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#Zi#his article describes the changes in the

= distribution of wealth among U.S. house-
holds that occurred between 1983 and
1089, and analyzes the role of several demo-
graphic and economic factors in contributing
to the changes. It makes use of the Federal
Reserve Board’s Survey of Consumer Finances,
which is one of the few sources of time-series
information on household wealth that reports
asset holdings of individual households for a
sample of the entire population. The period
from 1983 t0 19809 is a convenient and useful
period to study, because it corresponds
approximately to a single economic period:
the economic expansion that began in
November 1982 and ended in Jurne 1960.
Academic and popular interest in distribu-
tional issues has increased in recent years,
and the 1980s have attracted particular
attention in the popular press, although
most of the attention has been given to
changes in the distributions of income

and wages.

The article first describes the data in some
detail and rhen the measures of inequality.
The third section reports changes in wealth
holdings for U.S. households, cross-classified
in several ways. This is followed by analysis
of the changes in the distribution of wealth,
including investigation of some possible
explanations for the changes. The final
section describes the wealth holdings of the
richest 1 percent of U.S, households, who
have a large share of total household wealth

and whose holdings have been given special
attention in previous research.

The Survey of Consumer Finances is
conducted by the Survey Research Center
of the University of Michigan for the Federal
Reserve Board. Tt was taken at six-to-eight-year
intervals between 1962 and 1983, and at
three-vear intervals since then. The most
recent available surveys that are also useful
for analysis of the distribution of wealth are
those for 1983 and 1989." These surveys are
partly longitudinal; some households were
interviewed in both years, but they are not
identified on the 1989 public-use tape.

in both of these years, the survey has two
samples. The larger is a cross-section chosen
randomly to represent the entire population
of households. It consists of 3,665 households
in 1983 and 2,277 in 19897 The smallerisa
“high-income” sample of households expected
to have unusually large wealth holdings.
Because the wealthiest 1 percent of house-
holds hold over a quarter of total household
wealth, a national sample of households will
therefore give listle information about a large
fraction of household wealth. The additional
high-income sample was intended 1o overcome
this limitation. Tt was selected from IRS
records. Houscholds selected were first
asked if they would participate in the survey,
and then interviewed if they were willing.
Procedures were followed to insure confi-
dentiality; the IRS did not know which
households participated. There were 438
households in the high-income sample in
1983 and 866 in 1989.

The surveys are very similar but not
identical. The 1983 survey, for example,
reports calculations of the present value of
Social Security benefits and private pensions
expected by workers who are at least 4C years
old and have not yet retired. These calcula-
tions are based on assumptions about futare
labor force participation, wages and inflation,
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' The 1984 survey consisied of tele-
phone redmerviews of 2,822
househelds from the 1983 SCF,
with mrch Jess detail an nsset hold:
ings. The 1992 survey duso tope is
ot yet publicly ovallable, but
Kenrickefl ond Stor-fcCluar
(1994) report preliminary findings
and 6 conparison with 1989,

¥ Another 159 househiolds were
interviewed in 1983 cs port of the
national crosssaction, but cre
exciuded from this anglysis, o
from the Federal Reserve Board's
“cleened somple,” because of non
raspanse. See hvery ond
Eliehousen (1990, pp. 1618},



¥ for more extensive descriptions of
these surveys, see Avery ond others
{1984a), dvery and Eichausen
(1986), hvary, Elliehousen and
Kennickafl (1988), Kennickell ond
Shack-Marguez {1992) and
Kennickell and Woodbum (1992},
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Measuring Long-Term Trends in Wealth

Wealth is the value of assets accumulated over long periods, and changes in total
wealth and its distribution over short perieds of a few years provide incomplete informa-
tion about individual well-being. The Surveys of Consumer Finances provide the best
recent information for different points in thme, but it is stilt difficult to analyze long-term
changes in the distribution of wealth with these surveys. The only previous Federal
Reserve survey with a comparable sample, including high-wealth households, is the 1962
Survey of the Financial Characteristics of Consumers (SFCC). Wolll (1987, 1994) has
compared the 1962 and 1983 data and finds litile change in the distribution over that
period as a whole for measures of wealth that include owner-occupied housing, but an
increase in concentration for narrower measures limited to financial assets.

The 1977 survey has much less information on wealth holdings than the later sur-
veys. It primarily reports on the credit experience of households, and is in [act entitled
the Survey of Consumer Credit (SCC) rather than the Survey of Consumer Finances. 1t
does not include all wealth categories, omitting some that are important, such as holdings
of unincorporated or closely held businesses. The wealth holdings in each categery are
reported in brackets, with a top hracket of $200,000 or more, while the later surveys
report holdings to the dollar. It is therefore difficult to compare 1977 with the later years.
(Analysis of the 1983 SCF shows that the resulls are guite sensitive to whether the data
are bracketed and what convention is used tor the top bracket.) Also, the period between
1977 and 1983 includes two very different economic experiences: three years of accelerat-
ing inflation and economic expansion between 1977 and 1980, followed abruptly by
back-to-back recessions and unanticipated disinflation during the early 1980s.

These limitations are worth mentioning because comparisons of the 1977 and 1983
surveys attracted substantial press attention when the data from the 1983 SCF were first
available; a comparison published by the Joint Economic Committee appeared to show a
dratnatic increase in concentration, The increase turned out to be due to an apparent
error in reporting the holdings of one wealthy househoeld {(Curtin, Juster and Morgan,
1989, discuss this and other individual observations with questionable responses). The
more fundamental problems with comparisons are the differences in coverage of wealth
and reporting procedures between the two surveys.

among other factors. The 1989 survey does
not contain these calculations; it reports only
the payment amount of a private pension. For
1983, locational information has been made
available on the metropolitan area or county
level for the cross-section sample (not the
high-income sample), while for 1989 no geo-
graphic information has yet been provided
on the data tape, although it was collected.
Regional information wilt be released for 1989
in the future. Geographic information would
obviously be useful for analyzing some com-
ponents of wealth, notably real estate.?

With a survey design combining a random
sample of all U.S. households and a separate
sample of the top few percent of the wealth
distribution, it becomes important to weight

the individual observations appropriately so
that the sample households adequately repre-
sent the universe of all househelds. Analysts
al both the Survey Research Center and the
Beard have devoted substantial attention to
the issue of weighting. Both surveys include
weights for individual households on the basis
of the national cross-section sample and the
combined sample. The cheice of weights
can affect the resulis, as will be seen later

in this article.

Wealth is defined as the value of assets
minus the value of liabilities. The SCF con-
tains detailed, though not quite exhaustive,
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information on both assets and tahilities,
most of which is used in this analysis. The
data in the surveys also pose some problems
for analysts, particularly with respect to com-
parison with other surveys and the process
of weighting the sample observations to
represent the nation as a whole.

Assets reported in the SCF include both
financial and real assets. Financial assets con-
sist of household holdings at depository insti-
tutions in the form of checking accounts,
savings accounts, moeney market accounts and
certificates of deposit; holdings of publicly
raded corporate stock; bonds of various kinds,
including government bonds, U.S. savings
bonds, corporate, municipal and foreign
bonds; heldings of mutual funds; retirement
accounts, such as iIRAs and Keoghs; trusts;
the cash value of life insurance policies; the
current value of thrifi-type pensions: and
debts owed to the household.

