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1. Introduction

Household wealth is a traditional subject of economic analysis, as testified, inter alia, by
the large literature on the wealth effect, on individual risk aversion, on the characteristics and
evolution of financial systems, and on the links between portfolio choices, population ageing and
retirement saving'. A broader area of interest goes beyond the strict perimeter of national accounts
and relates to the evaluation of the well-being of societies”.

Lately, the debate on the causes and the consequences of the financial crisis that exploded in
2007-08 has spurred further interest on household wealth®. The crisis occurred after a period of
increasing household indebtedness and greater volatility of financial markets. Most importantly,
the crisis determined a destruction of household wealth. An impulse for a more systematic
availability of regularly updated macro figures on household assets and liabilities came from the
Financial Stability Board and the IMF (Financial Stability Board and IMF 2009). Subsequent
initiatives followed (Financial Stability Board and IMF 2011; Shrestha 2012). Hence the interest
for longer series in financial accounts, which are the privileged macro source on household assets
and liabilities.

Our work has two goals. The first is to present time series including the years before the
introduction of the SNA 93 for a sample of OECD countries and precisely Canada, France,
Germany, Italy, Japan, Spain, the UK and the US. The second is to analyze the main implications
that one can derive from such series.

With reference to the first goal, new releases of SNA standards may introduce changes in
the allocation of units to sectors/entities and/or more detailed breakdowns of items. In both cases
such redefinitions entail the need for re-aligning time series in order to make them time-
consistent. The paper presents the results of such re-alignment of series on household financial
assets and liabilities following the introduction of the SNA93” for the time span 1980-2011.
Based on the SNA93 and on the ESA95 classification, we have engaged in a statistical
reconstruction reconciling the series preceding SNA93 with the series that have followed since
1995. The process is illustrated in detail in the Appendix.

Whereas following the SNA 93, the publication of time-series was interrupted by some
countries also because of continuity issues, the same should not occur with the implementation of

' See for instance Poterba (2000); Guiso, Paiella and Visco (2005); De Bonis and Silvestrini (2012); Guiso
et al (2002); Goldsmith (1969); Babeau and Sbano (2002); Group of Ten (2005).

* The Stiglitz-Sen-Fitoussi Report of 2009 underlined that wealth should be considered jointly with income
and consumption (Fitoussi, Sen, Stiglitz 2009).

3 According to Chen, Milesi-Ferretti and Tressel (2012) “Indeed, between 2000 and 2008 the entire
deterioration in the net financial position of deficit countries vis-a-vis non residents reflects a worsening of
private sector financial balance sheets, with the effect on household balance sheets masked by asset price
booms”.

* An initial contribution was presented for the Luxembourg Wealth Study. See De Bonis, Fano and Sbano
(2007).



the SNA 2008. One reason is that OECD has now made a great effort in making the updated
series available on regular bases. On another side, the fact that the SNA 2008 introduces in many
instances, along with minor allocation changes, greater precision in itemization, with more
detailed breakdowns and classifications, is welcome because this means that better analyses will
be possible in the future’.

As for the second goal - i.e. the analysis of the series obtained - we study the level and
composition of financial wealth at national levels, discussing why financial asset sizes differ
across countries and looking at the main instruments in which individuals invest: deposits,
securities other than shares, shares and other equity, and insurance technical reserves. We also
look at the convergence issue and at the role of institutional investors. Finally we discuss the
evidence on household debt and real assets.

The paper is organized as follows. Paragraph 2 analyses the evolution of household financial
assets. Paragraph 3 discusses the main factors that explain the differences across countries.
Paragraph 4 looks at the national composition of financial wealth. Paragraph 5 studies the issue of
convergence. Paragraph 6 examines household debt and net financial wealth. Paragraph 7
compares household real assets. Paragraph 8 contains the main conclusions. The Appendix
focuses on the methodology used.

2. The evolution of household financial assets

Figure 1 shows the evolution of the stock of household financial assets relative to GDP from
1980 to 2011. US, UK, Canada and Japan stand out as having, throughout the period, the highest
ratios, while Spain, Germany and France have the lowest, with Italy standing somehow in the
middle.

> Such greater detail will only be, presumably, officially available from 2014 onward, while, for the sake of
continuity, correspondence tables will be needed in order to re-group the new items in the previous SNA
93 aggregates. For the issues involved the interested reader may want to refer to the other papers presented
at the Working Party on Financial Statistics, OECD, Paris October 1 and 2, 2012. We recommend that,
once the SNA 2008 implementation is operational, such reconciliation tables between the old and new
series be publicly and officially made available.



Figure 1. Household total financial assets (ratio to GDP, 1980-2011)
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We have distinguished six periods, with a special focus on the most recent years.

The quiet Eighties. From 1980 to 1990, a smooth growth of financial assets took place in
most of the countries considered. In those years financial repression measures — such as
credit ceilings, high bank reserve requirements, limits to capital movements — were
common and limited the increase of financial assets. On the contrary the growth of
household wealth was stronger in Japan until the end of the 1980s, taking advantage of
high savings, the boom in asset prices and the good trend of the economy. Around the
beginning of the 1990s, the economic crisis hit the Japanese economy — giving origin to
the lost decade of 1991-2001 (Hayashi and Prescott 2002) - and financial assets were
negatively affected. Since then in Japan the growth of financial assets has been much
smoother than in other countries, due to the general deflationary context.

The “new economy’ and the bubble of 1995-2000. Overall, the growth in financial assets
appears to have continued in the early 1990s and further accelerated from 1995 to 2000,
especially in the US, the UK, Canada and Italy. The latter increase was associated to the
performance of the stock market during the years of the Internet bubble. The growth of
financial assets was weaker in Germany and Spain, where banks have a traditionally
strong role.

The burst of the bubble. From 2000 to 2003 the slump in stock prices and economic
stagnation caused a reduction in the ratio of household financial assets to GDP in all the
countries. The decrease was stronger in the US and the UK because of the greater
importance of the Stock Exchange in the two countries.



e The temporary recovery. From 2003 to 2007 financial assets rebounded. However there
were strong differentiations between countries. In the US in 2007 financial assets
recovered the previous peak levels observed in 2000, while the recovery was weaker in the
UK. Italy, Spain and Canada were less volatile than the US and the UK. France, Germany
and Japan were on a continuing growth path and only slightly affected by volatility.

