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Housing prices and wealth inequality in
Western Europe

Gregory W. Fullera, Alison Johnstonb and Aidan Reganc

aUniversity of Groningen, Groningen, Netherlands; bOregon State University, Corvallis,
USA; cSchool of Politics and International Relations, University College Dublin,
Dublin, Ireland

ABSTRACT
Comparative political economy (CPE) has robustly examined the political and
institutional determinants of income inequality. However, the study of wealth,
which is more unequally distributed than income, has been largely under-
studied within CPE. Using new data from the World Income Database (WID),
this article examines how economic, political and institutional dynamics shape
wealth-to-income ratios within Western European and OECD countries. It is
found that the political and institutional determinants that affect income
inequality have no short- or long-run effects on the wealth-to-income ratio.
Rather, the rise in wealth-to-income ratios is driven by rising housing prices, as
well as price changes in other financial assets, not home ownership or national
saving rates. The article concludes by examining how the changing dynamics
of housing prices and wealth inequality will increasingly shape intergenera-
tional – and associated class-based – political conflict in Western Europe.

KEYWORDS Wealth inequality; wealth accumulation; income inequality; housing prices; comparative
political economy

Comparative political economy (CPE) has long been preoccupied with the
political and institutional determinants of economic inequality, particu-
larly within Western Europe. Robust debates in CPE have examined how
left-wing governments, strong unions and collaborative wage-setting
institutions, progressive taxation, a redistributive welfare state and public
sector employment impact on income inequality (Bradley et al. 2003;
Card et al. 2004; Kenworthy and Pontusson 2005; Piketty and Saez 2003;
Pontusson and Rueda 2010; Pontusson et al. 2002; Rueda 2008;
Wallerstein 1999; Western and Rosenfeld 2011). In contrast, CPE has
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spent much less time examining the determinants and consequences of
wealth accumulation, as well as its distribution.1

This is puzzling given the fact that wealth is far more concentrated
than income, both in the United States and in Western Europe. In 2014,
the top decile in the US captured 47% of the income distribution but 73%
of the wealth distribution (WID 2018). In Europe, wealth is also highly
concentrated, albeit not as dramatically as in the US. By the mid-2010s,
the top decile in the UK and France captured 39% and 33% of the
income share, respectively, while they controlled 52% and 55% of the
wealth share (WID 2018). One reason why political scientists have not
examined wealth distribution is the absence of reliable comparative data:
while the recently constructed World Inequality Database (WID) pos-
sesses time-series data for income inequality for most developed econo-
mies, it only possesses comparable wealth inequality data for three
developed countries: the US, the UK and France.

Thomas Piketty’s Capital in the Twenty-First Century (2014) has done
much to rectify the neglect of wealth in political economy, arguing that
the wealth-to-income ratio – and thus the overall level of wealth inequal-
ity – is rising in all advanced economies. He maintains that wealth accu-
mulation is fundamentally determined by the volume effect of savings. If
the return on capital (Piketty’s ‘r’, which includes returns on bonds,
stocks or any form of property) grows faster than national income
(Piketty’s ‘g’), this accumulated wealth becomes more concentrated among
those whose earnings are based on owning capital rather than labour
power. Piketty also envisioned a second, smaller, driver of rising wealth-
to-income ratios attributed to the price effect associated with capital gains.
That is, not only do savers accumulate returns on their ownership of
property, they also benefit from any appreciation of the underlying assets.

However, Piketty (together with comparative political economy schol-
arship in general), has tended to underestimate the importance of one
crucial asset in this narrative: housing. Given that Piketty is primarily
interested in top income groups where financial asset ownership is con-
centrated in truly large fortunes, the lack of emphasis on housing is per-
haps not surprising. In contrast to financial assets, home-ownership tends
to be more widely distributed among middle income earners (see
Andrews and Caldera S�anchez 2011). This may imply that greater rates of
homeownership reorient (housing) wealth towards a more equitable dis-
tribution; however, with the exception of Jord�a et al. (2017) and Bonnet
et al. (2014), few have examined exactly how housing impacts on wealth-
to-income ratios, or its role in shaping the dynamics of wealth inequality.

In this paper, we examine the determinants of the evolution of wealth-
to-income ratios in 13 Western Europe and non-European countries since
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1970, using an error correction model. We find that in the short and long
run, wealth-to-income ratios are moved largely by housing prices and, to a
lesser extent, by price changes in other financial assets (stocks and govern-
ment bonds). Our results also indicate that home ownership rates have no
effect on wealth-to-income ratios, indicating that housing’s impact on
wealth accumulation is driven through price effects (reflective of unfulfilled
demand for housing – see Anderson and Kurzer in this issue, 2019).
Additionally, we find that those institutional and political determinants
that CPE identifies as restraining income inequality by boosting wages for
workers do not move wealth-to-income ratios. In other words, (asset price)
factors that move the numerator of wealth-to-income ratios are more
important than political and institutional factors affecting the denominator.

Our findings have two important implications for the politics of
inequality in Europe. First, they suggest that studies in CPE need to take
housing, and notably housing prices, more seriously. Social policy scholars
in the tradition of Kemeny (1981) and Lowe (2004) have argued for deca-
des that housing has ‘far-reaching repercussions throughout society …
and for the welfare system in particular’ (Kemeny 1995: 174), with Lowe
expressing frustration over the lack of dialogue between housing scholars
and comparative political research. Kemeny’s original notion held that
societies prioritising home ownership would tend towards less generous
welfare states because voters would oppose taxes that could prevent them
from buying property – and because homeowners possess an asset that
they can use as collateral to secure their own welfare rather than relying
on the state (Malpass 2008). This observation on the relationship between
housing tenure and welfare regime is a core research question in social
policy (see Fahey and Norris 2011; Forrest and Murie 2014; Kemeny
2006; Norris 2016).

