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Estate Tax Returns

Abstract - This paper presents new homogeneous series on top
wealth shares from 1916 to 2000 in the United States using estate
tax return data. Top wealth shares were very high at the beginning
of the period but have been hit sharply by the Great Depression, the
New Deal, and World War II shocks. Those shocks have had per-
manent effects. Following a decline in the 1970s, top wealth shares
recovered in the early 1980s, but they are still much lower in 2000
than in the early decades of the century. Most of the changes we
document are concentrated among the very top wealth holders with
much smaller movements for groups below the top 0.1 percent. Con-
sistent with the Survey of Consumer Finances results, top wealth
shares estimated from Estate Tax Returns display no significant
increase since 1995. Evidence from the Forbes 400 richest Ameri-
cans suggests that only the super—rich have experienced significant
guins relative to the average over the last decade. Our results are
consistent with the decreased importance of capital incomes at the
top of the income distribution documented by Piketty and Saez
(2003), and suggest that the rentier class of the early century is not
yet reconstituted. The paper proposes several tentative explanations
to account for the facts.

INTRODUCTION

he pattern of wealth and income inequality during the

process of development of modern economies has at-
tracted enormous attention since Kuznets (1955) formulated
his famous inverted U-curve hypothesis. Wealth tends to be
much more concentrated than income because of life cycle
savings and because it can be transmitted from generation to
generation. Liberals have blamed wealth concentration be-
cause of concerns for equity and in particular for tilting the po-
litical process in the favor of the wealthy. They have proposed
progressive taxation as an appropriate counter—force against
wealth concentration.! For conservatives, concentration of
wealth is considered as a natural and necessary outcome of
an environment that provides incentives for entrepreneur-
ship and wealth accumulation, key elements of macro—eco-

' In the early 1930s, President Roosevelt justified the implementation of
drastic increases in the burden and progressivity of federal income and
estate taxation in large part on those grounds.
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nomic success. Redistribution through
progressive taxation might weaken those
incentives and generate large efficiency
costs. Therefore, it is of great importance
to understand the forces driving wealth
concentration over time and whether gov-
ernment interventions through taxation
or other regulations are effective and/or
harmful to curb wealth inequality. This
task is greatly facilitated by the avail-
ability of long and homogeneous series
of income or wealth concentration. Such
series are in general difficult to construct
because of lack of good data. In this paper,
we use the extraordinary micro dataset of
estate tax returns that has been recently
compiled by the Statistics of Income Divi-
sion of the Internal Revenue Service (IRS)
in order to construct homogeneous series
of wealth shares accruing to the upper
groups of the wealth distribution since
1916, the beginning of the modern federal
estate tax in the United States.

The IRS dataset includes detailed mi-
cro—information for all federal estate tax
returns filed during the 1916-1945 period.?
We supplement these data with both
published tabulations and other IRS mi-
cro—data of estate tax returns from selected
years of the second half of the century.
We use the estate multiplier technique,
which amounts to weighting each estate
tax return by the inverse probability of
death, to estimate the wealth distribution
of the living adult population from estate
data. First, we have constructed almost
annual series of shares of total wealth ac-
cruing to various sub-groups within the
two percent of the wealth distribution.?
Although small in size, these top groups
hold a substantial fraction of total net

worth in the economy. Second, for each of
these groups, we decompose wealth into
various sources such as real estate, fixed
claims assets (bonds, cash, mortgages,
etc.), corporate stock, and debts. We also
display the composition by gender, age,
and marital characteristics. This exercise
follows in the tradition of Lampman
(1962), who produced top wealth share es-
timates for a few years between 1922 and
1956. Lampman, however, did not analyze
groups smaller than the top .5 percent and
this is an important difference because our
analysis shows that, even within the top
percentile, there is dramatic heterogene-
ity in the shares of wealth patterns. Most
importantly, nobody has attempted to
estimate, as we do here, homogeneous
series covering the entire century.

Our series show that there has been a
sharp reduction in wealth concentration
over the 20th century: the top 1 percent
wealth share was close to 40 percent in
the early decades of the century but has
fluctuated between 20 and 25 percent
over the last three decades. This dramatic
decline took place at a very specific time
period, from the onset of Great Depression
to the end of World War II, and was con-
centrated in the very top groups within
the top percentile, namely groups within
the top 0.1 percent. Changes in the top
percentile below the top 0.1 percent have
been much more modest. It is fairly easy
to understand why the shocks of the Great
Depression, the New Deal policies which
increased dramatically the burden of es-
tate and income taxation for the wealthy,
and World War I, could have had such a
dramatic impact on wealth concentration.
However, top wealth shares did not re-

The estate tax return data was compiled electronically and, hence, saved for research purposes thanks to Fritz

Scheuren, former director of the Statistics of Income division at the IRS.

is the top 1 percent.

'S

For the period 1916-1945, because of very high estate tax exemption levels, the largest group we can consider

Smith (1984) provides estimates for some years between 1958 and 1976 but his series are not fully consistent with

Lampman (1962). Wolff (1994) has patched series from those authors and non-estate data sources to produce
long-term series. We explain in detail in the third part of the fifth section why such a patching methodology

can produce misleading results.
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cover in the following decades, a period of
rapid growth and great economic prosper-
ity. In the early 1980s, top wealth shares
have increased, and this increase has also
been very concentrated. However, this
increase is small relative to the losses
from the first part of the twentieth cen-
tury and the top wealth shares increased
only to the levels prevailing prior to the
recessions of the 1970s. Furthermore, this
increase took place in the early 1980s and
top shares were stable during the 1990s.
This evidence is consistent with the
dramatic decline in top capital incomes
documented in Piketty and Saez (2003)
using income tax return data. As they do,
we tentatively suggest (but do not prove)
that steep progressive income and estate
taxation, by reducing the rate of wealth
accumulation of the rich, may have been
the most important factor preventing
large fortunes to be reconstituted after the
shocks of the 1929-1945 period.

Perhaps surprisingly, our top wealth
shares series do not increase during the
1990s, a time of the Internet revolution
and the creation of dot-com fortunes,
extra—ordinary stock price growth, and
of great increase in income concentra-
tion (Piketty and Saez, 2003). Our results
are nevertheless consistent with findings
from the Survey of Consumer Financ-
es (Kennickell, 2003; Scholz, 2003), which
also indicate hardly any growth in wealth
concentration since 1995. This absence of
growth in top wealth shares in the 1990s
is not necessarily inconsistent with the
income shares results from Piketty and
Saez (2003) because the dramatic growth
in top income shares since the 1980s has
been primarily due to a surge in top labor
incomes, with little growth of top capital
incomes. This may suggest that the new
high income earners have not had time
yet to accumulate substantial fortunes,

either because the pay surge at the top
is too recent a phenomenon, or because
their savings rates are very low. We show
that, as a possible consequence of democ-
ratization of stock ownership in America,
the top one percent individuals do not
hold today a significantly larger fraction
of their wealth in the form of stocks than
the average person in the U.S. economy,
explaining in part why the bull stock
market of the late 1990s has not benefited
disproportionately the rich.>

Although there is substantial circum-
stantial evidence that we find persuasive,
we cannot prove that progressive taxation
and stock market democratization had
the decisive role we attribute to them.
In our view, the primary contribution of
this paper is to provide new and homo-
geneous series on wealth concentration
using the very rich estate tax statistics. We
are aware that the assumptions needed
to obtain unbiased estimates using the
estate multiplier method may not be met
and, drawing on previous studies, we try
to discuss as carefully as possible how
potential sources of bias, such as estate
tax evasion and tax avoidance, can affect
our estimates. Much work is still needed
to compare systematically the estate tax
estimates with other sources such as
capital income from income tax returns,
the Survey of Consumer Finances, and
the Forbes 400 list.

The paper is organized as follows. The
second section describes our data sources
and outlines our estimation methods.
The third section presents our estimation
results. We present and analyze the trends
in top wealth shares and the evolution of
the composition of these top wealth hold-
ings. The fourth section proposes explana-
tions to account for the facts and relates
the evolution of top wealth shares to the
evolution of top income shares. The fifth

> We also examine carefully the evidence from the Forbes 400 richest Americans survey. This evidence shows
sizeable gains, but those gains are concentrated among the top individuals in the list and the few years of the
stock market “bubble” of the late 1990s, followed by a sharp decline from 2000 to 2002.
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section discusses potential sources of bias,
and compares our wealth share results
with previous estimates and estimates
from other sources such as the Survey
of Consumer Finances and the Forbes
richest 400 list. The final section offers a
brief conclusion. All series and complete
technical details about our methodology
are gathered in appendices of the longer
NBER working paper version of the
paper (Kopczuk and Saez, 2004).

DATA, METHODOLOGY, AND
MACRO-SERIES

In this section, we describe briefly the
data we use and the broad steps of our es-
timation methodology. Readers interested
in the complete details of our methods are
referred to the extensive appendices at the
end of the NBER working paper version of
the paper. Our estimates are from estate tax
return data compiled by the Internal Reve-
nue Service (IRS) since the beginning of the
modern estate tax in the United States in
1916. In the 1980s, the Statistics of Income
division of the IRS constructed electronic
micro-files of all federal estate tax returns
filed for individuals who died in the period
1916 to 1945. Stratified and large electronic
micro—files are also available for 1965, 1969,
1972,1976, and every year since 1982.° For
anumber of years between 1945 and 1965
(when no micro—files are available), the IRS
published detailed tabulations of estate
tax returns (U.S. Treasury Department,
Internal Revenue Service, various years a).”
This paper uses both the micro—files and
the published tabulated data to construct
top wealth shares and composition series
for as many years as possible.