As noted previcusly, the SCF also provides
information on cther private pensions that the
household expects 1o receive in the future and
{(in 1983 only} Social Security benefits, even
though the househeld cannet convert them
Lo cash.

Real assets include: owner-cccupied
housing; other real estate, such as aparument
buildings and office and commercial buildings;
unincorporated, closely held businesses; auto-
mobiles; boats and airplanes; and collectibles
sach as coins, stamps or objets dart.

The surveys do not include consumer
durables besides autemobiles and other
vehicles, although the debt incurred o buy
consumer durables is reported as a liability.
The rationale for this is that consumer durables
are generally held for use, not as a store of
wealth. Estimating the value of consumer
durables is also difficult. Nonetheless, thev
do constitute part of the possessions of
households, perhaps a substantial part for
lower-income househalds. They can be
taken inte account either by auempting
estimate their value (a procedure followed
by Wolll, 1987), or by 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 {east
as large as the remaining debt on them,

for most households. The latter is the sim-
pler procedure.

Automobiles appear (o be in an interme-
diate category. They are probably not held as
a store of value, but they can be converted 1o
cash much more easily than other consumer
durables.

Liabilities consist of home mortgage debt,
including: home equity lines of credit; debt
on other real estate; lines of credit other than
home equity loans; outstanding credit card
debt; amounts owed on autemobile loans;
money owed to a business owned by the
household; money borrowed against life
insurance or other savings or retirement
plans; and money owed to a cash or call
money brokerage account.

Lt is possible to construct several ditferent
definitions of wealth from the SCF, and ana-
lvsts have done so. In this article, the basic
delinition includes all of the assets and liabil-
ities n the SCF except the present value of
pensicns now being received and expected,
which is reported in full only for 1983.* The
difference hetween these assets and liabilities
will be referred 10 as “net worth™ or “wealth”
without further qualificazion. This definition
ts the same as that used by Kennickell and
Shack-Marguez (1992), except that they
exclude miscellaneous asseis (mainly col-
lectibles) in 1983 but not 19895 It differs from
Wolifs (1994) preferred measure, termed “net
worth,” in two ways: Wolff excludes miscel-
laneous assers and the value of automobiles
{(but inchudes automobile loans). Wolil aiso
reports a measure that includes the value of
antomobiles, termed “net worth plus antos,”
which is closer to the preferred measure in this
article, and “financial net worth” {excluding
both the value and the morigage on owner-
occupied housing as well as automobiles from
net worth).

Other analyses have used both broader
and narrower measures, which complicates
comparisons between studies. Wolff (1987)
includes miscellaneous assets for 1983, and
reports five measures, ranging from an incha-
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wam in the todebook for 1983
that “some estimetes [for miscelle:
neoys assers? ook fo be very dubi-
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does ot change the results i this
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¢ Conversation with Arihur epnickefl.

7 See Avery and Elishousen (1990,
op. 16-24) for a detoiled discus-
sion of weighfing i the 1983 SCF.

8 Conversation with Arthur Kennickel.

% (onvarsotion with Gerhard Fries of
the Federa! Raserve Bowd. See
Kennicke!! end Woodbum (1992)
for defuiled discussion of the differ
ances between the FRE ond S8(
weights.

HEVIEW

JANUARY /FEBRUARY 10035

sive concept that adds an imputed value for
other consumer durables and household
inventories to the assets in the SCF, to “capital
wealth,” which is limited to currency, deposits
in financial institutions, money market funds,
and pension and insurance cash surrender
value. Avery, Ellichausen and Canner (1984b)
report net worth for 1983, and alse 1977,
excluding automobiles, the cash value of life
insurance, the present value of expected future
pension benefits, and equity in small busi-
nesses and farms (which were not reported
in the 1977 SCC).

With a survey design combining a
cross-section sample of all U.S. households
and a separate sample concentrated in the
top few percent of the wealth 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 Board
and the Survey Research Center have devoted
substantial attention to the issue of weighting,
and have developed alternative weights, which
are commonly referred to as FRB and SRC
weights, respectively. In 1983, the FRB and
SRC weighis differed primarily in the way
that they combined separate weights for the
cross-section and the high-income samples*
After the tnidal weights were developed, a
second set of FRB weights was constructed
when 1982 individual income tax data sug-
gested that the high-income sample may have
been given too much weight. These are known
as the “FRB extended-income” weights.
Alternative weights have also been constructed
along a second dimension: whether the sample
was “blown up” to the U.5. total on the basis
of the 1980 decennial Census or the 1983
Current Population Survey (CPS). Most recent
studies have used 1983 CPS weights, but these
were not available on data tapes uniil after
1985; both Avery and others (1984a, 1984b)
and Wollf (1987) used 1980 decennial
Census weights.

1n 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 FRB
extended-income weight.

For 1989, two SRC weights are available:
a preliminary weight used by Kennickell and
Shack-Marquez (1992) for comparing 1983
t0 1989, and a final weight used by Kennickell
and Starr-McCluer for comparing 1989 to
1992 (variables X40125 and X40131}. Both
are closer in design to the 1983 IFRB weight
than to the SRC weight! An experimental
FRB weight (variable X40202) was included
in early versions of the public-use tape, but
dropped from those currently available’
Wolff (1994) reports that it generates wealth
totals that are less consistent with the Flow
of Funds (FOF) than the SRC Weights, {This
issue is discussed Further in the next section.)
Both SRC weights are used in this article.
The choice of weights can affect the results,
as will be seen later.

The toal asset and liability values in the
SCF differ from information in other sources
in both 1983 and 1989, In particular, there
are substantial differences between the SCF
and the FOF, published by the Federal
Reserve Board, which reports aggregate data
over time on the composition of national
wealth. In several categories, the SCF total
ts much smaller. There appears to be general
agreement that the SCF is a better source for
the current values of owner-occupied housing
and unincorporated businesses, but differing
views on the relative accuracy of the data for
financial assets and liabilities. The conceptual
differences in coverage are analyzed most
extensively by Avery, Ellichausen and
Kennickell {1988) with reference to 1983,
and by Antoniewicz {1994) for 1989 and 1992,
Wolll {1987, 1994) also discusses the differ-
ences and compares them for both years.

Analysts have reached different conclu-
sions about the relative merits of the two
surveys and followed different procedures
i adjusting for these discrepancies, Wolll
(1987, 1994) takes the FOF as the more
accurate source for financial asset values and
adjusts many of the SCF figures for individual
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households by the ratio of the aggregate totals
for the SCF and the FOF. Avery, Ellichausen
and Kennickell (1688), Avery (1989) and
Curtin, Juster and Morgan (1989) have argued
that the SCF is more likely to be accurate for
1983 than the FOF in most instances. They
conclude that total assets and liabilities in
most categories are similar when the data are
reported on the same conceptual basis. Avery
(1989} points out that the FOF figures for
households are computed as balancing resid-
uals, and thus are sensitive 1o measurement
errors for every other sector. He also notes
that totals for broad categories of assets, such
as bonds, are often closer than for sub-cate-
gortes such as federal bonds or municipal
bonds, and suggests this may result from
misclassification.

