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How Wealth Inequality 
Shapes Our Future
fabi a n t.  pfeffer a nd robert f.  schoeni

parents have a household income of only about 
$40,000, but they have considerable wealth. 
With a net worth of nearly a quarter million 
dollars, Howard’s parents are in the top 20 per-
cent of wealth holders. They, too, own their 
home.

Liz (Low parental wealth), Mary (Middle pa-
rental wealth), and Howard (High parental 
wealth) graduate high school in the late 1980s 
and establish their own households in the 
early 1990s. They are off to distinct life paths. 
Liz marries, gives birth to a son, and does not 
work outside the home for several years. She 
takes up a job as a nursing aid in the early 
2000s and stays in this occupation for a few 
more years. She never goes back to school. Liz 
and her husband manage to accumulate some 
wealth, but lose it during the two most recent 
recessions. Because they lost most of their fi-
nancial resources during the dot- com bubble 
of 2001, their debt is larger than their assets. 
They recover to about $20,000 of net worth in 

Liz, Mary, and Howard are three teenagers in 
the 1980s.1 Although unrelated, their families 
have much in common: stable two- parent 
households, at least one parent completed 
high school (though none of them went to col-
lege), and all three are white. They differ in one 
important aspect: their parents command 
quite different levels of wealth (here measured 
as net worth, that is, the total sum of financial 
and real assets minus debt). Liz’s parents own 
less than $700 (inflation adjusted to 2013 dol-
lars), meaning that Liz grows up at the bottom 
of the wealth distribution. Still, she is far from 
living in poverty thanks to her parents’ annual 
income of about $50,000. Mary’s parents have 
a somewhat higher income, about $70,000, but 
also markedly more wealth than Liz’s parents: 
their net worth of roughly $60,000 puts them 
at about the national median of the time. Also 
unlike Liz’s parents, they are homeowners. 
Howard is lucky enough to grow up in afflu-
ence. Not in terms of income, given that his 
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 i n t r o d u c t i o n  3

2007 only to lose it again in the aftermath of 
the Great Recession. By 2013 they are in their 
mid- forties, their son is beginning to ask them 
whether he can afford college, and their net 
worth is negative $5,000. Complicating their 
lives further, they lost their house and, for the 
first time as an adult, Liz becomes a renter. In 
terms of her relative position among American 
families, she is back to where her parents were 
three decades earlier: among the bottom 15 
percent of families in terms of wealth.

Mary attends a one- year educational pro-
gram after high school, gets married, and be-
comes a technician in a laboratory, an occupa-
tion she works in for the next two decades. She 
earns a decent wage—her average annual earn-
ings over the last five years are about $45,000—
and thanks to her husband’s salary family in-
come is nearly $170,000 in 2013. They have 
been homeowners ever since they moved in 
together and their home’s value has appreci-
ated continuously over the years, though it has 
plateaued since the Great Recession at about 
$200,000. Although they took out a second 
mortgage on the house in 2009, their accumu-
lated home equity still accounts for more than 
half of their total net worth in 2013 ($60,000). 
Like her parents in the 1980s, Mary has arrived 
at a typical level of family wealth, about the 
median.

Finally, Howard goes to college straight 
from high school. He earns a bachelor’s degree 
and begins a career as a teacher. He later earns 
a master’s degree, which gives his earnings a 
considerable boost; they average $85,000 over 
the last five years. His family income in 2013  
is still below Mary’s, however. The house he 
owns lost some value during the Great Reces-
sion and is now valued at about $250,000—not 
much more than Mary’s. However, unlike Mary, 
Howard has accumulated more home equity 
(about $80,000). Even more important, he 
holds several other highly valued assets: about 
$30,000 in financial assets, about $60,000 in 
other real assets, and about $100,000 as an in-
dividual retirement account (IRA). Given his 
resulting total net worth of close to $300,000, 
Howard has surpassed his parents’ wealth level 
in real terms and is just within the top quarter 
of wealthiest Americans in 2013.

Liz, Mary, and Howard thus all end up about 
where their parents were when it comes to 
their rank in the wealth distribution. However, 
although their relative position in the wealth 
structure is largely unchanged, the wealth gap 
between the three has widened compared to 
that between their parents. Especially the dis-
tance between Howard and the other two has 
increased, reflecting the growing polarization 
of the wealth distribution. That Howard com-
mands more wealth than his parents but is still 
lower in the overall wealth structure than his 
parents were shows that the wealthiest—above 
Howard’s level—have been pulling away. The 
polarization of the wealth distribution is also 
visible in comparing the wealth position of Liz 
with that of her parents. Both end up similarly 
situated in the wealth distribution, but whereas 
Liz’s parents held a few hundred dollars in as-
sets, she is in net debt.

WE ALTH TR ANSMISSION AND R ACE
Like Liz, Mary, and Howard, Lakesha and Mike 
are teenagers in the 1980s and come from 
households with a married mother and father 
who have high school degrees. But Lakesha 
and Mike are black.

Lakesha grows up at the bottom of the 
wealth distribution, her parents owning less 
than $500, putting them—like Liz’s parents—
into the bottom 15 percent. Lakesha’s family 
income is lower than that of Liz’s—$35,000 ver-
sus about $50,000. Still, Lakesha manages to 
go to college. However, she attends just three 
years and never receives a bachelor’s degree. 
Her occupational path is less stable than those 
described so far but marked by a relatively lin-
ear progression from clerical work in sales and 
bookkeeping to jobs with supervisory func-
tion. Lakesha marries in her early twenties. Her 
marriage, which produces two children, lasts 
only a few years. As a single working mother, 
she purchases a home in the late 1990s. Her 
home equity grows continuously—though her 
home value does not rise over the years. Dur-
ing the Great Recession, Lakesha loses her 
home. By 2013, her net worth is negative: her 
net debt is more than $30,000, mostly ac-
counted for by her remaining student debt, 
which has been growing—not shrinking—in 
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recent years. In the end, despite some postsec-
ondary education, a long- term occupational 
career, and home ownership without a sup-
porting spouse, Lakesha has fallen further in 
the wealth distribution, to the bottom 10 per-
cent.

Joining her at the bottom, with about 
$15,000 in net debt in 2013, is Mike. His wealth 
position, however, implies considerable inter-
generational downward mobility. In the 1980s, 
his parents had about $80,000 in net worth, 
which put them just above the national me-
dian. What happened? Mike had one year of 
education after high school. Though he held 
several occupations, including as a construc-
tion worker and a delivery man, Mike was 
 employed continuously—until 2013, when he 
stopped working. The home Mike owns in 2013 
is worth about $150,000, just about two- thirds 
of its value before the collapse of the housing 
market in 2007. This sharp decrease in his 
home value leaves him with negative home eq-
uity. Owing $20,000 more in mortgage than the 
home is worth, Mike is underwater. Whether 
he will ever emerge seems unlikely: he has no 
job, he is saddled with additional debt that in-
cludes about $10,000 in credit card debt, and 
his car is his sole notable asset.

THE FAR RE ACH OF WE ALTH 
INEQUALIT Y
In the 1980s, Lakesha and Howard grow up at 
different ends of the wealth distribution—and 
that is where they also end up in 2013. The in-
tergenerational persistence in family wealth 
that Lakesha and Howard have, however, ex-
tends further: into both the future and the past.

