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Abstract

This article describes the changes in the concentration of wealth among U.S.
households between 1983 and 1992, a period which nearly coincides with the most
recent business cycle. The distribution of wealth has received popular attention
recently, based on reports that it became markedly more unequal during the economic
expansion of the 1980s. New data for 1992 indicates that the distribution was about
the same in 1992 as in 1983, or for that matter as in 1962. A modest, insignificant
increase in concentration between 1983 and 1989 was completely reversed by 1992.
While the distribution was stable, total wealth and wealth per household increased
over the cycle; rich and poor households enjoyed an approximately equal gain, in

percentage terms.
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This article describes the changes in the distribution of
wealth among U.S. households that occurred between 1983 and 1992,
a period which very nearly coincides with the most recent business
cycle. It extends a previous paper which discussed changes between
1983 and 1989, the expansionary phase of the cycle (Weicher, 1995).
The distribution of wealth has received extended popular attention
recently, based on reports that it became markedly more unequal
during the economic expansion of the 1980s.' The previous paper
showed that this conclusion depends on technical issues about which
statisticians and analysts disagree, and that the apparent changes
in the distribution of wealth do not pass conventional tests of
statistical significance in most cases. With the availability of
new data for 1992, it is now possible to compare the experience
during the expansion with the changes during the subsequent
recession, and analyze changes over a business cycle with a
consistent data series for the first time.

The additional data indicates that the concerns over the
purportedly increasing concentration of wealth were unnecessary.
Even if the distribution did indeed become more unequal during the
expansionary phase of the cycle, that change was fully reversed
during the subsequent recessionary period. The distribution was
about the same in 1992 as it was in 1983 - or for that matter asg it
was in 1962. The degree of concentration has fluctuated since the
end of World War II, and the measures for the latest cycle

generally fall within the postwar range, although the data come

* The source of this perception is Wolff (1995), which is a summary of his
research on the distribution of wealth, written for a popular audience; this book
was the subject of a front-page article in the New York Times (Bradsher, 1995).
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from a variety of sources of varying quality, and are available
only at irregular intervals of a few years.

While the distribution was stable, total wealth, and wealth
per household, increased over the cycle, so that it is appropriate
to conclude that rich and poor households enjoyed a more or less
equal gain, in percentage terms.

These findings are likely to be surprising. The notion that
the distribution of wealth has become more concentrated has seemed
plausible to many economists and many laymen. They note the rapid
rise in the stock market and the fact that stocks are mainly held
by well-to-do individuals, and they also note that income
inequality has been steadily increasing. The paper investigates
these hypotheses, and finds that they are incomplete. By itself,
the rise in the stock market would have contributed to an increase
in inequality, but it was offset by increases in the value of other
assets that are widely held by middle-income households, especially
equity in owner-occupied homes. Income and wealth are indeed
correlated, but the correlation weakened between 1983 and 1992, and
high-income households had less wealth for any given income level
in the later year.

The paper suggests the hypothesis that the distribution of
wealth has a c¢yclical pattern. The paper itself, of course,
provides evidence on only one business cycle, and the limited
evidence for earlier periods partly supports and partly is
inconsistent with the hypothesis.

Finally, the ©present paper describes the demographic
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attributes and net worth of the richest one percent of U.S.
households and reacheg similar conclusions to the earlier one: most
of them appear to be entrepreneurs rather than coupon clippers, and
most of their wealth is in the form of assets which they must
actively manage, such as unincorporated or closely-held business or
investment real estate, rather than stocks or bonds. In addition,
the top one percent 1is comprised of different households in

different years, to a perhaps surprising extent.

THE SURVEY OF CONSUMER FINANCES

The data source is the Federal Reserve Board’'s Survey of
Consumer Finances (SCF). This 1s one of the few sources of
information on household wealth that reports asset and liability
holdings of individual households for a sample of the entire
population on a consistent basis over time. The most recent
available surveys that are useful for analysis of the distribution
of wealth are those for 1983, 1989, and 1992. These dates
approximate to the turning points of the business cycle. The
trough is dated as November 1982; the 1983 SCF was conducted
between February and August 1983, and half the interviews were
conducted by April. The peak occurred in July 1990; the 1989 SCF
was conducted between August 1989 and March 1990. The next trough
occurred in March 1991; the 1992 SCF was conducted between June and
November 1992. Thus the 1983-1989 surveys cover a period slightly
shorter than the economic expansion, by about six months at either

end, while the 1989-1992 sgurveys cover the last few months of the
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expansion, the succeeding recession, and the first 18 months of the
next expansion. This dating is not precise. Some of the
information reported by individual households, such as income, is
likely to refer to the calendar year preceding the survey.
Reported house values may also be based on the most recent property
tax assessment, rather than the current market. Other data, such
as stock valuations and deposits at financial institutions, are
probably current. To the extent that the data do have a lag, the
1983-1989 period may start from the 1982 cyclical trough and
continue to within a year or so of the peak, while the 1989-1992
period may end around the 1991 c¢yclical trough. While the
correspondence is not exact, 1t seems reasonable to regard the
survey dates as approximating to the turning points of the cycle,
and they will be referred to as such in this paper.

An important feature of the SCF is that it includes a special
sample of high-income households that can be expected to have
unusually large wealth holdings, as well as a cross-section chosen
randomly to represent the entire population of households. Because
wealth is concentrated among a relatively few households, a
national sample of households will give little information about a
large fraction of household wealth. The high-income sample has
grown 1in importance from one survey to the next, reflecting an
effort to give more equal sampling probabilities to all dollars of

wealth, rather than all households.?

2 For more extensive descriptions of these surveys see Avery and others

(1984a), Avery and Elliehausen (1986), Avery, Elliehausen and Kennickell (1988),
Kennickell and Shack-Marquez (1992), Kennickell and Woodburn (1992), Kennickell



MEASURING WEALTH

Wealth is defined as the value of assets minus the wvalue of
liabilities. The SCF contains detailed, though not quite
exhaustive, information on both assets and liabilities, most of
which is used in this analysis. Table 1 reports the components of
wealth as it is defined in this study.

The most important omission is the present value of private
pensions and Social Security benefits that the household will
receive in the future. Even though they cannot be converted to
cash, they are a substantial part of the portfolio of many
households. As noted previously, the SCF provides estimates of the
present value of pensions and Social Security for 1983 only. For
the later years, there is information on coverage for individual
households, but not wvalue. The 1983 data is reported in this
article, but omitted from the analysis of changes over time.

The second most important omission is the wvalue of most
consumer durables. Automobiles and other vehicles are included;
otherwise the debt is reported but not the value of the asset.
Durables can be taken into account either by attempting to estimate
their value (as in Wolff, 1987), or by the simpler procedure of
excluding the debt incurred to buy them as well as their value, on
the ground that the total value of all consumer durables is likely
to be at least as large as the remaining debt on them, for most
households. This paper reports results using the latter procedure.

Both omissions cause the distribution of wealth to appear more

and Starr-McCluer (1994), and Weicher (1995).
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unequal, as is shown later in the paper. It seems less likely that
either affects the changes in the distribution over time.

The miscellaneous assets category is very heterogeneous. It
includesg 23 categories in 1983, 30 in 1989, and 32 in 1992: many
types of collectibles such as coinsg, stamps, Oriental rugs, and
objets d’'art; oil and gas leases; various debts owed to the
household; and much more.

The concept in Table 1 will be referred to as "net worth" or
"wealth" without further qualification in this article. The same
concept has been used by Federal Reserve Board analysts for 1989
and 1992; for 1983 they exclude miscellaneous assets.® Wolff's
preferred concept excludes miscellaneous assets and the value of
automobiles, but includes automobile loans; he also reports other

concepts, both broader and narrower (Wolff, 1987, 1994).

WEIGHTING

With a survey design combining a random sample of all U.S.
households and a separate sample of the top few percent of the
income distribution, it becomes important to weight the individual
observations appropriately so that the sample households adequately
represent the universe of all households. Analysts at both the
Survey Research Center and the Board have devoted substantial
attention to the issue of weighting. Multiple weights have been

published for the 1983 and 1989 surveys, and additional weights for

* See Kennickell and Shack-Marquez (1992), and Kennickell and Starr-McCluer
(1994). Avery and Elliehausen (1990) warn in the codebook for 1983 that "some
estimates [for miscellaneous assets] look to be very dubious.”
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1989 and 1992 have been constructed and used in papers published by
Board analysts, though they have not been included in the public
use data tapes.® In this paper, two sets of weights are used for
both 1983 and 1989, and one for 1992.