If holdings of the sub-categories are
not uniform across the wealth distribution,
adjustment may distort the measured degree
of inequality. Neither Avery and others
(1984a, 1984b), Avery and Ellichausen
{1986) nor Kennickell and Shack-Marquez
(1992) adjust the SCF data. Smolensky
{1989) reviews the issue for the 1983 data
and concludes that the SCF is likely to be
the better data source, partly on the general
grounds that cross-section surveys usuatly
employ state-of-the-art methodology, while
time-series data collection and processing
change slowly for an ongoing sertes, for good
reason but perhaps at the cost of failing to
capture changes in the economy.

Several basic differences hetween the SCF
and FOF apply to all asset categories. The
FOF “household” sector includes nonprofic
institutions and personal trusts as well as
households. Wolll uses a 1980 estimate for
households alone, relative to the FOF for that
year, to adjust the FOF for 1983 (and appar-
ently also for 1989). Avery, Ellichausen and
Kennickell use Federal Reserve Board estimates
of the “real” households within the FOF sector
to adjust the FOF rotals. In addition, the data
refer to slightly different periods. The SCF
was conducted early in 1983, Wolff nses the
average of 1982 and 1983 year-end totals from
the FOF as the basis of comparison, while
Avery, Elliehausen and Kennickell use the
end of 1982, Since 1983 was a year of eco-
nomic recovery, in which stock and hond

prices rose by 20 to 30 percent, Wolffs
method results in larger FOF values and
a bigger difference.

Analysts also differ in their calculated
SCF totals [or individual asset and liabiliry
categories because they have used different
weights. Wollf (1987) uses weights for the
1980 decennial Census, which blow up the
sample to 79.8 million households, while
Avery, Ellichausen and Kennickell use weights
hased on the 1983 CPS, which blow up the
sample to 83.9 million households. In most
cases, Avery, Elliechausen and Kennickell
report a larger total for the SCF, and there-
fore a larger SCF/FOF ratio. Some of the
differences are substantial: Wolff calculates
mortgage debt at $704 billion, or 63 percent
of the FOF total, for example, while Avery,
Elliehausen and Kennickell calculate it at
$975 billion, or 92 percent. In this article,
the 1983-based weights are used and the cal-
culated SCF totals are usually closer to Avery,
Elliehausen and Kennickell than to Wolif.

The larger discrepancies occur on the
liability side in both years. They are so large
that adjusting individual household data for
the difference between the SCF and FOF
leads 1o some rather odd results, espectally
for households which report large consumer
debt. Adjusted wealth for these houscholds
is sometimes large and negative, while unad-
justed wealth is large and positive. 1In 1983,
for example, the 10 poorest households on an
adjusted basis included five with wealth over
$1 million on an unadjusted basis; one house-
hold went from +%$4.3 million to -$9.3 million.
When assets and liabilities are adjusted,

17 percent of all households in 1983 and

13 percent in 1989 reported negative net worth.
Wolff (1994) suggests that the differences in
liabilities between the SCF and FOF probably
occur because of failure to report a debt, rather
than understatement by households which
do report it; in that case, proportional adjust-
ment is likely to misrepresent the position of
households which actually report relatively
targe debt holdings to begin with. In his analy-
sis of the 1989 SCF, he therefore adjusts assets,
but not Habilities, 1o be consistent with the
FOF. Given the much smaller SCF/FOF deht
ratios for 1983, the same argument would
appear to hold for that year as well.
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SRR SR

Mean Household Weallth, 1983 and 1989

{in thousunds of 1989 dollars)

T1983FRB  1983SRC  1989SRC 1989 SRC

(B3016) (B3019)  (X40131)  (X40125)
. SIS09 . S1605- S1847. §180.7
5% 1550 1766 26
1028 s 1267 1213
Sm3y . Ws W NA
CSiESS . STa4 S04 sidd
- 1604 1618 93 1866
RNV & & B 135.3
LW M - WY M
swe o swey s $201.8
1823 WA 199s 1937
w7 e 1496 1424
CSBA . STBO . SWE $358

HA - Not avoilable in 3989 Survey of Consumer Fingnces

NOTE: 1983 velues odjusted to 1989 using the {P-U annual cverage for the calendar years {1983 values mulfiplied by 1.24498).

* hsset categories odjusted: (1983 and 1989) demand deposits und curroncy, tima depasits, (s, IRAs, money market aceouats, bonds, stocks, call
money accounts, mutoal funds; {1983 only) cash surrender value of insuronce, cosh surrender value of pensions; (1989 only} trusts. Liobility cat-

enories adjusted: {1983 ord 3989} credit card debi, consumer Joans, e insurance loons, morgin necount debt, oviemobite laans; {1983 oniv)
horme mertgage debt, mortgage debt on rentul and commerdiol reo! estave, debs on lond contracts,

SGURCE: Survey of Consumer Finances, 1983 and 1989

On balance, it seems best not to adjust the
daia, because the 1983-based weights are used
and also because adjusting liabilities affects
the individual househotd data so greatly. This
article therefore uses unadjusted data for most
of the analysis, but alse reports results with
Wolff's adjustments on both sides of the bal-
ance sheet (his 1983 procedure) and with
assets adjusted but liabilities not adjusted
{his 1989 procedure).

Table I reports mean household wealth
for 1983 and 1989. The first panel uses

unadjusted data [or both sets of weights in
each year. On any comparison, mean wealth
increased between 1983 and 1989, but the
magnitude depends on the weights chosen.
The increase ranges from $20,000 1o $34,000.
The choice of weights is particularly impoz-
tant for 1983; the difference in mean wealth
is almost $10,000. During the six years, mean
household wealth increased by 13 percent to
22 percent. The first and last columns show
wealth for the weights used by Kennickell
and Shack-Marquez (1992}, The increase
was 20 percent on the basis of these weights.
The table shows the importance of
owner-cccupied housing and the present
value of future pension benefits. Furure pen-
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sions were close to one-third of mean house-
hold wealth in 1983, and owner-occupied
housing constituted about 30 percent of the
remainder in both years, more than any other
asset. Automobiles were the moest widely held
asset {84 percent of all households in both
years). Among linancial assets, corporate
stocks comprised the largest share (19 per-
cent in both years), and checking accounts
were the most widely held (79 percent of all
househelds in 1983 and 75 percent in 1989,
On: the liability side, credit card debt was the
most common form of debt in both years, but
home mortgages were almost equally frequent.
Home mortgage debt accounted for over half
of all family debt in both vears.

The lower panels show the eflect of
adjusting assets and liabilities, Adjustment
adds $36,000 to $37.,000 to assers and $22,000
to $23,500 to labilities in 1983, Itis less
important in 1989, however, adding $21,000
1o $23,000 to assets and $7,000 ro liabilites.
Using the adjusted data, increases in mean
househoeld wealth are smaller in both percent-
ages and amounts. Home equity accounts for
about one-third of the increase in the unad-
justed data {37,000 to $9,000), but over half
{$15,000 to $17.000) when both assets and
liabilities are adjusted.

The table also shows mean household
income, which is a pre-tax figure reported
by the respondent. The SCF asks about total
inrcome and alse income from varicus sources.
In many cases, the sum of the latter does not
equal the total.