In the United States, because of large
exemption levels, only a small fraction of
decedents has been required to file estate

tax returns. Therefore, by necessity, we
must restrict our analysis to the top two
percent of the wealth distribution. Before
1946, we can analyze only the top one
percent. As the analysis will show, the top
one percent, although a small fraction of
the total population, holds a substantial
fraction of total wealth. Further, there is
substantial heterogeneity between the
bottom of the top one percent and the
very top groups within the top one per-
cent. Therefore, we also analyze in detail
smaller groups within the top one percent:
the top .5 percent, the top .25 percent, the
top .1 percent, the top .05 percent, and the
top .01 percent. We also analyze the inter-
mediate groups: top 1-.5 percent denotes
the bottom half of the top one percent, top
.5-.25 percent denotes the bottom half of
the top .5 percent, etc. Estates represent
wealth at the individual level and not the
family or household level. Therefore, it is
very important to note that our top wealth
shares are based on individuals and not
families. We come back to this issue later.
Each of our top groups is defined relative
to the total number of adult individuals
(aged 20 and above) in the U.S. popula-
tion, estimated from census data. Column
(1) of Table 1 reports the number of adult
individuals in the United States from 1916
to 2002. The adult population has more
than tripled from about 60 million in 1916
to over 200 million in 2000. In 2000, there
were 201.9 million adults and, thus, the
top one percent is defined as the top 2.019
million wealth holders, etc.

We adopt the well-known estate
multiplier method to estimate the top
wealth shares for the living population
from estate data. The method consists
in inflating each estate observation by a
multiplier equal to the inverse probability
of death.® The probability of death is es-

6

Those data are stratified and, hence, always contain 100 percent of the very large estates.

7 Those tabulations are also based on stratified samples with 100 percent coverage at the top.
8 This method was first proposed in Great Britain almost a century ago by Mallet (1908). Atkinson and Harrison

(1978) describe the method in detail.
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timated from mortality tables by age and
gender for each year for the U.S. popula-
tion multiplied by a social differential
mortality factor to reflect the fact that the
wealthy (those who file estate tax returns)
have lower mortality rates than average.
The social differential mortality rates are
based on the Brown et al. (2002) differ-
entials between college educated whites
relative to the average population and are
assumed constant over the whole period
(see Appendix B of the NBER working
paper version for a detailed discussion
and analysis of the validity of this assump-
tion). The estate multiplier methodology
will provide unbiased estimates of the
wealth distribution if our multipliers are
correct on average and if probability of
death is independent of wealth within
each age and gender group for estate tax
return filers. This assumption might not
be correct for three main reasons. First,
extraordinary expenses such as medical
expenses and loss of labor income may
occur and reduce wealth in the years pre-
ceding death. Second, even within the set
of estate tax filers, it might be the case that
the most able and successful individuals
have lower mortality rates, or inversely
that the stress associated with building
a fortune increases the mortality rate.
Last and most importantly, for estate tax
avoidance and other reasons, individu-
als may start to give away their wealth
to relatives as they feel that their health
deteriorates. We will later address each
of these very important issues, and try to
analyze whether those potential sources of
bias might have changed over time.

The wealth definition we use is equal
to all assets (gross estate) less all liabili-
ties (mortgages, and other debts) as they
appear on estate tax returns. Assets are
defined as the sum of tangible assets
(real estate and consumer durables), fixed
claim assets (cash, deposits, bonds, mort-

gages, etc.), corporate equities, equity in
unincorporated businesses (farms, small
businesses), and various miscellaneous
assets. It is important to note that wealth
reported on estate tax returns only in-
cludes the cash surrender value of pen-
sions. Therefore, future pension wealth
in the form of defined benefits plans, and
annuitized wealth with no cash surrender
value is excluded. Vested defined contri-
butions accounts (and in particular 401(k)
plans) are included in the wealth defini-
tion. Social Security wealth as well as all
future labor income and human wealth
are obviously not included in gross estate.
Estate tax returns include the full payout
of life insurance but we include only the
cash value of life insurance (i.e., the value
of life insurance when the person is living)
in our estimates.

Therefore, we focus on a relatively nar-
row definition wealth, which includes only
the marketable or accumulated wealth
that remains upon the owner’s death.
This point is particularly important for
owners of closely held businesses: in many
instances, a large part of the value of their
business reflects their personal human
capital and future labor, which vanishes
at their death. Both the narrow definition
of wealth (on which we focus by neces-
sity because of our estate data source),
and broader wealth definitions, including
future human wealth, are interesting and
important to study. The narrow definition
is more suited to examine problems of
wealth accumulation and transmission,
while the broader definition is more suited
to study the distribution of welfare.’

For the years for which no micro data is
available, we use the tabulations by gross
estate, age and gender and apply the estate
multiplier method within each cell in order
to obtain a distribution of gross wealth for
the living. We then use a simple Pareto
interpolation technique and the composi-

°  The analysis of income distribution captures both labor and capital income and is, thus, closer to an analysis

of distribution of the broader wealth concept.
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tion tables to estimate the thresholds and
average wealth levels for each of our top
groups.!* For illustration purposes, Table
2 displays the thresholds, the average
wealth level in each group, along with the
number of individuals in each group, all
for 2000, the latest year available.

We then estimate shares of wealth by
dividing the wealth amounts accruing
to each group by total net-worth of the
household sector in the United States. The
total net~worth denominator has been esti-
mated from the Flow of Funds Accounts for
the post-war period and from Goldsmith
etal. (1956) and Wolff (1989) for the earlier
period." The total net-worth denominator
includes all assets less liabilities corre-
sponding to the items reported on estate
tax returns so that the definitions of wealth
in the numerator and the denominator are
as close as possible. Thus, our denomina-
tor only includes defined contribution
pension reserves, and excludes defined
benefits pension reserves. Life insurance
reserves, which reflect the cash surrender
value of all policies held, are included in

our denominator. The total wealth and
average wealth (per adult) series are re-
ported in real 2000 dollars in Columns (3)
and (4) of Table 1. The CPI deflator used to
convert current incomes to real incomes is
reported in Column (10). The average real
wealth series per adult along with the CPI
deflator is plotted in Figure 1. Average real
wealth per adult has increased by a factor
of three from 1916 to 2000 but the growth
was very uneven during the period. There
was virtually no growth in average real
wealth from 1916 to the onset of World War
II. Average wealth then grew steadily from
World War 1I to the late 1960s. Since then,
wealth growth has been slower, except in
the 19942000 period.*

After we have analyzed the top share
data, we will also analyze the composi-
tion of wealth and the age, gender, and
marital status of top wealth holders, for
all years where these data are available.
We divide wealth into six categories: 1)
real estate, 2) bonds (federal and local,
corporate and foreign), 3) corporate stock,
4) deposits and saving accounts, cash, and

TABLE 2
THRESHOLDS AND AVERAGE WEALTH IN TOP GROUPS WITHIN THE TOP 2% IN 2000
Number of
Percentiles Wealth Threshold Upper Groups Individuals Average Wealth
@ @ @ ©®)

Full Population 201,865,000 $163,161
2.00% $729,932 Top 2-1% 2,018,650 $920,073
1.00% $1,172,896 Top 1-0.5% 1,009,325 $1,472,456
0.50% $1,841,697 Top 0.5-0.25% 504,663 $2,314,011
0.25% $3,067,676 Top 0.25-0.1% 302,798 $3,989,132
0.10% $5,503,678 Top 0.1-0.05% 100,933 $6,717,885
0.05% $8,219,720 Top 0.05-0.01% 80,746 $12,675,629
0.01% $24,415,150 Top 0.01% 20,187 $63,564,151

Notes: Computations based on estate tax return statistics (see Appendix Section D in Kopczuk and Saez

(2004)).

Wealth defined as total assets less liabilities. It includes the estimated cash surrender value of life insurance.
It excludes annuitized wealth, and future pensions with no cash surrender value, future labor income and social

security benefits. Amounts are expressed in 2000 dollars.

Source: Table 1 and Table B2, row 2000 in Kopczuk and Saez (2004)

We also use Pareto interpolations to impute values at the bottom of one or two percent of the wealth distribu-

tion for years where the coverage of our micro data is not broad enough.

Unfortunately, no annual series exist before 1945. Therefore, we have built upon previous incomplete series

to construct complete annual series for the 1916-1944 period.

N

It is important to note that comparing real wealth over time is difficult because it requires the use of a price

index and there is substantial controversy about how to construct such an index and account properly for
the introduction of new goods. That is why most of the paper focuses on top wealth shares, which are inde-

pendent of the price index.
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Figure 1. Average Real Wealth and Consumers Price Index in the United States, 1916-2002
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Source: Table 1, columns Average Wealth (in real 2000 dollars) and CPI (base 100 in 2000).

notes, 5) other assets (including mainly
equity in non—corporate businesses), 6) all
debts and liabilities. In order to compare
the composition of wealth in the top groups
with the composition of total net-worth in
the U.S. economy, we display in columns
(5) to (9) of Table 1 the fractions of real
estate, fixed claim assets, corporate equity,
unincorporated equity, and debts in total
net worth of the household sector in the
United States. We also present in Figure 1
the average real value of corporate equity
and the average net worth excluding cor-
porate equity. Those figures show that the
sharp downturns and upturns in average
net worth are primarily due to the dramatic
changes in the stock market prices, and that
the pattern of net worth excluding corpo-
rate equity has been much smoother.