The choice of weights can affect the results, as will be seen
later in this article. This is particularly true for 1983. For
that year, alternative weights were constructed by analysts at the
Board and at the Survey Research Center. These are known as FRB
and SRC weights, respectively. They differ in the characteristics
used to align the cross-section sample to the total population of
U.S. households. The FRB weights align on the basis of totals for
the four U.S. Census regions, and the SRC weights align on the
basis of total households and the division between urban and rural
location. A second set of FRB weights was constructed when 1982
individual income tax data suggested that the high-income sample
may have been given too much weight. These are known as the "FRB
extended-income" weights. In this article, the FRB extended-income
weight and the latest SRC weight (the revised SRC composite weight)
are used for 1983. (These are variables B3016 and B3019,
respectively, on the data tape.) Kennickell and Shack-Marquez
(1992) use the FRR extended-income weight.

For 1989, two SRC sets of weights are available: a preliminary
weight used by Kennickell and Shack-Marquez (1992) for comparing

1983 to 1989, and a revised weight used by Kennickell and Starr-

* For a discussion of the 1983 and 1989 weights, see Weicher (1995). More
extensive discussions appear in Avery and Elliehausen (1990, pp. 16-24) for 1983
and Kennickell and Woodburn (1992) for 1989.



8
McCluer (1994) for comparing 1989 to 1992 (variables X40125 and

X40131). The difference between them is much less important.

HOUSEHOLD WEALTH

Table 2 reports the total wealth of all U.S. households for
each year, mean household wealth, and mean holdings of each of the
major components of wealth. Both sets of weights for 1983 and 1989
are used, along with the one publicly available set for 1992.

On any comparison, total wealth and mean wealth increased
during the expansion (between 1983 and 1989), declined during the
recession (between 1989 and 199%92) and increased over the full
business cycle. The magnitude of these changes varies markedly,
depending on the weights chosen, particularly for 1983. Total
wealth in that year varies by almost $1 trillion, and mean wealth
by about $11,000. The choice of weights is less important in 1989,
but total wealth still varies by $500 billion, and mean wealth by
about $4,500.

These differences give rise to substantial variation in the
measured change between surveys. For mean household wealth, for
example, the 1983-1989 increase ranges from $23,000 to $38,000; the
1989-1992 decrease ranges from $15,000 to $19,000; and the increase
over the cycle ranges from $8,000 to $19,000. In percentage terms,
mean household net worth increased by 5 percent to 11 percent over
the cycle; total wealth increased by 24 percent to 32 percent.

The limited data on wealth makes it difficult to put these

changes in any long-term context. The changes in mean wealth are
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both larger than the change in mean household income as reported in
the SCF (an increase of less than 3 percent by one set of 1983
weights, and a decline of about 2 percent by the other).

The means for individual asset categories in Table 2 are
calculated for all households, whether or not they own that
particular asset. The most widely held assets are automobiles
(between 83 and 86 percent of all households in various years),
checking accounts (75 to 79 percent), and owner-occupied housing
(63 to 65 percent). On the liability side, credit card debt was
the most common form of debt in each year (37 to 41 percent) but
home mortgages were almost equally frequent (37 to 39 percent) and
vehicle loans were also common (29 to 35 percent). Home mortgage
debt accounted for over half of all family debt in each year. (The
home equity values in Table 2 are net of mortgage debt, as are the
values for other asset categories where there is a sgpecific debt
against the asset.)

Stocks and other financial assets seem to come first to mind
in discussions of "wealth," but other assets are at least as
important. Owner-occupied housing is consistently about 30 percent
of net worth. Unincorporated business and investment real estate
together account for between 35 and 40 percent. These might be
termed "entrepreneurial assets;" their owners must actively manage
them or hire someone to do so. Financial assets as a whole account
for about 30 percent. Stocks declined in importance from 10
percent of total wealth in 1983 to 6 percent 1in 1989, then rose

again to 10 percent in 1992.
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Table 2 also reports the present value of future pension and

Social Security benefits in 1983. They are larger than the value

of any other category of assets, and larger than all financial

assets combined. If included in net worth, they would add close to
50 percent to mean household wealth in 1983.

The last line of the table shows mean household income, which

is a pre-tax figure reported by the respondent. The SCF asks about

total income and also income from various sources; the sum of the

latter does not equal the reported total in many cases.

MEASURING THE DISTRIBUTION OF WEALTH

Two types of measures of the distribution of wealth are used
in economics: measures describing the entire distribution, and
measures describing the concentration at one end of it.

The latter are more common, for several reasons. The
ownership of wealth is highly skewed, compared to income or other
measures of economic well-being, so the share held by the richest
one percent or 10 percent of all households attracts attention.
Such concentration ratios are intuitively easy to interpret. They
have also been popular because the only time-series measure of
wealth is the estate multiplier, which is a method of estimating
the wealth of the richest households. It is based on estate tax
returns, which are filed mainly for well-to-do individuals, and

mortality tables to estimate the holdings of living households.®

® Avery, Elliehausen and Kennickell (1987) compare estate tax data with the

SCF for 1983.
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The main limitation of concentration ratios is that they only
describe part of the distribution of wealth. Changes in net worth
for the wealthy may not correspond to changes for the middle class
or the poor, and conversely changes may occur for these groups
without any corresponding changes among the rich.

Since the SCF provides information about all households, not
only about the wealthy, it can be used to measure broadly the
overall distribution of wealth. The most common quantitative
measure of the entire distribution is the Gini coefficient. It is
routinely used to measure the distribution of income; the Census
Bureau reports a Gini coefficient for the distributions of
household income and family income each vyear.

The Gini coefficient has a range of 0 to 1. If the
distribution of wealth is perfectly equal, the coefficient is zero;
if all the wealth in the society is owned by one single household,
the coefficient is unity. The greater the concentration of wealth,
the closer the Gini coefficient is to unity.®

The advantage of the Gini coefficient is that it measures
changes that occur in any part of the distribution. Its main
drawback is that it has no intuitive interpretation. A Gini
coefficient of 0.5 does not mean that the society is "halfway
between" a perfectly equal and perfectly unequal distribution of
wealth, and indeed it is not clear what such a statement means.

Nor is it possible to explain the meaning of a Gini coefficient in

® For a more detailed description and explanation of the Gini coefficient,

see Weicher (1995), and the sources cited there.
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terms of any other measure. All that can be said is that higher

coefficients imply greater inequality.

CHANGES IN THE CONCENTRATION OF WEALTH

Table 3 reports the concentration of wealth, with particular
attention to the share of the richest one percent of U.S.
households (hereafter termed "the rich" for convenience).

The importance of weighting is clear from the table. The
share of wealth owned by the rich is especially sensitive to the
choice of weights in 1983. The resulting concentration ratios are
very different, to the point that the pattern of concentration over
the entire cycle is qualitatively different, depending on the 1983
weight.

The change 1in the share of the richest one percent of
households tends to be balanced more by changes in the share of the
next nine percent than by changes in the share of the remaining 90
percent. Stated alternatively, the share of the remaining 90
percent is apparently more stable over the cycle than the shares of
the upper income groups. This pattern also depends to some extent
on the choice of weights for comparisons over time.

It should be remembered that, while the shares change over
time, total wealth is changing also. As total wealth for all
hougeholds rose from 1983 to 1989, so did total wealth for each
group, including those with declining shares. The same is true
over the full cycle. Conversely, total wealth for all households

declined from 1989 to 1992, and both the richest one percent and
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the remaining 90 percent incurred losses in total wealth as well as
declines in share.

Table 3 also shows the share of wealth by quintile of the
distribution. The pattern of changes by quintile depends very much
on the choice of weights. For three quintiles, the 1992 share lies
between the two calculated 1983 shares, and for two guintiles the
1992 share lies between the two calculated 1989 shares.’