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

The most common examples of the first
type are the Lorenz curve and its companion,
the Gini coefficient, which are often used to
measure the distribution of income. The dis-
tribution of wealth is usually measured by a
concentration ratio, such as the share of total
wealth held by the richest 5 percent or 1 per-
cent of all households, because it is so highly

skewed. Concentration ratios have also been
popular because one of the few time-series
measures of wealth is the estate multiplier,
which is a method of estimating the wealth
of the richest households from estate 1ax
returns, whick are filed mainly by well-te-do
individuals, and mortality tables to estimate
the holdings of well-to-do living households.

The SCF provides mformation not only
about wealthy househoelds but also about the
broad middle class and the poor.” The Lorenz
curve and the Gini coefficient can be used o
describe the distrtbution of wealth among all
househelds in the SCF in exactly the same way
as they are used to measure the distribution
of income in household surveys.

A schemaltic Lorenz curve is shown in
Figure 1. It depicts the total number of house-
holds on the horizontal axis and their total
wealth holdings on the vertical axis. To con-
struct the Lorenz curve, households are first
arrayed in ascending order by wealth. Then
the cumulative total wealth is calculated,
beginning with the poorest household and
ending with the richest one. These values
are plotted for each household on the diagram,
and then connected to construct the curve.
Thus, for example, the first point on a Lorenz
curve might represent one household with
wealth of $10, the second point might repre-
sent-two households with total wealth of $21,
and so on. Any given point on the curve shows
that the poorest x percent of households own
v percent of all wealth in the society.

Two limiting cases are easily shown and
may clarify the concept. 1 the distribution of
wealth is petfectly equal, then every house-
hold has the same amount of wealth, and the
Lorenz curve is the diagonal line running
from the origin at the lower left at a 45-degree
angle to the point in the upper right corner
of the diagram representing the total number
of households and their total wealth. At the
opposite extreme, if all wealth belongs to one
household, then the Lorenz curve lies along
the horizontal axis until it reaches the point
representing the total number of households;
the Lorenz curve then becomes the vertical
line on the right side of the diagram.

The Gini coefficient is calculated from the
Lorenz curve as the ratio of the area between
the diagonal and the Lorenz curve over the
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" Efron ond Thshironi (1993) 5 0
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Gini Coefficient

Percent of uggregute wealth
100

Lorenz curve

¢ Percent of hooseholds 106

Gini (oefficient:
A wren betw. curve und dingone
ABT  aren under dingonal

L=

area under the diagonal, ot L = A{A+B). The
Gini coefficient is therefore bounded by zero
and 1. If the distribution of wealth is perfectly
equal, the Lorenz curve lies along the diagonal,
the value of A is zero, and the Gini coefficient
is zero. H one household owns all the wealth,
the area under the Lorenz curve is the same
as the area between the diagonal and the x-axis,
the ratio is 1.0 and the Gini coefficient is unity,
The greater the concentration of wealth, the
closer the Gini coelficient is te unity.

With weighted or bracketed data, the
Lorenz curve consists of a series of straight-
line segments, with the length of each segment
being the weight of the observarion. The 1983
and 1989 SCF contain more than 4,000 and
more than 3,000 observations, respectively,
so the line segments approximate closely to
a curve and the area B approximates to the
integral of the Lorenz curve. The Gini coef-
ficients reported in this article are calculated
from the line segments. The area A is the sum
of the areas above the line segments and
below the diagonals,

Table 2 r;aporzs Gini coefficients for 1983
and 1989, in a parallel form to Table 1. The

data in the table demonstrate the importance
of the technical issues discussed in the pre-
ceding section and suggest several broad
conclusions.

The determination of whether there has
been an increase in inequality depends on the
choice of weights. For the broadest measure
of wealth, and using unadjusted dara, the
change from 1983 to 1989 varies from -0.002
to +0.027. The Gini coefficients differ by
0.017 for the two sets of weights in 1983,
and by 0.012 in 1989. The standard errors
of these Gini coefficients, shown in italics in
Tahle 2, are large enough to cast doubt on
whether there was an increase in inequality
over the period. To analyze the significance
of the difference in the Gini coefficients,
beotstrap estimates of standard errors were
calculated using 1,000 replications.” The
difference between the 1989 and 1983 Gini
coefficients was positive in 920 cases when
B3016 and X40123 were used as weights,
and in 992 cases when B3016 and X40131
were used. However, it was positive in only
479 cases when B3019 and X40125 were
used, and in 785 cases when B3019 and
X40131 were used. Finally, the weights for
each year were averaged (a technique used
by Wolll, 1994, for the 1489 survey); in this
instance, the difference was positive in 873
cases. These results indicate that the increase
in inequality was more or less on the margin
of significance. Whether the magnitude of
the difference is politically or socially impor-
tant is a matter for individual judgment.”

By most of the other measures reported
in Table 2, the distribution of wealth became
somewhat more unequal over the period.
‘When first automobiles and then owner-
occupied housing are excluded, all of the
1983-1989 comparisons show an increase
in inequality, but the choice of weights
still affects the extent of the increase.

In the remainder of this article, compar-
isons will be based on the weights used by
Kennickell and Shack-Marquez (1992), unless
otherwise indicated. These are variables
B3016 and X40125.

FEDERAL RESERYE BANK OF 57, Louss
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Gini Coefficients, 1983 and 1989
{alternotive weighis)

1983 ERB 1983 SRC 1989 SRC 1939 SRC
{B3016) (83019 (X40131) {X40125)
linadgusted
_ Emludmg ﬁuias 78 95 805 193
_ _Sfmdard em}r 008 069 008 008
* Excluding aufes” e 798 814 826 815
e Exeludmg autes and hames' A 500 RV 975 971
o miudmg uuius Emmes und p:eseni : 490 Jos HA NA.
ﬂf&iied la;;ef;a;.'m:
' sttludmg autos 173 768 813 801
: J88 803 832 AN
865 & 320 15
a7 827 836 825
83 B46 58 848
948 953 967 966
A6 A% 540 505

The broader the definition of wealth,
the more equal is its distribution, in either year,
Gini coefficients are highest when automo-
biles, home equity and the present value of
future pensions {in 1983) are excluded from
wealth. They are lowest when these assets are
included. Merely including automobiles in
household net worth reduces the Gini coeffi-
cient by about 0.02. Including home equity
reduces it by about 0.10, as does including
the vatue of tuture pensions. These assets
are widely held, as previously noted, and
they clearly represent a large share of the
wealth of relatively low-wealth households.

Excluding consumer debt does not have
much effect on the analysis. Mean unadjusted
consumer debt was $2,000 in 1983 and $1,100
in 1989. Gini coefficients are consistently
lower when consumer debt is excluded, by
0.004 in both years. Since consumer debt is
relatively more important for tower-wealth
households, this is not surprising.

The table demonsirates the importance
of adjustment, particularly on the liability side
of the balance sheet. Gini coefficients are all
much higher, for each set of weights and each
measure of wealth, by between (.03 and 0.03
when liabilities are adjusted. As could be
expected from the fact that the adjustments
are larger in 1983, the coefficients for that
year are raised slightly more than the coeffi-
cients for 1989, and therefore the measured
increase in inequality is generally smaller.