These insights have also penetrated CPE, particularly in the work of
Gerber and Schelkle (2013) and Ansell (2014). Recent works in CPE have
also demonstrated that house price inflation is closely connected to the
institutions that shape income growth and mortgage markets (see
Johnston and Regan 2017; Schwartz and Seabrooke 2008), and that hous-
ing is central to the politics of social policy preference formation, particu-
larly where finance is concerned (Blackwell and Kohl 2018; Bohle 2014;
Kohl 2018). Within the housing literature, there is a parallel discussion
taking place: the state of the art suggests that pro-homeownership public
policy regimes facilitate financialised approaches to the welfare state
(Lennartz and Ronald 2017). Ultimately, we concur with the argument by
Aalbers and Christophers (2014) that there is a real need to put housing
at the centre of political economy, particularly when trying to understand
the politics of financialisation.
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However, this paper is not centrally concerned with the link between
housing prices and the institutional configuration of the welfare state. Of
course, it seems likely that welfare state configurations – particularly their
approach to housing – will influence housing prices (see Fuller et al.
2018). Even so, that discussion concerns the determinants of housing
price changes. In contrast, this paper treats housing price changes as
exogenous and focuses in on the link between housing prices and the dis-
tribution of wealth. We expand on Arundel’s (2017) single-case study on
the links between housing and inequality in the UK, demonstrating how
pronounced – and important – ‘equity inequity’ really is. Variations of
housing regime are clearly connected to the politics of housing inflation;
however, those discussions are best addressed elsewhere.

The second implication of our findings is directly related to intergen-
erational inequalities (which are closely related to class based inequalities,
particularly as they pertain to inheritance and gift giving – see Flynn and
Schwartz 2017, and Flynn in this issue, 2019). The wealth-to-income ratio
is blind to certain aspects of inequality: it cannot distinguish between
societies where all wealth is equally shared and societies where the same
amount of wealth is concentrated in a few hands. However, wealth rela-
tive to income (particularly where that wealth is largely comprised of
housing) is very well suited to identifying intergenerational inequality in
access to housing. As housing prices appreciate relative to income (i.e. the
wealth-to-income ratio rises), it becomes more difficult for millennials to
follow their baby boomer parents onto the property ladder: their incomes
simply cannot keep up with rising housing prices. In our conclusion, we
reflect on how the changing dynamics of housing capital, housing prices
and wealth inequality will increasingly shape intergenerational – and asso-
ciated class-based – political conflict in Western Europe.

The remainder of the paper is organised as follows: first, we explain
the difficulty involved in assembling wealth inequality data, and highlight
the importance of rethinking how we measure wealth inequality. Second,
we explain our method of measuring wealth inequality, indirectly, through
the wealth-to-income ratio, and outline our theoretical claim of how
housing prices impact this measure. Third, we present our empirical
model and its results. The final section of the paper discusses the political
implications of our findings.

The data on wealth inequality

Wealth inequality data is remarkably hard to produce, primarily because
national accounts tend to focus on the flow of income and not the owner-
ship of assets. Further, it is a lot easier to hide capital income than it is
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labour income, which helps explain how the wealthiest in society can
engage in tax evasion. Indeed, one of the most remarkable achievements
of Piketty’s book was the enormous volume of wealth data he and his col-
leagues assembled. Yet even between Piketty and the data housed at the
WID, researchers have only managed to develop time-series wealth share
metrics for five countries (China, France, Russia, the UK and the US).

This is simply because the value of assets is much harder to assess
than annual income. In many countries, households and firms report
their incomes to the government every year, based on tangible payments
they have received. Consequently, valuing their incomes is as simple as
counting those payments. The measurement of wealth is not so simple.
Broadly speaking, capital is wealth, and capital is property, and therefore
wealth is something that is owned (land, housing, business and financial
assets). If it can be owned, it means that it can be traded in some market,
at a given price. Therefore, the total stock of wealth in a society is equal
to its total market value. The price mechanism fundamentally determines
the value and measurement of wealth.

For relatively liquid assets that can be sold quickly, like exchange-traded
stocks or bonds, it is fairly easy to establish their value: it’s the price paid
for them on existing markets. For intangible or illiquid assets, however,
valuation is more difficult. Consider the example of Donald Trump, and
other ‘high net worth individuals’, whose wealth has been subject to great
debate (Korom et al. 2017): if someone’s net worth is heavily influenced
by something like the value of their intangible ‘brand’, how much is that
really worth? Likewise, the same uncertainty applies to the pricing of any
asset that is ‘highly valued’ but not easily sold (such as Italian architecture
or Brazilian football). In terms of valuation challenges, housing sits some-
where in the middle: it is harder to value than stocks or bonds but easier
to price than intangible or illiquid assets. It may not be possible to find
the up-to-the-second valuation for a home the way you could look up the
cost of one share of Disney stock. At the same time, it is easier to place a
price on a two-bedroom house in the 4th arrondissement of Paris than it is
to identify the value of the Manchester United football club.

If accurate accounting for the total stock of wealth/capital in a country
is difficult, measuring its distribution is even more complex. Most central
banks in the EU have opted to gather data on household consumption
and finance, which allows for a relatively accurate measure of the total
stock of capital owned in society, but this data tells us very little about
who owns the capital/wealth. Most people do not have to account for their
accumulated wealth until their deaths and/or the liquidation and transfer
of their estates. In contrast, income data is ordinarily collected annually
in most countries, through the process of paying income tax. Further, all
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EU countries are requested to produce an annual survey on income and
living conditions (SILC). In short, income inequality data is far easier to
collect, leading most comparative political economy analyses of inequality
to focus on income more than wealth (Huber and Stephens 2014).

This presents some problems. It stands to reason that wealth inequality
and income inequality are positively correlated with each another.
However, national (political) institutions should affect certain types of
inequality more than others: wage-bargaining regimes and labour market
institutions have a more direct effect on income distribution than wealth,
while inheritance taxes would have a clearer influence on wealth distribu-
tion. Our argument, supported by the empirical assessment to follow, is
that the politics of housing is most relevant when discussing wealth
inequality. This may go some way toward explaining why housing is often
missing from CPE accounts of economic inequality: housing markets have
less impact (if any at all) on those measures of income inequality that
comparative political economists are most wont to use.