* The eruption of the financial crisis. The crisis determined a drop of the stock of financial
assets in all the countries with the exception of Japan. The reduction of the value of
financial assets was in 2008 particularly accentuated in the UK, but also in Canada and the
the US. A minor volatility was observed in the other countries, because of the greater
importance of bank deposits.

* The years after 2009. Starting from the first half of 2009 household financial assets
recovered. In 2011 in Germany, France, and Japan financial wealth had reached the pre-
crisis level of 2006; the US still suffered from the shock of 2007-08, while Spain and Italy
were negatively affected by the sovereign debt crisis erupted in 2011.

Figure 2 helps to highlight the evolution of financial wealth with reference to specific points
in time. The figure confirms that the growth of financial assets has been, overall, very strong in
the 1990s, following a positive period in the 1980s. Household financial wealth reached its peak
in 1999 in most of the countries. Only in France, Germany and Japan financial assets were in
2011 greater than in 1999.

Figure 2. Household total financial assets (ratio to GDP in selected years)

4.0 4

1980

M 1990

42000

2011

France
Italy
Japan
Spain
UK

us

©
el
©
o
©
(@]

Germany

Per capita financial assets put the disparities across countries in a somehow different
perspective (figure 3). As in the case of the ratio of financial assets to GDP, the US and Japan
show the highest levels, followed by Canada and the UK. On the contrary while Italian
households traditionally have a ratio of financial assets to GDP greater than the levels of Germany



and France, per capita figures show that France and Germany are in line with Italy in 2011. The
performance of the Italian economy was disappointing in last years and this result has influenced
the ratio of financial wealth to GDP (or to disposable income).

Figure 3. Household total financial assets per capita in nominal US dollars (selected years)
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3. Why does financial wealth differ across countries?

While there is a huge literature on the determinants of per capita GDP or GDP growth, the same is
not true for the determinants of household wealth (notable exceptions are Davies, Sandstrom,
Shorrocks and Wolff 2011; Zinni 2012). Taking into account the absence of a comprehensive
theoretical framework and the existence of significant endogeneity issues between wealth and
other variables, the differences in household financial assets across countries may be linked to
four main and interrelated factors®:

* participation to financial markets;

* social security systems;

* substitution effects between real and financial wealth;
* saving and price effects.

3.1. Participation

A first explanation lies in households’ participation to financial markets. The percentages of
individuals who invest directly in shares are higher in the US, the UK, and Japan than in France,

® Here we draw from Bartiloro, Coletta, De Bonis and Mercatanti (2012).



Germany, Italy and Spain (Guiso, Haliassos and Jappelli 2003). Also indirect participation in
financial markets through mutual funds, pension funds and insurance corporations is higher in the
US and the UK.

Given that households are the major owners of shares, at the macro level stock market
capitalization may be used as a rough proxy of participation in financial markets. Figure 4 shows
the evolution of stock market capitalization in relation to GDP. The trends are quite similar to
those presented in Figure 1. Japan had an acceleration of the stock market capitalization in the
second half of the 1980s and was subsequently affected by the financial crisis and the prolonged
stagnation. In the other countries the increase of stock market capitalization was concentrated in
the time span 1995-2000. The subsequent years were dominated by the two crises of 2000-03 and
2007-09 and the diversified recoveries: as in the case of financial assets, also stock market
capitalizations are today often far from the peaks of 1999-2000. If we abstract from Japan, the
figure also shows a clear pattern of hysteresis; the relative ranking positions of countries for stock
market capitalization are quite similar today and thirty years ago. This is partly disappointing for
those countries, like Italy, that introduced reforms to improve corporate governance of quoted
firms and to foster the development of the Stock Exchange (for accounts see Bianchi and Bianco
2006; Enriques 2009).

Figure 4. Stock Market Capitalization (ratio to GDP)*
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Correlation coefficients, across time, between household wealth and stock market indices
(Table 1) are very high in the UK, the US, Canada and lower in Japan and Spain, where deposits
are crucial in household portfolios.

Table 1. Correlation of household aggregate financial wealth and stock market indices:
1980-2011

Italy 0.879125
Spain 0.599832
Germany 0.850728
France 0.797349
Canada 0.869536
Japan 0.569908
UK 0.895904
[N 0.870062

3.2. Social Security Systems

A second reason for country differences in household financial wealth is that public pension
schemes — not registered in the current financial accounts - are much less generous in the UK and
the US than in the euro area countries. Consequently household financial assets are greater in the
UK, the US, Canada and Japan because of the popularity of private pension schemes (see
Whitehouse and Queisser 2012 for a survey). This second factor is interrelated with the first one,
given that private pension and insurance vehicles are powerful engines of individual greater
participation to financial markets (see Banks and Wakefield 2003 on the UK).

3.3 Substitution vs complementary effects with real assets

A third cause for country differences in financial wealth is household preference for investing in
real assets. For instance household real assets are large in Spain, where financial assets are very
low, and are small in the US, where financial wealth is the highest one. This is a puzzling issue
because real and financial assets seem complementary in the UK, Italy and France. We will
analyze in detail household real wealth in Paragraph 7.

3.4. Saving and price effects

In the long run, wealth is linked to the accumulation of saving but in the short run this
connection is often difficult to detect. Figures 5a and 5b show that since 1996 saving levels have



differed strongly across countries’. Savings alone can hardly explain variations in wealth. The
propensity to save declined in most of the cases and particularly in Italy, Japan, that both started
from high levels in the 1990s. Lower interest rates, unrealized capital gains (price effects),
increased availability of credit, population ageing and slower growth of disposable income are
among the explanations (on the determinants of saving in OECD countries see de Serres and
Pelgrin 2003; see Lusardi, Skinner and Venti 2003 on the US; on Italy see Bassanetti, Rondinelli
and Scoccianti 2012).

After the start of the financial crisis in 2007, saving rates recovered in those countries where
households were most affected by high levels of debt: this was the case of the UK, the US and
Spain (on household indebtedness see Paragraph 6). According to the last figures saving remains
higher in the euro area countries than in the UK, the US, Canada and Japan. It is noteworthy that
Germany and France are the only countries where household saving remained quite stable in the
last two decades.