The results in Table 2 do not adjust
for mortgage debt in 1983. The coefficient
would be raised still further in 1983, by about
a further +0.030, if mortgage debt were also
adjusted as Wollf (1987) has done, but since
the SCF and FOF agree rather closely when
1983 weights are used, these results are
omitted {rom the table.

When only assets are adjusted, the Gini
coefficients are lower in 1983 and usually
higher in 1989, compared to the coefficients
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index Changes in Asset Value, 1983-89

{based on annual averages, except as noted}

Percent Change,

Unincorporofed business
- Unincorporated Business -

- Faems

* Yearly highs

Asset Category Index 1983-89
Stocks il Standord & Poor 500 i }(ﬂ%
_ Tékﬂ_h_fg__ho_nifé* 5 & Dow-Jenes 20-bond index n
' :_Tm_(f-.éxé#ipt bonds . Standard & Poor’s municpal
_ﬁWi%gr.—Gcw_p_iééf houses {ensus one-fomily home index
* Investmen real estote™ . Frank Russell property index

£ Russell 2000
Nosdag OFC composite mdex

USDA average value/acre

** Compiled from quarterly everages: index for commarciol real estnte

<+ Last trading day i December

SOURCES: Statistical Abstract of the United States: 1992 U.S. Bureou of the Census, Price fndex of
Kew One-Family Homes Soft; Frank Ryssell Company; 115. Deperiment of Agriculture; Lowrence 3.
White, The S&L Debacle, {pp. 131G-11).

based on the unadjusted data. This may reflect
the fact that the largest adjustment in 1983 is
for savings accounts, which are widely held,
while the largest adjustment in 1989 is for
stocks, bonds and trusts. The increase in
inequality is about double that based on
unadjusted data.

A number of phenomena have been
suggested as explanations for the changes in
the distribution of wealth (or income) during
recent years. [t is possible to examine the
effects of some of these phenomena and get
at least a preliminary sense of their possible
importance. Three in particular are worth
attention: changes in asset prices; demo-
graphic changes; and the changing distribu-
tion of income.

To some extent, the changes in the
distribution of household wealth may be
attributable to changes in asset prices. Even
if each household heid exactly the same assets
in 1989 and 1983, the distribution of wealth

would have changed. Wollf (1994) suggests
that such changes may have contributed sig-
nificantly to the increase in inequality that
he measures. He notes specifically that stock
prices increased more than house prices, and
stock ownership is more concentrated among
high-wealth households.

Table 3 reports commaonly used price
indices for almost all of the asset categories
included in the SCF. Indices are not available
tor unincorporated businesses, but the change
in their value may be approximated by the
Russell 2000 and Nasdaq small-stock indices.

1t is possible to measure the effect of
these changes in asset values on the distribu-
tionn of wealth by applying the indices to the
1983 holdings of each household. In behav-
ioral terms, it is assumed that the household
holds the same portfolio in both years, 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-occcupied housing, the change
in the price of the house is not the change in
home equity, for two reasons. First, for house-
holds with mortgages, home equity increases
in percentage terms by more than the increase
in the price of the home. The mean ratio of
outstanding mortgage principal balance to
house value was 23 percent in the 1983 SCF,
and the mean equity was therclore 77 percent
of house value. The full value of the increase
in house value raises the owner's equity, so
the mean home equity increased by 33 per-
cent (27/77} instead of 27 percent. Second,
it is assumed that the household continued
to make mortgage payments during the six
years; otherwise, it would default on the
mortgage and lose the house, and thus change
its portfolio. The mean remaining life of first
mortgages was 15 years, eight months, in
1983, for second mortgages, it was seven
years, 10 months. 1f homeowners continued
1o make mortgage payments for the six years
between the two surveys, then on average they
paid off a non-negligible share of the first
mortgage and almost all the second (unless it
was a balloon mortgage). The mean reduction
in the outstanding principal balance was
24 percent, and the mean increase in home
equity was 7.1 percent. The net effect of all
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the assumptions is to raise mean home equity
by 42 percent.

In Table 4, the effect of these changes on
the Gini coefficient is shown for several indi-
vidual assets and combinations of assets. The
wealth measure used in these calculations is
unadjusted and includes automobiles.

The results suggest that changes in asset
vatues as a whole had littde effect on the dis-
tribution of wealth. The effect of changes for
some individual asset categories were large.
In three cases—stocks, unincorporated busi-
nesses (measured by the Russell Index) and
owner-occupied housing-—the coefficients
change by more than the 1983 standard error,
and are about as large or larger as the increase
between 1983 and 1989. But the changes go
in both directions and largely cancel each
other. The changes in stock prices and unin-
corporated businesses both raise the Gini
coefficient, but the change in home equity
lowers it, and has about twice the effect of
either. Even though stock prices rose more
than any 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 by
enough to make the distribution of wealth
more equal. The combined etfect of the
changes in all assets was to lower the Gini
coefficient slightly, by much less than its
standard error.

The Gini coefficients were also calculated
using the 1983 SRC weight (variable B3019),
and the results are basically the same.

As a turther check, 1989 was used as the
base year for asset holdings, and values were
deflated back to 1983. This is also shown in
Table 4. The resulis were consistent with those
tsing 1983 as the base year. The most notable
differences are that the effect of deflating stock
values from 1989 back to 1983 was much
smaller in absolute value, and the effect of
deflating equity in owner-occupied housing
was much larger, so that the effect of changing
all asset values simultaneously is larger in
ahsolute value. The combined effect of all
the changes is again in the opposite direction
from the change in the Gini coefficient. There
is also one qualitative inconsistency: Deflating
investment real estate values from 1989 back
to 1983 has the “wrong” sign. With 1983 as

Effect of 1983-89 Asset Valuve Changes on

1983 Gini Coefficients
{unadjusted net worth, including avtos}

Change in Gini Coefficient

Asset 1983 buse year 1989 base year
Stodks U +.01348 ~ 00714
Bonds 100147 ~ 00093
- Dimer-Occupied homes . . - 02530 +.04437
In*iés!_menfﬁ-gé@[éﬁqi_g;;._'-.. e + 00101 +.08533
“Unincorgorated business .~ < +.0131 - 01155
Fams oo - 00088 +.00036
Moot combined - 00240 +.0453
Networth (fom Table2) +.01497 — 01497

the base year, inflating real estate equity to
1989 has the effect of raising the Gini coeth-
cient and increasing inequality. But with 1989
as the base year, detlating real estate equity
back to 1983 also has the effect of raising
the Gini coefficient and increasing inequality,
whereas the opposite sign would be expected.
Using either year as the base, changes
in asset valies do not generate an increase
in inequality, because the changes in home
equity more than offset the changes in the
value of other assets.

Changes in the composition of the U.S.
population may also have contributed to the
increasing inequality of the distribution of
wealth. Table 5 shows the changes in the
SCF sample between 1983 and 1989. The
importance of the post-war baby boom can
be seen in the age distribution. Almest the
only group with a growing share of the pop-
ulation is households with the head age 35-
44; these individuals were born in the years
from 1939 to 1948 in the 1983 SCF, and from
1945 10 1954 in the 1989 SCF. The SCF also
shows declines in married couples, households
with children, and especially married couples
with children. There is a reduction in the
proportion of adults with less than a high
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school education and corresponding growth
in those with at least some college.