The wealth-income ratio

Given the limitations in available wealth inequality data, the next best
option is to find a proxy for wealth inequality: we select the wealth-to-
income ratio. This ratio expresses the total amount of wealth in a country
(as determined by market prices) in terms of national income. Piketty
(2014) explains that nineteenth century wealth was once primarily com-
posed of land and government bonds, with an aristocratic elite effectively
owning all landed capital. In the twentieth century, after the shocks of the
two world wars, and the subsequent birth of democratic capitalism and
progressive income taxation, the wealth-to-income ratio declined through-
out Western Europe, but since 1970 has climbed persistently upward
(WID 2018 – see Figure 1). During the early 2010s, wealth was 5.3 times
national income for Western European countries, ranging from 4.3 times
national income for Germany, to 7.1 times national income for Spain
(WID 2018).

Our assertion is that a rising wealth-to-income ratio can alert us to
trends in wealth inequality so long as three conditions are met: (1) wealth
is more concentrated than income; (2) rising wealth-to-income ratios are
not fuelled by wealth accumulation among the poor; and (3) rising
wealth-to-income ratios are not fuelled by relatively declining incomes. If
these three conditions hold, or can be controlled for, then we can assume
that any significant increase in the wealth-to-income ratio also reflects a
rise in wealth inequality, and that whatever is driving up the wealth/
income ratio is also responsible for rising wealth inequalities.
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Available data strongly suggests that the first condition does hold: the
share of wealth accruing to the wealthiest 10% of people in France, the
UK and US were 70%, 33% and 55% higher, respectively, than the income
shares of those countries’ top 10% of earners (WID 2018). Moreover, the
countries that we have data for also substantiate the second condition
(that the ratio of wealth to income is not driven by wealth accumulation
in poorer deciles); though the bottom 50% wealth shares are unavailable
for the UK, the bottom 50% in France held 6.3% of the country’s total
wealth in 2014 (not much higher than the 4% of national wealth it held
in the early 1960s), while in the US, the bottom 50% held negative wealth
(�0.1%), indicating that they own less than they owe in debt (in the early
1960s, the bottom 50% held roughly 1% of US wealth).

The third criterion is potentially complicated by the ageing Baby
Boomer population. Their incomes fall as they retire, even as they possess
larger and appreciating housing wealth. Beyond the Boomers, there is sub-
stantial empirical evidence that income growth in developed economies has
stagnated over the past two decades; however, there is little evidence of a
widespread decline in incomes that would suggest that income declines
(rather than wealth increases) were behind rising wealth-to-income ratios.
Moreover, it is easy to control for this condition within our model, allow-
ing us to determine whether housing (and other forms of capital) drive
wealth upwards after controlling for income/GDP growth, as well as the
proportion of the population that comprises pension-aged individuals.

Our contention with the wealth-to-income ratio is therefore twofold:
first, that it serves as a plausible proxy for the distribution of wealth;
second, that it is especially well-suited to identifying intergenerational
wealth inequality. Ultimately, we feel that the three conditions specified
above are indeed likely to hold, or can be easily accounted for in an
empirical model. Below we assess whether house prices are an important
determinant of wealth-to-income ratios (and therefore of wealth inequal-
ity, broadly conceived).

Housing and wealth-to-income ratios: an empirical analysis of
13 OECD countries

We examine how housing impacts wealth-to-income ratios via a panel
analysis of 13 OECD countries2 from 1970 to 2003 (selection of these
countries is limited to wealth-to-income ratio data provided by the World
Inequality Database). We include four non-European countries, both to
expand our sample size and to determine whether housing’s impact on
wealth is robust beyond a strictly European sample. Our analysis ends at
2003 because this is the most recent year for which we have consistent
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home-ownership time-series data, which is one of our central control var-
iables (representative of the ‘stock’ of housing).3 However, as a robustness
check, we replaced home-ownership rates with household mortgage debt
data provided by the European Mortgage Federation (EMF) as a control.
This time series data (which spans from the mid-1990s to 2015 for 10 of
the 13 countries in our sample) allows us to determine how our results
are impacted by the global financial crisis and its aftermath (output pro-
vided online in Appendix A).

Because housing (and other economic and institutional variables) is
likely to have short- and long-run effects on wealth-to-income ratios (like
other forms of wealth, housing can be inherited), we employ an error cor-
rection model as our empirical estimator. Error correction models rest on
the assumptions that a dependent and set of independent variables are
co-integrated,4 that the first differences of the dependent and independent
variables are stationary, and that these variables possess a long-run (equi-
librium) relationship that can be upset by disturbances which cause them
to diverge in the short run (Box-Steffensmeier et al. 2014; Durr 1992;
Keele and De Boef 2004).

In a standard error correction model that is derived from a first-order
auto-regressive, distributive lag process, the dependent variable is first dif-
ferenced (and must be stationary5) and the independent variables are
included ‘twice’ in the model – once as a first difference (which gauges an
independent variable’s short-run effect on the dependent variable), and
once as the lagged level (which, along with the beta coefficient on the error
correction, determines an independent variable’s long-run effect). Our
baseline error correction model is written as follows:

DW=Yi:t ¼ b0 þ b1W=Yi;t�1 þ b2
X

DXi;t þ b3
X

Xi;t�1

þ b4
X

CEi þ b5
X

TEt þ e

DW=Yi:t is the first difference of the wealth-to-income ratio for country i in
year t. W=Yi;t�1, the lagged level of the wealth-to-income ratio in country i
at year t‒ 1, is the error correction (i.e. what moves the variables back
towards equilibrium in the long run). In order for an error correction model
to be justified, the lagged level of the dependent variable must have a (nega-
tive) significant effect, otherwise there is no significant long-run adjustment
process back to equilibrium (Box-Steffensmeier et al. 2014: 162–3).P

DXi;t is a vector of the first differences of all the independent varia-
bles for country i at time t. Hence, b2 tells us the immediate short-run
effect of a change in an independent variable on the change in the
wealth-to-income ratio.

P
Xi;t�1 is a vector of the (lagged) levels of all

the independent variables for country i at time t‒1. These variables repre-
sent the long-run effects of our independent variables on changes in the
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wealth-to-income ratio. Crucially, however, the long-run effect of our
independent variables is not only dependent upon their beta coefficients
(b3) but also the error correction, for which b1 denotes the rate of the
long-run adjustment process. The total long-run effect of our independent
variables can therefore be calculated by the negative ratio of b3 to b1
(Vlandas 2018: 539). Because the long-run effect of an independent vari-
able is computed from two beta coefficients rather than one, so too must
be its standard error, which indicates the variable’s (long-run) signifi-
cance. This can easily be done via the ‘nlcom’ command in Stata, and we
demonstrate these results in final row of Table 1 (Vlandas 2018: 539).