Lakesha has two children. Her first child 
struggles in school, is held back early on, and 
has a number of behavioral problems. In con-
trast, Howard’s son shows no behavioral prob-
lems and scores at the top of the distribution 
in a standardized cognitive assessment. Lake-
sha’s daughter scores in the bottom 20 percent 
of all children nationally.

Remember, Lakesha and Howard come 
from in many respects similar households: in-
tact families, high school–educated parents, 
comparable household income. But Howard’s 
family had an order of magnitude more wealth 
than Lakesha’s, more than five hundred times 

the net worth. Given that Lakesha and Howard 
were both born in the late 1960s, their parents 
can very much be counted as part of the civil 
rights generation. Lakesha’s parents may have 
marched against racial discrimination, for in-
stance, as practiced through residential redlin-
ing as one overt mechanism of excluding blacks 
from asset accumulation. Although the civil 
rights battle celebrated many victories, that 
three generations later we observe engrained 
disadvantage for black children—their grand-
children—should remind us of the long reach 
of wealth inequality. The effects of discrimina-
tory restrictions to build wealth for Lakesha’s 
parents live on in their grand daughter.

BACKGROUND AND GOALS OF  
THIS ISSUE
The experiences of Lakesha, Liz, Mike, Mary, 
and Howard—and the papers in this volume—
illustrate that wealth and wealth inequality are 
intertwined with almost all aspects of social 
and economic life: child development, educa-
tion and human capital, success in the labor 
market, marriage and divorce, health, con-
sumption, retirement decisions and policies, 
macroeconomic conditions, and historical 
events. One goal of this volume is to address 
many of these dimensions together in one pub-
lication to underscore the broad set of causes 
and consequences of wealth inequality. To that 
end, the authors bring perspectives from a 
range of academic disciplines, including eco-
nomics, sociology, political science, history, 
demography, and health sciences.

The ten manuscripts were identified through 
an open competition sponsored by the Russell 
Sage Foundation. Proposals were reviewed and 
each manuscript went through the normal 
peer review process. Although all of the ten 
 articles are described here, the goal of this in-
troduction is not to simply summarize the 
findings of those manuscripts. Instead, it is in-
tended as a broad and hopefully accessible 
overview of relevant research and provides as 
well some original analyses to describe why 
wealth inequality is a central factor influencing 
the nation’s economic, social, and political 
outcomes and processes and why it therefore 
deserves the increased attention of scholars, 
policymakers, and the public.
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 i n t r o d u c t i o n  5

WE ALTH INEQUALIT Y AS AN  
ECONOMIC AND SOCIAL CONCERN

Distribution of Opportunity
Equal opportunity is the quintessential Ameri-
can ideal (Reeves 2015). As a principle, it is en-
grained in our attitudes and expectations but 
at the same time is squarely at odds with life in 
America today (Hochschild 1995). Lakesha, Liz, 
Mike, Mary, and Howard did not choose their 
parents. But parents’ resources are a crucial 
factor in determining children’s success in 
many spheres of life. Parents’ resources heavily 
influence their children’s health, cognitive and 
academic achievement, and socio- emotional 
development (Bradley and Corwyn 2004), fac-
tors that in turn heavily influence children’s 
well- being throughout their lives. Here we fo-
cus on two channels through which the good 
fortune of being born into affluence deter-
mines success in life: human capital accumula-
tion and direct cash or in- kind transfers.

Human Capital
Human capital, and education in particular, 
translates into more favorable outcomes in the 
labor market, higher income, greater wealth, 
and a longer life. One more year of schooling 
leads to roughly 10 percent higher earnings 
each year (Card 1999). The wealth of college 
graduates is three times higher than that of 
high school graduates (Bricker et al. 2015). Life 
expectancy is six years higher for college grad-
uates than for high school graduates (Rostron, 
Boies, and Arias 2010) and this gap is increas-
ing (Montez and Zajacova 2013; Olshansky et 
al. 2012).

Wealth allows parents to purchase a variety 
of resources that enhance human capital de-
velopment: high- quality day care, books and 
learning tools at home, enrichment activities, 
and access to better elementary and secondary 
schools (Duncan and Murnane 2011). The evi-
dence is perhaps most alarming at the postsec-
ondary level. College graduation is strongly re-
lated to parental wealth (Conley 2001). The 
college graduation rates of young adults whose 
parents are in the top 20 percent of the wealth 
distribution are more than 40 percentage 
points higher than among those whose parents 
are in the bottom 20 percent, and this gap has 

grown substantially across recent cohorts (Pfef-
fer 2016).

Elite private colleges are responding to 
these disparities by increasing need- based 
grants, providing financial assistance to fully 
meet the federally determined financial need 
amount. This is an important development al-
lowing talented youth greater access to the 
most prestigious educational institutions. 
However, these elite colleges enroll a very 
small share of college students in the United 
States, suggesting that this effort will have neg-
ligible effects on disparities at the national 
level. Many middle- class families who do not 
qualify for substantial need- based financial as-
sistance may find the price tag too high.

The quantity and quality of formal educa-
tion is important, but formal education is just 
one form of human capital. Some individuals 
are better than others at accumulating assets 
thanks to better knowledge of and skills in 
managing their finances (Lusardi, Michaud, 
and Mitchell 2013). Preferences for risk- taking 
and saving versus spending may also matter. 
Parents who have these valuable skills and 
qualities likely pass them on to their children 
(Dohmen et al. 2012), although evidence sug-
gests that the intergenerational transmission 
of risk preferences per se does not account for 
much of the intergenerational correlation in 
wealth (Charles and Hurst 2003). Even if it did, 
an argument could be made that a strong in-
tergenerational transmission of these prefer-
ences and skills also goes against common un-
derstandings of equality of opportunity: if Liz’s 
failure to accumulate wealth were caused by 
lack of foresight, why should we consider that 
an outcome arising from individual shortcom-
ing if foresight is fostered in family lineages 
with wealth (Roemer 1998; Dworkin 2000; En-
gland 2016)?

Direct Economic Assistance
In many families, assistance from parents con-
tinues through young adulthood and beyond. 
Between the ages of eighteen and thirty, the 
economic transfers received from parents and 
family—including the value of housing and 
food, assistance with college, and direct finan-
cial transfers—averages $50,000 in 2015 dollars 
across all young adults, including those who 
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6  w e a l t h  i n e q u a l i t y

received no such transfers (Schoeni and Ross 
2005). Children lucky enough to be born into 
more affluent families receive substantially 
more assistance. Young adults whose parents 
have income that puts them in the top quarter 
of parents receive $95,000, and those in the 
bottom quarter receive $31,000. Emily Rauscher 
(this issue) finds that transfers received from 
parents for schooling are more than eleven 
times larger among children whose parents are 
in the top quarter of the wealth distribution 
compared to children from the bottom half. 
She shows that financial transfers from par-
ents for their children’s education have the in-
tended positive influence on their attainment 
outcomes. However, these transfers have not 
only become more common over time but also 
increasingly connected to parental wealth, 
tightening the link between wealth inequality 
and inequalities in opportunities.

Government transfers and programs offset, 
to some degree, the large disparity in invest-
ment in children across families by providing 
education and other resources to children 
whose parents earn lower incomes. However, 
it is unlikely—especially in the United States, 
where public support for such investments ap-
pears to be relatively low—that public re-
sources will ever come close to making up for 
the private investments made by families who 
have the means. For example, Head Start pro-
vides an important early investment for disad-
vantaged children, but children from more af-
fluent families can afford even higher quality 
developmental opportunities.