’ Figure 5a reports gross savings for five countries; Canada, Japan and the US have information only on net
savings. Therefore Figure 5b shows net savings for all the countries (see OECD 2004 on the statistical
issues on saving measurement).



Figure 5a. Saving rates: 1995 — 2011 (percentages)
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* Data for Spain are available since 2000.
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Correlations between the saving rate and wealth were negative in most of the countries in
the 1990s and the 2000s. This is consistent with the idea that in the years of rising share and house
prices, i.e. in most of the period 1995-2007, individual saved less because their perceived wealth
increased: this interpretation applies particularly to the cases of the US, the UK and Canada®.

As just underlined, only part of savings are directed towards financial uses, the other being
directed towards non-financial investments, essentially real estate. Net lending by households
highlights such financial component of savings.

Table 2 tries to disentangle the two main components of the overall change in the stock of
financial wealth. The first section of the table shows the rates of change of financial wealth as a
ratio to GDP, as derived from the statistics showed in Figure 1 above. The second section presents
net lending and net borrowing by households as a percentage of GDP, i.e. the financial component
of saving, as derived from national accounts. The third section highlights the residual component,
i.e. the changes in aggregate financial wealth that are not explained by new financial savings.
This residual is a mix of components, but price effects play a key role as shown by the high
correlation with stock indices.

As far as “net lending/net borrowing” figures are concerned, in Canada, the UK, the US and
Spain households were net borrowers for most of the period 2002-2007 while in the other
countries households confirmed their traditional role of net lenders. In the same time span in
Canada, the UK and Spain price and other effects were the decisive factor influencing changes of
financial wealth.

¥ See Greenspan (2005) and Palumbo and Parker (2009) on the US; Barwell and Burrows (2011) on the
UK; O’ Hagan (2012) on Canada.

11



Table 2 Disentangling the main components in the rates of change of household financial
wealth

A.% Change in household financial wealth/GDP
1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Canada 22 10.5 2.6 -0.5 4.5 -4.1 -4.4 -4.3 1.6 2.1 4.7 4.1 -0.4 -13.6 17.8 0.2
France -2.5 39 3.8 4.5 9.8 -1.6 -6.1 -1.8 4.1 2.6 4.5 52 0.7 -7.8 11.3 2.7
Germany 2.4 22 42 55 6.5 -0.3 -0.1 -23 5.7 2.0 4.4 -3.3 0.7 -5.4 8.1 0.6
Italy -1.9 13.0 8.4 10.0 6.1 22 -5.2 0.0 -0.2 32 4.1 0.0 -5.1 1.7 -3.7 -1.0
Japan 49 0.1 -0.5 4.8 7.0 -1.7 -0.4 0.0 4.7 -0.6 5.4 0.4 -6.7 -1.2 9.7 -3.4
Spain 9.1 0.2 5.6 10.8 25 -6.3 2.4 -5.6 6.2 0.5 79 7.1 -3.7 -13.7 7.5 0.2
UK 8.4 3.0 7.2 6.3 7.9 9.1 -6.6 9.3 11.6 4.0 3.1 7.5 -1.1 -19.9 10.0 42
usS 7.8 -0.1 12.3 1.6 9.8 -5.0 -9.0 -13.7 3.1 1.4 8.8 1.9 -2.0 -11.9 15.3 1.5

B. Household net lending/net borrowing as a % GDP
1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Canada 3.9 2.5 0.2 0.2 -0.5 -0.1 0.0 -1.7 -2.7 -2.5 -3.2 2.7 -3.5 -2.7 -1.2 -1.8
France 4.8 4.0 4.8 43 3.7 39 4.1 5.0 4.1 4.0 32 3.1 32 33 4.9 4.6
Germany 3.1 33 33 3.5 3.5 3.7 4.6 4.7 5.8 6.1 6.5 5.9 5.6 5.6 6.4 6.0
Italy 9.4 9.6 7.2 4.7 4.5 2.7 4.1 4.4 35 4.0 4.1 35 3.0 3.0 2.7 1.6
Japan 4.6 5.4 7.0 5.8 7.1 35 0.9 2.3 1.1 1.1 0.9 22 22 4.1 2.5
Spain 1.3 0.6 0.3 0.0 -1.0 -1.7 -2.6 -2.7 1.0 6.9 3.9
UK 3.8 3.0 35 1.8 -0.1 -0.6 0.1 -1.5 -1.4 -3.2 -2.9 -3.8 -4.0 -2.1 2.7 1.7
usS 1.8 1.7 1.2 0.7 -2.2 -4.6 -1.5 -2.6 -1.1 0.5 -2.7 -3.2 0.8 34 2.8 5.0

C. Residual effect (including price effect)
1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Canada -1.7 8.1 2.4 -0.8 5.1 -4.0 -4.4 -2.7 43 4.7 7.8 6.8 3.1 -10.9 19.1 2.0
France 212 -0.1 -1.0 0.3 6.1 -5.5 -10.2 -6.8 0.0 -1.4 1.3 2.1 -2.6 -11.0 6.4 -1.8
Germany -0.7 -1.1 0.9 2.0 3.0 -4.0 -4.7 -7.1 -0.1 -4.1 -2.1 -9.2 -4.9 -11.0 1.7 -5.5
Italy -17.3 34 1.3 5.3 1.6 -0.4 -9.3 -4.4 -3.8 -0.9 0.0 -3.5 -8.1 -1.2 -6.5 -2.7
Japan -4.5 -59 -2.2 1.2 -8.9 -3.8 -0.9 2.4 -1.6 43 -0.5 -8.9 -34 5.6 -5.9
Spain 7.6 -3.1 -5.9 6.2 1.5 9.6 9.7 -1.0 -14.7 0.7 -3.6
UK 4.6 0.0 3.7 4.5 8.0 -8.5 -6.7 -7.8 13.0 7.2 5.9 11.2 2.9 -17.8 7.3 2.5
usS 6.0 -1.8 11.1 0.9 12.0 -0.4 -1.5 -11.1 4.1 0.9 11.6 5.1 -2.8 -15.4 12.5 -3.5
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4. The composition of financial assets

The analysis of the composition of financial wealth conveys a lot of information on the
characteristics of market economies. Figure 6 shows the percentage composition of household
financial wealth in our eight countries from 1980 to 2011 taking into account four instruments:
deposits, debt securities (i.e. bonds), shares and other equity (including mutual funds), insurance
and pension fund products® (Table 3 shows a more detailed comparison for the end of 2011).