THE EVOLUTION OF TOP WEALTH
SHARES

Trends

The basic series of top wealth shares
are presented in Table 3. Figure 2 displays

453

the wealth share of the top one percent
from 1916 to 2000. The top one percent
held close to 40 percent of total wealth
up to the onset of the Great Depression.
Between 1930 and 1932, the top one per-
cent share fell by more than 10 percentage
points, and continued to decline during
the New Deal, World War 1II, and the
late 1940s. By 1949, the top one percent
share was around 22.5 percent. The top
one percent share increased slightly to
around 25 percent in the mid-1960s, and
then fell to less than 20 percent in 1976 and
1982. The top one percent share increased
significantly in the early 1980s (from 19 to
22 percent) and then stayed remarkably
stable around 21-22 percent in the 1990s.
This evidence shows that the concentra-
tion of wealth ownership in the United
States decreased dramatically over the
century. This phenomenon is illustrated
in Figure 3, which displays the average
real wealth of those in the top one per-
cent (left-hand-side scale) and those in
the bottom 99 percent (right-hand-side
scale). In 1916, the top one percent wealth
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Figure 2. The Top 1% Wealth Share in the United States, 1916-2000
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Figure 3. Average Real Wealth of Bottom 99% and Top 1% in the United States, 1916-2000
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holders were more than 60 times richer on
average than the bottom 99 percent. The
figure shows the sharp closing of the gap
between the Great Depression and the post
World War II years, as well as the subse-
quent parallel growth for the two groups
(except for the 1970s). In 2000, the top one
percent individuals are about 25 times
richer than the rest of the population.
Therefore, the evidence suggests that
the twentieth century’s decline in wealth
concentration took place in a very spe-
cific and brief time interval, 1930-1949,
which spans the Great Depression,
the New Deal, and World War II. This
suggests that the main factors influenc-
ing the concentration of wealth might
be short-term events with long-lasting
effects, rather than slow changes such as
technological progress and economic de-
velopment or demographic transitions.
In order to understand the overall pat-
tern of top income shares, it is useful to

decompose the top percentile into smaller
groups. Figure 4 displays the wealth shares
of the top 1-.5 percent (the bottom half of
the top one percent), and the top .5-.1 per-
cent (the next .4 percentile of the distribu-
tion). Figure 4 also displays the share of the
second percentile (Top 2-1 percent) for the
1946-2000 period. The figure shows that
those groups of high but not super—high
wealth holders experienced much smaller
movements than the top one percent as a
whole. The top 1-.5 percent has fluctuated
between five and six percent except for a
short-lived dip during the Great Depres-
sion. The top .5-.1 percent has experienced
a more substantial and long-lasting drop
from 12 to eight percent but this four per-
centage point drop constitutes a relatively
small part of the 20 point loss of the top
one percent. All three groups have been
remarkably stable over the last 25 years.
Examination of the very top groups in
Figure 5 (the top .1 percent in Panel A and

Figure 4. The Wealth Shares of Top 2-1%, 1-0.5%, and 0.5-0.1%, 19162000
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Source: Table 3, columns Top 2—1%, 1-0.5%, and 0.5-0.1%.
Estimates for Top 2—1% are only available from 1946.
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Figure 5. The Shares of the Top Wealth Groups in the United States, 1916-2002
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the top .01 percent in Panel B) provides a
striking contrast to Figure 4. The top .1
percent declined dramatically from more
than 20 percent to less than 10 percent
after World War II. For the top .01 percent,
the fall was even more dramatic from 10
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percent to four percent: those wealthiest
individuals, a group of 20,000 persons
in 2000, had on average 1,000 times the
average wealth in 1916, and had about
400 times the average wealth in 2000. It is
interesting to note that, in contrast to the
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groups below the very top on Figure 4, the
fall for the very top groups continued dur-
ing World War II. Since the end of World
War II, those top groups have remained
fairly stable up to the late 1960s. They
experienced an additional drop in the
1970s, and a very significant increase in
the early 1980s: from 1982 to 1985, the top
.01 percent increased from 2.5 percent to
four percent, a 60 percent increase. How-
ever, as all other groups, those top groups
remained stable in the 1990s. Therefore,
the evidence shows that the dramatic
movements of the top one percent share
are primarily due to changes taking place
within the upper fractiles of the top one
percent. The higher the group, the larger
the decline. It is, thus, important to ana-
lyze separately each of the groups within
the top one percent in order to understand
the difference in the patterns.

Popular accounts (see the third part
of the fifth section below) suggest that
the computer technology in the recent
decades has created many new rich in-
dividuals. Those newly rich individuals
are likely to be much younger than the
older rich. However, even if the new rich
are younger and, hence, less likely to die
than the old rich, our estimates based
on estate tax data should not be biased
downward. This is because the estate
multiplier method corrects for changes in
the age distribution of top wealth holders.
Our estimates should, however, become
noisier (as the sampling probability by
death is reduced). This phenomenon
should generate noisier series in the recent
period but with no systematic bias as long
as our multipliers correctly reflect the in-
verse probability of death of the wealthy
in each age—gender cell.”? However, the
series displayed in Figures 2, 4, and 5 are

very smooth in the 1990s, suggesting that
the groups we consider are large enough
so that sampling variability is small.™

Composition

Figure 6 displays the composition of
wealth within the top one percent for 1929,
a year when top wealth shares and stock
prices were very high. Wealth is divided
into four components: real estate, corpo-
rate stock (including both publicly traded
and closely held stock), fixed claims assets
(all bonds, cash and deposits, notes, etc.),
and other assets (including primarily
non—corporate business assets).”® Figure 6
shows that the share of corporate stock is
increasing with wealth while the share of
real estate is decreasing with wealth, with
the share of fixed claims assets slightly
decreasing (the share of bonds is slightly
increasing and the share of cash and de-
posits slightly decreasing). In the bottom
of the top 0.5 percent, each of those three
component represents about one third of
total wealth. At the very top, stocks rep-
resent almost two thirds of total wealth
while real estate constitutes less than 10
percent. This broad pattern is evident for
all the years of the 1916-2000 period for
which we have data:'® the share of stocks
increases with wealth and the share of real
estate decreases. The levels, however, may
vary over time due mainly to the sharp
movements in the stock market.

Figure 7 displays the fraction of corpo-
rate stock in net worth over the period
1916-2000 for the top .5 percent, and for
total net worth in the U.S. economy (from
Tables 4 and 1, respectively). Consistent
with Figure 6, the fraction of stock is much
higher for the top .5 percent (around 50
percent on average) than for total net

1

@

than expected die, the estimate is upward biased.

=

version.

>

If fewer than expected of these young wealthy individuals die, the estimate is downward biased, but if more

The estimates are independent across years as every person dies only once.
Debts have been excluded from the figure but they are reported in Table B3 of the NBER working paper

All these statistics are reported in Table B3 of the NBER working paper version.
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Figure 6. Wealth Composition of Top Groups within the Top 0.5% in 1929
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worth (around 20 percent on average).
Both series are closely parallel from the
1920s to the mid 1980s: they peak just be-
fore the Great Depression, plunge during
the depression, stay low during the New
Deal, World War II, up to the early 1950s,
and peak again in the mid-1960s before
plummeting in the early 1980s.

This parallel pattern can explain why
the share of wealth held by the top groups
dropped so much during the Great De-
pression. Real corporate equity held by
households fell by 70 percent from 1929
to 1933 (Figure 1) and the top groups held
a much greater fraction of their wealth
in the form of corporate stock (Figure 7).
Those two facts mechanically lead to a
dramatic decrease in the share of wealth
accruing to the top groups. The same
phenomenon took place in the 1970s when
stock prices plummeted and the shares of
top groups declined substantially (the real
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price of corporate stock fell by 60 percent
and the top one percent fell by about 20
percent from 1965 to 1982).

Corporate profits increased dramati-
cally during World War II, but in order
to finance the war, corporate tax rates
increased sharply from about 10 percent
before the war to over 50 percent during
the war and they stayed at high levels after
the war. This fiscal shock in the corporate
sector reduced substantially the share of
profits accruing to stock-holders and ex-
plains why average real corporate equity
per adult increased by less than 4 percent
from 1941 to 1949 while the average net
worth increased by about 23 percent (see
Figure 1). Thus, top wealth holders, own-
ing mostly stock, lost relative to the aver-
age during the 1940s, and the top shares
declined significantly.

The central puzzle to understand is why
this explanation does not work in reverse
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Figure 7. Fraction of Corporate Stock within the Top .5% and total net-worth, 1916-2000
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after 1949, that is, why top wealth shares
did not increase significantly from 1949 to
1965 and from 1986 to 2000 when the stock
market prices soared, and the fraction
of corporate equity in total net worth of
the household sector increased from just
around 12 percent (in 1949 and 1986) to
almost 30 percent in 1965 and almost 40
percent in 2000.

The series on wealth composition of
top groups might explain the absence
of growth in top wealth shares during
the 1986-2000 episode. The fraction of
corporate stock in the top groups did not
increase significantly during the period
(as can be seen on Figure 7, it actually
dropped significantly up to 1990 and then
recovered during the 1990s). Therefore,
although the fraction of corporate equity

1951 A e PR

1956
T T e s
1974 oo

1976 -t

PP SRR /0N F

1986 -k
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L

.5%, column stock.

in total net worth triples (from 12 to 38 per-
cent), the fraction of corporate equity held
by the top groups is virtually the same in
1986 and 2000 (as displayed on Figure 7).
Thus, the data imply that the share of all
corporate stock from the household sector
held by the top wealth holders fell sharply
from 1986 to 2000.

Several factors may explain those strik-
ing results. First, the development of de-
fined contribution pensions plans, and in
particular 401(k) plans, and mutual funds
certainly increased the number of stock—
holders in the American population,”” and,
thus, contributed to the democratization
of stock ownership among American
families. The Survey of Consumer Fi-
nances shows that the fraction of families
holding publicly traded stock (directly or

7 The Flow of Funds Accounts show that the fraction of corporate stock held indirectly through Defined Con-
tribution plans and mutual funds doubled from 17 to 33 percent between 1986 and 2000.
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indirectly through mutual funds and pen-
sion plans) has increased significantly in
the last two decades, and was just above
50 percent in 2001."® Second, the wealthy
may have re-balanced their portfolios as
gains from the stock-market were accruing
in the late 1980s and the 1990s, and, thus,
reduced their holdings of equity relative to
more modest families. In any case, the data
strikingly suggest that top wealth holders
did not benefit disproportionately from the
bull stock market relative to the average
wealth holder." This might explain in part
why top wealth shares did not increase
in that period when top income shares

were dramatically increasing (see the fifth
section). By the year 2000, the fraction of
wealth held in stock by the top one percent
isjust slightly above the fraction of wealth
held in stock by the U.S. household sector
(40 percent versus 38 percent). Therefore,
in the current period, sharp movements of
the stock market are no longer expected to
produce sharp movements in top wealth
shares as was the case in the past.?’

Age, Gender, and Marital Status

Figure 8 displays the average age and
the percent female within the top .5 per-

Figure 8. Average Age and Fraction Female in Top 0.5%, 1916-2000
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Source: Table B4 in Kopczuk and Saez (2004), columns age and fraction female.