In line with Piketty’s r> g hypothesis, we incorporate controls that
capture the real rate of return on different types of capital. Following
from Jord�a et al. (2017), we focus on three types of capital investment for
the ‘r’ component of Piketty’s hypothesis: stocks, (government) bonds and
real estate. We therefore control for real housing inflation, the real inter-
est rate on long-term government debt and (real) stock share price
growth, in addition to real gross domestic product (GDP) growth. Data
on housing inflation, interest rates on long-term government debt, and
stock prices stem from the Organization for Economic Co-operation and
Development (OECD 2018), while real GDP growth stems from the EU
Commission’s Directorate-General for Economic and Financial Affairs
(DG ECFIN 2018). Moreover, because wealth accumulation is not merely
determined by prices, but also the stock of wealth and the proportion of
the population that has managed to acquire it, we also control for the
long-run and short-run effects of home-ownership rates and a country’s
savings rate. Home-ownership data is taken from Nickell (2006), while
savings rate data is taken from the OECD.

We incorporate controls from the CPE literature on income inequality
to determine if political factors that mitigate income inequality also miti-
gate wealth accumulation. These controls include several measures of
union power and organisation (union density, wage-setting centralisation
and wage coordination) and the proportion of cabinet seats in a country
that is held by left-wing parties. Because mass education can improve the
distribution of human capital, we also control for a country’s average edu-
cational attainment (the average years of schooling of the population aged
15 and above). While the proportion of the population with a higher edu-
cation degree would be a more ideal measure of the distribution of educa-
tional attainment, the OECD possesses this data on a consistent time-series
basis for our sample from the late 1990s and early 2000s onwards, which
would restrict our panel to 5–6 years rather than 33 years per country.

We also control for a country’s share of social benefits spending (as a
percentage of GDP, a measure of the size of the welfare state) and its

306 G. W. FULLER ET AL.



Ta
bl
e
1.

Th
e
sh
or
t-
an
d
lo
ng

-r
un

de
te
rm

in
an
ts

of
m
ov
em

en
ts

in
th
e
w
ea
lth

-t
o-
in
co
m
e
ra
tio

.
I

II
III

IV
V

VI
VI
I

VI
II

IX
X

W
ea
lth

to
in
co
m
e
(t
‒1
)

�0
.0
62
��
�

�0
.0
58
�

�0
.0
50
��

�0
.0
56
��
�

�0
.0
61
��
�

�0
.0
58
��
�

�0
.0
57
��
�

�0
.0
77
�

�0
.0
60
��

�0
.0
61
��
�

(0
.0
04
)

(0
.0
60
)

(0
.0
25
)

(0
.0
00
)

(0
.0
00
)

(0
.0
01
)

(0
.0
03
)

(0
.0
94
)

(0
.0
11
)

(0
.0
10
)

A
ss
et

pr
ic
es
/r
et
ur
ns

(r
)

D
H
ou
sin

g
in
fla
tio
n

0.
04
8�
��

0.
05
0�
��

0.
05
4�
��

0.
05
1�
��

0.
05
0�
��

0.
05
0�
��

0.
04
9�
��

0.
04
2

0.
04
0�
�

0.
03
8�
�

(0
.0
01
)

(0
.0
00
)

(0
.0
00
)

(0
.0
01
)

(0
.0
00
)

(0
.0
00
)

(0
.0
01
)

(0
.1
22
)

(0
.0
11
)

(0
.0
18
)

H
ou
sin

g
in
fla
tio
n
(t
‒1
)

0.
09
1�
��

0.
09
4�
��

0.
09
4�
��

0.
09
0�
��

0.
09
5�
��

0.
09
5�
��

0.
09
3�
��

0.
06
7�
��

0.
08
9�
��

0.
08
8�
��

(0
.0
01
)

(0
.0
00
)

(0
.0
00
)

(0
.0
01
)

(0
.0
00
)

(0
.0
00
)

(0
.0
00
)

(0
.0
04
)

(0
.0
00
)

(0
.0
01
)

D
In
te
re
st
ra
te
s
on

go
v’
t
bo
nd
s

0.
02
7�

0.
03
0�

0.
03
5�
�

0.
03
4�
��

0.
02
9�

0.
02
8�

0.
02
7

0.
03
1

0.
02
8

0.
03
0

(0
.0
58
)

(0
.0
57
)

(0
.0
11
)

(0
.0
06
)

(0
.0
62
)

(0
.0
66
)

(0
.1
27
)

(0
.4
68
)

(0
.1
53
)

(0
.1
25
)

In
te
re
st
ra
te
s
on

go
v’
t
bo
nd
s
(t
‒1
)

0.
02
4

0.
03
0

0.
03
5�
�

0.
03
7�
�

0.
02
9�

0.
02
6�

0.
02
2

�0
.0
07

0.
02
7

0.
03
2

(0
.1
74
)

(0
.1
33
)

(0
.0
38
)

(0
.0
38
)

(0
.0
91
)

(0
.1
00
)

(0
.2
00
)

(0
.8
72
)

(0
.3
41
)

(0
.2
73
)

D
Sh
ar
e
pr
ic
es

0.
04
0�
��

0.
03
6�
��

0.
03
9�
�

0.
03
3�
�

0.
03
5�
�

0.
03
6�
��

0.
03
4�
�

0.
05
1

0.
03
1�
�

0.
03
0�
�

(0
.0
01
)

(0
.0
04
)

(0
.0
11
)

(0
.0
11
)

(0
.0
18
)

(0
.0
10
)

(0
.0
17
)

(0
.1
97
)

(0
.0
19
)

(0
.0
17
)

Sh
ar
e
pr
ic
es

(t
‒1
)

0.
03
7�
�

0.
03
3�
�

0.
03
7�
�

0.
03
0�
�

0.
03
1�

0.
03
2�

0.
03
0

0.
07
1

0.
03
0�

0.
03
1�

(0
.0
38
)

(0
.0
43
)