Deposits. In Germany, Spain, and mostly in Japan deposits have represented the dominant form
of household asset in all the last 30 years. The percentage weight of deposits decreased in most of
the countries until 2007. Only in Japan does the deposit component remain steady across time,
standing at more than 50 per cent of household total wealth: indeed deposits looked attractive in a
permanent scenario of deflation. Moreover another peculiar nature of Japan is the behavior of
banks and other intermediaries. They reinvest the funds collected through deposits in bonds issued
by the general government: this explains why foreign residents hold only a negligible portion of
the large Japan public debt (more than 230 per cent of GDP in 2012). After 2007 the financial
crisis has been reflected in an expansion of deposits across the board, though in some countries
this tendency started as early as 2001 after the burst of the dotcom bubble.

Bonds. Ttaly has the highest percentage of debt securities held by households directly: during the
1980s and the first 1990s general government securities were predominant in household portfolios
while later on bonds issued by banks become larger. In Italy bonds represent 20 per cent of
household total financial wealth, while this percentage is smaller than 5 per cent in most of the
countries. However this evidence must be interpreted with caution because households hold
bonds indirectly through institutional investors.

Shares and other equity. Equities and mutual funds combined - shares and other equity in the
chart below - have always represented the most important component of aggregate financial
wealth only in the US. The same happened in the early 1990s in France - when the authorities
fostered through reforms the development of financial markets (see Schmidt, Hacketal and Tyrell
(1999). Also in Italy from 1997 to 2007 households moved strongly towards Stock Exchange
investments (see Filippa and Franzosi 2001 on quoted shares and mutual funds in the second half
of the 1990s).

Shares and other equity is a very heterogeneous item: it includes non only quoted shares and
mutual fund units but also unquoted shares and other equity (see Heaton and Lucas 2000 on
substitution effects between the different instruments). While quoted shares and mutual funds are
important in the US, unquoted shares and other equity are crucial in Italy, because of the diffusion
of small firms owned by individuals, but also in France. Shares and other equity reachs a very low
percentage of household total wealth is Germany, where the Stock Exchange remains subdued.
The low percentages of shares held by households in Japan and the UK are more apparent than

®  When looking at portfolio composition a caveat is important. Due to the strong inequalities in the

distribution of wealth, we cannot infer from macro financial data any indication about representative
portfolios and representative individual investors. Macro data do allow to represent a general picture of the
relative weight of broad categories of financial instruments. On the comparison between micro and macro
data see Antoniewicz et al (2005) and Bonci, Marchese, Neri (2007).
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real: in these two countries individuals participate to financial markets through life insurance and
pension funds.

Insurance and pension funds. An important common feature for all countries and the entire
period is the steady expansion of the share of insurance technical reserves. As already said
pension funds and life insurance are important holders of bonds and shares on behalf of
households. Institutionalization of financial wealth reflects the tendency of households to delegate
the management of their assets to pension funds, life insurance and mutual funds (for a discussion
see Fano, 2011, pp. 114-116). As government retreats from full protection of household life-cycle
needs, be it for retirement, education, temporary unemployment or health, households need to rely
more and more on their own savings. Institutions, besides provide standardized services, may
allow to pool and diversify investment risk. Institutionalization of saving however gave rise to
new forms of risk for households beyond the traditional market risks - that are related to the
volatility of equities and bonds - and specifically to principal-agent or counterparty risk. While
“do it yourself” finance has its drawbacks in terms of myopia and lack of diversification,
institutionalized assets have also their own limitations, as the recent crisis has highlighted.

In all the countries, insurance technical reserves are today greater in household portfolios
than in the 1980s. The largest stocks of insurance and pension products are found in the UK and
the US, where the generosity of State pension schemes is small by international standards.
Pension funds and insurance companies are much greater in the UK than in the US, where
individual prefer to invest directly or through mutual funds. Intermediate levels of insurance
technical reserves are registered in Japan, Germany and France, while low levels prevail in Italy
and Spain.

Table 3. Household financial asset composition in 2011

Securities Shares and other equities Insurance
Countri Currency ther th technical Other
ountries and deposits other than of which quoted |of which mutuai| *€€hMICa assets
shares shares funds reserves
Canada 24.1 2.0 33.7 n.a. n.a. 36.4 3.7
France 30.0 1.5 224 34 6.8 37.6 8.4
Germany 40.9 5.2 17.4 3.7 84 35.7 0.8
Italy 31.2 20.0 26.6 2.1 7.0 18.9 33
Japan 55.5 4.0 9.1 3.5 3.6 27.0 43
Spain 50.3 4.1 25.6 54 6.9 159 4.1
United Kingdom 29.2 1.6 14.1 4.1 3.1 51.6 35
United States 14.4 9.8 43.0 17.8 11.5 31.0 1.7

Source: OECD.Stat except for Japan (Bank of Japan Flow of Funds)

The item "quoted shares" for the United States is estimated.
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Figure 6. Household financial assets composition: 1980-2011
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Figure 6 (follows). Household financial assets composition: 1980-2011
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It is of interest to look in more detail at mutual funds, insurance products, and pension funds
using a finer presentation than that of the current financial accounts (Table 4) and referring, by
necessity of sources, to a more recent time period.