In most cases, the weighted perceniages
in the SCF parallel the percentages in the pop-
ulation, as measured by the Current Population
Survey (CP5), conducted annually by the
Census Bureau. There are some exceptions.
The most important is in the categorization
of households by race and ethnicity. The 1983
SCF data report much lower proportiens of
households in the smaller minority groups
than does the CPS. This is apparently because
race and ethnicity were determined in 1983
by the interviewer for the SCF, while in the
CPS the respondent was asked to identify
himself or herself. In 1989, both the SCF
and CPS used the seli-identification methed,
which is more commonly used. The CPS
reports that persons of Hispantc origin
amounted to 7.2 percent of all U.S. residents,
compared o only 3.7 percent in the 1983
SCF. Asian and Pacific Islanders were about
1.6 percent of the population in 1983, and
American Indians and Alaska natives were
0.6 percent, while the SCF reports 1.1 percent
for both groups combined. The CPS and SCF
are much closer in 1989: 8.8 percent in the
7S versus 7.7 percent in the SCF for the
Hispanic origin population, and 3.7 percent
in the CPS versus 4.3 percent in the SCF lor
other races.® There are also other differences
in the age distribution and household com-
position, which will be discussed later.

It is possible to get an idea of the impor-
tance of these demographic changes on the
distribution of wealth by changing the weights
for each category of household, substituting
the 1989 proportions for each group within
the category for the 1983 proportions. This
procedure represents the effect of changes for
individual households in some cases, such as
age and houschold composition. People tend
to add to their wealth as they age, and changes
in household status, such as marriage, diverce
or the death of a spouse may directly affect
the household’s wealth. In others it may not.
individuals do not automatically increase their
wealth by completing another level of school-
ing, for example, although college graduates
in general are richer than high school gradu-
ates. An adult who completes additional
schooling is likely 10 benefit in the first

instance through an increase in income, and
then only gradually through an increase in
wealth. For the United States as a whole, the
effect of educational changes on the accumu-
lation and distribution of wealth will also be
feit gradually: New households fornted by
young adults with more schooling gradually
supplant older households whose heads have
less, and immigrants with relatively little
education arrive in the country. Nor does
the overall change in the racial and ethnic
composition in the survey correspond to

the experience of individual households.

Table 5 also shows the mean wealth for
each group in the 1983 survey. The data in
the table suggest that the change in the age
distribution should reduce the degree of
inequality, since the age group closest to the
overall mean is almost the only group com-
prising a larger share of the population in
1989, while groups with higher and lower
wealth declined in importance. Conversely,
there was a decline in the importance of the
household type closest to the mean wealth—
married couples with children-but in this
case there were also declines in groups with
both more and less wealth. All minoriry
groups have mean wealth that is farther from
the overall U.S. mean than the large white
majority, so the growth of minority house-
hoids should also increase inequality. In
the case of education, the effect is uncertain
because low-wealth groups declined in impor-
tance and high-wealth groups increased.

As Table 6 shows. most of these demo-
graphic changes would have contributed o
an increased concentration of weaith, but the
eftects are small. All are less than the standard
error for the 1983 coefficient, The largest
effect is from the changing racial and ethnic
cemposition of the population, but this is sus-
pect for the reasons discussed. None of the
other demographic changes accounted for
as much as a quarter of the change in the
distribution of wealth, The changing age
distribution by itself contributed modestly to
a lessening of ineguality, and the combined
effect of age and household composition
changes also reduced ineqguality.

The same tesis for consistency were
conducted for the demographic changes as
for the changes in asset values, with similar
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results. When the Gini coefficients were
calculated with the 1983 SRC weight, the
magnitudes and patterns of changes were
basically the same. When 1989 was used as
the base vear, substituting the demographic
characteristics for 1983, there were some
differences, as can be seen in Table 6. The
change in household composition has a posi-
tive effect instead of the expected negative
one, and the change in the age distribution
has a much larger effect when 1989 is used
as the base year.

These results may derive from differences
between the surveys. For both characteristics,
the sample size in one category is much smaller
in 1989 than in 1983, and the weighted pro-
portion of the population in that category is
larger in the SCF than the CPS in 1983, and
smaller in 1989. Single males with children
is the smallest househiold composition cate-
gory. The sample size in 1989 is only 17, and
the weighted share in the SCF is less than half
the 1.1 percent reported in the CPS; in 1983,
the sample size is 40 and the proportion in
the SCF is much closer to the CPS figure of
0.9 percent.

There is also a very large difference
between the two surveys in mean wealth for
these households; in 1983, they are relatively
poor on average and in 1989 they are above
the mean for all househoelds, with mean wealth
almost three times as large as in 1983, The
difference in sample size suggests that the
1983 hgure 15 likely to be more accurate.
Simitarly, “household head under 257 is the
smaliest age category, and also the poorest.
The sample size is only 64 in 1989, and the
weighted share in the SCF is somewhat
sialler than the 5.5 percent reported in the
CPS, while in 1983 the sample size is 265
and the proportion in the SCF is larger than
the 6.8 percent in the CPS.

These differences suggest caution in
interpreiing the results in Table 6. To invest-
gate their importance. weights were changed
on the basis of each characteristic separately
to match the 1983 and 1989 CPS for age and
houschold composition, and the 1980 and
1990 decennial censuses for race and ethnicity.
The inconsistencies in Table 6 did not appeaz,
and the Gini coefficients were generally close
to those reported in the top row of Table 2.

Demographic Composition of SCF,
1983 and 1989

Mean Wealth  Percent of Sample:
@in $E,000s of 1989 dofiors)
Catagory: 1983 1989 1983 1989
“Rge of household heud:
- Under 75 : S153  $135 80 48
2534 g1 B2 16 N9
Ny 97 195 233
209 841 155 142
M55 2659 150 1435
733 148 122 13
1632 18 72 92
i $1719 $356 294 98
" Married couple, children 1321 1751 312 284
- Single male, no.childr 918 142 120 128
Single male, children 614 79 11 04
* Single female; no thifdren 86 957 81 N8
. Single female, children %2 N2 82 67
Ruce/ethmicity-
CWhite §I751 S764 823 754
CBlad 359 M6 129 126
C Hispanict 39 482 31 17
S Otherr 86 168 11 43
Educational atiginment
Grade school or less.~ © $566 $754 145 141
- Somehigh'schaof 69.1 857 134 127
" High school graduie - W46 1083 315 300
Some college: 1689 1573 177 194
. College groduots or more o 3089 4080 729 134
Meas wealth for ol households: 1509 1807

* Hispanics are counted saporately Trom the other groups, in coniratt 1o Census Bursou proctice,
where they are identifisd hoth os members of o rodal group end a5 Hispanics.

** hsinn and Pocfic Istandes (38 percent in 1983} American lndion/Maska native

{20 percent in 1983)

Alternative weighis might be constaucted
from the CPS, as a more extensive consisiency
check, but the CPS does not publish cross-
tabulations in sufficiens detail and does not
use the two smallest racial categories as
controls
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Effect of 1983-89 Demographic Changes
on 1983 Gini Coefficients

{vnadjusted net worth, including autos)

Demographic Change in Gini Coefficient
Category 1983 base year 1989 base year

ge of hous 00297 400841

+ 00148 + 00267

~ 00452 0139

£O0825 0T

0057 400479

009 00047
T — 47

" Weicher (1989) onolyzes the ey

tionship between wealih ond age,
ard the relationship between
incore ond wenlth smoeg fhe
elderly for the 1977 SCCond the
1983 S(F.