(0
.0
46
)

(0
.0
24
)

(0
.0
77
)

(0
.0
54
)

(0
.1
03
)

(0
.1
45
)

(0
.0
82
)

(0
.0
71
)

G
ro
w
th

(g
)

D
Re
al

G
D
P
gr
ow

th
�0

.0
21

�0
.0
46
��
�

�0
.0
58
��
�

�0
.0
55
��
�

�0
.0
43
��
�

�0
.0
45
��
�

�0
.0
40
��

0.
01
3

�0
.0
41
�

�0
.0
47
��

(0
.3
05
)

(0
.0
02
)

(0
.0
00
)

(0
.0
02
)

(0
.0
09
)

(0
.0
06
)

(0
.0
19
)

(0
.4
34
)

(0
.0
53
)

(0
.0
14
)

Re
al

G
D
P
gr
ow

th
(t
‒1
)

�0
.0
08

�0
.0
26

�0
.0
27

�0
.0
13

�0
.0
23

�0
.0
25

�0
.0
14

0.
05
8

�0
.0
16

�0
.0
25

(0
.7
79
)

(0
.2
32
)

(0
.3
24
)

(0
.6
82
)

(0
.3
63
)

(0
.3
52
)

(0
.5
78
)

(0
.1
93
)

(0
.6
05
)

(0
.3
63
)

D
is
tr
ib
ut
io
n
of

ho
us
in
g

D
H
om

e-
ow

ne
rs
hi
p
ra
te

�0
.0
10

0.
03
9

0.
00
1

�0
.0
89

0.
04
8

0.
03
3

�0
.0
71

0.
78
8

0.
09
8

0.
16
8

(0
.9
77
)

(0
.9
08
)

(0
.9
99
)

(0
.7
75
)

(0
.8
83
)

(0
.9
19
)

(0
.8
34
)

(0
.5
83
)

(0
.7
93
)

(0
.5
77
)

H
om

e-
ow

ne
rs
hi
p
ra
te

(t
‒1
)

0.
03
5�
��

0.
02
3

0.
03
2

0.
02
0

0.
02
5

0.
02
5

0.
03
2

0.
16
5

0.
01
7

0.
01
6

(0
.0
07
)

(0
.2
78
)

(0
.2
76
)

(0
.6
94
)

(0
.1
84
)

(0
.1
45
)

(0
.2
00
)

(0
.3
85
)

(0
.5
33
)

(0
.4
40
)

Sa
vi
ng

s
(s
)

D
Sa
vi
ng
s
ra
te

�0
.1
30
��
�

(0
.0
07
)

Sa
vi
ng
s
ra
te

(t
‒1
)

0.
01
3

(0
.4
21
)

D
em

og
ra
ph

ic
s

D
El
de
rly

po
pu
la
tio
n
sh
ar
e

�0
.1
23

(c
on
tin
ue
d)

WEST EUROPEAN POLITICS 307



Ta
bl
e
1.

Co
nt
in
ue
d.

I
II

III
IV

V
VI

VI
I

VI
II

IX
X

(0
.6
57
)

El
de
rly

po
pu
la
tio
n
sh
ar
e
(t‒

1)
0.
00
7

(0
.8
94
)

(In
co
m
e
in
eq

ua
lit
y
re
du

ci
ng

)
po

lit
ic
al

an
d
in
st
it
ut
io
na

l
va
ri
ab

le
s

D
Ed
uc
at
io
na
la

tt
ai
nm

en
t

0.
00
5

�0
.0
63

�0
.1
00

�0
.1
99

�0
.0
38

�0
.0
62

�0
.0
53

0.
38
2�

�0
.1
05

�0
.0
88

(0
.9
83
)

(0
.7
71
)

(0
.5
88
)

(0
.1
77
)

(0
.8
58
)

(0
.7
37
)

(0
.7
78
)

(0
.0
84
)

(0
.6
55
)

(0
.7
23
)

Ed
uc
at
io
na
la

tt
ai
nm

en
t
(t
‒1
)

0.
07
0

0.
06
4

0.
06
7

0.
03
9

0.
06
2

0.
06
6

0.
06
4

0.
11
6

0.
05
4

0.
04
6

(0
.1
81
)

(0
.2
08
)

(0
.2
61
)

(0
.5
81
)

(0
.2
35
)

(0
.2
06
)

(0
.2
90
)

(0
.1
66
)

(0
.3
67
)

(0
.4
06
)

D
U
ni
on

de
ns
ity

0.
13
7

(0
.6
14
)

U
ni
on

de
ns
ity

(t
‒1
)

0.
04
6

(0
.5
78
)

D
W
ag
e
ce
nt
ra
lis
at
io
n

0.
22
3�

(0
.0
98
)

W
ag
e
ce
nt
ra
lis
at
io
n
(t
‒1
)

0.
01
4

(0
.6
85
)

D
W
ag
e
co
or
di
na
tio
n

0.
00
0

(0
.9
93
)

W
ag
e
co
or
di
na
tio
n
(t
‒1
)

0.
01
0

(0
.4
38
)

D
Le
ft-
w
in
g
ca
bi
ne
t
se
at
s

0.
00
5

(0
.6
82
)

Le
ft-
w
in
g
ca
bi
ne
t
se
at
s
(t‒

1)
0.
00
7

(0
.5
82
)

D
D
ire
ct

ta
x
ra
te

0.
15
7

(0
.1
40
)

D
ire
ct

ta
x
ra
te

(t
‒1
)

0.
03
2

(0
.2
17
)

D
So
ci
al

be
ne
fit
s

0.
48
0

(0
.1
55
)

So
ci
al

be
ne
fit
s
(t
‒1
)

�0
.0
15

(c
on
tin
ue
d)

308 G. W. FULLER ET AL.



Ta
bl
e
1.

Co
nt
in
ue
d.