The wealth share for the poorest quintile is negative because
some households report negative net worth. About one-third of
these are poor households, measured by income, and over 90 percent
are in the lower half of the income distribution. Most do not owe
much, but they have still less in the way of assets.

In evaluating these changeg, it is important to remember that
the data come from sample surveys and therefore have sampling
errors. These sampling errors are fairly large relative to the
changes from one survey to the next. As shown in Table 3, the
standard error for the share of wealth held by the rich ié between
1.2 and 2.1 percent depending on survey year and weight, with the
largest standard errors occurring for 1983. These standard errors
are calculated by the bootstrap technique, with the shares being

replicated 1,000 times for each survey and set of weights.®

7 The 1992 share for the fourth quintile falls just below the lower of the
two 1989 shares; the difference does not appear until the fourth digit.

® The analysis of statistical significance and the bootstrap replications
are based on a program developed by Paul W. Wilson. For an alternative procedure
using the jackknife technique, see Yitzhaki (1991), who provided a FORTRAN
program that served as a starting point for the analysis. See also Lerman and
Yitzhaki (1989).
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The standard errors are large enough that many of the
differences over time are not statistically significant. The
significance of the differences is reported in Table 4. Whether
there was a statistically significant increase in concentration
between 1983 and 1989 depends on the choice of weights for 1983;
whether there was a statistically significant decrease in
concentration between 1989 and 1992 depends on the choice of
weights for 1989 (though it should be noted that both are close to
meeting the conventional significance test level). The only
unambiguous finding is that there was no statistically significant
change in the concentration of wealth over the full cycle from 1983
to 1992, although one comparison comes fairly close to indicating
a significant decrease.

The concentration ratio varies markedly with the concept of
wealth.., As Table 5 shows, the narrower the concept, the greater
the share of wealth held by the rich. Excluding automobiles from
the basic concept consistently raises the concentration ratio by
about one percentage point. Excluding owner-occupied housing (both
house value and mortgage debt) raises the concentration ratio by

about 10 or 11 percentage points.

CHANGES IN THE DISTRIBUTION OF WEALTH
Changes ag measured by Gini coefficients show a similar
pattern to changes as measured by concentration ratios.
As Table 6 ghows, the direction of the change in the

distribution of wealth, over the full cycle and over the economic
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expansion of 1983-1989, again depends on the choice of weights.
The change over the cycle varies from -.008 to +.009, while the
change from 1983 to 1989 varies from -.002 to +.027. The
distribution became somewhat more equal from 1989 to 1992, using
either set of 1989 weights.

The standard errors of these Gini coefficients, shown in
italics in Table 6, are large enough to cast doubt on whether there
was any increase or decrease 1in inequality over any of these
periods. Significance tests for the differences in the Gini
coefficients are shown in Table 7. Only one of the four
comparisons between 1983 and 1989 shows a statistically significant
increase, though a second very nearly meets the conventional
criterion. Neither of the comparisons for the recessionary period
shows a significant decrease. Nor is either of the comparisons
over the full cycle significant, although one comes close to
indicating a significant increase. Whether the magnitude of any of
the differences is politically or socially important is a matter
for individual judgment.’®

The narrower the definition of wealth, the more unequal is its
distribution, in any vyear. Merely excluding automobiles from
household net worth raises the Gini coefficient by about .02;
excluding home equity raises it by about .10. These assets are

widely held, as previously noted, and they are a large share of the

° Wolff (1994) refers to an increase of .04 in the Gini coefficient between

1983 and 1989 as "sharp," and a difference of .02 between Gini coefficients for
two different measures of wealth in 1989 as "not great." He does not report Gini
coefficients to more than two places.
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wealth of relatively low-wealth households. For the narrower
concepts of wealth, the pattern of changes over time, and their
significance, are similar to the pattern for the basic concept.

Including pensions and Social Security benefits in 1983 lowers
the Gini coefficient by about .10. Including either by itself also
lowers the coefficient. Social Security has a greater effect than
private pensions, for either set of weights.

Excluding consumer debt does not have much effect on the
analysis. Ginil coefficients are consistently lower when consumer
debt is excluded, by .01 or less, and most concentration ratios are
also lower, by 0.5 percent or less; the one exception (weight
B3019) is higher by 0.1 percent. Since consumer debt is more
important for lower-wealth households, these are not surprising.
Also, including or excluding miscellaneous assets on a consistent
basis does not change the results. Gini coefficients vary by no
more than .002, and concentration ratios vary by no more than 0.3
percent. (These results are not shown in the tables.)

Clearly the findings are sensitive to the choice of weights.
Indeed, the choice for 1983 is so important that it determines the
qualitative conclusions of the analysis. By the weights developed
at the Federal Reserve Board, total wealth increased measurably
over the c¢ycle while the distribution showed no net change,
becoming more unequal during the expansion and more equal again
during the recession; this implies that the wealth of the rich and
the poor increased proportionately. By the weights developed at

the Survey Research Center, total wealth did not increase much but
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the distribution became marginally more equal over the cycle.

The reason for these conflicting conclusions is that the
measured changes in inequality and concentration are small. For
most of the topics considered later in this article, the choice of
weights does not matter, but it does matter for the analysis of the
changing distribution of wealth.

Unfortunately, since the choice of weights in 1983 matters so
much, there is apparently no strong reason for preferring one set
to the other. The FRB weights were constructed with a more
extensive system of controls for location and demographic
attributes of households. The major differences occur for
households in the high-income sample, which of course is especially
important for the purposes of this paper.'®

In the remainder of this article, comparisons are based on the
weights for 1983 and 1989 used by Kennickell and Shack-Marquez
(1992), variables B3016 and X40125, respectively. The 1983 weights
are chosen primarily because they have been more widely used in
recent research; the 1989 weights, for convenient comparison with
my previous paper. The results are systematically checked by using

the alternative weights, and important differences are noted.

*® Conversation with Robert Avery. Avery stresses that the construction

and choice of weights are the biggest issues in the SCF, and that results are
sensitive to the choice of weights.
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[BOX]
COMPARISONS TO OTHER STUDIES

Table Box-1 compares the results in this paper with the
reported findings of other analysts, using the same definitions of
net worth and weights, as much as possible. The results are
generally similar, but never identical. Precise comparisons with
the Federal Reserve Board analysts in 1989 and 1992 are not
possible because their published measures of inequality use weights
which are not available on the public use data tapes; nonetheless,
my results are consistently closer to theirs than to those reported
by Wolff. My results also show less inequality than Wolff’s, and
more than the Federal Reserve Board analysts’. All show the same
pattern over time: all have an increase in inequality during the
cyclical expansion and both the Federal Reserve Board analysts and
I show a decrease during the recessionary period. Wolff has not
published an analysis for 1992. The large increase shown for Wolff
from 1983 to 1989 partly reflects a difference in the definition of
wealth; his 1983 measures include automobiles and miscellaneous

assets and his 1989 measures exclude them.
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WHY DIDN’T INEQUALITY INCREASE?

The conclusion that the distribution of wealth did not change
significantly over the 1983-1992 period runs counter to the
expectations of many economists and laymen alike. There are
several reasons for this "conventional wisdom:"

(1) There was a major stock market boom - the Standard and

Poor’s 500 Index doubled during the expansion and rose by a

further 30 percent during the recession, for example - and

stocks are generally held by people who are well off to begin
with.

(2) The distribution of income became more unequal, continuing

a long-term trend that dates back to 1967.

(3) The change in the distribution of income is partly the

result of demographic changes, which themselves are likely to

affect the distribution of wealth.

This section of the paper considers each of these hypotheses

in turn.

Changes in Asset Values

As noted earlier, stocks seem to be the first asset that comes
to mind when "wealth" is mentioned, but they are not the most
important component of wealth in household portfolios. Other
assets also experienced changes in value during the period. These

changes may have contributed to the change in the distribution of

' Wolff (1994) suggests that the stock market boom may have contributed

substantially to the increase in inequality that he measures between 1983 and
1989.
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household wealth. Table 8 reports the changes in value for several
major asset categories, as measured by commonly used price indices
for the specific assets. These changes are reported over the full
cycle and also separately for the expansion and the recession.
There is no index for unincorporated business per se, apart from
the USDA series on average value per acre. For other businesses,
the change in wvalue may be approximated by the Russell 2000 and
Nagdaqg small-gtock indices, though this probably does not apply to
professional practices or small retailers.

