre-s9
L v9-55
Lvesy
Lvo-ge
Lve-se
Fre-or

40

L +38

Lve-sL
Lve-s9
Lv9-55
Lvesy
Lvr-se
Lve-se
Fre-or

1994 ——- 199#

- 199#

1994

‘7 1994 ——~ 1994 ‘7 1994 ——- 199#

1994 ——- 1994

pp—

R

Italy (SHIW 2002, 2004)

P90

P50
Nt financial assets

Net financial assets

P10

Net financial assets

Net housing equity

L +58

Lr8-sL
LrL-so
Lro-sg
Lys-sy
Lrv-ge
Lre-sz
Frz-9T

1100

1000

900

800,

700

L+58

Lys-ss
LrL-s9
L7969
Lrs-sp
Lrv-ge
Lre-se
Frz-9T

Net worth

Net housing equity

Networth

Net housing equity

Net worth

400

350

300

250

L+s8

Lys-ss
Lre-s9
L7969
Lys-sy
Lrv-se
Lre-sz
Frz-9r

1100

1000

900

800

700

L +58

Ly8-ss
LrL-s9
Lro-sg
Lrs-sy
Lrv-ge
Lre-sz
Frz-9T

250

25

200

175

L+58

Lrs-sL
Lre-se
Lro-ss
Lys-sy
Lrv-ge
Lre-se
Frz-ot

b 48

Lrs-sL
Lreso
Lro-ss
Lys-sy
Lrv-ge
Lre-sz
Frz-ot

250

225

200

L+s8

Lrs-sL
Lre-s9
Lro-ss
Lrs-sy
Frv-se
Lre-sz
Frz-ot

40

p 458

Lrs-sL
Lre-s9
Lro-ss
Lrs-sy
Frv-se
Lre-sz
Frz-oT

L+s8
Lrs-sL
Lreso
Lro-ss
Lrs-sp
Lrv-ge
Fre-sz
Frz-9T

2002 ——- 200}

2002 ——- 2004

[— 2002 ——- 200}

[— 202 ——- 200 [— 2002 ——- 2o}

2002 ——- 200]

[Ep—

R

]

, 2004, 2007)

1998, 2001

United States (SCF 1995,

P90
Net financial wealth

P50

Net financial wealth

P10
Net financial wealth

Net housing equity

g
'
|

1905 —— - 19

2007

11004

2004

Net worth

Net housing equity

Net worth

Net housing equity

Net worth

00

11004

250

25

20

a0

20

25

20

Lris
Lro-ss
Lrssr
Lor-se
Lre-sz
Frzot

201 — = 2004

-~ 207

T
'
|
g

1995 ——— 1908

z
h
I

g

z
|
|
g

1995 ——— 1908

z
|
|
g

2001 —-— 2004

2007

2001 —-— 2004

- 200

34



Sweden

P10 P50 P90

Net worth Net financial assets Net housing equity Networth Net financial assets Net housing equity Networth Net financial assets Net housing equity
10 10 10 250 50 250 1100 400 1100

o o 0 207 @ 20 &3 t®
80 a0
700 250 70
600 600
500 500
400 150 400
300 300
a0 40 40 5 10 & 20 20

25 /\ 2 100 /\ * 100
501 cal 0 o o o

Source: LWS database and BHPS waves 5, 10 and 15. Household weights are used.
Note: All monetary values are expressed in 2005 thousand Euros (Euro 16 ppp).

As our interest is in comparing the distributionaefalth across countries and across
time, an alternative presentation of the data ¢oethin Figures 5 and 6 is shown in
Figure 7 (a, b and c). The data are organisedimé&z time periods: mid 1990s (Figure
7a), late 1990s-early 2000s (Figure 7b) and midD&@Bigure 7c). In each time period
we show age profiles for mean, median, P10 andn@®@orth for all countries for
which we have data available.

In the mid-1990s (Figure 7a) we can compare digtioins in the UK, US and Finland.
There is a clear ranking between these three desnir terms of mean net worth, with a
lower flatter age profile observed in Finland ahd highest in the US. The gap with the
US widens considerably for households over theod&®. Median values are more
similar. Median values in Finland and the US aggy\close up to the age of 45 and the
UK has higher median net worth for heads undeatjeeof 65 (pre-retirement) but then
consecutively lower values are found among oldeiskbolds so that households with
heads 85 years and older have the lowest mediamartt. At the bottom of the
distribution, the P10 values show the much higlaues of debts held by US households
and highlight the fact that older US householdsi bt at the TOpercentile; positive
values of net worth are not reached at the 10 péleantil age 55-64 compared with
45-54 in Finland and the UK. In retirement verwlealues of net worth were held at
P10, if any, in all three countries. At the toptted distribution (P90) the higher values of
net worth held by households in the UK and US caegbavith Finland are evident. The
gap really begins to emerge in households wherbehd is over the age of 45. The UK
and US values are very similar up to retirementaftgr which US values are much
higher. Unfortunately we are not able to sepaiate and cohort effects.

In the middle period, which is centred on the y2@00 and for which we have data for
all five countries, the results can be found inuFgg7b. In this figure we have included
the profiles drawn from the PSID and the SCF ferW$ so that we can contrast the
evidence from these two sources. Looking firgshatmean profiles, although there has
been some growth at the means in Finland, the WKpamticularly the US, the shape of
the age wealth profiles and the relationships betwtbese three countries is similar to
those observed in the mid-1990s. To this pictuieeadd Sweden and Italy. The age
profile of mean net worth in Sweden lies beneatis¢hof all the other four countries but
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only marginally below Finland. The profile for Iyas quite different, with the highest
mean values of net worth up to the age of 45 (&d¢@wsehold head), after which only
the US curve lies above it. The higher valuesatfworth recorded in the SCF in
contrast to the PSID for the US is very clear. ossrall five countries the median
profiles are much closer together than those famae Similar country rankings can be
observed although there are some differences.higmer relative value of net worth in
Italy extends further up the age groups (to agea®8)we observe a greater gap between
Sweden and Finland between 35 and 55. Median yvaiueet worth in the US are
considerable lower than mean values, to the extantJS median values are only
highest for households with heads 65 years and ddethe bottom of the distributions,
the P10 values highlight the much higher valuedetit in this part of the distribution
recorded in Sweden and the extent to which thisreld up the age range to retirement
(note different y-axis scale compared with 7a ttoaemodate Sweden). As shown
previously, Italy has no negative age-specific galaf net worth at the 10th percentile in
contrast with the other four countries. There appéo have been a small decrease in
debt at P10 of the US 16-24 age group comparedtiéimid 1990s and falls in the
value of debt held at P10 among Finnish househwitisheads aged between 25-34 and
35-448, With the exception of the UK, the 25-34 age gréage of household head) has
the lowest value of net worth (highest value oftjlabthe 10th percentile. Contrasting
the values recorded in the PSID with those in tG& Shows that the 10th percentile of
the SCF distribution is lower than that measurethéPSID.