I
II

III
IV

V
VI

VI
I

VI
II

IX
X

(0
.8
73
)

D
p9
0/
p1
00

0.
09
5

(0
.4
72
)

p9
0/
p1
00

(t
‒1
)

0.
01
2

(0
.8
10
)

D
p9
9/
p1
00

0.
12
2

(0
.3
57
)

p9
9/
p1
00

(t
‒1
)

0.
03
2

(0
.5
59
)

N
32
5

33
2

30
7

28
5

33
2

33
2

31
5

19
7

29
4

29
4

R-
sq
ua
re
d
(o
ve
ra
ll)

0.
49
44

0.
46
6

0.
48
8

0.
51
5

0.
46
6

0.
46
7

0.
47
7

0.
48
5

0.
47
4

0.
48
0

Lo
ng

-r
un

ef
fe
ct

of
ho

us
in
g
pr
ic
es

1.
45
2�
�

1.
63
8�

1.
89
8�
�

1.
60
4�
��

1.
56
6�
��

1.
62
��
�

1.
61
3�
�

0.
87
4�

1.
47
8�
�

1.
45
��

(0
.0
32
)

(0
.0
51
)

(0
.0
37
)

(0
.0
01
)

(0
.0
06
)

(0
.0
10
)

(0
.0
16
)

(0
.0
99
)

(0
.0
43
)

(0
.0
31
)

D
ep
en
de
nt

va
ria
bl
e
is

th
e
fir
st

di
ffe

re
nc
e
of

th
e
w
ea
lth

-t
o-
in
co
m
e
ra
tio

.
In
de
pe
nd

en
t
va
ria
bl
es

ar
e
st
an
da
rd
is
ed
,
de
pe
nd

en
t
va
ria
bl
e
is

no
n-
st
an
da
rd
is
ed
.
Es
tim

at
or

us
ed

w
as

an
er
ro
r
co
rr
ec
tio

n
m
od

el
fo
r
13

O
EC
D
ec
on

om
ie
s
fr
om

19
70

to
20
03
.N

‒1
tim

e
du

m
m
ie
s,
n‒

1
co
un

tr
y
du

m
m
ie
s
an
d
th
e
co
ns
ta
nt

te
rm

in
cl
ud

ed
bu

t
no

t
sh
ow

n.
P-

va
lu
es

pr
ov
id
ed

in
pa
re
nt
he
se
s
(s
ta
nd

ar
d
er
ro
rs

ar
e
cl
us
te
re
d
by

co
un

tr
y)
.

� ,
��

an
d
��
� i

nd
ic
at
e
si
gn

ifi
ca
nc
e
at

a
90
%
,9

5%
an
d
99
%

co
nf
id
en
ce

le
ve
l.

WEST EUROPEAN POLITICS 309



(direct) income tax rate, as a measure of the scale of progressive taxation.
Progressive taxation reduces the potential for wealth accumulation,
because it limits the amount of after-tax income that individuals/house-
holds can direct towards capital investment (Guillaud et al. 2017; Piketty
and Saez 2003). Because all the countries within our sample have progres-
sive forms of income taxation, higher direct tax rates are likely to reflect
higher rates of taxation among upper-income groups.6 Union density data
stems from the OECD, wage centralisation and coordination data from
Visser (2016), left-wing cabinet seat shares from Armingeon et al. (2017),
social benefits data from the DG ECFIN (2018), and tax and educational
data from Nickell (2006).

Given that housing (and other forms of wealth) is more likely to be
held by the old than the young, we control for the share of the elderly
population, whose data stems from the OECD. Finally, we also control
for the short- and long-run effects of income inequality, measured via
p90/p100 and p99/p100 pre-tax income ratios, on the wealth-to-income
ratio. When incomes at the top end of the income distribution grow
more rapidly than those at the bottom, the rich – who hold greater
amounts of wealth than those who are worse off – will have greater
capabilities to invest in assets that further increase their wealth.
Consequently, income (inequality) distributions that are positively
skewed towards holders of wealth should lead to rising wealth-to-income
ratios. P90/p100 and p99/p100 data are taken from the World Inequality
Database (2018).P

CEi is a vector of country fixed effects to control for omitted varia-
bles that may prompt more rapid (or more suppressed) growth in the
wealth-to-income ratio that are constant over time but vary across coun-
tries. This enables us to partially control for national regulatory frame-
works, inheritance and capital gains tax regimes, systems of capitalism,
welfare state regimes, housing regimes, and wider attitudes towards wealth,
that impact wealth accumulation across countries but do not change much
over time.

P
TEt is a vector of (n‒1) time dummies that control for omit-

ted time shocks (and hence would account for years that led to common
rises and falls in the wealth-to-income ratio across the developed world,
such as the presence of global financial crises). A likelihood ratio (LR)
test7 indicated the presence of heteroscedasticity within panels, and hence
we incorporate country clustered standard errors in all our models.
Finally, we standardised all our independent variables, but not our depend-
ent variable, so that we could compare the magnitude of short- and long-
run effects across all independent variables (beta coefficients are inter-
preted as ‘a one standard deviation change in X leads to a b change in the
wealth-to-income ratio’).
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Results

Table 1 provides our results. Due to high collinearity between our
political and institutional variables (countries with strong unions and per-
sistent left-wing cabinets may also be likely to have more robust welfare
states and higher direct taxation) we incorporate each institutional vari-
able within its own regression model. Model I starts with the inclusion of
the first difference and lagged level of a country’s savings rate (which
Piketty identifies as a major driver of wealth inequality). Model II incor-
porates the first difference and lag level of the elderly population share.
Models III, IV and V incorporate the short- and long-run effects of our
three different measures of union strength: union density, bargaining cen-
tralisation and wage coordination, respectively. Model VI controls for the
short- and long-run effects of left-wing cabinet seats. Model VII incorpo-
rates the short- and long-run effects of direct taxation. Model VIII con-
trols for the short- and long-run effects of social benefits spending.
Models IX and X control for the short- and long-run effects of the p90/
p100 and p99/p100 pre-tax income ratios, respectively. The beta coeffi-
cient for the short-run effect of an independent variable is provided in the
rows denoted by D, while the long-run effect is provided in the rows
denoted by (t‒1). The beta coefficient for wealth-to-income in t‒1 is the
error correction (which is negative and significant throughout all models,
indicating that an error correction model is justified). Recall that in order
to compute the total long-run effect of an independent variable on the
wealth-to-income ratio, one must divide its beta coefficient by the nega-
tive value of the beta coefficient on the error correction. We provide the
total long-run predicted effect of (a standard deviation) increase in hous-
ing inflation on the wealth-to-income ratio (and its p-value) in the last
row of Table 1.