It is possible to measure the effect of these changes in asset
values on the distribution of wealth by applying the indices to the
1983 holdings of each household. This can be done both for
individual asset categories, such as stocks, and for all assets in
the aggregate, which more fully reflects household experience
during the period. In behavioral terms, the household is assumed
to hold the same portfolio from the beginning to the end of the
cycle, neither buying nor selling any assets, nor for that matter
moving.

For most assets, the index can be simply multiplied by the
reported 1983 value. In the case of owner-occupied housing, the
change in the price of the house is not the change in home equity,
for two reasons. First, for owners with mortgages, home equity
rises in percentage terms by more than the increase in home price.
The mean ratio of outstanding mortgage principal balance to house
value was 23 percent in the 1983 SCF, and the mean equity was

therefore 77 percent of house value. The homeowner’s equity is
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increased by the full amount of the increase in house value, so the
mean home equity is raised by 39 percent (30/77) instead of 30
percent. Second, it is assumed that the owner continued to make
mortgage payments during the nine vyears; otherwise the household
would default on the mortgage and lose the house, and thus change
its portfolio. In 1983 the mean remaining life was 15 years, 8
months for first mortgages and 7 years, 10 months for second
mortgages. If owners continued to make mortgage payments for nine
years between the two surveys, then on average they paid off a
substantial share of the first mortgage and all of the second. The
mean reduction in the outstanding principal balance was 53 percent,
and the mean increase 1in home equity was 16 percent. This
procedure is not used for home equity loans; the assumption is that
the principal balance on the loan does not change. The combined
net effect of price appreciation and mortgage amortization is to
raise mean home equity by 55 percent.

The same procedure is followed for investment real estate, for
the same reason.

In Table 9, the effect of these changes on the Gini
coefficient is shown for several individual assets and for all
assets combined, over the expansion, the recession, and the full
cycle. Changes in asset values have different effects in different
pericds. The combined change in values for all assets is large
enough to account for most of the small (and insignificant) change

in inequality over the full cycle, but it clearly does not account
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for the change over either the expansion or the recession.'® 1In
each phase of the cycle, the effect of changes in asset prices is
in the opposite direction to the change in inequality. The
aggregate effect of the changes for all assets lowers the Gini
coefficient slightly, by much less than its standard error, for the
expansion, when inequality actually increased; and raises the Gini
coefficient by more than its standard error during the recession,
when inequality actually decreased.

Among individual assets, the effect of the change in stock
prices is consistent with the change in the Gini coefficient during
both the full cycle and the expansion. In both periods, it 1is
large enough to account for the full change in inequality. But
there are changes of similar size for other assets, in particular
unincorporated business and owner-occupied housing. The changes go
in both directions and largely cancel each other. The changes in
stock prices and unincorporated business both raise the Gini
coefficient, but the change in home equity lowers it. Over the
full cycle, the effect of the change in home equity is about two-
thirds as large as the effect of the changes in the other two
assets combined; over the expansion, it is about as large as the

other two combined. Even though stock prices rose more than any

12

Using a preliminary version of the 1992 SCF, Poterba and Samwick (1995)
conduct a similar exercise in terms of concentration ratios over the full cycle
and find that the share of wealth held by the richest one percent of U.S.
households would have risen from 31 to 33 percent, holding 1983 portfolios
constant and indexing them for changes in asset prices. They do not examine the
subperiods. The direction of change is consistent with the calculated change in
the Gini coefficient shown in Table I for all assets combined. It seems likely
that it is not statistically significant.
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other asset and stock holdings are concentrated among richer
households, the rise in house prices increased the wealth of a
broad range of middle-class households to an even greater extent,
more than offsetting the effect of the stock market boom. As a
result, asset value changes do not affect inequality.

In addition, there was a diffusion in stock ownership over the
cycle. Many people who were not rich increased their holdings. In
1983 the richest one percent of all households owned 58 percent of
all stock. 1In 1989, they owned 46 percent; in 1992, 42 percent.®®
This diffusion also mitigates against an increase in inequality.

The recessionary period from 1989 to 1992 is more puzzling.
Almost all of the indices continued to rise during this period.
Changes in asset values alone should have led to an increase in
inequality, rather than the decrease which actually occurred.

Taken together, these results suggest that changes in asset
values as a whole had little effect on the distribution of wealth,
even though the effect of changes for some individual asset
categories were large.

To test for the consistency of these results, the Gini
coefficients were also calculated using the alternative weights for
1983 and 1989 (variables B3019 and X40131, respectively). The
results were basically the same. As a further check, 1992 wasg used
as the base year for asset holdings and values were deflated back

to 1983, and the same procedure was followed for the expansion and

¥ Poterba and Samwick (1995) also find a decline in stock ownership among

the rich from 1983 to 1992.
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recession periods within the cycle. The results were consistent
with those shown in Table 9, except that owner-occupied housing had

a much larger effect, in the direction of reducing inequality.

Income and Wealth

The distribution of income among U.S. households became more
unequal between 1983 and 1992; the Gini coefficient increased from
414 in 1983 to .431 in 1989 and .433 in 1992 (U.S. Census Bureau,
1993) . For the households in the SCF, the pattern, however, the
pattern is different, as shown in Table 6: the Ginil coefficient is
higher in 1992 than 1in 1983, but it fell somewhat during the
recession period. The decline from 1989 to 1992 may be consistent
with the corresponding decline in the Gini coefficients for wealth,
but the increase in income inequality over the whole cycle is not
consistent with the stability of the wealth distribution.

Wealth is certainly positively correlated with income, but the
relationship between income and wealth was not as close at the end
of the cycle as it was at the beginning. Table 10 reports a basic
statistical analysis of the relationship between income and wealth,
in which wealth is regressed against income and the square of
income. This is not intended to represent any causal relationship
between the two, but rather to show how it is possible that, even
though the distribution of income became more unequal, the
distribution of wealth did not.

Two results in Table 10 are relevant: both the coefficient of

income and the coefficient of determination (R?) were larger in
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1983 than in either of the later years. For any given high income
level, households in 1983 had on average more wealth than they did
in 1989 or 1992. Also, there was more dispersion of wealth among
households at any given income level in 1983; income was a better
predictor of wealth.

There is undoubtedly a stronger relationship between wealth
and income than between wealth and most other characteristics of
households, and this 1s true in each year. But the relationship
weakened over time, in two senses. The distributions of wealth and
income thus behaved somewhat differently over the 1983-1992

cycle .

Demographic Changes and Inequality

One reason for the increasing inequality of income is the
changing demographic composition of the population, in particular
the growing proportion of households consisting of a single, never-
married woman with her children (Karoly and Burtless, 1995). This
and other changes in the composition of the U.S. population may
also have contributed directly to the increasing inequality of the
distribution of wealth.

The demographic changes of the period are not fully reflected

in the 8SCF. Table 11 shows the demographic composition for each

* An alternative explanation is that the change in the distribution of

wealth between 1989 and 1992 is a result of sampling differences between either
the 1989 or 1992 SCF and the Census Bureau’s Current Population Survey. With a
"better" sample, the distribution of wealth might have become more unequal,
parallelling the change in the CPS distribution of income. This would still
leave unexplained the differences between the wealth and income distributions
over the full cycle.
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year’s survey. There is a reported decline in the incidence of
single women with children, in contrast to the slight increase
reported in the Census Bureau’s annual Current Population Survey
(CPS), from 6.8 percent in 1983 to 7.4 percent in 1992. The SCF
and CPS differ primarily in 1983. (The choice of SCF weights does
not affect the household composition.) The SCF also shows a sharp
fluctuation over the cycle in the number of single men with
children, which is not matched in the CPS. This may occur because
the sample size for this small category also fluctuates, from 40 in
1983 to 17 in 1989, and the weighting systems do not compensate for
the fluctuation.

Table 11 also shows the age distribution of each SCF, which
corresponds more closely to the CPS. Age is highly correlated with
wealth; households typically build wealth over the years when their
adult members are working, and then draw down their wealth in
retirement. The gradual aging of the population could also
contribute to changes in the distribution of wealth.