Table 4. Breakdown of household institutional investments relative to GDP (2000-2010)

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Investment  Canada 23.4 22,0 19.6 19.6 22 23.1 25.8 26.9 19.9 245 25.5
fund France 172 163 14.7 15.4 14.7 15.0 16.4 14.4 12,6 13.4 13.4
shares Germany 20.0 20.7 19.9 216 21.0 232 24 226 204 23.1 235
Ttaly 382 312 253 255 232 233 20.4 17.0 102 12.4
Japan 6.7 6.0 5.6 6.6 73 10.4 12.8 123 9.4 12.0 11.0
Spain 228 20.8 18.4 19.9 213 22.4 21.7 195 13.7 14.1 120
E?litge;om 15.7 13.5 103 10.6 117 11.4 12.8 11.9 55 73 9.1
United States 36.8 36.3 311 34.9 36.7 36.8 39.9 426 34.6 39.5 39.8
Net equity  Canada 17.1 18.2 19.1 187 18.4 17.9 18.0 17.6 17.1 193 18.9
of France 426 43.6 44.0 463 49.1 503 532 54.6 53.8 60.2 62.1
?rflllisfzhc’lds Germany 282 29.2 29.9 311 318 332 33.7 33.7 334 36.8 36.8
insurance  Ttaly 13.8 155 17.4 20.1 22 245 25.0 23.4 217 253
reserves Japan 47.1 474 47.4 46.8 46.4 458 45.1 43.9 43.9 458 45.4
Spain 113 11.8 123 122 12.1 12.1 11.8 112 112 12.4 122
E?g:ﬁom * 163.9 150.1 129.5 132.8 133.6 150.0 155.4 153.6 129.6 152.8 154.3
United States 83 8.6 8.7 0.1 9.0 8.6 7.9 7.7 7.4 8.0 7.9
Net equity  Canada 111.6 106.0 97.9 102.4 108.0 113.5 119.6 122.6 101.1 1224 124.7
of France 5.1 53 55 5.9 63 6.7 73 73 7.6 8.2 8.5
?;gif;?;ﬁs Germany 18.1 18.4 19.0 20.0 207 216 2.1 24 23.0 253 252
funds Ttaly (+) 11.6 11.8 12.1 12.4 127 133 135 132 133 14.0
Japan 27.0 35.5 38.1 36.6 36.1 363 38.1 39.6 415 433 419
Spain 9.7 9.6 9.4 9.9 102 10.6 11.0 10.6 9.5 10.4 105
United
Kingdom (*)
United States 92.7 85.6 773 87.6 90.2 91.2 95.8 95.9 732 85.9 90.6

(*) For the UK pension funds are not separate from life insurance.
(+) Includes severance pay funds.

After 2007 the financial turmoil and the related increased volatility in markets have
negatively affected the share of mutual funds, except for the US. The drop was particularly great
in Italy and Spain, and smaller in Germany. In the 2000s life insurance reserves had an impressive
growth in all the Continental European countries considered (but Spain), while they have retained
a minor role in the US. In all countries funded pension funds have been developing, except
France, where they are virtually non existent (France, though, has pay as you go second pillar
vehicles) and the US where they already represent the dominant component of financial wealth.

5. Convergence and its underlying factors
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Convergence across countries of the weight of household financial assets relative to GDP
might be the result of increasing financial integration and of the effort of some countries to reach,
through reforms, a higher degree of financial development'®. Here some highlights are provided.

Sigma-convergence measures whether countries tend to become more similar in terms of
deviation from the benchmark over the time. We measured sigma convergence with the standard
deviation of the logarithm of the ratio of household financial assets to GDP (Figure 7a). In 1980
the standard deviation of the indicator was around 15 per cent, while in 2008 it decreased to
around 10 per cent.

Figure 7a. Sigma—convergence of financial assets to GDP ratio
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After 2008 the convergence process has undergone a stop if not a reverse. It is therefore
interesting to look at tests of significance. We used a Chow test, a test commonly used to assess
whether time-series have significant break points. These are illustrated in Figure 7b, where a 5 per
cent significance threshold has been used. As the reader can see for himself there is a significant
break point at the beginning of the 1990s. In those years liberalization of capital flows was
expanded by many countries, for instance in the UK and Italy. It is also probable that European
directives on the harmonization of bank regulation and the introduction of the common European
market in 1993 favored convergence. Another break appears at the beginning of the 2000s. This
period was characterized by the start of the common monetary policy in 1999 and the introduction
of the euro in 2002, two clear candidates for convergence acceleration. Finally the post 2008
divergence does not appear significant. It looks as of the financial crisis of 2007-08 has not
interrupted the long term tendency towards convergence (on this issue see also Di Giacinto and
Esposito 2012).

1% See IMF (2000), and Bruno, De Bonis and Silvestrini (2012).
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Figure 7b. Sigma—convergence of financial assets to GDP ratio: break analysis
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Another underlying factor behind long-term convergence may be related to private
pensions. Continental European countries had, at the beginning of the period, very strong first
pillar social security systems as well as unfunded second pillar pay as you go arrangements. In the
same countries, first pillar replacement rates have been gradually diminishing, while governments
have provided incentives for second and third pillar fully funded complementary insurance and
retirement systems. The development of such vehicles has been a constant of the period'.

Using the same data set on household assets analyzed in this paper, Bruno, De Bonis and
Silvestrini (2012) found beta-convergence for total financial wealth, shares and insurance
products. This result may be interpreted as a confirmation of the increasing importance of capital
markets all over the developed world. In contrast, mixed results were obtained for debt securities
and deposits due to differences across countries in the weight of national public debts and in the
role of banks.

Now we ask the question whether the evolution of the ratio of financial assets to GDP has
been smooth or has proceeded through “break points™'?. In Figure 8 Chow Tests are extended to

11

The SNA 2008 introduced a recommended supplementary table aimed at highlighting pension
entitlements deriving from State pension schemes. This will allow to compare better than today wealth
levels. For a discussion see Fano (2011), pages 66-68, and Semeraro (2012). See O’Hara (2012a) on
retirement wealth in Canada.

"2 Though a period over thirty years may appear as a long one, from another “secular” perspective, this
may appear as relatively short one. Raymond Goldsmith, the pioneer of national wealth time-series
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analysis of the evolution of the stock of household financial assets in single countries. Breaks
occur between the late 1980s and early 1990s, consistently with the sigma-convergence detected
in the previous section. In those years financial innovation accelerated, with measures of capital
movement liberalization, greater monetary integration experiments in Europe, strong growth in
the institutional investment industries, buoyant securities markets in an era of disinflation and
growth. Other breaks are detected around the second half of the 1990s in European countries
probably reflecting common steps and reforms towards the creation of the euro area. Again, as
already remarked in the case of sigma convergence, the crisis of 2007-08 did non imply
significant breaks.