8 In 1989, only 31.7 percent of American households owned stock, either directly or indirectly though pension
and mutual funds, while 48.9 and 51.9 percent did in 1998 and 2001, respectively. See Kennickell et al. (1997)

and Aizcorbe et al. (2003).

¥ It is important to keep in mind that, because the wealth distribution is very skewed, the average wealth is
much larger than median wealth. Obviously, the stock market surge of the 1990s did not benefit the bottom

half of American families who do not hold any stock.

2 It should be emphasized, though, that the wealthy may not hold the same stocks as the general population.
In particular, the wealthy hold a disproportionate share of closely held stock, while the general population
holds in general only publicly traded stocks through mutual and pension funds (see e.g., Kennickell (2003)).
Estate tax returns statistics separate closely held from publicly traded stock only since 1986.
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cent group since 1916.* The average age
displays a remarkable stability over time
fluctuating between 55 and 60. Since the
early 1980s, the average age has declined
very slightly from 60 to around 57. Thus,
the evidence suggests that there have been
no dramatic changes in the age composi-
tion of top wealth holders over time.”? In
contrast, the fraction of females among
top wealth holders has almost doubled
from around 25 percent in the early part
of the century to around 45 percent in the
1990s. The increase started during the Great
Depression and continued throughout the
1950s and 1960s, and has been fairly stable
since the 1970s. Therefore, there has been
substantial gender equalization in the hold-
ing of wealth over the century in the United
States, and today, almost 50 percent of top
wealth holders are female. It is striking,
comparing Figure 2 and Figure 8, to note
the negative correlation between the top
wealth shares and the fraction of women in
the top wealth groups. This suggests that
the gender equalization at the top might
have contributed to the decline in top
wealth shares measured at the individual
level. It is conceivable that wealth concen-
tration measured at the family level has not
declined as much as wealth concentration
measured at the individual level.®

Estate tax law regarding bequests to
spouses has changed over time and this
might have affected the gender composi-
tion at the top through behavioral responses
to estate taxation. Before 1948, bequests to
spouses were not deductible from taxable
estates with an exception of couples located

in the so—called community property states
where each spouse owned half of all assets
acquired during marriage. Starting in 1948,
spousal bequests became deductible up to
50 percent of the net estate. In 1981, spousal
bequests became fully deductible.* Those
changes might have increased the amount
of spousal bequests made by wealthy in-
dividuals and, hence, potentially increased
the fraction of women in the top wealth
groups.” Two points should be noted.
First, Figure 8 shows that most of the
increase in the female fraction in the
top wealth groups happened before the
changes in estate tax law regarding spou-
sal bequests (in 1948 and 1981) implying
that those tax law changes can explain at
best a fraction of the trend. As we discuss
below, estate tax rates at the top became
very high in the 1930s.% As a result, in
order to avoid “double estate taxation”,
wealthy husbands had an incentive to
pass their wealth directly to the next
generations instead of passing it to their
widowed spouses. Such a phenomenon
should have decreased the number of
wealthy widows, which should have re-
duced the number of wealthy widows at
the top. Splitting wealth between spouses
using gifts before death was not a better
tax strategy as it would have triggered
substantial gift taxes (following the in-
troduction of the gift tax in 1932) before
the marital deduction (for estates and
gifts) was introduced in 1948. The main
reason why the number of women in the
top groups increased so much during the
Great Depression seems to be due to dif-

21

NBER working paper version.

N
N

Those series are reported in Table 4. Series for all other top wealth groups are reported in Table B4 of the

3
8

2
2

(SIS}
8 &

Although, due to significant decreases in mortality over the course of the 20" century, top wealth holders
nowadays have more years of potential lifespan ahead of them and are, therefore, younger relative to the
average population than in the early part of the century.

We come back to this point in the third part of the fifth section when we compare our estimates with wealth con-
centration measures at the family level obtained with the Survey of Consumer Finances for the recent period.
Similarly, 50 and 100 percent of spousal gifts became deductible in 1948 and 1981, respectively. In 1976, the
marital deduction was modified to allow for the greater of 50 percent of estate or $250,000 to be deductible.

® See Kopczuk and Slemrod (2003) for a detailed discussion of this point.

The top estate rate increased from 20 to 45 percent in 1932, and then to 60 percent in 1935, to 70 percent in
1936, and to 77 percent in 1941.
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ferences in wealth composition between
genders. In the late 1920s, wealthy women
held a smaller fraction of their wealth in
the form of stock than wealthy men. As a
result, wealthy men lost a larger fraction
of their wealth following the stock mar-
ket crash of 1929 than wealthy women,
thereby contributing to the increase in the
fraction of women at the top.

Second, even tax law induced changes
in spousal bequests have a real impact on
the distribution of wealth across gender
lines, and, thus, should not necessarily be
regarded as unimportant.

The marital status of top wealth holders
has experienced relatively modest secular
changes. For males, the fraction of mar-
ried men has always been high (around
75 percent), the fraction widowed has
declined slightly (from 10 to 5 percent)
and the fraction single has increased (from
10 to 15 percent). For females, the fraction
widowed is much higher, although it has
declined over the period from about 40
to 30 percent. The fraction married has
increased from about 40 to 50 percent for
females and, thus, the fraction single has
been stable around 10 percent. This rein-
forces our previous interpretation that the
increase in the fraction female at the top
of the wealth distribution has not been
due solely to an increase in the number of
wealthy widows following increased spou-
sal bequests, but might reflect increases in
female empowerment in the family (fairer
distribution of assets between spouses)
and in the labor market (reduction of the
income gender gap over time).

UNDERSTANDING THE PATTERNS

Are the Results Consistent with Income
Inequality Series?

One of the most striking and debated
findings of the literature on inequality

has been the sharp increase in income
and wage inequality over the last 25
years in the United States (see Katz
and Autor (1999) for a recent survey).
As evidenced from income tax returns,
changes have been especially dramatic
at the top end, with large gains accru-
ing to the top income groups (Feenberg
and Poterba, 1993; Feenberg and Po-
terba, 2000; Piketty and Saez, 2003). For
example, Piketty and Saez (2003) show
that the top one percent income share
doubled from eight percent in the 1970s
to over 16 percent in 2000.¥ How can we
reconcile the dramatic surge in top income
shares with the relative stability of top
wealth shares estimated from estate tax
data since the 1980s?

Figure 9 casts light on this issue. It
displays the top .01 percent income share
from Piketty and Saez (2003), along with
the composition of these top incomes®
into capital income (dividends, rents,
interest income, but excluding capital
gains), realized capital gains, business
income, and wages and salaries. Up to
the 1980s (and except during World
War II), capital income and capital gains
formed the vast majority of the top .01
percent incomes. Consistently with
our top .01 percent wealth share series
presented in Figure 5B, the top .01 percent
income share was very high in the late
1920s, and dropped precipitously during
the Great Depression and World War II,
and remained low until the late 1970s.
Thus, both the income and the estate
tax data suggests the top wealth holders
were hit by the shocks of the Great
Depression and World War II and that
those shocks persisted a long time after
the war.

Over the last two decades, as can
be seen in Figure 9, the top .01 percent
income share has indeed increased dra-

7 See the series of Piketty and Saez (2003) updated to year 2000.
% This group represents the top 13,400 taxpayers in 2000, ranked by income excluding realized capital gains
although capital gains are added back to compute income shares.
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Figure 9. The Top 0.01% Income Share and Composition, 1916-2000
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Notes: The Figure displays the top 0.01% income share (top curve). Estimates are based on families
and not individuals. Taxpayers are ranked by income excluding capital gains but capital gains included
in the share (Interest, Rents, Trusts, etc.). The Figure displays the composition of those top incomes
into Capital Income (Dividends, Realized Capital Gains), Business Income (Sole Proprietorships,
Partnerships, S—Corporations), and Salaries (Wages and Salaries, Pensions). Source: Piketty and

Saez (2003), series updated to year 2000.

matically from 0.9 percent in 1980 to 3.6
percent in 2000. However, the important
point to note is that this recent surge is
primarily a wage income phenomenon
and to a lesser extent a business income
phenomenon.? Figure 9 shows that capi-
tal income earned by the top .01 percent
relative to total personal income is not
higher in 2000 than it was in the 1970s
(around 0.4 percent). Adding realized
capital gains does not alter this broad
picture: capital income including capi-
tal gains earned by the top .01 percent
represents about one percent of total
personal income in 2000 versus about
0.75 percent in the late 1960s, a modest

increase relative to the quadrupling of
the top .01 percent income share during
the same period.

Therefore, the income tax data suggest
that the dramatic increase in top incomes
is a labor income phenomenon that has
not translated yet into an increased con-
centration of capital income. Therefore, in
the recent period as well, the income tax
data paints a story that is consistent with
our estate tax data findings of stability of
the top wealth shares since the mid-1980s.
The pattern of capital income including
realized capital gains displayed in Figure
9is strikingly parallel to the pattern of the
top .01 percent wealth share of Figure 5B: a

» Gains from exercised stock options are reported as wage income on income tax returns. There is no doubt
that the recent explosion in the use of stock options to compensate executives has contributed to the surge in

top wage incomes in the United States.
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mild peak in the late 1960s, a decline dur-
ing the bear stock market of the 1970s, a
recovery in the early 1980s, and no growth
from 1990 to 2000.

Three elements might explain why the
surge in top wages since the 1970s did
not lead to a significant increase in top
wealth holdings. First, it takes time to ac-
cumulate a large fortune out of earnings.*
The top .01 percent average income in the
late 1990s is around 10 million dollars
while the top .01 percent wealth holding
is around 60 million dollars. Thus, even
with substantial saving rates, it would
take at least a decade to the average top
.01 percent income earner starting with
no fortune to become an average top .01
percent wealth holder. Second, it is pos-
sible that the savings rates of the recent
“working rich” who now form the major-
ity of top income earners are substantially
lower than the savings rates of the “cou-
pon—clippers” of the early part of the cen-
tury. Finally, certain groups of individuals
report high incomes on their tax return
only temporarily (e.g., executives who
exercise stock-options irregularly, careers
of sport or show-business stars usually
last for just a few years). To the extent
that such cases became more prevalent
in recent years (as seems possible based
on popular accounts), the sharp increase
in the concentration of annual incomes
documented by Piketty and Saez (2003)
may translate into a smaller increase in
the concentration of lifetime incomes and
accumulated wealth.