In the final period — mid 2000s — we have obseovstifor Italy, the UK and the US
(Figure 7c). Turning first to the mean values we that the increase in net worth in the
UK has changed the rankings between these thregrasiwith the UK decisively
overtaking Italy among households headed by thusetbe age of 35. After the age of
35 the gap between the US and the UK household metamorth has narrowed in
absolute terms between 2000 and 2005 (2001 andf2d@re US). The findings at the
median are even more striking. The relationshigveen Italy and the US is largely
unchanged but the large growth in median net wactbss the age range places the UK
curve clearly above Italy and the US, apart fromtli@ very youngest age group (16-24)
and the very oldest (85+). At the bottom of th&trabution higher positive values of net
worth at the 10th percentile among Italian housg$are enjoyed by older households
and positive values of net worth at P10 are foundK households were the head is aged
55-64. We observe an increase in debt in US haldglat P10 and the extension of debt
up to age 65 compared with 2001. There is also@ease in debt at P10 among UK
households under the age of 35 (household he&x)t virtually doubles in value for
households with heads aged 16-24 and 25-34. Abthef the distribution (P90) we
observed some increases in net worth among Itabaseholds and among older US
households (over the age of 65). The greatestasess at P90, out of these three
countries, seem to have occurred among UK housghdéldr example, P90 net worth
among households with heads aged 35-44 increased2?5,000 euro in 2000 to around
375,000 euro in 2005 and from 475,000 euro amongédiwlds headed by a 65-74 year
old in 2000 to 700,000 euro in 2005.

'8 Jantti (2006) shows falling mean value of mortgages and study loans between these two dates.
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Figure 7a: Mean, median and various percentiles of net worth by age of the household’s head, in 2005 Euros
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Source: LWS database and BHPS wave 5. Household weights are used.
Note: All monetary values are expressed in 2005 thousand Euros (Euro 16 ppp).
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Figure 7b: Mean, median and various percentiles of net worth by age of the household’s head, in 2005 Euros

Late 1990s-early 2000s
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Source: LWS database and BHPS wave 10. Household weights are used.

Note: All monetary values are expressed in 2005 thousand Euros (Euro 16 ppp).
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Figure 7c: Mean, median and various percentile of net worth by age group of the household’s head (in 2005 Euros)
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9. Wealth inequality within age groups

The estimates of different points in the wealthribstion give an impression of the
distribution of net worth and its components withge groups. A more formal way is to
measure inequality within age groups, and we doéhtimating household head age-
specific Gini coefficients and the results candngnid in Table 7. We look at age-
specific inequality in total net worth, net finaacassets and net housing equity. As
noted earlier as wealth can take values acrossltoée real number line, the Gini
coefficient is not bound by zero and one as it where inequality is being measured
from a set of strictly positive values. In thisedhe Gini coefficient can take values
greater than one and in cases where the meanasiveethe Gini coefficient is also
negative. We also examine age group specific iakgiun gross financial assets which
by definition cannot take negative values.

Looking first at total net worth we find that inegdilly is highest among the younger age
groups, falls with age and then increases agaimgrtie older age groups. Inequality
tends to be lowest in the pre-retirement age g(66p54 year old heads). However in
the US inequality is lowest in households wheredbesre aged 85 or older. This pattern
is similar for net financial assets and net hougiquity.

With the exception of the youngest age group (1pwdich experienced rising

inequality in total net worth between 1995 and 2a0& overall fall in inequality
observed in the UK over this period is found withlhage groups. However this has
largely been driven by falls in the inequality @ftmousing equity with evidence of
increasing inequality in net financial assets mybunger age groups. The increasing
inequality in net financial assets may in part be tb the fact that bank overdrafts and
educational loans were not recorded in 1995 anéhttidence and the size of educational
loans increased after 2000.
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Table 7: Inequality in net worth and its components by age of household head (Gini coefficient)