Individuals save today so they have the as-
sets to weather periods of unemployment and 
make ends meet when faced with unfortunate 
events such as an expensive health procedure 
or treatment, divorce, or a vehicle or home re-
pair. Such savings are an important buffer to 
these life events (see Thompson and Conley, 
this issue). Young adults with wealthy parents 
may use their parents as a source of insurance 
when they experience such events, reducing 
the negative consequences of life’s challenges. 
Parental assets may also enhance children’s 
economic position even if the parents never 
actually give them a dime. Just knowing that 
their parents are there for them in case they 
run into financial challenges may encourage 

young adults to pursue riskier, high- payoff ed-
ucational pathways and careers (Shapiro 2004; 
Destin and Oyserman 2009; Pfeffer 2011; Pfeffer 
and Hällsten 2012). Furthermore, the psycho-
logical stress of making such decisions is re-
duced if young adults know they will be bailed 
out if they need to be.

Intergenerational Transmission
Parental wealth heavily influences children’s 
development and success through these and 
other channels, leading to substantial inter-
generational transmission of wealth status 
(Charles and Hurst 2003; Pfeffer and Killewald, 
forthcoming). Among adult children in the 
United States whose parents were in the top 20 
percent in terms of wealth holdings, 44 percent 
ended up in the top 20 percent in their own 
generation’s wealth distribution, and nearly 70 
percent ended in the top 40 percent; only 6 per-
cent fell to the bottom 20 percent. At the other 
end of the economic ladder, among adult chil-
dren whose parents were in the bottom 20 per-
cent, 35 percent stayed there, and fewer than 6 
percent made it to the top 20 percent within 
their generation (Pfeffer and Killewald, forth-
coming). Put differently, the odds of becoming 
part of the wealthiest 20 percent of Americans 
are more than 700 percent greater if your par-
ents were in the top 20 percent instead of the 
bottom. The five individuals described in the 
beginning of this introduction, who ended up 
in quite similar places as their parents in the 
wealth distribution, thus represent quite typi-
cal biographies marked by the persistence of 
wealth positions across generations.

Many Challenges, Not Just for the  
Next Generation

Unequal Political Representation
Our democratic principle of equal representa-
tion is at risk when increased concentration of 
wealth is combined with laws that allow indi-
viduals to make unlimited political contribu-
tions. Through February 2016, super- PACs had 
raised $607 million. 112 donors gave at least $1 
million, and their donations accounted for 64 
percent of all contributions (Narayanswamy, 
Williams, and Gold 2016).

Research indicates that U.S. senators’ voting 

r s f :  t h e  r u s s e l l  s a g e  f o u n d at i o n  j o u r n a l  o f  t h e  s o c i a l  s c i e n c e s

This content downloaded from 
�������������149.10.125.20 on Wed, 23 Mar 2022 23:15:31 UTC������������� 

All use subject to https://about.jstor.org/terms



 i n t r o d u c t i o n  7

decisions are influenced by the preferences of 
their constituents, but only their more affluent 
constituents. Preferences of the least affluent 
one- third have no influence on their represen-
tative’s voting (Bartels 2010). The wealthiest 
Americans—roughly the top 1 percent—are 
very active in politics and their views of taxa-
tion, regulation, and social welfare are much 
more conservative than the public as a whole 
(Page, Bartels, and Seawright 2013). Concen-
trated political power driven by concentrated 
control of economic resources can lead to pol-
icies that protect and enhance the position of 
those with power, arguably leading to even 
greater concentration and inefficient policies 
targeted to benefit a narrow few (Acemoğlu 
and Robinson 2012; Stiglitz 2012). This type of 
inequality in turn increases the likelihood of 
political upheaval and regime change (Boix 
2003).

The 2015 Noble Laureate in Economics 
stated it clearly:

If democracy becomes plutocracy, those who 
are not rich are effectively disenfranchised. 
Justice Louis Brandeis famously argued that 
the United States could have either democ-
racy or wealth concentrated in the hands of 
a few, but not both. The political equality that 
is required by democracy is always under 
threat from economic inequality, and the 
more extreme the economic inequality, the 
greater the threat to democracy. If democracy 
is compromised, there is a direct loss of well- 
being because people have good reason to 
value their ability to participate in political 
life, and the loss of that ability is instrumen-
tal in threatening other harm. The very 
wealthy have little need for state- provided 
education or healthcare; they have every rea-
son to support cuts in Medicare and to fight 
any increase in taxes. They have even less rea-
son to support health insurance for everyone, 
or to worry about the low quality of public 
schools that plagues much of the country. 
They will oppose any regulation of banks that 
restricts profits, even if it helps those who 
cannot cover their mortgages or protect the 

public against predatory lending, deceptive 
advertising, or even the repetition of the fi-
nancial crash. To worry about the conse-
quences of extreme inequality has nothing to 
do with being envious of the rich and every-
thing to do with the fear that rapidly growing 
top incomes are a threat to the well- being of 
everyone else. (Deaton 2015, 213)

Economic Growth
The primary argument in favor of inequality is 
that it leads to innovation, creativity, and pro-
ductivity because it provides financial reward 
for such behavior, which in turn leads to 
greater macroeconomic growth. For many, this 
argument aligns strongly with their priors and 
personal experiences. Indeed, labor econo-
mists find that financial incentives do change 
behavior of employees (for recent reviews, see 
Oyer and Schaefer 2011; Bloom and Van Reenen 
2011).

Skeptics question whether monetary re-
wards are the only or even the most important 
factor determining productivity and innova-
tion and conclude that the effects of financial 
incentives depend on the context (Heyman and 
Ariely 2004) and can have important side ef-
fects such as decreased motivation (Festinger 
and Carlsmith 1959), change in feelings of 
competence into feelings of being controlled 
(Deci and Ryan 1985), and various productivity- 
reducing distortions (Bloom and Van Reenen 
2011).

Furthermore, skeptics question just how 
much inequality is needed to generate innova-
tion. Innovation may in fact be stymied by 
large inequality if only those at the top of the 
ladder can afford the ability to be creative. Alex 
Bell and his colleagues show that likely inno-
vators—namely, those filing for new patents—
overwhelmingly come from the upper end of 
the parental income distribution and that 
those with similar skills but from less advan-
taged backgrounds are far less likely to end up 
being inventors (2016).

At the macro level, empirical support for the 
claim that large inequalities produce better 
economic outcomes is lacking.2 Economic 

2. Jared Bernstein (2013) provides a thorough, accessible review of the ways in which inequality can affect 

economic growth.
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8  w e a l t h  i n e q u a l i t y

growth is not higher in more unequal societies 
(Aghion, Caroli, and García- Peñalosa 1999; 
Ben abou 1996). In fact, the empirical evidence 
indicates that more unequal societies tend to 
show lower economic growth than more equal 
societies (Aghion, Caroli, and Garcia- Peñalosa 
1999; Kenworthy 2004; Ostry, Berg, and Tsan-
garides 2014). Moreover, more redistributive 
policies have, if anything, beneficial effects  
on macroeconomic growth (Easterly and Re-
belo 1993; Kenworthy 2004) unless redistribu-
tion is extreme (Ostry, Berg, and Tsangarides 
2014).