Of course there are idiosyncratic stories. For instance a break is detected in Italy around the
mid 1980s, following the introduction of mutual funds in 1983 and when investors exploited for
some years the buoyant Stock Exchange before the 1987 slowdown. In Germany breaks are
observed at the beginning of the 1990s, after the unification, and at the end of the 1990s, probably
in connection with the start of the euro area and the absorption of the main unification imbalances.
Japan is a story apart, because after the bubble of the 1980s and the subsequent burst financial
assets appear to remain quite stable during the 1990s and the 2000s.

analysis went back, for the UK, as far as the late 17" century in his search for factors in financial growth.
See Goldsmith (1985).
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Figure 8. Structural breaks in household financial assets as a percentage of GDP
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6. Household liabilities and net financial wealth

A large literature has investigated the factors that may influence household indebtedness.
Religion and cultural and social norms may influence individual attitudes towards debt (Guiso,
Sapienza and Zingales, 2003). Countries with a high household saving might have a low
indebtedness (and vice versa, look at the UK and the US) but this is not always true, as testified
by the experience of Spain and Japan. A period of low interest rates may favour a growth of
household debt, together with a large tax deductibility of interest payments (in the Netherlands
household debt reaches a sky-rocketing 130 per cent of GDP because interests on mortgages are
fully deductible). Household debt dynamics is also interconnected with the trend of real estate
prices (see Paragraph 7). Financial innovation may influence debt, enlarging the menu of loan
contracts and the combination of fixed and variable interest rates. The existence of the mortgage
equity withdrawal mechanism was probably the major financial innovation influencing mortgages
(Greenspan and Kennedy 2007 and Bank of England 2003). Finally in countries like Italy the low
efficiency of loan guarantee recovery procedures in the event of debtor insolvency may have
negatively affected the attitude of banks to grant mortgages.

Figure 9 shows household liabilities — mainly represented by loans received by banks and
other intermediaries - relative to GDP. In the 1980s the increase of household debt was slow in all
the main OECD countries. With reference to the levels, debt was already high in Japan, Canada,
the US, and, quite surprisingly, Germany. Indebtedness was lower in the UK and particularly
small in France, Spain and Italy. This picture did not undergo major changes in the 1990s: for all
the decade the ratio of debt to GDP was more stable compared to the growth of financial assets
that characterised the years of the dot.com bubble.

On the contrary major innovations took place since the first 2000s. Exploiting credit
availability, low interest rates and financial innovation like mortgage equity withdrawal,
household debt grew very much in the UK, the US and Canada. More relevant, household
indebtedness - linked to the real estate price bubble - exploded in Spain. Economic stagnation
determined a slowdown of debt in Japan. Debt was sluggish also in Germany while went on
increasing in France and Italy.

The crisis of 2007-08 interrupted the growth of debt in the UK, the US and Spain. France and
Italy are two exemptions, because debt went on increasing relative to GDP also in the last years
but remaining on the lowest levels by international standards. In 2011 household liabilities were
more than 100 per cent of GDP in the UK, around 90 per cent of GDP in the US, Canada, and
Spain; on the contrary debt is smaller than 60 per cent of GDP in Italy.

Until the financial crisis of 2007-08 the growth of household debt was considered a key
component of the “great moderation” interpretation of the evolution of many economies. The sub-
prime crisis in the US, and the instability implied by high household indebtedness in many
countries implied a reversal of the idea of a positive association between economic growth and
household debt. Koo (2011 and 2012) underlined that the world is in a balance sheet recession
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analogous to that that hit the Japanese economy in the 1990s: in the following years even with
very low interest rates the private sector of industrial nations will go on minimizing debt. Also
according to the OECD (2012) when private debt levels are high recessions are typically longer
and deeper; the large costs associated with high debt recessions support adopting policies to
prevent an excessive build up in debt. Actually central banks and international organization put in
the policy agenda a strict control of household (and firm) debt. For instance private debt is among
the indicators selected by the European Commission Alert Mechanism (European Commission
2011 and 2012). The IMF noted that historically the growth of household debt in the run-up to a
bust implies a weak growth in the years that follow (IMF 2012). According to the most extreme
academic views debt is viewed as pollution: it imposes costs on other agents that the borrowers
fail to take into account (Jeanne and Korinek 2010) and a better allocation of resources would be
gained by introducing a tax on debt (Bianchi and Mendoza 2010). Even if we do not share these
extreme, negative conceptions of debt, it is probable that household deleveraging will go on in the
following years in most of industrial countries.

Figure 9. Household total financial liabilities: ratio to GDP (1980-2011)
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Net financial wealth, reported in Figure 10, is the difference between household gross
assets and debt. Paragraph 2 above showed that household gross wealth is greater in Japan, the
UK, the US and Canada than in the euro area, with Spain occupying the last position. The analysis
of net financial wealth provides a different picture. Japanese and American households maintain
the highest rankings. Because of their low debts, Italian net financial assets are now in line with
the Canadian and English values. Spanish households — because of their large indebtedness — are
even further apart from the French and the Germans.

23



Figure 10. Household net financial wealth: ratio to GDP (1980-2011)
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7. Household real assets

Household real assets are greater than financial assets in most of OECD countries (two
notable exceptions are the US and Japan). Therefore the analysis of household wealth must
include a focus on real assets, whose changes are crucial for their consequences on the real
economy and for financial stability concerns (see de Bandt, Knetsch, Penalosa and Zollino 2010
for a comprehensive picture). Strong differences exist among countries in the ratio of real assets
to GDP (Figure 11; per capita figures broadly confirm the gaps between nations) "°.

Spain stands alone as far as the weight of real assets is concerned. Real wealth was already
great in the 1990s, probably reflecting the low investment of individuals in financial products
discussed in Paragraph 2. This position of predominance was exacerbated by the boom in house
prices that characterized Spain from the first 2000s until 2007. According to the last available
figures, in Spain the ratio of household real assets to GDP is greater than 5.