Fi94 Fi98 1t02 1t04 USPOO uss94g USs97 USSoo USS03 USSo6 SEO02 UK95 UKOO UKO5
Total net worth
16-24 2.11 1.48 0.69 0.58 3.84 -7.53 2.14 1.28 1.60 4.06 1.99 1.78 2.38 4.57
25-34 1.33 1.09 0.65 0.69 1.17 1.28 1.30 1.09 1.11 1.15 1.94 0.89 0.80 0.73
35-44 0.76 0.67 0.61 0.60 0.83 0.82 0.86 0.83 0.87 0.85 1.10 0.65 0.69 0.59
45-54 0.59 0.56 0.57 0.59 0.78 0.77 0.79 0.80 0.79 0.79 0.87 0.59 0.56 0.51
55-64 0.52 0.54 0.55 0.53 0.71 0.76 0.78 0.79 0.77 0.78 0.75 0.57 0.56 0.48
65-74 0.51 0.59 0.60 0.59 0.63 0.74 0.73 0.75 0.76 0.78 0.65 0.60 0.58 0.52
75-84 0.56 0.58 0.60 0.58 0.67 0.70 0.67 0.71 0.73 0.72 0.66 0.68 0.57 0.52
85+ 0.55 0.63 0.72 0.61 0.58 0.77 0.66 0.68 0.66 0.71 0.69 0.68 0.66 0.63
All 0.71 0.68 0.60 0.60 0.806 0.83 0.83 0.83 0.83 0.84 0.89 0.69 0.65 0.59
Net financial assets
16-24 -3.48 4.57 0.74 0.97 -6.73 -1.10 -3.09 1.61 -2.67 -1.41 -42.82 -1.64 -1.03
25-34 -2.91 13.11 0.80 0.88 3.98 -13.62 4.35 2.23 -11.56 -11.35 1.29 2.56 13.00
35-44 -16.82 2.28 0.82 0.81 1.18 1.48 1.27 1.22 1.32 1.47 1.02 1.39 1.65
45-54 3.77 1.36 0.76 0.79 1.00 1.13 1.08 1.02 1.06 1.11 0.92 0.92 0.98
55-64 1.62 1.03 0.78 0.72 0.94 0.99 0.96 0.95 0.95 1.01 0.78 0.80 0.85
65-74 0.84 0.86 0.82 0.77 0.84 0.92 0.88 0.88 0.93 0.95 0.78 0.75 0.78
75-84 0.81 0.75 0.83 0.75 0.81 0.86 0.82 0.84 0.95 0.88 0.80 0.76 0.77
85+ 0.73 0.88 0.86 0.75 0.76 0.88 0.84 0.86 0.81 0.83 0.77 0.74 0.79
All 2.99 1.39 0.81 0.78 1.03 1.10 1.06 1.02 1.07 1.10 0.89 0.94 0.99
Housing equity
16-24 0.98 1.02 0.70 0.58 -6.73 0.91 1.01 0.97 0.94 0.98 1.25 0.92 0.91
25-34 0.90 0.84 0.68 0.71 3.98 0.80 0.84 0.81 0.80 0.82 0.84 0.74 0.66
35-44 0.63 0.61 0.62 0.61 1.18 0.71 0.73 0.73 0.78 0.76 0.63 0.65 0.55
45-54 0.50 0.52 0.58 0.60 1.00 0.67 0.70 0.71 0.72 0.71 0.54 0.56 0.49
55-64 0.49 0.51 0.55 0.54 0.94 0.68 0.69 0.71 0.71 0.70 0.54 0.55 0.47
65-74 0.49 0.58 0.59 0.59 0.84 0.65 0.67 0.73 0.71 0.72 0.56 0.58 0.50
75-84 0.58 0.60 0.60 0.59 0.81 0.64 0.64 0.65 0.66 0.68 0.67 0.58 0.52
85+ 0.60 0.57 0.72 0.63 0.76 0.67 0.63 0.59 0.67 0.72 0.69 0.71 0.64
All 0.63 0.64 0.61 0.61 1.03 0.74 0.749 0.76 0.77 0.76 0.66 0.64 0.57
Gross financial assets
16-24 0.83 0.77 0.60 0.64 0.94 0.83 0.82 0.96 0.79 0.79 0.80 0.82 0.86 0.82
25-34 0.74 0.80 0.69 0.68 0.85 0.80 0.87 0.87 0.81 0.83 0.76 0.88 0.81 0.81
35-44 0.78 0.76 0.73 0.72 0.76 0.87 0.88 0.86 0.90 0.89 0.80 0.79 0.80 0.84
45-54 0.77 0.77 0.70 0.73 0.70 0.89 0.86 0.90 0.89 0.91 0.78 0.81 0.71 0.75
55-64 0.73 0.77 0.76 0.69 0.66 0.89 0.89 0.89 0.88 0.90 0.73 0.75 0.74 0.68
65-74 0.77 0.80 0.81 0.75 0.60 0.88 0.85 0.86 0.89 0.90 0.73 0.77 0.74 0.75
75-84 0.76 0.70 0.83 0.75 0.62 0.84 0.81 0.83 0.86 0.87 0.68 0.79 0.76 0.77
85+ 0.73 0.88 0.86 0.75 0.63 0.88 0.84 0.85 0.79 0.83 0.71 0.77 0.74 0.79
All 0.78 0.79 0.77 0.73 0.75 0.90 0.89 0.90 0.90 0.91 0.78 0.82 0.79 0.79
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10. Household debt and educational loans

In previous sections we have examined cross-coutifferences in debt and, where
possible, how the distribution of debt within caigd has changed over time, mainly in
the context of how debt contributes to measuresbivorth. The key findings from this
analysis are that:

» Italy stands out as the country where householtisthe least amount of
financial debt and consequently we find positiveiga of net worth lower down
the wealth distribution;

» Higher proportions of US households report finahdebt right across the age
range;

* Mortgage debt is most likely to be held by housdbdleaded by those aged
under 45;

» US households hold mortgage debt beyond retireagmtind in general higher
shares of older US households hold mortgage debt;

* Inthe UK and the US, where we have sufficient asittime observations, we
observe increases in debt holdings and more détg beld further up the age
distribution;

* We are not able to make direct comparisons withdeweas we are not able to
separately identify financial and housing debt.adidition, business debt held by
households is included in personal household débis leads to an overestimate
of debt in Sweden (in a comparative sense) andecpently an underestimate of
net worth for some households.

In this section we explore in a bit more detail igsmie of debt, and then we focus on debt
resulting from educational loans.

Housing debt is usually the largest debt held hyskebolds but it is usually more than
offset by housing assets, so aside from the exarggtcircumstances where households
hold negative equity in their housing (ie where whkie of housing is less than
outstanding mortgage, or more generally housing)dedt housing equity is positive.
Negative equity in housing most commonly occursmhmuse prices crash which
normally affects households who have most recgnttghased a property with loan
values closest to the value of their property.alAih house prices leaves this group
vulnerable to negative equity. As housing is geltyn long term investment and house
prices generally recover, negative equity is nolyreaproblem for only a minority of
households. Most households can choose not ttheallproperty while house prices are
low but for some this is not a choice. These hbakis may find themselves in a
position where they are unable to meet their mgegapayments, through a fall in
income such as that resulting from unemploymeminoincrease in repayments due to
increases in interest rates, and are forced tdalssil property. Regulation of mortgage
and financial markets vary across countries andsadime within countries in terms of
the amount households are able to borrow in reldatdheir income. House price
bubbles have historically occurred alongside melaxed regulation allowing greater
loan to value mortgages with lower multiples ofdante used to calculate the allowable
value of a mortgage and/or smaller, and in somescas, deposits required. The general
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trend in house prices is upwards and thereforenfust households this means that the
value of their mortgage relative to the value @itlproperty falls protecting them from
the risk of negative equity. It is hard to measwith any degree of accuracy the amount
of negative equity in the LWS data, although Tablipes show estimates of the
proportion of households with negative housing gqui

Another factor that affects cross-country and atose housing debt, and therefore
housing equity, is the configuration and regulatdbmortgages. A variety of mortgage
products exist in the market ranging from intem@sy mortgages, flexible mortgages
(where repayment can vary month to month usuakbyata minimum amount) and the
more common capital and interest repayment mortgatyethe UK a further type of
mortgage which was popular in the 1980s and 19%Gsthhe endowment mortgage. This
type of mortgage had two components: an interdgtranrtgage loan and an endowment
policy, or policies. An insurer held the endowmealicy and the borrower