The racial and ethnic composition of the SCF is shown in Table
11 as well. 1In this instance, however, there are sharp differences
between the SCF and the CPS, and between the 1983 and later SCF
surveys. The 1983 survey reports much lower proportions of
households in the smaller minority groups than does the CPS. This
is apparently because race and ethnicity were determined in 1983 by
the SCF interviewer, while the CPS respondent was asked to identify
himself or herself. In 1989 and 1992, both the SCF and CPS used

the self-identification method, which is generally regarded as
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preferable. Interviewers identified more pecople as white, and
fewer people as Hispanic, Asian-American, or American Indian. Some
3.7 percent of the 1983 SCF were classified as Hispanic, compared
to 7.0 percent of the 1983 CPS, and 7.7 percent in the 1989 SCF.
The combined total for Asian and Pacific Islanders, and American
Indians and Alaska Natives, was 1.1 percent in the 1983 SCF,
compared to 2.2 percent in the 1983 CPS; both surveys show much
larger proportions in 1989 (4.3 percent in the SCF and 3.7 percent
in the CPS).' For Hispanics and Asian Americans, the increase
partly reflects immigration.

It is possible to get an idea of the importance of these
demographic changes on the distribution of wealth by changing the
weights for each category of Thousehold, substituting the
proportions for each group within the category in a later SCF for
the proportions in an earlier survey, and calculating the Gini
coefficient for the earlier survey with the later weights.

Table 12 shows the results of these calculations. The change
in household composition does not contribute much to the change in
the Gini coefficient over the full cycle or either phase of it.
The effect of changes in the age distribution i1g consistently in
the opposite direction to the change in the Gini coefficient.
Changes 1in race and ethnicity also have the wrong sign for the
1989-1992 recession period, which is the only one where race and

ethnicity are measured consistently. They have the right sign, and

*» Asian and Pacific Islander, and American Indian and Alaska native, are

reported as two separate categories on the 1983 data tape (with 37 and nine
observations, respectively) and combined into a single category in 1989 and 1992.
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are about half as large as the change in inequality, for the
periods when they are measured inconsistently.

The sgame tests for consistency were conducted for the
demographic changes as for the changes in asset values. The
results were similar regardless of which weights were used, with
the exception that the change in the age distribution over the full
cycle is as large as the change in inequality when the 1983 SRC
weight (B3019) is used. This calculation is shown in the last
column of Table 12. It occurs because there is a measured decrease
in inequality over the cycle using the SRC weight, as shown in
Table 6. The effect of the change in the age distribution is the
same regardless of the choice of weights.

In addition, the calculations were performed using the later
yvear as the base vyear. The results were generally the same in
either direction. For several of the household composition
comparisons, the signs were inconsistent (the same in both
directions, rather than opposite), but the effects were small to
begin with.

The differences between the SCF and CPS, and the inconsistent
reporting of race and ethnicity in the SCF over time, suggest
caution in interpreting the results in Table 12. Alternative
weilghts might be constructed from the CPS, as a further consistency
check, but the CPS does not publish cross-tabulations in sufficient
detail and does not use the two smallest racial categories as

controls.®

**  Conversation with Daniel Weinberg of the Census Bureau.
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The limitations should not obscure the basic conclusion.
Virtually none of the results, over the cycle or either phase,
using any set of weights or any year as the base, suggest that
demographic changes contributed to the change in the distribution
of wealth. The exceptions are dubious: the age distribution using
the SRC weight for 1983, and the racial and ethnic changes for

periods when the changes are measured inconsistently.

TRENDS AND CYCLES IN THE DISTRIBUTION OF WEALTH

It is very difficult to put these results in a historical
context. There is only one similar survey, the 1962 Survey of
Financial Characteristics of Consumers (SFCC), also conducted by
the Federal Reserve Board.'” The SFCC reports a concentration
ratio of 30 percent, similar to the ratios in 1983 and 1992. Thus
based on these few data points, which are clearly the best
available data, it appears that there has been no net change in the
distribution of wealth over three decades.

There are algso a few surveys for various years since 1962 and
two synthetic data bases. These are less useful; they typically
lack a high-income sample and do not include as many asset
categories. In each case, the data are available only for a single
year. The synthetic data bases merge IRS records with Census data

for households with similar demographic characteristics.?®

*7 The SFCC combines high-income and cross-section samples, similar to the

SCF, but has less detail on some asset categories. It 1s described in Projector
and Weiss (1966).

See Wolff and Marley (1989) for a discussion of these studies.
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The only consistent time series on the concentration of wealth
comes from estate tax multipliers, which have been calculated at
intervals of a few years, going back to 1922 and continuing through
1976. For the postwar period, they show no clear trend. 1In the
most recent calculations, by Smith (1984), the share held by the
richest 1 percent of individuals (not households) fluctuates
between 26 and 31 percent between 1958 and 1972. For 1962, it is
28 percent, slightly below the figure from the SFCC.'? Wolff
{(1995) combines Smith’s work with an earlier series created by
Lampman (1956) and the various more recent surveys, and estimates
the concentration ratios for households; his series shows that the
ratio has fluctuated between about 30 and 35 percent since 1945.
During the later 1970s the concentration ratio fell sharply to
around 20 percent, then rose again by 1983. If these changes are
taken at face wvalue, the most 1likely explanation is the
unprecedented peacetime inflation experienced during the 1970s,
when the price level tripled, nominal stock market valuations did
not change, and households bought homes as a hedge against
inflation as soon as they possibly could.
It is not possible to infer much about cyclical patterns in
the distribution of wealth. The years for which estate multipliers
are available generally do not coincide with c¢yclical turning

points. The only reasonable basis for comparison is the long

¥ Wolff (1995) calculates a much larger difference: 28 percent from the
SFCC vs. 21 percent from the estate multiplier. He calculates the estate
multiplier for households rather than individuals, and adjusts the survey data
to match national estimates of total household wealth (see Appendix).
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expansion from 1961 to 1969, and it does not support the hypothesis
of a cyclical pattern. The concentration ratio declined between
1962 and 1969, by about one percentage point. It rose from 1962 to
1965 and then declined from 1965 to 1969. Since inflation began to
accelerate around 1965, it is possible that the effect of inflation
dominates the effect of the last stage of the expansion, but this
is necessarily conjectural. Wolff’s series shows a decline in
concentration from 1965 to 1976 or 1979 (depending on the
definition of wealth), but an increase from 1979 to 1981, before
the disinflation of the 1980s could have had much effect. Wolff
also shows a sharp increase in concentration from 1981 to 1983,
which brackets the severe 1981-1982 recession, which 1is not
consistent with the cyclical pattern for 1989-1992.

Before taking any of these estimated changes too seriously, it
ie useful to remember that the data for 1976, 1979, 1981 and 1983
come from four different sources, and the differences in
concentration ratios may reflect the differences in the data
instead of differences in reality. The safest conclusion gseems to
be that we will not be able to provide much further evidence on
cyclical patterns of wealth concentration until further surveys
have been taken during future cycles.

There is some evidence of cyclicality from an alternative data
source, the Flow of Funds Accounts constructed by the Federal
Regerve Board for the U.S. economy. Chart 1 shows the total net
worth of the household sector from year to year over the postwar

periocd. There are declines during most of the recessions, though
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they do not always coincide exactly. This includes the 1990-1991
recession, and indeed the entire 1989-1992 period. The reported
total household wealth in the SCF also declined from 1989 to 1992.
The decline in the total does not necessarily imply a change in the
distribution, but the wealth of the richest 1 percent also declined
over the period, as can readily be inferred from Tables 2 and 3,
and accounts for most if not all of decline in total wealth.

The fact that total wealth declined in the latest recession as
well as most earlier ones does not necessarily imply that the
wealth of the rich declined in those earlier recessions even though
it also declined in the latest one. But at least the aggregate
changes in the Flow of Funds household sector is consistent in the

different recessions.

WHO ARE THE RICH?

While the distribution of wealth has apparently not changed
over the 1983-1992 economic cycle, nonetheless it is clear that the
ownership of wealth is much more concentrated than other measures
of economic well-being. The richest one percent of all U.S.
households own about one-third of the wealth in this country.
Because they do own so much of the wealth, they have attracted
interest among analysts and journalists. This section reports the
attributes of these households. The threshold for inclusion is
about $1.9 million in net worth in 1983, $2.2 million in 1989, and
$2.4 million in 1992.