Economic growth is driven by strong con-
sumer demand for goods and services (Schwartz, 
this issue). The fraction of each additional dol-
lar of income used to purchase goods and ser-
vices is higher for low- income and low- wealth 
families, particularly families with few liquid 
assets and living “hand- to- mouth” (Jappelli 
and Pistaferri 2014; Kaplan, Violante, and 
Weid ner 2014; Johnson, Parker, and Souleles 
2004) because any additional income is likely 
to be spent if families are living on the edge. 
Families with substantial liquid assets and not 
living hand to mouth, in contrast, have access 
to financial resources at relatively low cost, so 
fluctuations in income are less likely to alter 
consumption. This pattern explains why tax 
cuts and increased public spending designed 
to stimulate aggregate demand would be more 
efficient if targeted toward less- affluent fami-
lies and, perhaps, families living hand to 
mouth even if they have significant nonliquid 
assets.

It has also been argued that public angst 
over inequality will lead to inefficient eco-
nomic policies such as “trade protections, re-
strictions on immigration, union protections, 
other anti- competitive measures, and govern-
ment subsidies” (Posner 2013). In this view, 
greater redistribution is warranted to avoid 
these and other “costs” of inequality.

Earlier we argued that the unequal distribu-
tion of wealth can inhibit investment in educa-
tion, which in turn reduces wages and earnings 
of these workers. But macroeconomic growth 
also benefits from a highly educated workforce 
(see, for example, Barro 2000); that my neigh-
bor cannot make optimal investments in edu-

cation harms not only her, but also me, the 
entire neighborhood, and beyond (Putnam 
2015).

The contrary case for the beneficial effects 
of inequality on economic outcomes has 
mostly been made in reference to labor market 
earnings and wages: inequality serves as a mo-
tivator to achieve a higher salary and thus 
makes everybody work harder. In this perspec-
tive, the attainment of wealth may serve as an 
equally effective motivator. Who does not want 
the big house and the big savings account? Yet, 
when considering the attainment of wealth, 
the main flaw of the functional notion of in-
equality becomes even more readily apparent 
(see also Tumin 1953): inequality in wealth has 
the best chance to serve as an incentive for 
hard and ingenious work if the only way to at-
tain great wealth was in fact hard and inge-
nious work. That wealth can also be gained 
through inheritance or direct transfers from 
parents and thus ultimately through the lottery 
of birth should thus be concerning even from 
this perspective (Beckert 2007; Gates and Col-
lins 2004). The normatively problematic and 
economically damaging link between inequal-
ity in wealth and the opportunity to attain it 
should thus be met by critique across the po-
litical spectrum. Finally, a defense of large in-
equalities in wealth has to grapple with the 
question of whether the current distribution 
indeed reflects the presumed ideal degree of 
inequality. That seems unlikely given that to-
day’s wealth inequality lies far beyond that ob-
served for many decades—as we show in the 
next section—and that those prior decades 
with lower wealth inequality were marked by 
generally greater macroeconomic health and 
growth.

WE ALTH INEQUALIT Y TODAY AND  
IN THE PAST

What Is Wealth?
So far, we have defined wealth very briefly as 
net worth, that is, the sum of all assets less all 
liabilities. Assets include financial assets, 
which are typically relatively easy to cash in, 
and nonfinancial assets. The most commonly 
held financial asset is a transaction account, 
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 i n t r o d u c t i o n  9

such as a checking or savings account. Other 
financial assets include certificates of deposit, 
savings bonds, bonds, stocks, pooled invest-
ment funds, cash value of life insurance, and 
retirement accounts. Retirement savings, 
which half of households hold (Bricker et al. 
2015), include IRAs, Keogh accounts, and many 
employer- sponsored accounts such as 401(k) 
and 403(b). Most measures of wealth, includ-
ing ours, do not include defined- benefit retire-
ment benefits, that is, benefits paid out on a 
monthly basis with a fixed formula when work-
ers retire (Devlin- Foltz and Sabelhaus 2015; 
Devlin- Foltz, Henriques, and Sabelhaus, this 
issue). Nor do they include the present value 
of the expected stream of Social Security ben-
efits that one would receive when retired. Non-
financial assets include residential property, 
nonresidential property, vehicles, business 
 equity, and other assorted assets. Any payment 
still owed on those assets, such as mortgages 
and car loans, is subtracted from the market 
value to obtain the net value. Finally, aggregate 
net worth also takes into account any other 

(noncollateralized) debt, such as credit card 
debt, student loans, medical debt, and other 
financial obligations.

How Unequal Is the Wealth Distribution?
The gold standard when it comes to the mea-
surement of household wealth is the Survey of 
Consumer Finances (SCF), a representative 
household survey typically conducted every 
three years. The most recent estimates are for 
2013, which we report in table 1, along with es-
timates for every third year since 1989.

Much of the recent focus on wealth inequal-
ity has been on the top 1 percent, who owned 
35.5 percent of all American household wealth 
in 2013. Wealth is further concentrated even 
within the top 1 percent. Estimates vary across 
data sources, but somewhere between 14 per-
cent and 22 percent of household wealth was 
held by the 0.1 percent wealthiest households 
in 2012–2013 (Bricker et al. 2015; Saez and Zuc-
man 2014). Forbes reports 536 billionaires in 
the United States in 2015. The richest twenty 
have more wealth than the combined wealth 

Net Worth Distribution 

1989 1992 1995 1998 2001 2004 2007 2010 2013

Median 85.1 80.8 87.7 102.5 113.9 114.8 135.9 82.5 81.4

Mean 342.3 303.9 323.5 405.5 522.1 553.9 625.2 530.4 528.4

% with 0 or less 11.4% 10.3% 9.7% 10.4% 9.5% 8.9% 9.7% 13.1% 12.9%

Share of household wealth owned by
Top 1% 29.9% 30.1% 34.8% 33.8% 32.1% 33.2% 33.6% 34.1% 35.5%

Top 5% 54.2% 54.4% 56.1% 57.2% 57.4% 57.4% 60.3% 60.9% 62.9%

Top 10% 67.0% 66.9% 67.9% 68.6% 69.6% 69.4% 71.4% 74.4% 75.0%

Top 20% 80.7% 80.1% 80.5% 81.4% 82.5% 82.9% 83.4% 86.7% 87.0%

Bottom 50% 3.0% 3.3% 3.6% 3.0% 2.8% 2.6% 2.5% 1.2% 1.1%

Gini coefficient 0.790 0.786 0.791 0.800 0.805 0.809 0.816 0.846 0.850

Ratio of percentiles
50/25 8.3 6.8 5.8 7.2 6.8 7.0 8.6 9.3 9.3

75/50 3.1 3.0 2.8 2.9 3.3 3.5 3.1 3.9 3.9

95/75 4.7 4.5 4.3 4.3 4.6 4.3 5.1 6.2 5.9

95/50 14.7 13.4 11.8 12.6 15.2 15.4 15.7 24.2 23.0

No. of observations 3,143 3,906 4,299 4,305 4,442 4,519 4,417 6,482 6,015

Source: Authors’ tabulations using the SCF (Survey of Consumer Finances 2013).