(homeowner) made payments into the policy withabgctive that the fund would be
sufficient to pay off the capital at the end of thertgage loan term. During the 1990s
concern grew about the sufficiency of funds to p#ythe capital at the end of the loan
period and many households found themselves irséiqgo of owing a large amount of
outstanding mortgage debt. Later it was found ¢émaiowment mortgages had
systematically been mis-sold. These mortgage tgpesery uncommon today. It is
clear that outstanding mortgage debt will vary delieg on the type of mortgage with
many mortgages paying off very little, if any, betcapital debt until towards the end of
the mortgage term (early payments go towards iste@sts). This contributes to a
situation where large increases in net housingtg@aicur in older age groups reaching
retirement and at the end of their mortgage loam.teThere are also differences across
countries in the typical length of a mortgage laad these have changed over time. This
will affect the accumulation of wealth for diffetecohorts with older cohorts
accumulating net housing equity at a faster reda frounger cohorts. In Italy the typical
mortgage loan term is ten years.

Other loans recorded in our calculation of net Wante not offset. Consumer durables
(vehicles, appliances, etc), collectibles and Valkegmhave a value but this is not included
in our calculation of net worth and therefore logalen out to fund their purchase is not
offset by the value of these possessions. Educhians are different from other types of
loans in that they are offset by a future incomeash rather than a capital asset.
Education loans for the purpose of financing a éigkducation, and in some cases
training and post-secondary education, have becoare widespread over the last 20
years. As participation in higher education hgsaexed, governments have sought to
shift the burden of higher education funding froemgral taxation to individual students
and their families. These loans are used to fie@tedents’ maintenance costs (housing
costs and general living expenses) and in somes tag®n fees. Their use varies across
countries and within countries over time.

Table 8 shows the proportion of households repgeuiucational loans and the mean
value of these loans. No educational loans arerteg in the SHIW Italian survey. The
SHIW does not explicitly ask Italian householdsdport outstanding educational loans,
although they may be recorded in the ‘other’ catggd his is not a glaring omission.
Although student loans have been available in Balge 1991 and provision was
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increased in 2003 student loan take up was estihtatee less than 1 per cent of the
eligible population in 2008/09. A number of reasdor this low take up have been
suggested. These include: Italians are cultueaderse to debt; there is a high degree of
government subsidy and tuition fees are low andndgyl as affordable (approximately
1,000 euro per year) with full and partial exempsi@vailable for low income families
(around 15 per cent of students); cultural traditdd families providing financial support
for education and many students reside with tlailies; concern about repayment
given low rates of return to higher education (Perrad Brazi, 2011). Finnish students
studying for a higher education full time (and amg other forms of education), can
qualify for financial aid. This includes study gts, housing supplements and
government guarantees for student I6an3uition is free for students in Finland.
Student loans are granted by Finnish banks andgtesd by the government. Take up
rates for student loans among eligible Finnishesislis low at around 35 per cent which
could be explained by the relatively generous sysiegrants (OECD, 2008). In the
LWS data for Finland we find that 14 per cent ofis@holds hold educational loans in
1994 falling to 13 per cent in 1998. These loalescancentrated among households with
heads in the 16-24 and 25-34 age groups. Thisatsfthe fact that it is young people
who take out these loans to fund education afeanihg school and they tend to be of
relatively short duration (compared to mortg&§esOut of the three countries for which
we have information on the mean value of loansilalfid, Sweden and the US — Finnish
households hold the lowest mean value. Finlatldeonly country, for which we have
information, where the mean value of loans declimed this decline is observed in
younger age groups so it is not about repaymedtilda was accompanied by a fall in
the share of households with educational loans.

The highest mean value of loans is recorded indimalds with heads aged 25-34. In
Sweden there is a long standing system of studantgyand loans which are used to
cover students’ housing and living costs (Stromig@#806). Universities do not charge
tuition fees in Sweden. The Swedish study supgréeme is available to all adults
regardless of the level of study and is availablsttdents studying full and part time.
Student loans make up around two thirds of the pgeland take-up is high with more
than two-thirds of students taking up the loanapfi. Repayment of the loan usually
takes 25 years. Inthe LWS we find that Swedisiskbolds, on average, are the most
likely to hold educational loans (25 per cent). iAginland, households with heads in
the 16-24 and 25-34 age groups are the most ltketpld educational loans, with nearly
half of these households holding educational loar2902. Higher shares of older
Swedish households hold educational loans compaited=inland; 10 per cent of
households with a head aged between 55 and 6Z4ahaducational loan in Sweden in
2002 compared with only 2 per cent in Finland i88.9This is no doubt a reflection of
the fact that student loans in Sweden are desiggnasisist lifelong learning and not
simply to assist undergraduate students and theHarcloans are repaid over many

' Information on financial aid for Finnish students can be found at
http://www.kela.fi/in/internet/english.nsf/NET/081001132858IL?OpenDocument (last accessed
20/08/2012).
20 Although there is a move towards mortgage style educational loans in some countries.
! Information on Student loans and take up in Sweden can be found at
http://www.sweden.gov.se/sb/d/2098/a/69849 (last accessed 20/08/2012).
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years. In Sweden (2002) the mean value of eduttioans was nearly four times
greater than in Finland (1998). The high incideacé size of educational loans
contributes to the higher value of financial defibag Swedish househofds

In the UK student loans in relation to higher ediscawere formally introduced in 1990
as the value of many student grants were erodédakerup and the average value of
these loans were low. The introduction of tuitiop-up fees and the replacement of
most student maintenance grants with student lvah898/99 in England marked the
point at which take-up and loan values incre&seBreviously tuition for domestic
students was free and a means tested system ehstyidnts was in place. In the BHPS
we find that only around 1 per cent of househatdhe UK held educational loans in
2000, this figure increased to 6 per cent in 200Bile this share is comparatively low,
the breakdown by age groups (Table 8) shows howspiccad educational loans had
become among younger households. 15 per centustholds with heads aged 25-34
and 32 per cent for those with heads aged 16-2fidtkicational loans in 2005. As we
have already noted, educational loans are notdedadn 1995 for the UK and the value
of loans is not captured separately from othemfona debts in the BHPS, therefore no
information is available on the size of these loaims2012 a large increase in tuition fees
has been introduced in England (devolved admitistrain Scotland, Wales and
Northern Ireland have their own more generous sagpodomestic students). Most
universities from September 2012 will charge staslenound 11,400 euro per year and
student loans have been modified to look like magy&gstyle loans. This means that
while there is no upfront fees a typical graduaiielaave university with debts of around
34,200 euro in addition to those acquired to fuadding and living costs. See Hills and
Richards (2012) for details on the complexity afdgint costs and finances this new
system of fees and grants coupled with universageld grants and bursaries gives rise to.
This has had an immediate effect of reducing appbas by 10 per cent for the 2012/13
academic year entry among English applicants (fatl¥Vales, Northern Ireland and
Scotland were 2.9 per cent, 4.5 per cent and 2.tqre respectivefy).