In line with our theoretical expectation, house prices demonstrate both
significant short- and long-run effects on the wealth-to-income ratio.
From the beta coefficients in Table 1, a one standard deviation increase
in real housing inflation leads to an immediate 0.038–0.054 rise in the
wealth-to-income ratio (this is roughly equivalent to the average of the
first difference of the wealth-to-income ratio, which is 0.059). In only one
model (that where social benefits spending is controlled for) does housing
inflation produce no significant short-run effect (the p-value is just over
0.100). It should be emphasised that this may be the result of a signifi-
cantly reduced sample size, as social benefits spending data for most
countries within the sample begins in 1995 (explaining why Model VIII
has a considerably smaller number of observations relative to the
other models).
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The impact of house prices on the wealth-to-income ratio is even more
pronounced in the long run (see the computed effect in the final row of
Table 1). The long-run effect of housing inflation is significant in all 10
models, and its magnitude is considerably higher than housing inflation’s
short-run effect – from the last row of Table 1, the long-run effect of a
standard deviation rise in real housing inflation is a 0.874–1.898 rise in
the wealth-to-income ratio. This contradicts the claim by Piketty that
asset prices only shape the dynamics of the W/Y ratio in the short run
(i.e. short-term boom/busts).

In contrast to changes in housing prices, home-ownership rates demon-
strate no significant short-run effect in any of our models, while they are
significantly associated with long-run increases in the wealth-to-income
ratio for only one of the ten models in Table 1. Somewhat surprisingly,
the national savings rate (results in Model I), does not behave as Piketty
would predict. Rising national savings has no long-run effect on the
wealth-to-income ratio, while it reduces the wealth-to-income ratio in the
short run. We suspect that one possible driver of this is the fact that the
countries in our sample that have the highest savings rates (Germany and
Japan most notably), also have some of the most restrictive credit institu-
tions that mitigate households’ (and firms’) capabilities to take out loans
for (wealth and real-estate) investment purposes (Fuller 2015), indicating
the importance of country-specific mortgage markets in shaping the polit-
ics of wealth accumulation. In sum, our models show that it is not the
volume of wealth (be it national savings or the pervasiveness of home-
ownership) that drives increases in the wealth-to-income ratio within our
models, but rather the price effect of real-estate and other assets.

Asset prices for stocks and long-term government debt demonstrate
similar short- and long-run effects on the wealth-to-income ratio as hous-
ing inflation, as Piketty’s identity (and Huber et al. 2017) would suggest.
Increases in stock share price growth have significantly positive effects on
the wealth-to-income ratios in the short run for nine of the ten models in
Table 1, while increases in the real return on long-term government debt
has significantly positive short-run effects on the wealth-to-income ratio
in only six of the ten models. These short-run effects are similar in mag-
nitude to those for housing inflation (the standardised short-run beta
coefficients of all three asset types are not significantly different from
each other). Stock prices and returns on government debt also demon-
strate significant long-run effects on the wealth-to-income ratio, although
their significance is not as robust as that for the long-run effect of hous-
ing inflation; the real rate of return on long-term government debt and
stock prices significantly increases the wealth-to-income ratio for four
and eight, respectively, of the ten models. Finally, as Piketty predicted,
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real GDP (income) growth reduces the wealth-to-income ratio, but only
in the short run.

Most of the political and human capital variables that the CPE (and
wider inequality literature in the social sciences) identifies as reducing
income inequality do not directly impact the wealth-to-income ratio.
Educational attainment has no significant long-run effects, and is signifi-
cantly associated with rising wealth-to-income ratios in the short run for
only one of the ten models (Model VIII, which also has the most reduced
sample size). Surprisingly, bargaining centralisation has a significantly
positive effect on the wealth-to-income ratio in the short run, but it has
no long-run effect. In contrast to their effects on income inequality, left-
wing governments, strong union density, high levels of wage coordination,
large social benefits spending and high rates of direct taxation have no
significant short- or long-run effects on wealth-to-income ratios. Nor
does the size of the elderly population move the wealth-to-income ratio
in the short or the long run (see Model II). Finally, income inequality,
measured as either the p99/p100 or p90/p100 income ratio, does not
appear to move the wealth-to-income ratio in the short or long run: this
reinforces the notion that different concepts of inequality must be exam-
ined separately.

Home-ownership rates do not fully capture households’ equity, because
they do not account for mortgage indebtedness. A household in negative
equity cannot be reasonably treated as a wealth owner. Consequently, we
conduct the same analysis above using mortgage debt (as a percentage of
household disposable income) rather than home-ownership as a control.
These results are presented in online Appendix A. Because the European
Mortgage Federation only has mortgage debt data from the mid-1990s
onwards, we removed controls in Table 1 (educational attainment and the
direct tax rate, in addition to home-ownership rates) that stem from the
Nickell (2006) dataset. Failing to do so would limit the time series for
each country from 1995 to 2003 (yielding roughly 80 complete observa-
tions). With the removal of these variables, our sample in online
Appendix A spans from the mid-1990s to 2015 for 10 of the 13 OECD
countries in our original sample.8

Our results in online Appendix A demonstrate that housing prices had
an even more marked short-run impact on wealth-to-income ratios dur-
ing the 2000s and 2010s than they did from the 1970s to the early 2000s,
while the impact of returns to other financial assets (stocks and bonds)
and GDP growth weakened significantly for this time period. Housing
prices demonstrate significantly positive short- and long-run effects for all
nine models in online Appendix A. In contrast, stock prices and bond
prices fail to demonstrate any short-run effects on wealth-to-income
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ratios between the mid-1990s and 2015, while they surprisingly display
negative long-run effects in one of the nine models in online Appendix
A. Increases in mortgage debt levels significantly increase wealth-to-
income ratios in the short run (in eight of the nine models), as well as in
the long run (for only three of nine models). These results most likely
reflect the upward pressures that financialisation and consumer credit lib-
eralisation put on both housing prices and mortgage debt accumulation
(see Fuller et al. 2018).