Note: All dollar values in thousands of 2013 dollars.

r s f :  t h e  r u s s e l l  s a g e  f o u n d at i o n  j o u r n a l  o f  t h e  s o c i a l  s c i e n c e s

This content downloaded from 
�������������149.10.125.20 on Wed, 23 Mar 2022 23:15:31 UTC������������� 

All use subject to https://about.jstor.org/terms



10  w e a l t h  i n e q u a l i t y

of half of all Americans, some fifty- seven mil-
lion households (Collins and Hoxie 2015).

Still, a focus solely on the very top of the 
wealth distribution misses the tremendous 
and growing disparities throughout the distri-
bution. Median wealth in 2013 was $81,400, and 
12.9 percent of households had no wealth or 
were in debt. Twenty- five percent of house-
holds had less than $8,800 and another 25 per-
cent had at least $316,800. Ten percent had at 
least $942,200 and 5 percent at least $1.87 mil-
lion. Put a different way, a family at the 95th 
percentile of the wealth distribution had 
twenty- three times the wealth of a family at the 
middle, who in turn had more than nine times 
that of families at the 25th percentile.

Among families with modest wealth, most 
is not liquid but instead held as equity in their 
home. Many families live on the edge, with lit-
tle savings to accommodate unexpected health 
expenditures, divorce, or unemployment. Even 
taking unemployment benefits into account, 
many families would not be able to maintain 
their level of consumption for more than a few 
months if they lost their job (Pew Charitable 
Trusts 2015a, 2015b) and just about half of all 
families report that they would be able to cover 
an unexpected expense of just $400 without 
selling something or borrowing money (Board 
of Governors 2015).

Wealth differs substantially across socio- 
demographic groups. Perhaps most troubling 
is the gap between racial and ethnic groups 
(Oliver and Shapiro 2006), differences that 
Thomas Shapiro and his colleagues at Brandeis 
University’s Institute on Assets and Social Pol-
icy have studied extensively. The most recent 
estimates indicate large and growing gaps be-
tween whites and blacks and Hispanics. Aver-
age net worth among whites in 2013 was 
$687,701; the totals for blacks and Hispanics 
were $95,036 and $112,116, respectively. That is, 
white families have 7.2 times more wealth than 
black families and 6.1 times more wealth than 
Hispanic families. These gaps increased sub-
stantially in the wake of the Great Recession, 
with gaps in 2007 of 5.0 for blacks and 3.6 for 
Hispanics (Thompson and Suarez 2015; see 
also Sykes and Maroto in this issue). Given that 
housing equity is the largest component of 
wealth among lower and middle- class families, 

Alexandra Killewald and Brielle Bryan (this is-
sue) estimate the causal effects of home equity 
on wealth accumulation with a focus on how 
this relationship differs by race and ethnicity. 
They find large racial differences in the wealth 
returns to home ownership—with the yearly 
return to wealth for African Americans and 
Hispanics being just 48 percent and 62 percent 
of the return for whites, respectively. That one 
of the main vehicles of asset accumulation in 
the United States is not only less accessible but 
also less effective for minority groups is one 
important explanation for the continued racial 
disparities in wealth.

Racial gaps in wealth are also tied to racial 
differences in damaging life events such as in-
carceration and health shocks. Bryan Sykes 
and Michelle Maroto (this issue) show that the 
incarceration of a family member reduces the 
wealth of the family outside bars. The severe 
racial inequalities in incarceration therefore 
suggest possible spillover effects from the jus-
tice system to the racial structure of economic 
well- being, in particular when it comes to the 
racial wealth gap. Jason Thompson and Dalton 
Conley (this issue) find that health shocks in-
duce wealth losses for both whites and blacks, 
but such shocks also widen the black- white 
wealth gap. Given the lower starting level of 
wealth among African Americans, health 
shocks are more likely to cause financial tur-
moil to these households.

The appreciation for the magnitude and im-
portance of wealth inequality is relatively re-
cent in comparison with income inequality. 
This delayed interest is certainly not justified 
by the magnitude of disparities. Wealth in-
equality dwarfs income inequality (Keister and 
Moller 2000). The Gini coefficient of wealth—0 
representing perfect equality, 1 perfect inequal-
ity—is roughly 0.85, versus 0.45 for after- tax in-
come and 0.40 for consumption in 2013 (Fisher 
et al. this issue). The average income of college 
graduates is roughly three times that of high 
school graduates, and mean net worth is five 
times greater. Annual income of non- Hispanic 
whites is twice that of other racial- ethnic 
groups, but their net worth is on average three 
and a half times that of other racial- ethnic 
groups (Bricker et al. 2015). Carefully consider-
ing the commonalities and differences across 
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 i n t r o d u c t i o n  11

wealth, income, and consumption, Jonathan 
Fisher and his colleagues (this issue) conclude 
that wealth inequality is the most serious di-
mension of economic inequality in today’s so-
ciety.

Rising Wealth Inequality
To provide a complete picture of changes in 
wealth inequality throughout the wealth dis-
tribution, we report several different indicators 
of wealth disparities: the Gini coefficient, 
shares of wealth held by the top 1 percent, top 
5 percent, top 10 percent, top 20 percent, and 
bottom 50 percent, and ratios of various per-
centiles of the distribution—50th to 25th, 75th 
to 50th, 95th to 75th, and 95th to 50th. For each 
of these ten measures, we report estimates for 
every available survey year of the SCF since 
1989, that is, every third year, in table 1 (for an 
assessment of trends in wealth inequality in 
yet earlier years based on predecessors to the 
SCF, see Wolff, this issue). All measures indi-
cate substantial increases in inequality be-
tween the early to mid- 2000s and 2013. The 
share of wealth of the top 1 percent increased 
from 32.1 percent in 2001 to 35.5 percent in 
2013. The share of the bottom 50 percent fell 
from 2.8 percent to 1.1 percent. The disparities 
within the bottom half of the distribution in-

creased substantially: in 2001, families at the 
middle of the distribution had 6.8 times more 
wealth than families at the 25th percentile, and 
9.3 by 2013. Most astounding is the dramatic 
and rapid increase in the disparity between 
families at the 95th percentile and those at the 
middle of the wealth distribution. Between 
1989 and the mid- 2000s, families at the 95th 
percentile owned twelve to fifteen times the 
wealth of families at the middle, but by 2010 
this gap had risen to 24.2, and it stayed at a 
similar level in 2013.

Figures 1 and 2 offer another display of the 
spreading out of the wealth distribution since 
the 1980s, this time based on Panel Study of 
Income Dynamics (PSID) data. They report net 
worth levels (inflation adjusted) at selected 
percentiles—the 25th, median, 75th, 90th, and 
95th—for each PSID wave with wealth data (ev-
ery five years between 1984 and 1999 and every 
other year since then) and expressed relative 
to 1984 levels (for earlier and additional analy-
ses, see also Pfeffer, Danziger, and Schoeni 
2013). In figure 1, which reports estimates for 
net worth (including housing wealth), we ob-
serve a relatively steady increase in the wealth 
of the typical U.S. family between 1984 and 
2007, by about 40 percent in total. Increases 
further up in the distribution were much 

Figure 2. Relative Changes in Net Worth 

Excluding Housing Wealth

Source: Authors’ calculations using the PSID 

(Panel Study of Income Dynamics 2013).