In the US students pay for their tuition, althowgmminority of students qualify for

student bursaries, and the direct costs of higthecation are by far the largest in the
OECD area (OECD, 2011). Government backed studens have been more widely
available in the US since the 1950s for select ggaf students but became available
more broadly in the 1960s. In addition to the goweent backed loans there is a system
of private student loans. Inthe US we have tingést series covering the period 1995 to
2007°. Over this time period there has been a smaléase in the overall share of
households with educational loans; 12 per cen®Bblincreasing to 15 per cent in 2007.
The increase has been concentrated among housémnti@s16-24 and 25-34 age
groups, from around one-quarter in 1995 to aboettbird in 2007. The average value
of educational loans are lower in the US than irr@mn (this can be seen if you compare

> In Cowell, Karagiannaki and McKnight (2012a) we conduct further analysis on educational loans, in
particular the extent to which they contribute to cross country differences in wealth inequality.
* Official statistics on take-up and loan values can be found at www.slc.co.uk
** www.ucas.ac.uk/about_us/media_enquiries/media_releases/2012/20120709 (last accessed 16
September 2012)
> The PSID does not separately identify debts arising from student loans, although respondents are asked
to include student loan debts in their calculation of any outstanding debts held within the family.
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Sweden 2002 with US 2004) but have increased qaitsiderably over time. In 1995
average educational loans were 1,065 euro butrttaddsed to 2,718 euro by 2007 (an
increase of 155 per cent). The average value uéainal loans held by older
households (heads aged 55-64) was highest in thigv&&re not sure if this is to do with
adult children living with parents, long paybackipds or the fact that educational loans
have been available in the US for some time).

Table 8: Proportion of households reporting edoca loans and mean value of
educational loans

Finland Finland us us us us us Sweden UK UK UK

1994 1998 1995 1998 2001 2004 2007 2002 1995 2000 2005
Proportion with
educational
loans
All 0.14 0.13 0.12 0.11 0.12 0.13 0.15 0.25 0.01 0.06
16-24 0.40 0.33 0.23 0.21 0.26 0.27 0.31 0.47 0.03 0.32
25-34 0.36 0.39 0.25 0.24 0.26 0.29 0.35 0.49 0.09 0.15
35-44 0.12 0.14 0.13 0.13 0.12 0.15 0.15 0.40 0.02 0.04
45-54 0.07 0.05 0.11 0.10 0.11 0.13 0.15 0.26 0.03 0.07
55-64 0.02 0.02 0.04 0.06 0.05 0.09 0.11 0.10 0.02 0.05
65-74 0.01 0.01 0.01 0.02 0.01 0.01 0.02 0.01 0.00 0.00
75-84 0.00 0.01 0.02 0.00 0.00 0.01 0.01 0.01 0.06 0.00
85+ 0.00 0.00 0.02 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Mean value of
educational
loans
All 751 608 1,065 1,534 1554 2,055 2,718 2,952
16-24 1,606 1,133 2,294 2,335 2,830 2,656 4,045 3,584
25-34 2,480 2,156 2,203 4,007 3,167 4,789 7,517 7,943
35-44 538 615 1,006 1,315 2,391 2,518 2,312 4,876
45-54 215 125 1,258 1,332 1,051 1,833 2,502 2,015
55-64 63 81 368 896 766 1,152 1,606 802
65-74 31 22 84 68 9 20 281 164
75-84 0 33 26 12 1 438 80 37
85+ 0 0 5 0 0 0 0 5

Notes: There is no information available on edwucsti loans in the Italian data set. US data ane fthe
SCF.All monetary values are expressed in 2005 Euros (Euro 16 ppp)

11. Therelationship between income and wealth

In this final section we look at the relationshgtween income and wealth both in terms
of the relationship between income distributiond aealth holdings and the relationship
between the income distribution and income fromlthea

We begin by looking at the distribution of inconea@ss countries where the income
measure used is equivalised household disposatieni#® excluding income from

wealth (rental income, income from investmentsnest payments). Table 9 shows
average measures of annual household income, inc@geality and median income by
income decile. It is worth bearing in mind thahaal income data in some surveys relate

%% Income was equivalised using the square root of household size.
46



to the year of the survey or the 12 months prigh&interview date (BHPS), and in

other surveys, such as the SCF, relate to thequs\dalendar/financial year. This means
that there will be some differences between coesin terms of the year for which the
value of wealth is reported (which is typically leaked at the point of interview) and the
reference period for the income data.

We find that both mean and median income increasell countries where we have
time series with the exception of Finland betwe@84land 1998 and the US between
2004 and 2007. With the exception of Finland 1894998, we find that median income
in the bottom decile increased in real terms fbca@lintries where time series are
available. Between 1994 and 1998 in Finland mentieome in every decile fell in real
terms. The only other country to experience fglimcome was the US between 2004
and 2007 where median income fell in every deciteept the very top and the bottom
two.

In summary we find that consistent with previouseggrch using conventional measures
of income, we find that out of these five countiil@some inequality is lowest in Finland
and Sweden and highest in the US. The top hahefncome distribution is wider than
the bottom half in all these countries. Betwee®4£8nd 2007 most measures of
inequality show inequality of household incomehe US either falling or unchanged.
Decile ratios show falling inequality in Italy 20@®04 but Gini and GE(2) measures
record increases in inequality. The UK is the arduntry out of these five that
experienced increasing mean and median real holds@ltomeand increasing median
income within each decile but falling income inelifyal 995 to 2000 and 2000 to 2005,
with the exception of the P10/P50 ratio which shawsncrease in the dispersion in the
bottom half of the distribution.