The very rough comparison between
income and estate data that we have pre-
sented suggests that it would be interest-
ing to try and estimate wealth concentra-

tion from income tax return data using
the capitalization of income method. In
spite of the existence of extremely detailed
and consistent income tax return annual
data in the United States since 1913, this
method has very rarely been used, and
the only existing studies have applied
the method for isolated years.” The expla-
nation for the lack of systematic studies
is that the methodology faces serious
challenges: income data provides infor-
mation only on assets yielding reported
income (for example, owner—occupied
real estate or defined contribution pension
plans could not be observed), and there
is substantial and unobservable hetero-
geneity in the returns of many assets,
especially corporate stock (for example,
some corporations rarely pay dividends
and capital gains are only observed when
realized on income tax returns).’> More
recently, Kennickell (2001a,b) has ana-
lyzed in detail the link between income
and wealth in order to calibrate sample
weights for the Survey of Consumer
Finances. His analysis shows that the
relation between capital income reported
on tax returns and wealth from the sur-
vey is extremely noisy at the individual
level. Nevertheless, it would certainly be
interesting to use income tax return data
to provide a tighter comparison with our
wealth concentration results from estates.
We leave this important and ambitious
project for future research.

Possible Explanations for the Decline in
Top Wealth Shares

We have described in the previous sec-
tion the dramatic fall in the top wealth

Even in recent years after the explosion of executive compensation, few of the richest Americans listed on

the annual Forbes 400 survey are salaried executives. Most of them are still either family heirs or successful
entrepreneurs (see the third part of the fifth section below).

]

King (1927) and Stewart (1939) used this method for years 1921 and 1922-1936, respectively. More recently,

Greenwood (1983) has constructed wealth distributions for 1973 using simultaneously income tax return

data and other sources.

@
8

tiplier methods for the United Kingdom.

See Atkinson and Harrison (1978) for a detailed comparison of the income capitalization and the estate mul-
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shares (concentrated within the very top
groups) that has taken place from the
onset of the Great Depression to the late
1940s. Our previous analysis has shown
that stock market effects might explain the
sharp drop in top wealth shares during the
1930s but cannot explain the absence of
recovery in top wealth shares in the 1950s
and 1960s once stock prices recovered
by the end of the 1960s. At that time, the
wealth composition in top groups was
again very similar to what it had been in
the late 1920s, and yet top wealth shares
hardly recovered in the 1950s and 1960s
and were still much lower in the 1960s
than before the Great Depression. There
are several possible elements that might
explain the absence of recovery of top
wealth shares.

The first and perhaps most obvious
factor is the creation and the development
of the progressive income and estate tax.
The very large fortunes (such as the top
.01 percent) observed at the beginning of
the 20th century were accumulated during
the 19th century, at a time where progres-
sive taxes hardly existed and capitalists
could dispose of almost 100 percent of
their income to consume, accumulate, and
transmit wealth across generations. The
conditions faced by 20th century fortunes
after the shock of the Great Depression
were substantially different. Starting in
1933 with the new Roosevelt administra-
tion, and continuously until the Reagan
administrations of 1980s, top tax rates on
both income and estates were set at very
high levels.

These very high marginal rates applied
only to a very small fraction of taxpay-
ers and estates, but the point is that they
were to a large extent designed to hit
incomes and estates of the top 0.1 and
0.01 percent of the distribution. In the
presence of progressive capital income
taxation, individuals with large wealth

levels need to increase their savings
rates out of after tax income much more
than lower wealth holders to maintain
their relative wealth position. Moreover,
reduced after—tax rate of return might
have affected savings rates of high wealth
holders through standard incentive ef-
fects. In the presence of high income and
estate taxes, wealthy individuals also
have incentives to give more to charities
during their lifetime, further reducing top
wealth shares.

Second, starting with Sherman and
Clayton Acts enacted in 1890 and 1914,
respectively, the U.S. federal govern-
ment has taken important steps to limit
monopoly power using antitrust regula-
tion. However, the degree of enforcement
remained weak until the New Deal (see,
e.g., Thorelli (1955)). By curbing the power
of monopolies, it is conceivable that such
legislation contributed to reduced wealth
concentration at the very top. Perhaps
more importantly, the Roosevelt adminis-
tration also introduced legislation to sever
the link between finance and management
of corporations. The Depression’s finan-
cial market reforms act broke the links
between board membership, investment
banking, and commercial banking. As a
result, the model of great financiers—in-
dustrialists which had created the very
large fortunes of the Robber Barons of
the late nineteenth and early twentieth
century was no longer a possibility after
the 1930s. DeLong (2002) discusses those
aspects in more detail and suggests that
such regulations severely prevented
the creation of new billionaires during
the very prosperous post-World War II
decades.

Finally, the post World War II decades
were characterized by a large democrati-
zation of higher education. Following the
G.I bill, the number of college educated
men increased very quickly after World

* Lampman (1962) also favored progressive taxation as one important factor explaining the reduction in top

wealth shares in his seminal study (see below).
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War I1.3* This undoubtedly contributed
to the emergence of a large middle and
upper middle income class in America
which was able to accumulate wealth
and, hence, perhaps reduce the share of
total wealth accruing to the groups in the
top percentile.®

Although we cannot observe the coun-
terfactual world without progressive
taxation or antitrust regulations, we note
that economic growth, in net worth and
incomes, has been much stronger starting
with World War II, than in the earlier pe-
riod. Thus, the macro—economic evidence
does not suggest that progressive taxation
prevented the American capital stock from
recovering from the shock of the Great
Depression. This is consistent with Piketty
(2003), who shows that, in the purest neo—
classical model without any uncertainty, a
capital income tax affecting only the rich
does not affect negatively the capital stock
in the long—run. If credit constraints due to
asymmetric information are present in the
business sector of the economy, it is even
conceivable that redistribution of wealth
from large and passive wealth holders to
entrepreneurs with little capital can actu-
ally improve economic performance (see,
e.g., Aghion and Bolton (1997) for such a
theoretical analysis). Gordon (1998) argues
that high personal income tax rates can
result in a tax advantage to entrepreneur-
ial activity, thereby leading to economic
growth. A more thorough investigation
of the effects of income and estate taxation
on the concentration of wealth is left for
future work.

ARE ESTIMATES FROM ESTATES
RELIABLE?

In this section, we explore the issue of
the reliability of our estimates. Our top

wealth share estimates depend crucially
on the validity of the estate multiplier
method that we use. Thus, we first discuss
the potential sources of bias and how they
can affect the results we have described.
Second, we compare our results with pre-
vious findings using estate data as well as
other data sources such as the Survey of
Consumer Finances (SCF), and the Forbes
400 Wealthiest Americans. We focus on
whether biases introduced by the estate
multiplier methodology can affect our two
central results: the dramatic drop in top
shares since 1929 and the absence of in-
crease in top shares since the mid-1980s.

Potential Sources of Bias

The most obvious source of bias would
be estate tax evasion. Three studies of
evasion—Harris (1949), McCubbin (1994),
and Eller et al. (2001)—have used results
from Internal Revenue Service audits
of estate tax returns for years 194041,
1982, and 1992, respectively. Harris (1949)
reports under—reporting of net worth
of about 10 percent on average with no
definite variation by size of estate, while
McCubbin (1994) and Eller et al. (2001)
report smaller evasion of about two to
four percent for audited returns.* Those
numbers are small relative to the size of
the changes we have presented. Thus, it
sounds unlikely that direct tax evasion can
have any substantial effects on the trends
we have documented and can certainly not
explain the dramatic drop in top wealth
shares. It seems also quite unlikely that
evasion could have hidden a substantial
growth in top wealth shares in the recent
period. From 1982 to 2000 in particular,
the estate tax law has changed very little
and, hence, the extent of under-report-
ing should have remained stable over

* The number of Bachelor’s degrees awarded relative to the size of the 23 year old cohort tripled from about five
percent in the 1920s to over 15 percent after World War II (see U.S. Bureau of the Census 1975, series H 755).
* For example, home ownership increased from 41 percent in 1920 to 62 percent in 1960 (see U.S. Bureau of the

Census (1975, series N 243)).

% Those studies underestimate estate tax evasion to the extent that audits fail to uncover all the evaded wealth.
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time as well. A closely related problem
is undervaluation of assets reported on
estate tax returns. We describe the issue
of undervaluation in detail in appendix C
of the NBER working paper version of the
paper, Kopczuk and Saez (2004), and we
conclude that those adjustments appear to
be too small to produce a significant effect
on estimated top wealth shares.

As we have discussed briefly in the
second section of this paper, the estate
multiplier method requires precise as-
sumptions in order to generate unbiased
estimates of the wealth distribution for the
living. We use the same multiplier within
age, gender, and year cells for all estate
tax filers, independent of wealth. We ap-
ply the same social differential mortality
rates for all years based on the Brown
et al. (2002) differential between college
educated whites relative to the average
population. This is not fully satisfactory
for two reasons. First, wealthy individu-
als (those who file estate tax returns upon
death) may not have exactly the same
mortality rate as college educated whites
from Brown et al. (2002). The bias intro-
duced, however, may be small, because
the social mortality gradient is steeper at
the lower end of the wealth distribution
than at the high end. Second, we use the
same social differential rates for the full
1916-2000 period although those rates
might have changed over time. In appen-
dix B of the NBER working paper version
of the paper (Kopczuk and Saez, 2004),
we analyze in detail life insurance and
annuities data compiled by the Society of
Actuaries. Perhaps surprisingly, the data
does not point to a significant narrowing
over time between mortality rates of the
general population and life insurance
policy holders. Therefore, our assumption
of constant social mortality differential
rates might be acceptable.

Assuming that our multipliers are right
onaverage, the key additional assumption
required to obtain unbiased wealth shares
is that, within age and gender cells and for
estate tax filers, mortality is not correlated
with wealth. A negative correlation would
generate a downward bias in top wealth
shares as our multiplier would be too low
for the richest decedents. For example, if
those with very large estates are less likely
to die than those with moderately large
estates, then the estate multiplier will
underestimate the very wealthy relative
to the moderately wealthy.