Note: Adjusted for inflation. 2015 estimates (dot-

ted lines) are based on adjusted early release data 

(see appendix for details).
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larger, net worth at the 90th and 95th percen-
tiles more than doubling between the 1980s 
and late 2000s. In contrast, wealth at the 25th 
percentile remained quite stable through 2003 
but then began to decline, several years before 
the Great Recession. During the Great Reces-
sion, relative losses in net worth occurred 
across the wealth distribution and were sus-
tained for several years. Even through 2013, we 
observe no signs of recovery at any of these 
distributional points. However, relative losses 
were less sustained at the top. In 2013, the 90th 
and 95th percentile are still higher than they 
were in 2003, and still 75 percent and 87 per-
cent higher, respectively, over 1984 levels. In 
contrast, the net worth of the typical family in 
2013 is about 20 percent below what it was in 
1984 and wealth at the 25th percentile fell to 
just about a quarter of what it was in 1984.

The long- awaited recovery of families’ 
wealth appears to finally materialize in 2015. 
Based on early release data from the 2015 PSID 
(for a detailed description of how we use those 
data to provide the best possible early estimate 
of trends, see the appendix), it appears that for 
the first time since the Great Recession, wealth 
holdings across the distribution are recover-
ing. However, once again, inequality is increas-
ing further as recovery at the 95th percentile 
outpaces that at lower ranks of the wealth dis-
tribution. This striking trend awaits confirma-
tion based on final data release from the PSID 
and SCF, which is at time of writing still several 
months away. The early signs of wealth recov-
ery presented here, however, suggest that the 
celebration of the most recent trend of wealth 
recovery may be dampened by the fact that it 
seems to go along with even further wealth 
concentration at the top.

In addition, for most of the distribution, the 
recovery of wealth appears to be driven by the 
recovery of the housing market. Figure 2 pre-
sents trends for net worth excluding housing 
wealth (that is, the net value of owner- occupied 
housing as well as real estate holdings). The 
early 2015 estimates suggest that recovery of 
nonhousing wealth in fact occurred only at the 
90th and 95th percentiles. In fact, at the 95th 
percentile, nonhousing wealth in 2015 sur-
passes even prerecession levels; at the same 
time, the typical family’s nonhousing wealth 
has continued to decrease through 2015. We 
also observe that nonhousing wealth for the 
typical U.S. family had begun to erode at the 
turn of the millenium, a trend largely masked 
by the fast growth and ultimate bubble of the 
housing market.

For trends in inequality prior to 1989, the 
article by Edward Wolff in this volume reports 
an increase between 1962 and 1989 in the Gini 
(from 0.803 to 0.832) and share of wealth held 
by the top 1 percent (from 33.4 percent to 37.4 
percent), though this rise was not monotonic 
throughout the twenty- seven years.3 Emman-
uel Saez and Gabriel Zucman provide annual 
estimates of inequality from 1917 through 2012 
(2014). The wealthiest 10 percent of families 
owned roughly 80 percent of household wealth 
around 1920; the century’s lowest share of 63 
percent came in 1986. Since that time, though, 
the increase has been steady and continuous. 
In 2012, the share was 77 percent, roughly the 
inequality of the 1920s.

Given the role of parents’ wealth in child and 
adolescent development described earlier, it is 
important to also assess changes in wealth and 
wealth inequality, specifically, among house-
holds with children. In 2013, the median wealth 

3. The estimates provided by Wolff (this issue) diverge from ours (table 1) and those provided by the Federal 

Reserve (for example, Bricker et al. 2015) for several reasons, including that Wolff relies on a net worth measure 

that excludes vehicle wealth. Another source may be Wolff’s adjustments to SCF estimates geared at matching 

national balance sheets and at making the earliest SCF waves as comparable as possible to SCF’s predecessors 

from the 1960s (personal communication with John Sabelhaus and Edward Wolff). We consider Wolff’s esti-

mates most attractive to allow for a comparison of wealth concentration between the 1960 and 1980s, but focus 

on our and the Federal Reserve’s estimates for later periods. Overall, though, Wolff offers similar interpretations 

of trends; for example, when he indicates “that mean wealth grew about twice as fast as the median between 

1983 and 2007, indicating widening inequality of wealth over these years” (7) and that the growth in wealth 

inequality was “not limited to the increased gap between the top one percent and everyone else but occurred 

across the full wealth distribution” (10).
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 i n t r o d u c t i o n  1 3

of households with children was $43,200, versus 
$105,400 for those without children. This gap is 
not surprising and exists primarily because par-
ents of children are younger and have had less 
time to accumulate assets. What is surprising 
and troubling is that wealth inequality is higher 
and has risen faster among households with 
children than households without them. Figure 
3 displays the 95th to 50th percentile ratio and 
the share of wealth controlled by the wealthiest 
5 percent from 1989 through 2013, separately 
for households with and without children un-
der eighteen. Inequality was fairly similar 
across these households at the beginning of 
this period but substantially higher among 
households with children by the end. The 95th 
to 50th ratio more than doubled for households 
with children, with wealth of families at the 
95th percentile thirty- five times larger than 
middle- wealth families.

Extensive research has demonstrated that 
socioeconomic factors influencing child devel-
opment have particularly large effects in the 
first few years of life (Duncan, Ziol- Guest, and 
Kalil 2010; Heckman 2006). Young children (up 

to six years old) are in households with much 
lower wealth than teenagers (thirteen through 
seventeen): median wealth of $24,800 versus 
$82,200 in 2013 (authors’ tabulations using the 
SCF, not shown). This pattern is again not sur-
prising because teenagers tend to have older 
parents who have had more time to accumu-
late wealth. However, inequality in household 
wealth—whether measured by the 95th to 50th 
ratio, top 5 percent share, or Gini—is higher 
for households with young children than those 
with older children (ages seven through six-
teen).

The takeoff in wealth inequality among chil-
dren and especially young children occurred 
mostly during the latest recession. In this 
sense, we can expect the effects of the Great 
Recession to remain with us for a long time, as 
the children who are being exposed to remark-
ably high levels of inequality grow up.

Causes of Rising Inequality
Direct evidence on the causes of the rise in 
wealth inequality is sparse, at least relative to 
evidence on the causes of the rise in income 

Figure 3. Wealth Inequality and Children in Household

Source: Authors’ calculations using the SCF (Survey of Consumer Finances, 2013).
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and earnings inequality since the 1970s. Given 
that sufficient income allows one to accumu-
late wealth, the factors driving increases in in-
come inequality are most likely also important 
drivers of wealth inequality. Research identi-
fies several reasons for increases in income in-
equality, and inequality in labor market earn-
ings in particular (for a recent and thorough 
review, see Congressional Budget Office 2011). 
This list includes increases in the returns to 
labor market skills and education (that is, skill- 
biased technological change), reductions in 
the presence and influence of unions, and glo-
balization of consumer markets, which led to 
a substantial increase in imports of products 
manufactured by lower skilled- workers, thereby 
lowering the demand for domestic production 
of these products and the workers who pro-
duced them.