When we contrast these statistics with those wberencome measure includes income
from wealth (rental income, income from investmeanid interest paymerify— the

more conventional measure of income — this provatemdication of which households
benefit from income from wealth and how this aféecicome inequality (Table 10).
Once again Finland 1994-1998 and the US 2004-2tha only countries that record
decreasing mean and median incdméaVhat we find when we include income from
wealth is that, as you would expect, there is areimse in mean and median income but
this is not uniformly the case across the incons&ribution. Income from wealth has a
small positive affect on income inequality (90/@ini, GE(2)) in Finland and Italy, and
to some extent the UK but has very little effectia US and, perhaps surprisingly, in
1998 and particularly 2001 income inequality meaduy the Gini, P90/P10 and
P75/P25 ratios is lower when income from wealtimeduded. The influence of income
from wealth in increasing the dispersion in the haff of the distribution is more

uniform across all five countries, reflecting tlaetfthat as asset holding is skewed
towards the top of the distribution so too is ineoftom wealth. For example, the 90/50
ratio in Finland in 1998 is estimated to be 1.7fwimcome from wealth is excluded

%’ This does not include income from capital gains which are known to make a difference to estimates of
wealth, particularly in the top 1% (For example, see Roine and Waldenstrém, 2012, for Sweden).
*® Mean disposable equivalised household income measured at an individual level is shown to increase in
Finland 1994-1998 in Jantti (2006).
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increasing to 1.78 when it is included. In Finland noteworthy that this difference is
much greater in 1998 than in 1994 indicating thiapprty income increased wealth
inequality in the top half of the distribution bet@n these two dates. The exception is
the US where the P90/P50 ratio is higher when ircrom wealth is included in 2001
and, in particular, 2004. OHowever, the fact thabme from wealth also benefits low
income households (shown in Table 10 by the highedtian income in the bottom decile
compared to Table 9), this limits the extent toakhincome from wealth increases
income inequality.

Comparing the estimates for the US in 2001 for P&1D SCF, we find that PSID
estimates higher average values of household incantemedians within income deciles
for incomes that exclude and include income fronaltte In addition, estimates of
income inequality are lower using the PSID estimatmpared to the SCF estimates,
with the exception of the P10/P50 ratio.
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Table 9: Summary statistics describing the distribution of equivalised household disposable income (LIS disposable income measure excluding
rental income and income from investments and savings)

Finland Finland Italy Italy US-SCF US-SCF US-SCF | US-PSID US-SCF US-SCF Sweden UK UK UK
1994 1998 2002 2004 1995 1998 2001 2001 2004 2007 2002 1995 2000 2005

Mean 15722 13511 14739 15720 22066 23431 | 25644 29248 33182 30443 15421 14417 17139 20035
Median 14399 12709 12495 13125 17308 17916 18617 23922 20012 19473 14225 12050 14629 17613
P90/P10 3.11 3.17 4.23 4.14 8.11 7.31 6.80 6.08 6.94 6.79 3.26 4.61 4.32 3.82
P90/P50 1.69 1.71 2.00 1.98 2.29 2.32 2.39 2.19 2.43 2.43 1.74 2.13 2.04 1.93
P10/P50 0.54 0.54 0.47 0.48 0.28 0.32 0.35 0.36 0.35 0.36 0.53 0.46 0.47 0.50
P75/P25 1.74 1.91 2.18 2.12 2.75 2.67 2.77 2.44 2.71 2.70 1.89 2.37 2.17 2.05
Gini 0.25 0.27 0.33 0.34 0.47 0.47 0.49 0.41 0.57 0.57 0.27 0.34 0.32 0.30
GE(2) 0.13 0.14 0.28 0.55 3.18 7.25 3.42 0.56 72.09 24.42 0.15 0.25 0.29 0.18
Median income

by income decile

Bottom decile 6151 5522 4351 4828 1689 2513 4192 5504 4403 4689 5463 4587 5445 6914
2 9221 7615 6895 7171 6771 7494 8339 10493 8637 8670 8698 6145 8014 10193
3 10928 8887 8412 8837 9673 10444 11125 14600 11695 11367 10219 7794 9892 12220
4 12371 10418 9962 10352 12519 13390 13916 18396 15218 14103 11720 9423 11797 14237
5 13721 11938 11669 12120 15476 16312 16830 21918 18426 17550 13398 11121 13638 16324
6 15234 13372 13535 14139 18823 19664 20506 25762 21893 21452 15126 13220 15752 18607
7 16934 15024 15621 16033 22075 23486 | 24665 29900 26229 25682 17031 15633 18457 21471
8 18962 16943 18343 18684 26648 27823 30730 35660 31670 30691 19355 18479 21425 25019
9 22029 19855 22064 22724 33763 35297 | 37649 45502 41454 39497 22348 22640 26162 29950
10 28522 25228 31504 32622 53972 54304 60370 67200 65340 68860 28786 31816 36003 41270

Note: Income deciles are defined based on the equivalised household disposable income excluding rental income and income from investments and savings.

Income was equivalised using the square root of household size. All monetary values are expressed in 2005 Euros (Euro 16 ppp).

Source: LWS database and BHPS waves 5, 10 and 15.
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Table 10: Summary statistics describing the distribution of equivalised household disposable income (LIS disposable income including rental income and
income from investments and savings)

Finland Finland Italy Italy US-SCF US-SCF US-SCF US-PSID US-SCF US-SCF Sweden UK UK UK
1994 1998 2002 2004 1995 1998 2001 2001 2004 2007 2002 1995 2000 2005

Mean 16390 14966 15396 16219 24294 25386 27784 32364 34924 32381 16091 15296 18331 21166
Median 14801 13254 12890 13247 18394 18829 19846 25502 20850 20089 14684 12911 15438 18246
P90/P10 3.11 3.32 441 4.26 7.91 7.10 6.71 6.00 6.92 6.74 3.22 4.77 4.37 3.89
P90/P50 1.71 1.78 2.07 2.05 2.30 2.35 2.36 2.22 2.42 2.48 1.75 2.14 2.06 1.98
P10/P50 0.55 0.54 0.47 0.48 0.29 0.33 0.35 0.37 0.35 0.37 0.54 0.45 0.47 0.51
P75/P25 1.74 1.92 2.21 2.13 2.70 2.63 2.73 2.40 2.68 2.71 1.90 2.38 2.20 2.04
Gini 0.26 0.28 0.34 0.35 0.47 0.46 0.40 0.40 0.56 0.57 0.27 0.34 0.33 0.30
GE(2) 0.14 0.25 0.30 0.54 8.56 7.15 3.20 0.58 67.03 24.18 0.18 0.25 0.30 0.19
Median income