The limitations should not obscure the
basic conclusion. None of the results, using
either year as the base or any set of weighis,
suggest that demographic changes contributed
to the change in the distribution of wealth
{with the dubious exception of the racial and
ethnic changes). All but one of the separate
and combined effects of age and household
composition are in the direction of making
the distribution of wealth more equal, and
the effect of education changes is small.

Both income and wealth {(on mest com-
parisons) were more unequally distributed in
F989 than in 1983, Indeed, as reported in the
SCF, there was a greater increase in income
inequality. The Gini coefbicient for income
rose more than the coefficient for wealth by
any comparisen in Table 2.

The association of these increases suggests
that the changes in the distribution of wealth
and income may have alfected each other,
and it is easy to jump to the conclusion that
the increase in income inequality caused the
increase in wealth inequality, or vice versa.
It fact, the relatdonship hetween wealth and
income is complicated both theoretically and
empirically. Part of a household’s current
income is derived from the assets reported
in the SCF, especially for the richest house-
holds, and at the same time part of the

FEDERAL RESERVE

househeld’s current income may be saved
and add to wealth in the future. CPS dara
show that the distribution of income became
slightly more unequal from year to year
between 1983 and 1989, while mean and
median household income were rising, which
might enable the richer househelds 1o add
relatively more to their assets. The interrela-
tionships cannot be addressed systematically
in this article. Nonetheless, it is interesting
to look at how the relationship changed
between 1983 and 1989,

There are several reasons why income
and wealth might not be highly correlated in
the SCF. The income reported in the survey
is current income, which is not necessarily
the household’s normal or permanent income.
MIness, windfalls and many other circum-
stances may cause the household’s income
in a given year to depart from its usual level.
Wealth, which is in part the accumulated
savings from past income, is likely to be more
highly correlated with permanent income than
current income. The relationship between
current income and wealth is also affected
by the age ol the adulis in the household.
Older individuals have higher wealth for given
income levels than younger ones, both because
they have had more time to accumulate wealth
and because, once they retire, their current
income is low relative to their past income.
Conversely, young adults typically have little
wealth relative 1o their income.®

Despite these caveats, the relationship
between income and wealth is strong. 1n
Table 7, houschold wealth has been regressed
on income and the square of income for both
vears. The coefficients of determination are
quite high. The relationship between income
and wealth was stronger in 1983 than in 1989,
however, and also more elastic: The intercept
is lower in 1983 and the coefhicient of income
is larger. (The coelhcient of income squared
is significant in both regressions but its mag-
nitude is too small to generate a measurabie
departure from a simple linear relationship.)

The two regression lines cross at an
income of about $33,800 {(measured in 1080
dollars). This is the income level at which
wealth is the same in the two years. The
median household income was $24,300 in
1983 and $25.000 in 1989 (both alse measured
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in 1989 dollars). Thus, upper-income
households were not as wealthy at any given
income level in 1989 as they were in 1983,
while those at middle- and lower-income
levels were wealthier in the later year. This
is surprising, since the change in the age dis-
tribution shown in Table 5 might suggest
that wealth would be higher for households
at any given income level in 1989,

1t is worth noting that the change in the
income distribution reported in the SCF is
substantially greater than the change reported
in the CPS, which has a much larger sample
of about 57,000 households. Between 1983
and 1989, the Gini coefficient in the CPS rose
by 0.017, [rom 0.414 to (.431. This is less
than the increase for three of the four SCF
comparisons in Table 2, The comparison for
which the changes in the SCF and CP5S are
closest s also the comparison showing a very
slight decrease in wealth inequality.

This section adopts a different focus on
the distribution of wealth. Instead of looking
at inequality across all households, it looks
at the holdings and characteristics of the
richest 1 percent of heuseholds (a group that
has attracted interest among cther analysts).
The purpose is o see if the same households
were rich in both years., Attitudes toward an
increase in inequality may be different if the
absolute level of wealth and the relative posi-
tion within the diseribution change frequently
for individual households, especially if this
occurs at the upper 1ail of the distribution,

The SCF has been designed in part to
answer the question of how individual house-
holds have fared over time, by re-interviewing
some of the same households in 1986 and
1985 who were interviewed in 1983, Unfor-
tunately, it is impossible to wack any individuat
households longitudinaily because the infor-
mation about re-interviewing has been sup-
pressed in the 1989 public-use data tape.
Nonetheless, it is stili pessible o analyze
the position of the same types of households
over time. The threshold for inclusion in
this group is $1.71 million in net werth
1983 and $1.97 million in 1989.

The Reiatf;;?éhip Between wné&.iih ﬁnd

income, 1983 and 1989

{net worth inciuding avtes, adjusted for asselds;

1989 dollurs)

Varighle 1983 1989
lntorcept 177,338 37,026
S (109) (16)
Incortie. 10.84 670
G (328) (3023
Income?” 53,3548 648
S, (4.0} {23.4)
CRspered 3% 29

Note: Humbers in parentheses under the coefficients are t-rafios.

Table 8 shows the demographic charac-
teristics of these rich households. Nearly all
were white and nearly all were married cou-
ples, although the proportion who were
members of minority groups rose from less
than 1 percent to more than 5 percent, and
the proportion who were not married rose
from 10 percent to 16 percent. A substantial
majority were college graduates. About
three-quarters had ne children, or at teast
none living at home. The median age of the
household head was 58 in both years, but
in 1989 there were more relatively young
households among the rich (17 percent com-
pared to 10 percent in 1983), and fewer in
the 55-64 age bracket, A more detatled clas-
sification (not reported in the table) shows
that about half the households in the 45-54
age bracket had children in 1983, but few
households did at older ages. This suggests
that by about age 50, the children of these
families have grown up and lefr home.

Comparison with Table 5 shows that
these houscholds are much better educated
and quite a bit older than the general popula-
tion, and are disproportionately white. They
are more likely 1o be married but. perhaps
because of their age, less likely ro have chil-
dren living at home. However, the precision
of the percentages in Table 8 should not be
overemphasized. The number of observa-
tions in the top 1 percent of each survey is
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Demogmphics of the Richest 1 Percent of
U.S. Households, 1983 and 1989

 Woift (1994} shows that o oge
share of wealth of the fop onehalf
ot 1 percant (which be terms the
“suparich™} In 1989 consisted of
unincorporated businesses ond
investment reql estte, ond he
speculates thet this was the avenue
ta wedhth in the 1980s. The doto
in Tables 8 and ¥ only porfly supr
port this inference. Unincorparted
businesses were a lasger shore of
the total net wasth of the richest 1
percent, hut ware the mast impor-
tont osset in the porttolia for fewer
of fhem,

1983 1989
0.0% 0.0%

21 13

84 155
279 7.0
03 27
09 723
104 19
2% 58.5%
By B
O 1
AT 3
00 07
9.2% . 9S%

R R ¥
00 L
e 37
1.3% 2.8%

15 13
M 8.8
2.3 140
628 732

not large o begin with: 287 in 1983 and 456
in 1988, Thus, there are not likely to be many
in some of the smaller demographic categories.
Where the surveys have marked differences
in the sampiles and weighted proportions for
the smaller categories, as shown in Table 5
and discussed in the previous section, the
representation of these categories among the
top 1 percent is iikely to vary as well, and the
proportions in these categories in Table 8
may be suspect. The figure for minority groups
in 1983 is especially suspect because of their
underrepresentation in that year’s SCF, as
discussed earlier.