Research has shown that a substantial share 
of the rise in inequality in market income in 
the last few decades is due to particularly high 
growth among the households in the top 1 per-
cent of income (Congressional Budget Office 
2011; Saez and Zucman 2014). These factors 
may be responsible, at least in part, for in-
creases in the top 1 percent, but additional fac-
tors are likely also important. These include 
reductions in top tax rates (Alvaredo et al. 
2013), the superstar effect (Rosen 1981; Kaplan 
and Rauh 2010, 2013), managerial power (Beb-
chuk and Fried 2009), increases in market cap-
italization of large companies (Gabaix and 
Landier 2008), and the “infectious” takeoff in 
executive compensation (DiPrete, Eirich, and 
Pittinsky 2010). This is an important, active  
area of research, but a consensus has not yet 
emerged (Congressional Budget Office 2011).

Explanations for growing wealth inequality 
per se include Thomas Piketty’s argument that 
the rate of return to capital has been greater 
than the rate of economic growth (2014). This 
claim has generated a great deal of reaction 
among social scientists, some of it critical (see 
Dodd 2014; Moretti 2015).

Recent tax cuts on major assets including 
inheritances likely also caused some of the in-
crease at the top (Shapiro, Meschede, and Sul-
livan 2010). Saving rates are substantially 
higher for wealthier households, and this dif-
ferential increased substantially in the last few 

decades. Saving rates in the wealthiest 1 per-
cent of households have stayed at roughly 35 
percent for most of the last century. Rates for 
the bottom 90 percent, which were historically 
around 5 percent, began to fall in the mid- 
1980s and were 0 percent in 2012—potentially 
as an outcome of the stagnation and loss in 
real earnings and incomes for large parts of 
the population. This pattern of rising inequal-
ity in saving rates is one cause of increases in 
wealth inequality (see Saez and Zucman 2014).

Several recent analyses of trends in wealth 
inequality shed light on the specific period just 
prior to, during, and after the Great Recession 
(see Wolff, this issue). Before the Great Reces-
sion, wealthier households were more likely to 
have wealth in the stock market. The stock 
market recovered rather quickly after the re-
cession, allowing these households to return 
close to 2003 levels of net wealth by 2011. Less 
wealthy households prior to the Great Reces-
sion, however, held most of their wealth in the 
form of their home and were highly leveraged. 
To date, the housing market is still recovering, 
and, as a result, households at the bottom of 
the distribution remain substantially below 
their prerecession levels of wealth (Pfeffer, 
Danziger, and Schoeni 2013).

Because of the tremendous upheaval and 
slow recovery from the Great Recession, many 
low-  and middle- income and wealth house-
holds were forced to draw down their limited 
financial assets to get by (Wolff, this issue). 
These families were more likely to cash out 
their limited stock holdings during the Great 
Recession and therefore were less likely to ben-
efit from the subsequent recovery of the stock 
market. At the same time, investors with sub-
stantial wealth holdings—who were less likely 
to lose their jobs or foreclose on their homes—
were less likely to cash out, thereby riding out 
the recession and benefiting from the sub-
sequent recovery (Chen and Stafford 2016; 
Devlin- Foltz, Henriques, and Sabelhaus, this 
issue). This pattern widened wealth inequality 
following the Great Recession. At the same 
time, families in the middle and upper parts 
of the income and wealth distribution were not 
immune. They too experienced substantial tur-
bulence in wealth holdings and consumption 
(Devlin- Foltz and Sabelhaus 2015).
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Assets held in retirement accounts are a 
large share of household wealth—roughly 30 
percent—and have increased in recent de-
cades. The shift has also been substantial to-
ward defined- contribution (DC) plans and 
away from defined- benefit (DB) plans. Sebas-
tian Devlin- Foltz, Alice Henriques, and John 
Sabelhaus (this issue) examine the extent to 
which these developments account for changes 
in wealth inequality. They conclude that the 
growth in retirement wealth as a share of total 
household wealth kept wealth inequality from 
increasing more than it otherwise would have 
because retirement wealth is more equally dis-
tributed than nonretirement wealth. At the 
same time, the shift from DB to DC plans is 
causing a modest increase in wealth inequality 
because DC wealth is more unequally distrib-
uted.

Herman Mark Schwartz (this issue) offers a 
new argument on the socio- legal determinants 
of wealth inequality. He discusses and empiri-
cally traces the central role of monopolies cre-
ated by intellectual property rights (IPR) in 
contributing to rising inequality. Many firms 
with valuable IPRs are able to outsource phys-
ical capital and nonessential labor, leaving the 
IPR- holding firm with a small and highly paid 
workforce. Over time, these developments in-
creased inequality among firms in terms of 
their market capitalization and profitability 
and among households in income and wealth. 
In turn, increases in inequality among firms 
reduced corporate investment, and increases 
in inequality among households reduced con-
sumer demand, dampening macroeconomic 
growth.

One way to reduce wealth inequality is to 
increase savings and asset accumulation among 
less- affluent families. Eric Hilt and Wendy 
Rahn’s creative and detailed historical study in 
this issue of the success of one of the largest 
and most successful public programs to in-
crease personal savings—the Liberty Bond 
drives of World War I—offers valuable lessons 
for current efforts to increase savings rates at 
the lower end of the wealth distribution. Doing 
so is important since there is an active group 
of scholars and policymakers with a focus on 
asset- building among disadvantaged families 
(for example, Blank and Barr 2009; Shanks Wil-

liams 2014; Sherraden 1991) and new federal 
programs to support it (such as myRA savings 
accounts). However, many of the current pro-
grams lack the features Hilt and Rahn consider 
the key ingredients to the success of the Lib-
erty Bond program, such as coordinated pro-
motional efforts by community groups, busi-
nesses, churches, and related organizations.

CONCLUSION
Much of the academic and public debate on 
wealth inequality has focused on the extreme 
level of wealth concentration at the very top of 
the distribution. Although this increasing con-
centration is concerning for a range of rea-
sons—including the risks it poses to represen-
tative democracy—we should not lose sight of 
the fact that wealth inequality and its effects 
on society pertain to the full distribution of 
wealth. Even below the very top, such as the 
top 1 percent, wealth is distributed highly un-
equally, much more unequally than (for in-
stance) income. Particularly in the last ten to 
fifteen years, families who are wealthy but not 
in the top 1 percent are pulling away from the 
average family, and the average family is pull-
ing away from less- wealthy families. This de-
velopment has unique and widespread con-
sequences, such as increasing inequality in 
opportunity among the next generation, that 
may in some ways be even more troubling than 
the rise of the 1 percent. Worries about the 
long- term consequences of this rise are com-
pounded by the fact that wealth inequality is 
higher and has risen much more sharply 
among households with children, particularly 
young children, as shown here.

Today’s extreme levels of wealth inequality 
stand to shape the future of these children in 
many ways. Their parents’ wealth facilitates 
their own educational attainment, eases their 
early labor market transitions, facilitates ac-
cess to home and business ownership, sup-
ports marriage, especially with partners from 
similar family wealth backgrounds, and sus-
tains the stability of marriage (Eads and Tach, 
this issue). Before parental wealth is trans-
ferred through bequests, it has already exerted 
much of its beneficial effects on the economic 
well- being of the next generation. In other 
words, a great deal of wealth persists across 
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generations even before it is passed on at death 
(Pfeffer and Killewald, forthcoming).

The association between wealth inequality 
and inequality in opportunity suggests a moral 
argument against today’s extreme levels of 
wealth inequality. But an important economic 
argument also has merit: current levels of 
wealth inequality are likely impediments to 
economic growth and fertile ground for social 
unrest that interferes with economic activity. 
The redistributive policies of even the earliest 
Bismarckian welfare state were motivated 
much less by moral considerations than by 
those about social conflict that would eventu-
ally upend the existing social order and eco-
nomic structure. The recent surge in wealth 
inequality appears to add weight to a similar 
economic argument for the efficiency of wealth 
redistribution.