by income decile

Bottom decile 6515 5863 4533 4910 2659 3608 4934 6279 4722 5085 5920 4828 5929 7359
2 9483 7874 7010 7286 7090 7995 8759 11493 9036 8928 9007 6568 8471 10627
3 11248 9329 8598 9056 10329 11058 11806 15884 12234 11736 10453 8145 10340 12815
4 12624 11026 10277 10529 13388 14038 14763 19690 15785 14525 12093 9937 12356 14744
5 14032 12554 11944 12325 16494 17124 17979 23514 19026 18106 13813 11738 14319 17094
6 15645 14029 13874 14332 19601 20642 21779 27322 22687 22239 15560 14016 16672 19508
7 17384 15790 16132 16405 23099 24505 26036 31923 27004 26544 17545 16468 19482 22626
8 19557 17924 18999 19257 27911 29096 32173 37973 32746 31782 19903 19341 22783 26180
9 22882 20960 23076 23461 35572 36988 39598 48538 43160 41402 23117 23932 28169 31442
10 30229 28093 33689 34899 57733 60016 66747 74503 69290 74040 30397 33755 38208 44716

Note: Income deciles are defined based on the equivalised household disposable income excluding rental income and income from investments and savings.
Income was equivalised using the square root of household size. All monetary values are expressed in 2005 Euros (Euro 16 ppp).
Source: LWS database and BHPS waves 5, 10 and 15.
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We now turn to the relationship between househwddme (excluding income from wealth)
and household wealth holdings. To do this we adapethodology used by Banks, Blundell
and Smith (2000) which compares net worth acrossne deciles for our country
observations centred on the year 2000. In eacindigge show net worth by income
percentile for the UK and contrast this distribatwith one other country. In the left-hand
panel we show median net worth within income peitnand in the right-hand panel net
worth at the 98 percentile. We also show net worth in our congmricountries where
income percentiles are matched to UK percentileghis case the values of percentile break
points are set to those recorded in the UK anangdr represent fixed proportions of the
populations. Note that we allow y-axis scalesaoyy

The top two figures compare the UK (2000) with &Bmd (1998). Looking first at the results
for the UK we find median net worth within incomerpentiles tends to increase with
income. However, we find a group of householdhatottom of the income distribution
who have relatively high median net worth compacethose with a little higher income
(particularly the lowest 15 percentiles). In castrwe do not find a similar group of income-
poor/asset-rich households in Finland where medgmnvorth within income percentiles
fairly uniformly increases with income (ignoringetrery high value recorded at the very
lowest percentiles which look like outliéPs Over a large part of the income distribution
(P30-P70) median values of net worth within incqreecentiles are very similar in the UK
and Finland. The figure for P90 values of net Wwadnighlights the greater wealth inequality
and higher wealth holdings in the UK within inconeciles relative to Finland. When we
superimpose the UK income distribution on to Fidldy defining the percentiles in terms of
the level of income at UK percentile break pointsabserve that the lower values of median
net worth within income percentiles in Finland ¢argely be explained by the lower value of
incomes at percentiles above thd percentile (associated with the more compressed
income distribution in Finland relative to the UBt this does not explain the difference
observed at the lower end of the income distrilsutibhe second pair of charts compares
Italy with the UK. Quite a different picture emesg Apart from the lowest two income
deciles, where we find relatively asset-rich UK elolds, median net worth within income
percentiles is higher in Italian households compavith UK households. P90 net worth
within income percentiles on the other hand, iy \&emilar between these two countries.
When we match Italian income percentiles to UK meovalues we find this has very little
effect at the median or the"®@ercentile, if anything it increases the differemetween the
two countries. We next compare the UK with the UBe first pair of charts compares the
UK with the US SCF2001 and the second pair withRE8D2001. At lower and middle
incomes UK households hold higher median net witvdin US households (SCF and PSID),
although values are very similar apart from forvkey highest income households where US
households holdwuch higher median net worth then their equivalentheaUK (note

different y-axis scales for SCF to accommodate drigbealth values recorded in this survey).
PSID values are more similar to UK values compavigd SCF values. P90 values are also
very similar with the exception of highest inconmmbkeholds. If we superimpose the UK
distribution of income on to the US (SCF and PSAR)find that median values of net worth
are typically lower in the US for the same levelrafome, quite substantially lower among
higher income percentiles.. This is not the caskea9d" percentile. The final pair of charts
compares the UK with Sweden. Here we find thahiwitach income percentile median and
P90 net worth holdings are higher in the UK. THeerences are greater at the"90

 This is likely to be due to the fact that there are very few observations in the Finnish data for these very low
levels of household income.

51



percentile than at the medians. SuperimposingJth@come distribution on Sweden, i.e.
the fact that income values at different break fgouary between the two countries, explains
some of the difference for median and P90 net weathes in the top two thirds of the
income distribution. This means that higher valoielsousehold income in the top third of
the income distribution in the UK partly explaitethigher values of median and P90 net
worth in the UK within these income percentiles.

Figure 8: Median and 90th percentiles of total net worth within each income percentile (country

specific and matched to UK income percentiles)
UK 2000 (BHPS LWS) compared to Finland 1998
Median net worth P90 net worth
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UK 2000 (BHPS LWS) compared to US 2001 (SCF)
P90 net worth

Median net worth
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Note: All monetary values are expressed in 2005 Euros (Euro 16 ppp).
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12. Summary

Private wealth’s most simple function is a storenminey that can be converted and spent
during times of hardship or when there is needdge scale expenditure to provide financial
security. Home ownership provides families with treedom to create their own space, a
secure home for children and the opportunity tacttee precarious nature of some forms of
rental tenures. Once mortgage loans have beemdréyaically during the working life,

home ownership provides free accommodation duetigement, aside from maintenance
costs, and by advanced buying of housing servieeplp insulate themselves against risk in
the housing market. Housing equity can be condern® income through downsizing or
equity release schemes, to provide an income irematnt, to pay for care or bequests to the
next generation.

Wealthier households also hold large financial @ssech as stocks, bonds and mutual funds
and while holdings have become more widespreadrémegain more concentrated among
high wealth households. At the other end of tlstritution are households whose net wealth
IS negative, some quite substantially so. Thebésdae mainly from credit cards, instalment
loans for the purchase of large items, or educatilmans. Some households are in the
unfortunate position of holding negative equitytheir homes. While access to credit has
increased substantially in many countries allowimdjviduals and their households to

smooth their income and wealth over the lifecyitles perhaps the increased participation in
higher education and the shift from State fundihfjigher education to a system where
individuals and their families increasingly beag tost through educational loans that has led
to the most dramatic change in the distributiodelt and the profile of households holding
these debts.