There are two direct reasons why such
a negative correlation might arise. First,
extraordinary expenses such as medical
expenses and loss of labor income or of
the ability to manage assets efficiently
may occur and reduce wealth in the years
preceding death, producing a negative
correlation between death probability and
wealth. Smith (1999) argues that out-of-
pocket health expenses are moderate and,
therefore, are not a major factor driving
the correlation of wealth and mortality.
However, his evidence is based on expen-
ditures for the general population and it
is the end—of-life health expenditures that
are most significant. It seems unlikely,
though, that health-related expenses cre-
ate a significant dent in the fortunes of the
super-rich but we were unable to assess
the importance of lost earnings due to
health deterioration at the end of life.”

Second, even within the small group of
estate tax filers, the top one or two percent
wealth holders, it might be the case that
the most able and successful individuals,
of a given age and gender, have lower
mortality rates. Although we cannot mea-
sure with any precision the quantitative
bias introduced by those effects, there
is no reason to believe that such biases
could have changed dramatically over the

¥ For some years, our data set contains information about the length of terminal illness. A simple regression
of net worth on the dummy variable indicating a prolonged illness and demographic controls produced a
significant negative coefficient, suggesting that this effect may play a role.
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period we study. In particular, they can-
not have evolved so quickly in the recent
period so as to mask a significant increase
in top wealth shares and, for the same rea-
son, they are unlikely to explain the sharp
decrease in top wealth shares following
the onset of the Great Depression.

More importantly, however, for estate
tax avoidance and other reasons, individ-
uals may start to give away their wealth
to relatives and heirs as they feel that their
health deteriorates. Indeed, all estate tax
planners recommend giving away wealth
before death as the best strategy to reduce
transfer tax liability. Gifts, however, create
a downward bias only to the extent that
they are made by individuals with higher
mortality probability within their age and
gender cell. If gifts are unrelated to mortal-
ity within age and gender cells, then they
certainly affect the wealth distribution of
the living, but the estate multiplier will
take into account this effect without bias.
Three important reasons suggest that
gifts may not bias our results. First and
since the beginning of the estate tax, gifts
made in contemplation of death (within
two to three years of death; see appendix
C of Kopczuk and Saez (2004) for details)
must be included in gross estate and, thus,
are not considered as having been given
in our wealth estimates. We expect that
a large fraction of gifts correlated with
mortality falls into this category. Second,
awell known advice of estate tax planners
is to start giving as early as possible. Thus,
those most interested in tax avoidance will
start giving much before contemplation
of death; in that case, gifts and mortality
have no reason to be correlated.®® Last,
since 1976, the estate and gift tax have
been unified and the published IRS tabu-
lations show that taxable gifts (all gifts
above the annual exemption of $10,000

per donee) represents only about two to
three percent of gross estate, even at the
top. Thus, lifetime gifts do not seem to be
large enough to produce a significant bias
in our estimates for the recent period.

A more subtle possibility of bias comes
from arelated tax avoidance practice which
consists in giving assets to heirs without
relinquishing control of those assets. This
is mostly realized through trusts whose
remainder is given to the heir but whose
income stream is in full control of the cre-
ator while he is alive. Like an annuity, the
value of such a trust for the creator disap-
pears at death and, thus, does not appear
on estate tax returns. This type of device
falls in between the category of tax avoid-
ance through gifts and under-valuation
of the assets effectively transferred. The
popular literature (see, e.g., Cooper (1979)
or Zabel (1995)) has suggested that many
such devices can be used to effectively
avoid the estate tax but careful interviews
of practitioners (Schmalbeck, 2001) sug-
gest that this is a clear exaggeration and
that reducing significantly the estate tax
payments requires actually giving away
(either to charities or heirs) a substantial
fraction of wealth. Again, such a source
of reduction in wealth holdings reflects a
real de—concentration of individual wealth
(though not necessarily welfare).

The key question we need to address
is whether the wealthy derive substantial
annuity income from trusts which the
estate multiplier method fails to capture
because it disappears at death. There are
two indirect sources of data to cast light
on the importance of trusts. First, trusts
are required to file income tax returns
and pay annual income taxes on the in-
come generated by the assets in the trust
which is not distributed to beneficiaries.”
Second, income from trusts distributed to

* Gifts will have a real impact on the individual distribution of wealth although it might not change the dynastic

distribution of resources.

¥ Beneficiaries could be individuals or charitable organizations. Trusts face the top individual income tax rate
(above a very low exemption level) on undistributed income in order to prevent (untaxed) accumulation of

wealth within trusts.
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individuals has to be reported on those
individuals’ income tax returns. Therefore,
statistics on individual and trust income
tax returns published regularly by the IRS
(U.S. Treasury Department, Internal Reve-
nue Service, various years b) can be used to
assess the total value of income generated
and distributed by trusts. The total income
distributed by trusts to individuals can then
be capitalized to get an approximation of
total individual wealth in the form of trusts.
This total wealth should be an upper bound
of the annuitized trust wealth that the estate
multiplier method fails to capture. Using a
7.5 percent nominal rate of return on trust
assets (trust income includes both ordinary
income and realized capital gains), total
wealth in trusts is only around 1.4 percent
of our total wealth denominator in 1997,
the last year for which statistics on trust
income are available.* Thus, trust wealth
is modest relative to the 21 percent share of
total wealth going to the top one percent or
even relative to the nine percent share going
to the top 0.1 percent in 1997.4

Therefore, the popular view that the
wealthy hold most of their wealth through
trusts which escape estate taxation ap-
pears inconsistent with tax statistics. More
importantly, estimated trust wealth has
declined overtime from around 3.5 per-
cent of total wealth in the 1936, to around
two percent in 1965, to about 1.5 percent
in 1997. Hence, including annuitized trust
wealth to our estimates would not modify
much our results and would likely rein-
force our main finding of a secular decline
of top wealth shares over the century.

Changes in Bias Over Time

It is important to emphasize that real
responses to estate taxation, such as

potential reductions in entrepreneurship
incentives, savings, or increases in gifts
to charities or relatives, do not bias our
estimates in general because they do have
real effects on the distribution of wealth.
Only outright evasion or avoidance of the
type we described in the previous section
can bias our results, and those effects need
to evolve over time in order to counteract
the trends we have described. We would
expect that changes in the levels of estate
taxation would be the main element af-
fecting avoidance or evasion incentives
over time.

It is, therefore, important to consider
the main changes in the level of estate
taxation over the period (see Appendix C
of Kopczuk and Saez (2004) and Luckey
(1995) for further details). Since the begin-
ning of the U.S. federal estate tax, the rate
schedule was progressive and subject to
an initial exemption. The 1916 marginal
estate tax rates ranged from 0 to 10 per-
cent. The top rate increased to 40 percent
by 1924, a change that was repealed by
the 1926 Act that reduced top rates to 20
percent. Starting in 1932, a sequence of
tax schedule changes increased the top
rates to 77 percent by 1942, subject to a
$60,000 nominal exemption. The marginal
tax rate schedule remained unchanged
until 1976, resulting in a fairly con-
tinuous increase of the estate tax burden
due to “bracket creep.” Following the
1976 tax reform, the exemption was
increased every year. The top marginal
tax rates were reduced to 70 percent
in 1977 and 55 percent by 1984. There
were no major changes until 2001
(the nominal filing threshold stayed
constant at $600,000 between 1988 and
1997). Figure 10 reports the average
marginal tax rate in the top 0.1 percent

40 In 1997, trusts distributed $26.3 billion to beneficiaries (see Mikow (2000-01)), representing a total annuitized
wealth of $350 billion, or 1.4 percent of the $25 trillion total personal wealth in 1997.

4 Income tax statistics show that about 75 percent of total trust income goes to top one percent income earners
and about 40 percent goes to the top 0.1 percent income earners. Thus, it seems reasonable to think that about
40 percent of trust wealth, or about 0.6 percent of total individual wealth, is held by the top 0.1 percent, a small
amount relative to the nine percent share of wealth held by that group in 1997.
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Figure 10. Marginal Tax Rate and Wealth Share for the Top 0.1%, 1916-2000
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group® and the statutory marginal tax
rate applying to the largest estates* (left
y-axis), along with the top 0.1 percent
wealth share (right y—axis). It is evident
from this picture that the burden of estate
taxation increased significantly over time.
Somewhat surprisingly, the most signifi-
cant increases in the marginal estate tax
burden were brought about by holding
brackets constant in nominal terms rather
than by tax schedule changes.

There are very few attempts to measure
the response of wealth to estate taxation.*
Kopczuk and Slemrod (2001) used the
same micro—data that we do to estimate
the impact of the marginal estate tax rates
on reported estates. They relied on both
time-series variation and cross—sectional

age variation that corresponds to hav-
ing lived through different estate tax
regimes. They found some evidence of
an effect, with estate tax rates at age of
45 or 10 years before death more strongly
correlated with estates than the actual
realized marginal tax rates. Because the
source of their data are tax returns, they
were unable to distinguish between tax
avoidance and the real response. Holtz—
Eakin and Marples (2001) relied on the
cross—sectional variation in state estate
and inheritance taxes to estimate the effect
on wealth of the living. They found that
estate taxation has a significant effect on
wealth accumulation. It should be pointed
out, though, that their data contained
very few wealthy individuals. Taken at

s
5

These tax rates are computed by first evaluating the marginal tax rates at the mean net worth in Top .01 percent,

.05-.01 percent and .1-.05 percent and then weighting the results by net worth in each category. These are
“first-dollar” marginal tax rates that do not take into account deductions but just the initial exemption.

.
&

After 1987, there is an interval of a five percent surtax intended to phase out the initial exemption in which

the marginal tax rate (60 percent) exceeds the marginal tax rate at the top (55 percent).