One purpose is to see if the same households were rich in both
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years. Attitudes toward an increase in inequality may be different
if the absolute level of wealth and the relative position within
the distribution change frequently for individual households,

especially if this occurs at the upper tail of the distribution.

Household Characteristics

Table 13 shows the demographic characteristics of these rich
households. The group is basically similar at each date. The
median age of the household head was 58 in 1983, 57 in 1989, and 59
in 1992. Most households consist of married couples; fewer than
five percent were never married. Over 85 percent have had
children, although only 11 percent still have children living at
home; this reflects the age distribution. Most rich households are
headed by college graduates; nearly all are white.?°

There are some changes over the cycle. The proportion of
relatively young households (with head under 45) increased from
1983 to 1989 and then declined during the recession. The
proportion of married couples declined from about 90 percent to 82
percent over the cycle; married couples with children accounted for
the larger part of this decrease. The proportion with white
household heads declined and the proportion in the "other"™ category
increased, but the changes from 1983 to 1989 should not be given
much credence because of the difference in surveys mentioned in the

previous section.

2 The 1983 pattern is essentially the same when the SRC weights are used.

The major difference is that there are more college graduates (72 percent) and
fewer high school graduates (6 percent).
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Comparison with Table 11 shows that these households are much
better educated and quite a bit older than the general population,
and are disproportionately white. They are more likely to be
married but, because of their age, less likely to have children
living at home. However, the precision of the percentages in Table
13 should not be overemphasized. The number of cbservations in the
top one percent of each survey is not large to begin with: 287 in
1983, 459 in 1989, and 644 in 1992. Thus there are not many in
some of the smaller demographic categories. Where the surveys have
marked differences in the samples and weighted proportions for the
smaller categories, as shown in Table 11 and discussed in the
previous section, the representation of these categories among the
top one percent varies as well, and the proportions in these

categories in Table 13 may be suspect.

Assets held by the rich

Table 14 describes the components of net worth for these
households. As the top panel shows, unincorporated business
consistently constituted the largest share of their wealth, and
grew in importance from about one-third in 1983 and to over 40
percent by 1992. Commercial and rental property accounted for
about one-gixth to one-fifth. The most surprising finding is the
sharp decline in the importance of stock ownership from 1983 to

1989, despite the stock market boom of the 1980s.?%

21

With the SRC weights for 1983, holdings are larger for unincorporated
business (38 percent), investment real estate (18 percent) and trusts (9
percent), and smaller for other asset categories, notably stocks (16 percent).
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The second panel shows the importance of the different assets
to individual households: What was the most important asset in the
portfolio of each rich household? The basic pattern is similar.
Unincorporated business was again the most important, although the
proportion fluctuated over the cycle, and stocks declined in
importance after 1983. Investment real estate was the most
important asset for about one-fifth of the richest households in
each vyear. Stocks, bonds, and trusts all fluctuated over the
cycle, and farms consistently declined in importance.??

These patterns vary by age. In general, stocks are more
important and unincorporated business is less important for older
households. In 1983, for households under 65, unincorporated
business was the largest component of net worth; for those 65 or
over, stocks were. In 1989 stocks were the largest holding only
for those 75 or over. 1In 1992 stocks were not the largest holding
for any age group. At the other end of the age distribution, if
young households did manage to qualify for inclusion among the very
rich, they did it as owners of real estate or unincorporated
business.

Most of the rich are entrepreneurs, and most have earned their
wealth. Inheritance accounts for about eight percent of the net

worth of these households in the aggregate. More than half have

The pattern over time is about the same, except that the share of unincorporated
business rises more slowly.

# With the SRC weights for 1983, the pattern is again similar, except that
a larger proportion of households have unincorporated business as their principal
asset (45 percent) and fewer have farms (3 percent).
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never inherited anything, and inherited wealth is less than 10

percent of total wealth for more than two-thirds of those who have.

Miscellaneous Assets
Miscellaneous assets were the most important asset for a
remarkably large number of wealthy households in 1989. This
apparently results in part from a change in the questionnaire, and
in part from random fluctuation. Ten new categories were listed
separately in 1989 and two more in 1992, including future proceeds
from a lawsuit or an estate, royalties, deferred compensation,
futures contractsg, non-publicly traded stock, furs, cash, other
collectibles, and "other." The additional 1992 categories were
computers and other investments or loans to a privately-held
business. The most commonly reported other asset in 1983 - boats -
was moved to the "vehicle'" category in 1989, along with campers,
airplanes and motorcycles; while they are relatively widely held,
they are not a large share of the wealth of any rich households.
It is necessary to look at the individual observations to
understand the changes in miscellaneous assets. Not many wealthy
households reported holding assets in the additional categories in
1989, but some of those who did reported large holdings. One
household reported $28 million worth of "other" assets. Seven
others reported more than $1 million of '"other," future proceeds,
or deferred compensation. One of these, presumably from the
cross-section sample, had a weight large enough to represent about

4.5 percent of the richest households, and thus by itself to
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account for about half of the households for whom miscellaneous
assets were the largest holding. Two others accounted for about
1.5 percent more, combined. In 1992, more households reported
holdings in the additional categories, but fewer reported extremely
large holdings, and none had such large weights.

When the observations are weighted, the proportion of wealthy
households reporting miscellaneous assets doubled between 1983 and
1989, from 33 percent to 68 percent, then declined to 55 percent in
1992. (These changes were parallelled among all households: 11
percent in 1983, 22 percent in 1989, and 18 percent in 1992.) Mean
holdings of miscellaneous assets for wealthy households reporting
such assets increased from $168,000 in 1983 to $615,000 in 1989 and

$320,000 in 1992.

Unincorporated Business
Given the importance of unincorporated business among the

richest households, it is worth taking a brief look at the kinds of

businesses they own. The SCF asks what the business does, for
those in which the household has a management interest. In 1983,
the most common classification was '"professional practice," an

unfortunately broad category including law, medicine, accounting
and architecture specifically, and perhaps others as well. Some 22
percent of the richest households owning unincorporated business
were in this category. The second most common classification, at
20 percent, was ‘"other wholesale/retail outlets," including

everything except food and liquor, restaurants, gas stations, and
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direct sales. In 1989, real estate/insurance was much the most
common, at 43 percent, but few of the richest households were in
these lines of business in 1983. Other outlets was the second most
common classification, at 26 percent. In 1992, real estate/
insurance was again the most common, at 27 percent, with
manufacturing second at 15 percent.?® In general, there is not a
very close correspondence among the kinds of businesses owned from
one survey to the next. Taken at face wvalue, the data on
unincorporated business suggest that different households were in
the top one percent in both vyears. The shifts in portfolio

composition support the same inference.

CONCLUSION
The previous Review article concluded by speculating that the
increase in inequality may have been a cyclical phenomenon. The
present analysis supports that hypothesis. To the extent that the
distribution of wealth became more unequal during the long economic
expansion from 1983 to 1989, it was vreversed during the
recessionary period from 1989 to 1992. Over the full economic
cycle, the distribution of wealth did not change. More precisely,
the measured changes in inequality do not pass conventional tests
of statistical significance, and the direction of change depends on

which set of weights is used for 1983.

Thig finding is likely to be surprising; indeed, to the extent

2 These percentages count separately each business of the same kind owned

by the same household.
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that similar results have previously been reported by Federal
Reserve Board analysts, they have been received skeptically.*
These doubts appear to be based on the continuing increase in
income 1inequality and the stock market boom. However, the
correlation between income and wealth has become attenuated during
the cycle, and the effect of the stock market boom has been offset
by changes in the values of other assets, particularly the equity
of homeowners, and perhaps by some diffusion of stock ownership.

These results raise a question about the long-term behavior of
the distribution of economic well-being. Wealth appears to be no
more concentrated in 1992 than it was in 1983 - or for that matter
than it was in 1962. Yet over most of that period, since about
1967, the distribution of income has steadily become more unequal.
This difference has not attracted attention because there has been
so little information on wealth, and because it appeared that the
distribution of wealth became more unequal during the 1980s (though
not between 1962 and 1983). But divergent trends, over a long
period, now are evident.