Household characteristics play a part in explai@ngrage values of wealth held at a point in
time and wealth holdings over the lifecycle. Palskector provision and taxation policies
affect incentives to acquire, draw down and bedueaalth. Asset prices, particularly stock
prices and housing prices, affect the value oftasseld. The economic cycle and changes in
incomes affect the extent to which households eae,sneed to borrow or draw down on
assets. Interest rates affect income from investsrend the cost of borrowing.

We are able to compare wealth holdings in five ¢toes around the year 2000, and for some
countries (UK, US, Finland) in the mid-1990s andl+2000s (UK, US, Italy). This has been
made possible through the harmonization of natidatd sources as part of the Luxembourg
Wealth Study. In the process of conducting thislysis we have come across
inconsistencies in the way some variables are édéfisuch as the definition of a household in
Sweden, the coverage of wealth components, suttteasmission of current accounts in the
UK, and debt components, such as the omissionr beerdrafts in the UK and the
inclusion of business debt in Sweden. Some sumwveysded in the database are clearly
better at capturing high wealth households anas#isets that they hold, such as the SCF for
the US. Despite these differences we are ableateeraome meaningful comparisons
between countries. In fact understanding diffeesnmetween surveys strengthens our
understanding of differences between countriesnani generally about the distribution of
household wealth.
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The key findings are:

Average wealth holdings are lowest in countriehwnerous welfare states
(Sweden and Finland) and highest where individasdsexpected to a greater extent
to fend for themselves (US);

The skewed nature of the wealth distribution leadarge differences between mean
and median wealth values. In the US mean weatihase the 75 percentile.

There was a large increase in average householthvweddings in the UK between
2000 and 2005 and as average wealth increasedwieadfuality fell;

Despite low average wealth holdings in Finland Smeden, inequality of wealth is
relatively high. Sweden is the most unequal cquairt of these five, but this may be
overestimated due to the definition of househaldhe Swedish data and the
inclusion of business debt. A generous welfareesteneans that an unequal wealth
distribution in these countries may not resultess equal overall welfare;

High values of mean and median wealth in Italydrreen by the absence of debt
which is particularly noticeable lower down the Vtlealistribution. Italy is the only
country to record positive values of net worthhet 13" percentile. A tiny minority

of young Italian households hold financial debt;

Cross-country differences in household wealth Imggliare affected by demographic
differences. lItalian households have an olderaggle associated with an ageing
population and cultural factors that result in pi¢glly later age of household
formation;

Country age-profiles in ownership of wealth (anttlieomponents show similar
rates of households with savings accounts (at a8&0rper cent) having fairly flat
age-profiles. Differences in Sweden and the UKloaexplained by coverage of
wealth components. There are quite large diffezsretween countries in age-
profiles of investment ownership. US household@smost likely to hold financial
debt and this extends in to older households hebgéudividuals over the age of 65.
While home ownership rates are very similar acoogstries, Italian households are
much less likely to hold mortgage debt;

The share of gross wealth made up of financialtassgreatest in the US and lowest
in Italy. As house prices and home ownership retereased the share of gross
wealth made up of housing wealth increased in tkel@95-2000-2005;

Age profiles show that mean net worth increaseb agfe, peaking just before typical
retirement ages. These profiles are flatter ind@ameand Finland. There have been
increases across the age range in the UK and thdriy8n by net housing equity
(particularly in the UK);

Age profiles in various percentiles show incredseke value of debts held at the™0
percentile in the UK 1995-2005 and the US 1995-284F reach further up the age
distribution over time. The crash of the dotconrketin early 2000 affected net
financial assets at the 9@ercentile in the UK and the US (the two countvideere

we have a long enough time series to observe veiste

In Finland, financial debt at the "I @ercentile fell between 1994 and 1998 among
working age households, reflecting wider econorh@nges in the Finnish economy.
Net housing equity increased across the age ranipe UK 2000-2005 at the
median, and 1995-2000 at thé"ggercentile as well as between 2000 and 2005.
Increases in net housing equity in the US were lalgre between 1995 and 2007,
although a greater proportion of the change ocdurréhe second half of the 1990s
and overall the increases in average values werashgreat;
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* Inequality within age groups, defined in termslo# aige of the household head, falls
with age and then increases again among olderrageg Some of the this may be
due to heterogeneity;

» Policy and cultural differences have led to crassntry differences in the incidence
and average value of educational loans. Italiarsbbolds do not usually hold
educational loans because of low tuition fees adidi@l factors such as aversion to
debt and families financially supporting studerfisveden has the highest share of
households with educational loans and the greateah value. These loans are
designed to cover lifelong learning not just higeducation, have been available for
some time and have a long pay-back period. Théda$Xalso had educational loans,
public and private, for some time and unlike Swedéere tuition costs are paid
through general taxation, tuition fees are high aredborne by the student. Between
1995 and 2007 the incidence of US student loangledaverage value increased.
In Finland, tuition is free and there is a systdratadent grants and loans. Although
the overall incidence of loans is similar to the 8 average value of loans is much
lower. Between 1994 and 1998 there is evidendallaig loans in Finland,
particularly in the 16-24 age group. Large scaleent loans have only fairly
recently been available in the UK but by 2005 nearle-third of households in the
16-24 age group held loans, and major reformsdutred in 2012 are likely to result
in increases in the incidence of loans and subatantreases in the average value of
these loans;

» Income from wealth disproportionately benefits leiglncome households and
increases inequality in the top half of the incaifisribution. There are many
similarities in the median and P90 values of wehdld within income percentiles
between the five study countries. However, sonerésting differences have
emerged. In the UK we find a group of asset-ricddime-poor households. Lower
and middle income UK households typically hold lEigmedian net worth than US
households but higher income US households holchrgteater values of median
wealth than their UK counterparts. At thé"gfercentile of net worth within income
percentiles wealth is much higher in the UK comgawgh Sweden and Finland.
Only some of which can be explained by higher v@lieincome held. Italian
households enjoy higher median net worth than Uskbolds above the 2ncome
percentile but much more similar'®percentile values.

While coverage and methodological differences easiveen the data sources these are now

better understood and only partly explain crossatgudifferences in household wealth and
its evolution over time.
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