=
S

Poterba (2001), Joulfaian (2003).
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There is a larger literature that concentrates on gifts. See for example, McGarry (1999), Bernheim et al. (2001),
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face value, both of these studies find very
similar magnitudes of response (see the
discussion in Holtz-Eakin and Marples
(2001) suggesting little role for outright
tax evasion: the Holtz—Eakin and Marples
(2001) data is not skewed by tax evasion
and avoidance while the effect estimated
by Kopczuk and Slemrod (2001) reflects
such potential responses. This would
imply that trends in concentration due
to tax evasion and avoidance are not a
major issue.

Regardless of these findings, given
that between 1982 and 2000 the estate tax
system has changed very little, we would
expect that the extent of tax avoidance and
evasion has also remained fairly stable.
Therefore, the absence of increase in top
shares since in the 1990s is probably not
due to a sudden increase in estate tax eva-
sion or avoidance.*

Comparison with Previous Studies and
Other Sources

Another important way to check the
validity of our estimates from estates is
to compare them to findings from other
sources. We have presented a brief com-
parison above with findings from income
tax returns. After reviewing previous
estate tax studies, we turn to comparisons
with wealth concentration estimations
using other data sources.

Previous Estate Studies

Lampman (1962) was the first to use in
a comprehensive way the U.S. estate tax
statistics published by the IRS to construct

top wealth shares. He reported the top
one percent wealth shares for the adult
population for anumber of years between
1922 and 1956.% His estimates are repro-
duced in Figure 11, along with our series
for the top one percent.”” Although the
method, adjustments, and total net worth
denominators are different (see appendix
E of the working paper version), his esti-
mates are generally similar to ours and
in particular display the same downward
trend after 1929.

Smith (1984) used estate tax data to pro-
duce additional estimates for the top 0.5
percent and top one percent wealth shares
for some years in the 1958-1976 period.
In contrast to Lampman (1962) and our
series, the top one percent is defined rela-
tive to the full population (not only adults)
and individuals are ranked by gross worth
(instead of net worth).* We reproduce his
top one percent wealth share, which looks
broadly similar to our estimates and dis-
plays a downward trend which accelerates
in the 1970s. No study has used post 1976
estate data to compute top wealth shares
series for the recent period. A number of
studies by the Statistics of Income Division
of the IRS have estimated wealth distribu-
tions from estate tax data for various years,
but those studies only produce distribu-
tions and composition by brackets and do
not try in general to estimate top shares.*
An exception is Johnson and Schreiber
(2002-03) who present graphically the top
one percent and .5 percent wealth share for
1989, 1992, 1995, and 1998. Their estimates
are very close to ours, and display very
little variation over the period.

4

Of course, technological advances in estate tax avoidance remains a possibility, especially given that many

changes relating to valuation issues are driven by judicial rather than legislative activity. It is striking to note,
however, that the many books on estate tax avoidance published over time seem to always propose the same
type of methods (see again Cooper (1979) and Zabel (1995)).

.
S

-
5

Those statistics are also reported in Table 5.

s
3

1965, and 1969.

.
&

Lampman (1962) does not analyze smaller groups within the top one percent adults.
See Smith and Franklin (1974) for an attempt to patch the Lampman series with estimates for 1958, 1962,

See Schwartz (1994) for year 1982, Schwartz and Johnson (1994) for year 1986 and Johnson and Schwartz

(1994) for year 1989, Johnson (1997-1998) for years 1992 and 1995, and Johnson and Schreiber (2002-03) for

year 1998.
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Figure 11. The Top 1% Wealth Share: Comparing Various Estimates
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Source: Table 5

Survey of Consumer Finances

The Survey of Consumer Finances (SCF)
is the only other data that can be used to
estimate adequately top wealth shares in
the United States because it oversamples
the wealthy and asks detailed questions
about wealth ownership. However, the
survey covers only years 1962, 1983, 1989,
1992, 1995, 1998, 2001 and cannot be used
to compute reliably top shares for groups
smaller than the top 0.5 percent because of
small sample size.” It should also be noted
that all the information in the SCF is at the
family level and not the individual level.
Top shares estimated at the individual level
mightbe different from top shares estimated
at the family level, and the difference de-
pends on how wealth is distributed among
spouses within families. Atkinson (2003)

discusses this issue formally. He shows
that for realistic parameters (on the Pareto
distribution and the number of married
individuals relative to singles), for a given
top share estimated at the family level, the
corresponding top share at the individual
level will be about 20 percent higher if all the
rich are unmarried or have spouses with no
wealth, and will be about 20 percent lower if
all the rich are couples with wealth equally
split between spouses. Thus, changes of
wealth distribution within families, which
leave unchanged family based wealth
shares, can have relatively large effects on
individually based wealth shares. However,
the magnitude is not large enough to explain
the dramatic decline of the very top shares
over the century solely by equalization of
wealth between spouses within families.”

% The 1962 survey is called the Survey of Financial Characteristics of Consumers and is the predecessor of the

modern Surveys of Consumer Finances.

' The negative correlation, however, between the pattern of the top one percent wealth share in Figure 2 and the
fraction female in the top .5 percent in Figure 8 suggests that equalization of wealth between spouses might
have played a role in reducing individually based wealth concentration.
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Kennickell (2003) provides detailed
shares and composition results for the
1989-2001 period, and Scholz (2003)
provides top share estimates for all the
years available from the SCF. Kennickell
and Scholz results are very close. We re-
produce the top one percent wealth share
from Scholz (2003) in Figure 11. The SCF
produces estimates of top wealth shares
larger than estimates from estates: the top
one percent share from estates is between
20 and 25 percent while to the top one
percent share from the SCF is slightly
above 30 percent. We discuss below the
reasons that have been put forward to
explain this difference by various studies.
However, the important point to note is
that, as our estate estimates, those of the
SCF do not display a significant increase
in top wealth shares between 1962 and
2001. There is an increase from 1992 to
1995, but this increase has in large part
disappeared by 2001. As a result, the top
one percent shares from the SCF in 1983
and 2001 are almost identical.” In particu-
lar, it is striking to note that the top one
percent share did not increase at all during
the bull stock market in the second half
of the 1990s. Therefore, two independent
sources, the estate tax returns and the SCF,
arguably the best data sources available to
study wealth concentration in the United
States, suggest that wealth concentration
has not increased significantly since the
mid-1980s, in spite of the surge in stock
market prices.

A few studies have compared the estate
tax data with the SCF data in order to
check the validity of each dataset and po-
tentially estimate the extent of tax avoid-
ance. Scheuren and McCubbin (1994) and
Johnson and Woodburn (1994) present
such a comparison for years 1983 and
1989 respectively. They find a substantial

gap in top shares estimates based on the
two datasets, of similar magnitude than
the one between our estimates and Scholz
(2003) estimates.” As discussed above, an
important source of discrepancy comes
from the fact that the SCF is based on
families while estate estimates are indi-
vidually based. Johnson and Woodburn
(1994) try to correct for this and find a
reduced gap, although, in absence of good
information on the distribution of wealth
within rich families, the correction method
might be very sensitive to assumptions
(see below).

Scheuren and McCubbin (1994) de-
scribe other potential sources creating bi-
ases. In addition to the tax avoidance and
under—valuation issues that we describe
above, they show that SCF wealth might
be higher than estate wealth because the
value of closely held businesses might
drop substantially when the owner—-man-
ager dies. Thus, the SCF wealth measure
of businesses incorporates human wealth
that is by definition excluded from estates.
Therefore, the SCF and estates may not
measure the same wealth concept even
though both measures are interesting.
The estate represents wealth that can be
transferred while the SCF includes in
part human wealth that is destroyed at
death.

The composition data reported in Ken-
nickell (2003) do not report total stock
ownership separately. However, we can
add together the categories of publicly
traded stock directly held, mutual and
other investment funds, and cashable
pension funds. In 2001, both the top one
percent wealthiest families and the aver-
age family held about 35 percent of their
wealth in that form. This suggests, consis-
tently with our composition results, that
the development of retirement pension

52 Kennickell (2003) reports standard errors of around 1.5 percentage points around the top one percent share
estimates. Thus, the small movements in the SCF top one percent share might be due in large part to sampling

variation.

% The statistics they report do not allow a precise comparison of the gap in the top one percent wealth share.
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funds and mutual funds has contributed
to the equalization of publicly held stock
ownership in the United States. We note,
however, that the SCF data for 2001 show
that the top one percent hold a much
larger fraction than the average (34 percent
versus 19 percent) in the form of business
assets (which include sole proprietorships,
partnerships, as well as closely held corpo-
rations). Further systematic comparisons,
asset by asset narrowly defined, of the
SCF and estate tax returns would be very
useful to understand better the quantita-
tive importance of each of the sources of
discrepancy we have mentioned.

More recently, Wolff (1996) uses the SCF
1992 data to estimate how much estate tax
would be collected by applying average
mortality rates to the SCF population. He
finds that expected collections estimated
from the SCF should be about four times
larger than actual estate tax collections for
those who died in 1992, suggesting mas-
sive tax evasion and avoidance. Poterba
(2000), however, repeats, the Wolff (1996)
study for 1995 and finds that estate taxes
estimated from the SCF are just 10 percent
higher than what was actually collected.
Eller et al. (2001) tries to reconcile this
discrepancy and shows that the results
are quite sensitive to assumptions made
about mortality rates, as well as marital
and charitable bequests, but find a range
of estimates much closer to Poterba (2000)
than to Wolff (1996). Our top wealth share
estimates are about 25 percent lower than
the SCF top wealth shares, suggesting that
there might be some under—reporting of
estates, but that the difference is actually
much closer to the small gap found by
Poterba (2000) than the very large gap
found by Wolff (1996).

Finally, Wolff (1994) has produced series
of top one percent wealth shares by past-

ing together the earlier estate series by
Lampman (1962) and Smith (1984) and
the modern SCF estimates.* These series
represent the top one percent households
(not individuals) and are reproduced in
Figure 11. A close examination reveals
that patching together data from differ-
ent sources is a perilous exercise. The
Wolff (1994) series suggest that there has
been a tremendous decline in wealth
concentration in the 1960s and 1970s
from 34 to 20 percent, followed by an
equally large surge in concentration
to above 35 percent in 1989. Our series
based on an homogeneous estate tax
data show that the evolution of concen-
tration has actually been much less dra-
matic during that period. As can be seen
from Figure 11, Wolff-Marley’s estimate
for 1976 is based on estate tax data
while the 1962 and 1983 estimates are
based on the SCF. Thus, the failure to ac-
count for the large gap between the SCF
and estate estimates that exists in any
given year generates a dramatic distortion
in the time pattern of the Wolff-Marley
series.