1> Real assets include dwellings, land valuables, non-residential buildings and plant and machinery. The
data collected by the OECD show a degree of harmonization lower than the statistics on financial assets.
Therefore prudence must be exercised in the analysis. We focus on total real assets because the single
components of wealth are not available in all the countries. However dwellings (or real estate) are the most
important component, with percentages reaching 80 per cent in the UK, the US and Italy. Also in this
section we draw from Bartiloro et al (2012).
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In Italy, France and the UK the ratio is between 3 and 4. In Italy the importance of real
assets is attributable to many structural and short term factors. The social role of the family is
peculiar in Italy and this influences intergenerational transfers of assets, notably of houses. In the
1970s and the 1980s houses have been seen as safe investments against inflation, in years when
financial markets were still underdeveloped. Housing was considered part of the retirement
strategy of an ageing population, worried by the never-ending reforms of the public pension
system (actually there reforms were completed in 2011). The stock market difficulties between
2000-03, the corporate defaults of Cirio and Parmalat in the same period, the crisis of the mutual
funds since 2000 stimulated house demand. Also the imperfections in the market for rented
property probably animated house purchases. Nobili and Zollino (2012) estimated that since the
end of the 1980s house prices in Italy reacted positively to an increase in household disposable
income, to demographic pressures, to monetary easing and to credit supply.

Turning to the UK, this country experienced since the first 2000s one of the greatest increase
in house prices in industrial countries. Taking into account an inelastic housing supply (Oecd
2005), there was a spatially concentrated demand, given the role of London as business centre.
Also in France the increase in house prices — similar in dimension to that of Spain — has been
attributed to the strong concentration of inhabitants in Paris.

In Germany, Japan and Canada household real assets are lower than in the previously
mentioned countries (around 2 times GDP). In Germany low prices of houses prevailed in the
former East Germany and house prices remained stable until recent times in all the country
(actually a growth of prices started only in 2012). Moreover, Germany has a large social housing
sector and the owner-occupation rate is less than 50 per cent, a smaller percentage compared with
other countries. In Japan general deflation and a sharp decline in land prices caused a decrease in
national wealth during the 1990s. Japan is the only country where the ratio of household real
wealth to GDP is today lower than fifteen years ago. A large literature investigated the possible
negative links between house prices and population ageing (see Takats 2010). The theme is
traditionally under scrutiny in Japan (Iwaisako 2003).

As said, household non financial assets are lower in the US than in the other countries (1.3
times the GDP). The US have an extremely low population density (about 30 people per
kilometer), an abundance of cheap land, a quite efficient rental market, a great worker mobility,
and, as discussed in Paragraph 3, a very high participation to financial markets. These factors may
have contributed, coeteris paribus, to a low household real wealth. Between 1998 and 2006
soaring home prices were mainly a coastal phenomenon, affecting metropolitan areas where often
the supply of the new houses is restricted; on the other hand the increase in house prices left the
internal states largely untouched (Glaeser, Gottlieb and Tobo 2012). During the phase of
increasing prices, household real assets in the US came near to the levels of Japan but as soon as
price collapsed the value of real assets came back to the last ranking traditionally occupied by the
US.

The dispersion of the ratio of household real wealth to GDP is today much larger than in the
1990s, confirming that since the first 2000s house price changes were different across countries.
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Figure 11. Non financial assets (ratios to GDP; 1995-2010)
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8. Concluding remarks

The availability of longer-term time series for national financial accounts represents an
important tool for better understanding the factors underlying economic and financial
development. Our analysis may be summarized in five main points.

Financial deepening. In the last 30 years the importance of financial assets increased in all
the selected OECD countries. This evolution may me split into six broad cycles: the quiet 1980s,
when the growth of financial wealth was moderate apart from Japan; the boom in asset prices in
the second half of the 1990s linked to the Internet expansion; the burst of the dot.come bubble
from 2000 to 2003; the temporary recovery of financial assets between 2003 and 2007; the
destruction of financial wealth that occurred between the second half of 2007 and the first months
of 2009, especially after the collapse of Lehman Brothers; the years after 2009, where different
trends took place. As of December 2011 in France, Germany and Japan household financial
assets had recovered the highest levels reached at the end of 1999, while in the other countries
they were still below the heights reached at the end of the Internet bubble.

Why does the size of financial wealth differ across countries? Household gross financial
assets are higher in the US, Japan, the UK and Canada; Italy is in an intermediate position,
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actually quite close to Canada, while Germany, France, and Spain occupy lower rankings. Even if
there is not a theory of the determinants of financial wealth, direct and indirect participation to
financial markets, the extension of public pension schemes, the substitutions effects with real
assets and the accumulation of saving are among the key explanations of the differences. The link
between saving and wealth is not direct: since the 1990s propensities to save diminished in most
of our countries while price effects appear to have played a major role. The literature that looks at
global unbalances as a prerequisite of the 2007-09 crisis underlined that households became net
borrowers in the US, the UK, Canada and Spain in the years just before the crisis.

The composition of financial wealth and convergence. In most of OECD countries there was
a trend towards commercial bank disintermediation, leading to a decreasing role of deposits in
household wealth. Since the 1980s the bank-based systems like those of France and Italy
introduced reforms to increase the efficiency of the Stock Exchange, but holdings of shares
declined following the two negative cycles of share prices in 2000-03 and 2007-09. Life insurance
and pension funds have had a consistent growth in all the countries. There are signal of sigma-
convergence and beta-convergence for the incidence of financial wealth over GDP, shares and
other equity and insurance technical reserves, but not for deposits and securities holdings. As said,
bank disintermediation was widespread but deposits remain central in Japan, Spain and Germany.
In Italy 20 per cent of household wealth is invested into bonds, a much greater percentage than in
other countries, due to the weight of State securities and bank bonds.

Household debt and net financial wealth. The growth of household debt before the financial
crisis was seen as a way to improve inter-temporal allocation through the development of new
contracts. More cautious considerations have subsequently been expressed because of the sub-
prime crisis and the global recession. Household debt remains very high in the UK, Japan, Spain
and the US, while it is smaller in the other countries. Thanks to low indebtedness, the net financial
wealth of the Italian households is very close to that of the UK households; the Spanish
households net financial wealth is lower than in all the other countries.

Household real assets. Given the interrelations between economic activity, financial
stability, consumption and changes in house prices, there is a wide policy debate on the
monitoring of the value of house wealth. In Europe Spain is a special case with its large household
debt linked to the very high level of real assets. Household real wealth is also important in France,
Italy and the UK. Real assets are lower: in Japan, in large part caused by the bursting of the
housing bubble of the 1980s; in Germany, where private ownership of houses is low; in Canada
and especially in the US.