Future data on wealth may reveal a still different pattern,
but at present there 1ig a paradox that deserves systematic

investigation.

*  See for example Stevenson (1996) and Malone (1996) for reactions to

Kennickell, McManus and Woodburn (1996).
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TABLE BOX-1
COMPARISON OF RESULTS

Concentration Ratios Gini Coefficients

1983 1989 1992 1983 1989 1992
Wolff 34.5% 37.7% N.A. .788 .84%* N.A.
Weicher 31.5% 37.2% N.A. .778 .82 N.A.
Federal Reserve Board 31.5% 36.2%%%* 30.4%*%* .777 L7993 %% . 782%%
Weicher 31.6% 35.3% 32.6% .780 .805 .787
* Only reported to two decimal places

* % Comparisons based on Federal Reserve Board design-based weights for 1989 and 1992

N.A. Not available for Wolff and therefore not comparable

SOURCES: Wolff, 1983: Edward N. Wolff and Marcia Marley, "Long-Term Trends in U.S. Wealth
Inequality: Methodological Issues and Results," in Robert E. Lipsey and Helen Stone Tice,
eds., The Measurement of Saving, Investment, and Wealth (Chicago: University of Chicago
Press, 1989), pp. 765-844, Table 15.15; Wolff, 1989: Edward N. Wolff, "Trends in Household
Wealth in the United States, 1962-83 and 1983-89," Review of Income and Wealth (June 1994),
rp. 143-174; Federal Reserve Board, 1983 and 1992: Arthur B. Kennickell, Douglas A. McManus,
and R. Louise Woodburn, "Weighting Design for the 1992 Survey of Consumer Finances,"
unpublished paper, Federal Reserve Board, March 1996; Federal Reserve Board, 1989: Arthur
B. Kennickell and R. Louise Woodburn, "Estimation of Household Net Worth Using Model-Based
and Design-Based Weights: Evidence from the 1989 Survey of Consumer Finances." Unpublished
paper, Federal Reserve Board, April 1992.
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TABLE 1

DEFINITION OF WEALTH (NET WORTH)

Assets

Value of Home
Value of Cars

Investment Real Estatex*
Unincorporated Businesg**
Stocks

Bonds

Mutual Funds

Trusts

Checking Accounts

Savings Accounts

Money Market Funds
IRAs/Keoghs

Life Insurance (Cash Value)

Liabilities

Mortgages/Home Equity Loans
Auto Loans

Consumer Debt

Other Debt

Mortgages on Property

Debts of Business

Thrift-Type Pensions (Current Value)

Miscellaneous Assets

NOTE: Liabilities against specific assets are shown on the same

line.

* includes rental Thousing, office buildings, and other
commercial property

* k includes professional partnerships and closely-held

corporations
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TABLE 2
HOUSEHOLD WEALTH, 1983-1992

1983 FRB 1983 SRC 1989 SRC 1989 SRC 1992
(B3016) (B3019) (X40131) (X40125)

Total Wealth S 14.3 S 15.2 $ 19.5 S 19.0 S 18.9
(in trillions of 1992 dollars)

Mean Net Worth $170.9 $181.8 $209.3 $204.7 $190.1
{(in thousands of 1992 dollars)

Components:
Automobiles 4.6 4.7 6.2 6.2 6.5
Home equity 48 .2 47 .7 55.5 57.1 48.6
Unincorporated business 31.0 37.8 45.1 41.7 40.1
Investment real estate 24 .9 28.0 27.2 27.3 25.8
Farms 7.4 7.1 5.8 5.8 3.4
Stocks 17.5 17.9 13.8 12.9 16.3
Bonds 13.1 12.2 15.9 14.8 12.0
Trusts 5.2 7.3 4.8 4.3 3.7
Checking/savings/MMAs 9.9 10.0 14 .4 14.0 11.9
Retirement accounts/life insurance 10.1 10.6 15.9 16.1 19.7
All other assets 2.7 2.8 8.9 8.5 5.1
Consumer debt 2.6 2.6 2.2 2.1 0.9
Other debt 1.1 1.7 2.0 1.9 2.

Present value of private pensions 80.8 80.7 NA NA NA

and Social Security
Income S 37.9 S 39.6 S 43.9 S 40.5 S 38.9

NA - Not available in 1989 or 1992 Survey of Consumer Finances

NOTE: 1983 and 1989 values adjusted to 1992 using the CPI-U annual average for the calendar
years (1983 values multiplied by 1.4096; 1989 values multiplied by 1.1323).
SOURCE: Survey of Consumer Finances, 1983, 1989 and 1992



TABLE 3
THE CONCENTRATION OF WEALTH
(Alternative weights)

Share Held By: 1983FRB 1983SRC 19898RC 1989S8RC 1992
(B301s6) (B3019) (X40131) (X40125)

Richest 1% 31.5% 35.8% 36.5% 35.3% 32.6
Standard Error (1.7%) (2.1%) (1.6%) (1.4%) (1.2
Next 9% 35.1% 33.4% 32.5% 32.2% 35.8
All Others 33.5% 30.9% 31.0% 32.4% 31.5
Share by Quintile:

Highest 79.4% 81.1% 81.6% 80.4% 80.9
Fourth 13.1% 12.1% 12.5% 13.1% 12.5
Middle 5.9% 5.4% 5.0% 5.5% 5.2
Second 1.6% 1.5% 1.1% 1.3% 1.5
Lowest -0.0% -0.0% -0.2% -0.3% -0.0
Percentage of households 5.1% 5.2% 7.6% 7.3% 4.8

with negative net worth

o o\° e o

o o\ o o\ o

o\®
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TABLE 4
STATISTICAL SIGNIFICANCE OF CHANGES IN CONCENTRATION RATIOS
(Share of wealth held by richest 1% of households)
Proportion of bootstrap tests
with positive differences

1989 vs. 1983

X40125 vs. B301e 96 .2%%*

X40131 vs. B301ls 98.6%%*

X40125 ve. B3019 46 .7%

X40131 vs. B301s 60.7%
1992 vs. 1989

X42000 vs. X40125 7.5%

X42000 vs. X40131 2.8%%
1992 vs. 1983

X42000 vs. B301le 72.3%

X42000 vs. B3019 10.4%

* - Statistically significant at two tail, 5 percent level

NOTE: Proportions of 95% or more imply statistically significant
increases; ©proportions of 5% or less imply statistically
significant decreases



(Share held by richest 1% of households)

Net Worth:

Basic concept

Excluding automobiles

Excluding autos and owner-occupied homes
Excluding consumer debt

Basic concept plus present value of
private pensions and Social Security

Basic concept plus present value of
private pensions only

Basic concept plus present value of
Social Security benefits only

Income:

TABLE 5
CONCENTRATION RATIOS FOR ALTERNATIVE CONCEPTS OF WEALTH
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17.9%

19898RC
(X40125)

35.
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NA

14.5%
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1992

32.
33.
42.
32.