Forbes 400 Richest Americans

The popular view is that the personal
computer revolution of the 1980s, and the
development of the Internet in the 1990s,
created many new business opportuni-
ties and the extremely quick creation of
new fortunes (the so called dot-comers).
From this perspective, our finding of no
increase in wealth concentration dur-
ing the 1990s seems surprising indeed.
To pursue this question further, we use
the Forbes magazine annual survey of
the top 400 richest Americans, available
since 1982. This systematic source has
certainly been highly influential in creat-
ing the feeling that the last two decades

* These series are a revised and extended version of the earlier Wolff-Marley series constructed in the same

way and presented in Wolff and Marley (1989).

% Kennickell (2003) also examines the Forbes 400 data for the years corresponding to the SCF surveys between

1989 and 2001.
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had been extraordinary favorable to the
creation of new fortunes.

The Forbes 400 represents an extremely
small fraction of the U.S. adult popula-
tion—about the top .0002 percent in 2000,
that is, a group 50 times smaller than our
top .01 percent group. We have used the
Forbes 400 survey to estimate the top .0002
percent (corresponding almost exactly to
the top 400 individuals in 2000) wealth
share. This share is displayed in Figure
12,56 It shows that the fraction of wealth
controlled by the top fortunes tripled from
just above one percent in the early 1980s
to above 3.5 percent at the peak in 2000.
From 2000 to 2002, the share came down to
just below three percent in 2002. Thus, the
Forbes data are indeed consistent with the

popular view that the richest individuals
in the United States control a sizeable share
of total wealth and, more importantly, that
this share has increased significantly over
the last two decades. The top .01 percent
share we estimated has been around
four percent since the mid-1980s. This is
compatible with a top .0002 percent share
slightly above one percent as in the early
1980s but not with a top .0002 percent
share equal to 3.5 percent as in the peak
of 2000.” Therefore, it appears that our top
wealth share series from estates have failed
to capture the increase due to the surge in
the Forbes 400 top fortunes.*®

For the early 1980s, McCubbin (1994)
analyzed estate tax returns of Forbes 400
decedents and found that wealth reported

Figure 12. Very Top Shares from Forbes 400 Richest Americans, 1983-2002
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Source: Table 6, col. (3), (4), (5), and (9).

Year 1982 has been excluded because, as the first survey year, the Forbes list missed a number of fortunes.

@
S

Those statistics are also reported in Table 6.

@
3

More precisely, if wealth is Pareto distributed with parameter a, then the ratio of the top .01 percent wealth share

to the top .0002 percent wealth share is (.01/.0002)'""/* = 3.7 for a = 1.5, which is about the Pareto parameter
that can be obtained for the wealth distribution in 2000 from Table 2.

@
2

If just a few billionaires are responsible for the surge, it is possible that they were simply not sampled (by

death). Given that these types of fortunes accrued to relatively young individuals and that death probability
(adjusted by the socioeconomic status) does not even reach one percent by the age of 60, it seems possible that
a few—year long surge of wealth of a few individuals can remain unnoticed.
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on estate tax returns was on average 35
percent lower than on the Forbes list. The
discrepancy was attributed mostly to the
fact that the estate tax returns include
only the assets and property owned by
the individual decedent while the Forbes
survey also includes wealth distributed to
the spouse, and the full value of trusts set
up to distribute wealth to family relatives
but whose creator retains control. It would
be extremely useful to repeat this study
for the full period 1982-2002 in order to
understand the reasons for the growing
discrepancy that has taken place since
the mid-1980s between top estates and
the Forbes 400.%

It is interesting to divide further the
group of the Forbes 400 into the top 100
and the next 300 richest (for year 2000).
Those top groups correspond to the top
.00005 percent and top .0002—-.00005 per-
cent, using our usual notation. The share
of wealth accruing to those two groups is
reported in Figure 12. It displays a strik-
ing contrast: the share of wealth of the top
100 has been multiplied by a factor 4.3
from 1983 to 2000 while the share of
wealth of the next 300 richest individuals
has only been multiplied by a factor 2.1
during the same period.® It is also im-
portant to note that the share of the two
groups is closely parallel during the 1980s,
a decade of relatively modest growth for
the Forbes shares, and that the bulk of
the divergence between the two Forbes
groups is concentrated in just 3 years,
1996 to 1999, which are the years of the
fastest growth of the stock market (see
Figure 1). It would be interesting to use the
Forbes data to analyze to what extent the
new technology stock market “bubble”
can account for this phenomenon. In
sum, three quarters of all the gains to the
Forbes 400 from 1983 to 2000 have actu-

ally accrued to the top quarter of the list,
and most of those gains happened in the
second half of the 1990s. Therefore, taken
at face value, the Forbes data, combined
with the absence of a significant increase
in top wealth shares in the estate tax data
and the SCF, suggest that among the top
fractiles of the wealth distribution, only
the very top (perhaps a group limited
to just the hundred richest individuals
in the country) has experienced sizeable
gains since the mid-1980s, while the other
groups of high wealth holders actually
did not experience much gains relative
to the average wealth holder in the U.S.
population.

The number of fortunes created by
the development and expansion of new
technology sector is certainly greater
than a few hundred. This fact can be
consistent with our findings only if, at
the same time those new fortunes were
created, fortunes of similar magnitude
were being destroyed. Analyzing in more
detail the rise and fall of the new technol-
ogy companies over the last two decades
could be an interesting way to cast light
on this issue, and understand why the
results from estate tax returns or the SCF
seem so much at odds with the popular
perception of the 1990s decade and the
Forbes 400 data.

Our top wealth shares series from es-
tates show a sharp drop in the very top
wealth shares from 1916 to 2000, although
the Forbes data suggest that our estimates
have missed the surge in wealth of the
very wealthiest richest Americans. How
do the very richest Americans of today
compare with the richest individuals from
the beginning of the twentieth century?
Forbes proposed a list in 1918 of the 30
richest Americans. The richest person at
the time was John Rockefeller, who held

59

It should also be noted that the Forbes 400 estimates are often educated guesses with potentially large er-

rors. The Forbes 400 survey might also miss some wealthy individuals. The SCF survey does include a few
individuals missed by Forbes with wealth above the Forbes 400 lower bound.

2
3

1983 to 2000.

The threshold corresponding to the bottom of the top 400 has actually increased “only” by 75 percent from
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an estimated fortune of $1.2 billion (cur-
rent dollars), and, thus, held 0.54 percent
of total net worth. How does this compare
with the wealth of the richest Americans in
2000, the very peak of the stock-market?
As population has grown by a factor 3.33
from 1918 to 2000, to provide a meaningful
comparison, we need to add the fortunes
of Bill Gates, Lawrence Ellison, Paul Al-
len, and one third of Warren Buffet—the
four richest Americans in 2000. They total
$166.33 billion, which is 0.52 percent of
total net worth, almost exactly the same
as John Rockefeller in 1918. Thus, even the
peak of the stock market bubble did not
produce top fortunes larger relative to the
average than the one accumulated by John
Rockefeller by 1918, and our top shares
results suggest that there were many more
wealthy individuals below him than there
are today below Bill Gates.

CONCLUSION

This paper has presented new homo-
geneous series on top wealth shares from
1916 to 2000 using estate tax return data.
Although many studies have analyzed
wealth inequality in the United States,
none had presented consistent concentra-
tion estimates over such a long period on
an almost annual basis. We have found
that the shocks of the Great Depression,
the New Deal, and World War II have
produced a dramatic decrease in the top
wealth shares. This decrease has been
concentrated within the upper part of
the top percentile, the top .1 percent of
the wealth distribution, with much more
modest changes for lower wealth groups
within the top one percent. This evidence
is consistent with the dramatic decline in
top capital incomes documented in Pik-
etty and Saez (2003). The large shocks
that large wealth holders experienced in
the first part of the century seem to have
had a permanent effect: top wealth shares
increased very modestly during the stock
market booms of the 1960s and 1990s,
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and are much lower today than in the
pre—-Great Depression era. We have ten-
tatively suggested that steep progressive
income and estate taxation, by reducing
the rate of wealth accumulation, may have
been the most important factor preventing
large fortunes from being reconstituted.
Many other factors such as business and
finance regulations, the emergence of
a large middle class in the post World
War 1II period, and the equalization of
wealth across genders might have also
contributed to reducing individual wealth
concentration.

Surprisingly, our top wealth shares
series do not increase during the 1990s, a
time of extra—ordinary stock price growth
and perceived as having been extremely
favorable to the creation of new fortunes.
Our results are consistent with findings
from the Survey of Consumer Financ-
es (Kennickell, 2003; Scholz, 2003) which
also display hardly any significant growth
in wealth concentration since 1995. This
absence of growth in top wealth shares
is also consistent with the top income
shares results from Piketty and Saez (2003)
because the recent dramatic growth in top
income shares has been primarily due to
a surge in top labor incomes, with little
growth of top capital incomes. Examina-
tion of the widely known Forbes 400 rich-
est Americans survey shows a dramatic
gain for those wealthy individuals but
most of the gains are concentrated within
the top 100 and in the few years of the
stock market “bubble” of the late 1990s.
Our composition series suggest that by
2000, the top one percent wealth holders
do not hold a significantly larger fraction
of their wealth in the form of stocks than
the average person in the U.S. economy,
explaining in part why the bull stock
market of the late 1990s has not dispro-
portionately benefited the rich.

It is striking that top wealth shares have
increased so little in spite of a surge in
top income shares. Such a pattern might
not last for very long as top wage earn-
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ers will start to accumulate substantial
wealth holdings. Our proposed interpre-
tation also suggests that the decline of
progressive taxation observed since the
early 1980s in the United States® could
very well spur a revival of high wealth
concentration during the next few de-
cades. Analyzing savings behavior of
the rich would be an important step to
cast additional light on the links between
income and wealth inequality.
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