One way of reining in wealth inequality is 
to address its roots. As we have suggested, a 
number of explanations for the growth in 
wealth inequality have been proposed, includ-
ing those offered to explain rising income in-
equality (skill- bias technological change, 
union decline, global competition, and oth-
ers), the historically high returns on capital, 
changes in industrial organization and corpo-
rate practices, and the ways in which differen-
tial asset portfolios determined the extent of 
losses during the Great Recession and the pace 
of recovery following it. Of course, a more di-
rect way of reducing wealth inequality could be 
the direct taxation of wealth. Emerging evi-
dence suggests that taxation of wealth or be-
quests at the level considered by policy analy-
sists may have limited redistributive effects 
(Wolff 1995; Kopczuk 2013; Elinder, Erixson, 
and Waldenström 2015; Gale, Kearney, and 
Orszag 2016; Quiggin 2016). However, any as-
sessment of the potential of changes to wealth 
taxation needs to take into account several im-
portant considerations. First, although their 
redistributive effects are debatable, the impact 
of wealth and inheritance taxes on public bud-
gets are large (Wolff 1995). They could, in the 
end, provide resources to fund the public 
goods that support child development and hu-
man capital acquisition and maintenance the 
same way private wealth currently does: high- 
quality early childcare and K–12 public schools, 

public support for colleges, labor market poli-
cies that smooth unemployment trajectories, 
and many more. Second, some components of 
the existing tax system increase rather than de-
crease wealth inequality. A myriad of exemp-
tions in the current tax code tend to favor those 
who already have accumulated large amounts 
of wealth (Howard 1999; Faricy 2015). Third, tax 
evasion—not least by off- shoring large private 
wealth holdings, in some cases legally, thanks 
to regulatory loopholes, in other cases ille-
gally—is also more pervasive than formerly be-
lieved (Zucman 2015; Harrington 2016; see also 
the Panama Papers investigation by the Inter-
national Consortium of Investigative Journal-
ists).

Wealth inequality has only recently become 
a major focus of the scientific and policy re-
search community. The contributions in this 
issue make important inroads, assessing the 
extent and development of wealth inequality, 
its sources, and its consequences. But more 
needs to be done. More research is needed on 
the causes of changes in wealth inequality 
throughout the wealth distribution, not just 
the top 1 percent. How have changes in tax pol-
icy, monetary policy, industrial organization, 
savings preferences and decisions, and bank-
ing practices and availability altered the distri-
bution of wealth? What are the consequences 
of increased wealth concentration for dispari-
ties in the quality of education, health and lon-
gevity, residential segregation, assimilation 
and integration of immigrants, community co-
hesion, and political representation and public 
decision- making at the state and local level?

As is often the case, even as scientific re-
search seeks to provide answers to these ques-
tions, political debate and decisions march on. 
In fact, the run- up to the impending presiden-
tial election featured much commentary on 
wealth by presidential hopefuls. Particular fo-
cus was again put on the top of the wealth dis-
tribution, a candidate from one side decrying 
the top 1 percent and a candidate from the 
other boasting about his own membership in 
it. The ideological distance between these 
poles of the waging political debate is large. If 
our volume can contribute in any way to this 
debate, it is by encouraging discussion about 
and providing evidence for the broad impor-
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tance of wealth for the rest of families below 
the top 1 percent in terms of their economic 
well- being, their health, their marriages, their 
own future, and that of their children.

APPENDIX
The Panel Study of Income Dynamics is an at-
tractive data source for the assessment of 
wealth inequality and its consequences (see 
also Pfeffer et al. 2016), perhaps most impor-
tantly because it is the only nationally repre-
sentative survey that provides regular and 
long- term longitudinal information on fami-
lies’ wealth holdings. Another particularly at-
tractive feature, however, is that the PSID re-
leases a preliminary version of its wealth data 
within a few weeks of the close of data collec-
tion, which occurs every other calendar year. 
These PSID early release files first became 
available for the 2009 wave and were devised 
specifically in response to the Great Reces-
sion, which was in full swing during the 2009 
data collection. Our report of the most recent 
trends in wealth inequality through the year 
2015 includes data from the early release file 
for 2015.

The PSID invests substantial resources in 
the editing of its data, including the reliable 
determination of family relationships among 
all household members through individual 
look- ups, the editing of values based on inter-
viewer notes and data consistency checks, the 
imputation of missing values, and the con-
struction of generated variables—such as net 
worth. The early release files contain none of 
these edits and instead provide raw data as col-
lected in the field.

As one would expect, estimates based on 
early release (ER) data therefore diverge some-
what from those based on final release (FR) 
data. However, we know by how much they di-
verged in the past given that both ER and FR 
data are now available for a number of waves 
(2009, 2011, and 2013). We use this information 
to adjust current ER data. That is, to adjust 
2015 ER data, we take into account the diver-
gence between ER and FR data in the prior 
wave. We scale each estimated percentile by 
the degree of ER- FR divergence at that percen-
tile in the 2013 wave. For instance, median net 
worth in the 2013 FR data was 4.8 percent 

higher than in the 2013 ER data (54,500 versus 
52,000), leading us to adjust the 2015 ER net 
worth median upwards by 4.8 percent (from 
59,989 to 60,777 in 2013 dollars).

We have used these kinds of adjustments 
for ER data for prior analyses (Pfeffer, Danziger, 
and Schoeni 2014). Figure A1 displays how 
closely the adjusted 2013 ER data (adjusted by 
the factor of divergence between 2011 ER and 
FR data) approximated the FR results for 2013: 
the estimates for net worth at the median and 
the 25th percentile based on adjusted 2013 ER 
data are very close to those based on the even-
tual 2013 FR data, especially for the purpose of 
assessing long- term historical trends in the 
wealth distribution. Adjusted 2013 ER data pro-
vided slight underestimates of wealth at the 
75th and 90th percentiles for 2013 (though the 
adjustments still moved the estimates in the 
right direction: for example, for the 75th per-
centile, the raw ER data provided an estimate 
of roughly $250,000, the adjusted ER data of 
roughly $260,000, and the FR data of roughly 
$270,000). Finally, our adjustments were most 
successful at the 95th percentile, providing a 
near perfect match between the early and final 
release data. Knowing that the adjustment at 
that percentile was particularly successful is 
reassuring because the size of adjustment is 
also particularly large here, inflating the esti-
mate by a full 14 percent. But the size of this 
adjustment has remained remarkably stable 

Relative Changes in Net Worth

Source: Authors’ calculations using the PSID 

(Panel Study of Income Dynamics 2013).

Note: Adjusted for inflation. Dotted lines are 

based on adjusted early release data.
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across the last two waves (divergence of 14.3 
percent based on 2011 and of 14.8 percent 
based on 2013).

Although the final word on wealth trends 
through 2015 will naturally depend on final re-
lease data (in several months after this publi-
cation), the analyses provided here thus add to 
our confidence in describing long- term wealth 
trends, including the steep recovery of wealth 
at the 95th percentile in 2015, arguably one of 
the most striking findings of our analysis of 
the 2015 ER data.
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