Table 9 describes the components of net
worth for these households. As the top panel
shows, in both years unincorporated businesses
constituted the largest share of their wealth,
over one-third in 1983 and almost 40 percent
in 1989. Commercial and rental property
accounted for about one-sixth in both years.
The most surprising finding is the sharp
decline in the importance of stock ownership,
despite the stock market boom of the 1980s.

These patterns vary by age. in general,
stocks are more important and unincorporated
businesses are less important for older house-
holds. In 1983, for households under 63,
unincorporated businesses were 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. At the other
end of the age distribution, if young house-
holds did manage te qualify for inclusion
among the very rich, they did it as owners
ol unincorporated businesses or perhaps,
in 1983, as real estate investors,

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? Unincor-
porated businesses were the most important
by this measure aiso in both years, although
the proportion declined from 42 o 34 percent.
Investiment real estate was the most important
asset for about one-fifth of the richest house-
holds in both years. Stocks declined by this
measure as well."

The marked increase in the importance
of miscellanecus assets {collectibles, debts
owed to the househeld, oil and gas leases) in
both panels may result from a change in the
questionnaire. Nine more categories were
listed separately in 1989, including future
proceeds from a lawsuil or an estate, royalties,
deferred compensation, futures contracts,
non-publicly traded stock, and cash not else-
where classified. At the same time, however,
the most frequently cited miscellaneous asset
in 1983—boats—was moved to the “vehicle”
category in 1989, along with campers, air-
planes and motorcycles.

Three times as many households reported
owning miscellaneous assets in 1989 as in
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1983 among the population as a whole, and
this s reflected among the richest households
as weil. Miscellaneous assets were the most
important asset for a remarkably large number
of wealthy households in 1989, Mean hold-
ings of misceltaneous assets for wealthy
households reporting such assets increased
from $148,000 in 1983 to $346,000 in 1989
{both measured in 1989 dollars). Not many
wealthy households reported holding assets
in the categories added in 1989, but those who
did typically reported haldings of $250,000
or more. In addition, a category of “other”
was available in 1989, besides the 29 specified,
and one household reported $28 million worth
ol such “other” miscellaneous assets.

Given the importance of unincorporated
businesses 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 house-
hold has a management interest. In 1983,
the most common classification was “profes-
sional practice,” an unfortunately broad cat-
egory including law, medicine, accounting
and architecture specifically, and perhaps
others as well. Some 22 percent of the richest
households owning unincorperated businesses
were in this category. The second most com-
maon classification, at 20 percent, was “other
wholesale/retail cutlets,” including everything
except food and liquor, restaurants, gas sta-
tions and direct sales. In 1989, real estate/
insurance was much the most common, at
43 percent, but lew of the richest households
were in these lines of business in 1983, “Other
outlets” was the second most common classi-
fication, at 26 percent. In general, there is
not much correspondence among the kinds
of businesses owned bhetween the two years,
except in the broadest classifications.

Respondents were asked about the value
of two actively managed businesses in 1983
and three in 1989, along with summary
questions about other actively managed
businesses in both vears. Also in 1983,
househoids in the high-income sample were
not surveyed unless they volunteered to par-
ticipate, while in 1989 they were surveyed
uniess they declined to participate. These
differences may limit the comparability of
the richest households between the surveys.

Asset Holdings of the Richest 1 Percent of
Houscholds, 1983 and 1989

Relative lmportance of Individual Asset Categories

1983 1989

Unincarporated business 13.8% 19.7%
Stacks 18.2 17
nvesimerit real 167 165
Home equ 87 82
64 38

59 5.7

s 27 26
Hiscellaneous ossefs - 10 59
60 99

Mot

Proportion of Households for Whom Asset Cotegory Is Lurgest Share of Net

Worth

1983 1989
 Unincorporated business. 41.8% 33.7%
Invesiment renl estate 205 722
Stacks. 16.3 %0
Farms 70 31
Tasts 0 49 74
Bonds i L 45 34
Mis;elfuﬁéaps;.{' EERSE 0.3 89
Mother 47 121

Taken at face value, the data on unincorpo-
rated business suggest that different house-
holds were in the top T percent in both years.
The shifts in portfolio composition support
the same inference.

The distribution of wealth probably
became slightly more unequal between 1983
and 1989, but this conclusion does net hold
for all specifications analyzed in this article.
The sign and magnitude of the change depend
on how broadly wealth is defined, and on such
technical issues as what weights are used and
whether and how the data for individual
households are adjusted on the basis of
national balance sheet data.

No single explanation appears to account
for most, or very much, of the change in the
distribution of wealth. Neither changes in
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asset values or broad demographic changes are
very important. The high correlation between
current income and wealth suggests that the
change in the distribution of wealth may mirror
the change in the distribution of income, but
the relationship between income and wealth
became less pronounced over the period.

The analysis in this article can best be
described as a pretiminary exploration of the
wealth data in the SCF, and it has considered
fairly simple explanations of the change in the
distribution. A number of more specific and
sophisticated issues may merit [urther analy-
sis, based on the work to date:

{1} 11 is possible to look more closely at
the effect of changes in household composi-
tion, particularly divorce and resnarriage, since
changes in marital status between 1983 and
1989 are reported for individual respondents
in the 1989 SCF.

{2) The growing employment opportu-
nities for women suggest that it would be
worthwhile to analyze the effect of the labor
force status of both members of married cou-
ples. Two-earner, two-professional couples
{doctors married to doctors or to lawyers,
for example) appear to be growing in impor-
tance; these may be high-wealth heuscholds.
More generally, the contribution of a second
earner to household weatth can be studied
in the SCF.

{3) The 1983 5CF illustrates the impor-
tance of pensions and Social Security in the
portolios, broadly defined, of houschoids with
relatively low net worth. It may be possible
to extend these calculations to 1989, o inves-
tigate whether inequality is rising when they
are included and whether lower-wealth house-
helds are substituting them for other types
of assets.

Finally, it may be that the increase in
inequality is a cyclical phenomenon. As noted
at the beginning of this article, the vears from
1983 to 1989 comprise most of a long eco-
nomic expansiorn. The Census Bureau reports
that the distribution of income tends to become
more unequal during expansions. Gini coef-
ficients for household income have risen in
every vear since 1968, except three: 1974, 1980
and 1990, all of them years of recession. Over
the 1968-92 period, the Gini coefficient rose
from 0.388 10 0.433, or slightly less than

0.02 per year. During the 1983-89 expansion,
it rose from 0.414 10 0.431, or about 0.024
per year. There are so few surveys with data
on household asset holdings that it is difficult
to consider the distribution of wealth cycli-
cally, but the 1892 SCF may shed light on
this conjecture, since it covers the downturn

of 1990-91.
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