Sufficiently long time-series and full-scope statistics are key to sound economic analysis.
We are confident that future efforts will extend time series of financial stocks and flows back to
the 1950s for all the countries.
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Appendix

Sources and methodology: SNA93 vs Oecd “Golden Books”

We have worked on the recent series from OECD.Stat, based on the SNA93, and on the
previous OECD Golden Books, the database managed by the OECD DAFFE Directorate. The
possibility to superimposing the data of the old and new time series for a number of years -
different in each country - has allowed us to check for the consistency of the reconstruction. We
have highlighted a set of differences in the years for which both sources provide data. The results
of this analysis have been sent to the participating countries, in order to discuss the discrepancies
directly with each country’s Central Bank, and to collect further suggestions about which source
to rely upon.

In this paper data published directly by the Central Banks are used whenever possible.
1. SNA93 versus the Golden Books

The sector breakdown of the Golden Books is more or less the same as the one requested by
the SNA93 and used in the OECD.Stat. The main difference between the two classifications
concerns the instruments, the SNA93 being more detailed because of the introduction of new
instruments as from the conversion table that follows:

SNA93

Sectoring

Institutional sectors

Total economy . S, -

Non Fnanmal corporatlons w511

Financial corporations... .512

General Government.......... i S13

Household and non proft |nst|tut1ons serwng households ...... S14-515
Rest of the world | T .52

Classification of instruments

=)

AF1  Monetary gold and special drawing rights
AF2  Currency and deposits
AF21 Currency
AFz22z Trasferable deposits
AF23 Other deposits
AF3  Securities other then shares
AF4  Loans
AFS  Shares and other equity
AF51 Shares and other equity, excluding mutual funds shan
AFS11 Quoted shares
AF512 Ungquoted shares
AFS13 Other equity
AF52 Mutual funds
AFB  Insurance technical reserves
AF61 Life insurance and pension
AF611 Life insurance reserves
AFE1Z Pension funds reserves
AF7  Other accounts receivable
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Golden Books

Sectoring

Financial institutions..
General Government . ...32F,32B
Other domestic secturs (NEE) 5 ..:33F, 32
1. Non financial enterprises, corpmate and quam-corporate pr
2. Household {including private non financial unicorporated ent
and private non-profit institution serving households
3. Also social security when independent and not allocated
Rest of the world.......c..occiiiiiiiiiiiisniisicaninsnss. 345, 34B

...31F, 31E

Classification of instruments

Gold

Cash and other transferable deposits
Other deposits

Short-term securities

Shaort-term loans

Trade credits

Bonds

Shares

Long-term loans

MNet equity of households on life insurance reserves
and pension funds

Others

oP@ENOOpPULE

=
-



2. Conversion table

In order to merge data from the two sources, we have constructed the following conversion
table to obtain a good degree of correspondence both over time and across the majority of the
countries analysed:

Golden Book SNAS3 Insamnents
1 o AF1 Monetary gold and special draving rights
2+3 o AF2 Chrrency auid deposits
4+ - AF3 Securines other than shares
S5+9 - ATF4 Loans
8 - AFS5 Shares and other equuties
10 - AFG Insurance and pension tecluucal reserves
11+6 - AF7 Orther accounts recervable

3. Sources by country14

Canada - The Central Bank/NSO dataset covers the period from 1961 to 2011. Looking at
the relevant 1969-70 period for household series, the data line up fairly well, with the major
difference being a historical revision affecting government unfunded pension schemes.

France — Official data are available for France since 1976 from different sources (Bank of
France, OECD.Stat, OECD golden book). The Bank of France is working on a further
analysis aimed at verifying and improving the quality of the time series.

Germany — The complete German financial accounts since 1991, following ESA9S, are
available on the Bundesbank web site. Data up to 1991 is available through a Bundesbank
publication of 1994 which contains complete information on all the sectors and instruments
with stocks and flows for the period 1960-1992. In this publication we used the estimations
presented at the OECD national accounts meeting in October 2006.

Italy — The complete Italian financial accounts, following ESA95 since 1995, are available in
the Bank of Italy web site, on a quarterly basis. In Italy, the household sector includes Non-
Profit Institutions Serving Households and Non-Financial Quasi-Corporate Enterprises with
less than 5 employees, while those with a larger number of employees are classified among
Non-Financial Corporations. For more information see Banca d’Italia (2003) and (2007).
Bonci and Coletta (2007) presented estimates of annual stocks of financial accounts since
1950, aggregating the original data following the ESA95 definitions of instruments and
sectors.

" For a more detailed analysis see “Project on Historical Financial Accounts Time Series”, OECD
working party on financial account, 9-10 October 2007.
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Japan — The data of Japan’s financial accounts are taken from Bank of Japan, Japan’s Flow
of Funds Accounts. The Bank of Japan has been releasing the FFA statistics since 1954 based
on the international standards formulated by the United Nations Statistics Commission. The
Bank has begun releasing the following retrospective data for the Flow of Funds Accounts
(based on SNA93): data from fiscal year 1980 to 1989, and stock data from end of fiscal year
1979 to end of fiscal year 1988.

Spain — The complete Spanish financial accounts since 1990, following ESA95, are available
on the Banco de Espana web site. Data up to 1991 are available from the Golden Book
OECD publication. In this paper for past statistics we used the estimates presented at the
OECD national accounts meeting in October 2006.

UK - The current data available (source Office of National Statistics, SNA93 classification)
covers the period 1987-2011. Pioneer work on balance sheets in UK was presented in Revell
(1967). That work was later extended by Revell and Roe, with CSO and Bank of England
sponsorship, to include annual estimates of the period 1957-1966. Information on the balance

sheet figures by sector is available in the annual national accounts (Blue Book) publications
for 1975-1986.

USA — The US started publishing financial accounts in the Fifties (see De Bonis and
Gigliobianco 2012). The financial accounts data are taken from the publication Flow of
Funds Accounts of the United States, edited by the Federal Reserve Board of Governors. In
the definition of the institutional sectors, the data on households (households and nonprofit
organizations) do not include artisan firms, which are included in the statistics on non-
financial business. The reaction of the United States to the OECD project has been to provide
OECD with long times-series from 1950 to 2011.
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