A new study puts wealth inequality in a historical and, perhaps, worrying perspective

It’s not fashionable to wear flapper dresses and do the
Charleston, but 1920s-style wealth inequality is definitely
back in style. New research says America’s ultra-rich
haven’t held as much of the country’s wealth since the Jazz
Age, those freewheeling times before the country’s finances
shattered. “U.S. wealth concentration seems to have
returned to levels last seen during the Roaring Twenties,”
wrote Gabriel Zucman, an economics professor at the
University of California, Berkeley.

Zucman said all the research on the issue also points to
large wealth concentrations in China and Russia in recent
decades. The same thing is happening in France and the U.K., but at a “more moderate rise,” the paper said.

In 1929 — before Wall Street’s crash unleashed the Great Depression — the top 0.1% richest adults’ share of total
household wealth was close to 25%, according to Zucman'’s paper, which was distributed by the National Bureau of
Economic Research. Those rates plunged in the early 1930s and continued dropping to below 10% in the late 1970s,
findings show. Rates
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But others say this wealth inequality won’t last. “As I’ve explained countless times (but nobody seems to listen), growing
U.S. wealth inequality is the byproduct of an unsustainable bubble in asset prices such as stocks and bonds,” Jesse
Colombo, an analyst at Real Investment Advice, wrote on his blog in response to Zucman’s paper. Other researchers have
said the Great Recession increased income gaps. The top earners’ income dropped by 4%, but the bottom household’s
income dropped by 20%.

Unemployment rates have been seriously sliding from the Great Recession’s 10% jobless rate in 2009 to 4% in February
— that was just off a 49-year low last fall of 3.7%.

Millions of Americans live paycheck to paycheck; the recent federal government’s partial government shutdown forced
some federal workers to food pantries, and_cast a harsh light on Americans’ lack of savings.


http://papers.nber.org/tmp/38195-w25462.pdf
https://realinvestmentadvice.com/americas-1-hasnt-had-this-much-wealth-since-the-roaring-twenties/
https://files.stlouisfed.org/files/htdocs/publications/review/2018/10/15/effects-of-credit-supply-on-unemployment-and-income-inequality.pdf
https://www.marketwatch.com/story/most-americans-are-one-medical-emergency-away-from-financial-disaster-2017-01-12
https://www.marketwatch.com/story/government-shutdown-exposes-a-harsh-truth-most-americans-are-unprepared-for-the-next-recession-2019-01-22

But Colombo says people should be more worried about issues other than the current gap between the rich and poor.
“America’s wealth inequality is not a permanent situation, but a temporary one because the asset bubbles behind the
wealth bubble are going to burst and cause a severe economic crisis,” he added. “My argument is that our society should
be worrying more about these asset bubbles than the temporary inequality.”

“What is the common denominator between U.S. wealth inequality during the Roaring Twenties and now?” he said. “A
massive stock market bubble.”

The latest study attempts to put numbers behind E. Scott Fitzgerald’s lines about the very rich being different. But it isn’t
going the next step to say if a stock-market collapse is just around the corner, despite the volatility of the Dow Jones
Industrial Index and S&P 500 in recent months. Indeed, scholars have been working for decades chronicling and debating
all the causes the Great Depression.

Zucman'’s paper puts the spotlight on the issue of income inequality, something that’s been on the minds of academics,
politicians, billionaires and even credit-ratings agencies. Zucman is among the economists who advised U.S. Sen.
Elizabeth Warren — who recently launched her 2020 presidential bid — on a “wealth tax” proposal, the New York Times

reported.

Late last year, Moody'’s said the growing gaps in wealth could cause it to downgrade the rating on the federal
government’s bonds. Other researchers have_also drawn parallels between the present and the past. The Economic Policy
Institute, a left-leaning Washington D.C. think tank, estimates that America’s top-earning 1% took in 22% of all national
income. The organization said in 1928, 23.9% of the country’s income went to the top 1%.

-From MarketWatch Feb 2019
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