AN o\® o\ o\

1w wn

NA

NA

NA

11.9%
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TABLE 6
GINI COEFFICIENTS
(Alternative weights)

1983FRB 19838RC 19895RC 19889S8RC 1992

(B3016) (B3019) (X40131) (X40125)
Net Worth:
Basic concept .778 . 795 .805 .793 .787
Standard error .008 .009 .008 .008 .006
Excluding automobiles .798 .814 .826 .815 .810
Excluding autos and owner-occupied homes .900 .911 .921 .917 .898
Excluding consumer debt .771 .788 .795 .783 .780
Basic concept plus present value of .690 .708 NA NA NA
private pensions and Social Security
Basic concept plus present value of .745 .764 NA NA NA
private pensions only
Basic concept plus present value of .708 .726 NA NA NA

Social Security benefits only

Income: .465 .491 .540 .505 .501
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TABLE 7
STATISTICAL SIGNIFICANCE OF CHANGES IN GINI COEFFICIENTS
(Basic wealth concept)
Proportion of bootstrap tests
with positive differences

1989 vs. 1983

X40125 vs. B3016 92.0%

X40131 vs. B3016 99.2%*

X40125 vs. B3019 47.9%

X40131 vs. B3019 79.5%
1992 vs. 1989

X42000 vs. X40125 43.2%

X42000 vs. X40131 11.0%
1992 wvs. 1983

X42000 vs. B301lse 92.4%

X42000 vs. B3019 40.9%
* - Statistically significant at two tail, 5 percent level

NOTE: Proportions of 95% or more imply statistically significant
increases; proportions of 5% or less imply statistically
significant decreases



48
TABLE 8
INDEX CHANGES IN ASSET VALUES, 1983-1989
(based on annual averages except as noted)

Percent Change:

Asset Category Index 1983-1989 1989-1992 1983-1992
Stocks Standard & Poor 500 101% 29% 159%
Taxable Bonds* Dow-Jones 20-Bond Index 21% 10% 34%
Tax-Exempt Bonds Standard & Poor’s Municipal 29% 11% 43%
Owner-Occupied Houses Census One-Family Home Index 24% 4% 30%
Investment Real Estate*x* Frank Russell Property Index 5% -26% ~22%
Unincorporated Businesg*** Russell 2000 50% 31% 97%
Unincorporated Business Nasdag OTC Composite Index 63% 49% 143%
Farms USDA average value/acre -16% 3% -13%
Price Level Consumer Price Index 24% 13% 41%
* Yearly highs

**x Compiled from quarterly averages; index for commercial real estate

***x* Last trading day in December

SOURCES: Statistical Abstract of the United States: 1992; U.S. Bureau of the Census, Price
Index of New One-Family Homes Sold; Frank Russell Company; U.S. Department of Agriculture.




TABLE 9
EFFECT OF 1983-1989 ASSET VALUE CHANGES ON 1983 GINI COEFFICIENTS
(unadjusted net worth including autos)

Asset Change in Gini Coefficient
1983-1989 1989-1992 1983-1992
Stocks +.01348 +.00132 +.02055
Bonds +.00147 +.00051 +.00228
Owner-Occupied Homes -.02528 +.00036 -.02922
Investment Real Estate +.00101 -.00012 -.00203
Unincorporated Business +.01311 +.00994 +.02422
Farms -.00088 +.00007 -.00072
All Assets Combined -.00238 +.00996 +.00637
Net Worth (from Table 6) +.01499 -.00616 +.00883

Standard error (from Table 6) .008 .008 .006



Year

1883

1989

1992

TABLE 10
WEALTH AND INCOME

Intercept Income Income? R?

-167316 8.871 4 .47E77 .362
- 33809 5.941 -4 .93E"® .210
- 99083 7.446 -4.67E° .212

50
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TABLE 11
DEMOGRAPHIC COMPOSITION OF SCF
Category: Mean Wealth Percent of sample:
(in $1,000s of 1992 dollars)
1983 1989 1992 1983 1989 1992
Age of Household Head:
Under 25 S 16.4 $13.1 $19.0 8.0 4.8 5.1
25-34 59.1 71.8 53.6 22.6 20.9 20.6
35-44 127.8 158.6 140.2 19.5 23.3 22.7
45-54 247.5 312.8 268.9 15.5 14.2 16.3
55-64 277.2 320.9 336.4 15.0 14.5 13.4
65-74 309.9 311.7 293.6 12.2 13.1 12.7
75+ 189.7 220.6 217.3 7.2 9.2 9.3
Household Composition:
Married couple, no children $319.6 $366.4 324.4 29.4 29.8 30.0
Married couple, children 141.5 193.8 185.7 31.2 28.6 27.4
Single male, no children 95.2 135.1 132.2 12.0 12.8 14.0
Single male, children 69.5 236.0 46.1 1.1 0.4 1.0
Single female, no children 101.5 98.1 102.7 18.1 21.8 20.8
Single female, children 40.9 34.3 24.8 8.2 6.7 6.8
Race/Ethnicity:
White $198.2 $245.1 225.7 82.3 75.4 75.1
Black 40.7 50.7 53.8 12.9 12.6 12.7
Hispanic* 36.7 47 .7 58.9 3.7 7.7 7.6
Other*x* 100.4 227.1 201.3 1.1 4.3 4.6
Mean wealth for all households: 170.9 204 .7 190.1

* Hispanics are counted separately from the other groups, in contrast to Census Bureau
practice, where they are identified both as members of a racial group and as Hispanics.

** Agian and Pacific Islander (80% in 1983); American Indian/Alaska native (20% in 1983)



TABLE 12
EFFECT OF DEMOGRAPHIC CHANGES ON GINI COEFFICIENTS
(net worth including autos)
EARLIER BASE YEAR

Change in Gini Coefficient

Expansion Recession Cycle

1983-1989 1989-1992 1983-1992 1983-1992
Weights 3016-40125 40125 3016 3019
Household Composition +.0015 +.0025 +.0022 +.0028
Age of Household Head -.0029 +.0001 -.0073 -.0082
Combined -.0045 +.0041 -.0060 -.0059
Race/Ethnicity of Head +.0062 +.0002 +.0043 +.0036
Net Worth (from Table 6) +.0150 -.0062 +.0088 -.0078
Standard error .008 .008 .008 .009

LATER BASE YEAR

1589-1983 1992-1989 1992-1983 1992-1983
Weight 40125-3016 40125 3016 3019
Household Composition +.0027 -.0012 +.0013 +.0012
Age of Household Head +.0084 -.0003 +.0076 +.0082
Combined +.0139 -.0018 +.0080 +.0084
Race/Ethnicity of Head -.0077 -.0001 -.0052 -.0056
Net Worth (from Table 6) -.0150 +.0062 -.0088 +.0078

Standard error

.008 .008 .008 .009
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TABLE 13
DEMOGRAPHIC CHARACTERISTICS OF THE RICHEST 1%
OF U.S8. HOUSEHOLDS

1983 1989 1992
Age of household head:
Under 25 0.0% 0.0% 0.0%
25-34 2.1% 1.3% 2.1%
35-44 8.4% 15.5% 10.2%
45-54 27.9% 27.0% 26.0%
55-64 30.3% 22.2% 26.4%
65-74 20.9% 22.1% 24 .7%
75+ 10.4% 11.9% 10.6%
Median age: 58 57 59
Household composition:
Married couple, no children 66.2% 58.5% 63.8%
Married couple, children 23.3% 25.1% 18.6%
Single male, no children 4.0% 9.5% 9.1%
Single male, children 0.1% 2.6% 0.3%
Single female, no children 6.4% 3.7% 8.2%
Single female, children 0.0% 0.7% 0.0%
Race/ethnicity of household head:
White 99.2% 94 .5% 91.2%
Black 0.1% 0.7% 0.2%
Hispanic 0.0% 1.1% 1.6%
Other 0.7% 3.7% 7.0%
Education of household head:
Grade school 1.3% 2.8% 0.3%
Some high school 1.5% 1.3% 1.4%
High school graduate 14.1% 8.8% 9.4%
Some college 20.3% 14.0% 19.4%
College graduate or more 62.8% 73.2% 69.5%



TABLE 14

ASSET HOLDINGS OF THE RICHEST 1% OF HOUSEHOLDS

Panel A: Relative importance of individual asset categories

1983 1989 1992
Unincorporated business 33.8% 39.7% 43 .2%
Stocks 18.2% 7.7% 10.9%
Investment real estate 16.7% 16.5% 19.4%
Home equity 8.6% 8.1% 7.0%
Trusts 6.4% 3.8% 2.1%
Bonds 5.9% 5.7% 5.0%
Farms 2.7% 2.6% 1.5%
Miscellaneous assets 1.0% 5.9% 2.8%
All other 6.1% 10.0% 8.4%
Panel B: Proportion of households for whom asset category

constitutes largest share of net worth

1983 1989 1592
Unincorporated business 41.8% 33.7% 44 .6%
Investment real estate 20.5% 22.2% 19.6%
Stocks 16.3% 9.0% 12.2%
Farms 7.0% 3.1% 1.8%
Trusts 4.9% 7.4% 0.6%
Bonds 4.5% 3.6% 7.6%
Miscellaneous 0.3% 8.9% 1.1%
All other 4.7% 12.1% 12.5%
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Household Total Net Worth (Flow of Funds)
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