Finally, as in Table 1, the political and institutional determinants of
income inequality identified in the CPE literature either displayed no dir-
ect significant short- or long-run effects on the wealth-to-income ratio (in
the case of wage coordination and left-wing cabinet seats) in online
Appendix A, or exhibited results counter to what the CPE literature
would predict (union density and social benefits increase the wealth-to-
income ratio in the long run, while bargaining centralisation increases it
in the short run). The results suggest that to understand how domestic
institutions shape wealth inequality, scholars need to examine cross-
national variation in housing regimes and their impact on housing prices,
rather than their direct effect on wealth.

Discussion and conclusion

Our results have four major implications for the comparative political
economy literature on inequality in Europe. First, they suggest that CPE
theories on income inequality are poorly equipped to explain wealth
dynamics and disparities. It is neither the partisanship of government, nor
the generosity of the welfare state, nor the strength of organised labour
that directly moves wealth-to-income ratios. Instead, it is financial returns
to capital.9 Second, our results reveal the central role housing plays in the
dynamics of wealth accumulation and wealth inequality. While CPE has
become increasingly cognisant of the political importance of housing over
the past decade (highlighted not only by the contributions within this vol-
ume, but also by the previous work of its contributors), it still has failed to
systematically incorporate housing into inequality debates beyond institu-
tional approaches to welfare provision. Our results indicate that current
work on the political economy of housing has important insights to add
on the determinants of wealth accumulation and distribution, and that
housing scholars have an important space to occupy in the growing schol-
arship on the political economy of wealth.

Third, our results also indicate that housing prices’ impact on wealth
may have the potential to exacerbate cleavages between older and younger
generations. Homeownership rates for millennials are steadily declining,
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not only because their disposable income cannot keep pace with housing
prices, but also because they have higher (student) debt burdens than their
parents when they first attempt to climb the property ladder. As docu-
mented by Flynn in this issue, between the late 1970s and early 2010s,
home-ownership rates among 25–34 years olds fell by a quarter in France,
by nearly half in Denmark, Germany, Spain, the UK and the US, and by
almost two-thirds in Italy. In the UK, the Nationwide Building Society has
estimated that the cost of a first home has risen from 2.7 years of salary in
1983 to 5.2 years of salary in 2015 – the increase was far more pronounced
in London, rising from 3.7 to 10.1 years, respectively.

World War II effectively reset the clock on capital accumulation, mean-
ing that those of working age in the 1950s and 1960s were well placed to
buy property, accumulate assets and pass on the capital gains in the form
of inheritance. The end result is that the gross housing wealth reported by
people over 50 years of age tends to be much higher than the average value
of dwellings within a country: not only do the elderly control more of the
housing stock, they also appear to control the best parts of it. This is par-
ticularly true of wealthier individuals: those who own multiple properties
tend to live in homes that are substantially more valuable than even the
over-50 average.10 Homeownership is also associated with disproportion-
ately high levels of non-housing wealth (Wind and Dewilde 2017).

Christophers (2018) has questioned whether this emphasis on intergen-
erational inequality is wise, making the case that it is largely incidental to
class-based drivers of inequality. He argues that the increased exploitation
of labour by capital in the past few decades has expanded the old/young
wealth divide, and that this, rather than housing wealth inequality, is
what policymakers should aim to rectify. This is an important corrective;
however, it is almost exclusively focused on the denominator of the
wealth-to-income ratio. That is, increased exploitation might explain the
compression of incomes – but not the explosion in housing prices. This
suggests that non-homeowners and homeowners should differ when it
comes to policies that affect housing prices (such as new home construc-
tion or changes to tax regimes) – in ways that cross-cut class identities.
In short, it seems the intergenerational housing divide is increasingly pol-
itically sensitive and not entirely subsumed by class differences. More
empirical work here is certainly called for.

Fourth, and related to the point above about housing inequalities, polit-
ical economists have always been concerned about the extent to which the
capital owners of unproductive assets claim an increasingly larger share of
the economic pie. In the eighteenth century, David Ricardo feared that as
the population grew, and land became scarcer, landowners would claim a
greater share of national income in the form of rents. It was this tendency
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toward rent-seeking behaviour among the landowning elite that antagon-
ised the emerging industrial class. Fighting against rent-seeking capital
generated many of the political conflicts during the nineteenth century.
Our analysis would suggest that perhaps the dynamics of contemporary
capitalism are not that different. Wealth across Europe has become
increasingly dominated by housing capital and the value of land on which
it sits. Those who own this wealth are increasingly older voters who have
benefited from the capital gains of massive house price increases since the
1990s, which has contributed little, if anything, to entrepreneurial activity.
It pits younger voters – who are increasingly renters locked out of the
housing market – against older voters, and their inheritors. It is this
inequality that may shape future political conflict in Western Europe.

Notes

1. Marxian political economy, which focuses heavily on the politics of wealth
and its distrubtion, is a notable exception.

2. These countries include Australia, Canada, Denmark, France, Germany,
Italy, Japan, the Netherlands, Norway, Spain, Sweden, the UK and the US.

3. The EMF has more recent home-ownership time-series data, but on average
has only seven years of data per country (from 2005 to 2014) for 9 of the 13
countries within our sample. When we include this measure of home-
ownership in our model, our sample size drops to between 59 and 82
observations, and roughly half of the error correction terms in Table 1 lack
significance. However, in all models, the short- and long-term effects of
housing prices are still positive and significant.

4. Under the co-integration assumption, a linear combination of our time-
series variables must be time stationary. This can be assessed by testing
whether the residual of the equilibrium model (e ¼ W=Yi:t ‒
b0 � b1

P
Xi;t) is time stationary. However, Keele and De Boef (2004)

highlight that even if the co-integration assumption is not fulfilled, ECMs
can still be useful because: it is theoretically desirable to estimate the long-
and short-run effects of an independent variable separately, rather than
combining these processes into one variable; and ECM estimates do not
significantly diverge from a standard (first-order) auto-regressive,
distributive lag model. Hence, even though our models in Table 1 do not
satisfy the co-integration assumption, we still employ an ECM to capture
housing prices’ short- and long-run impacts on the wealth-to-income ratio.

5. A Fisher unit root test indicates that this assumption holds for our panel.
6. Data for marginal tax rates on upper income brackets is available from

Nickell (2006), which is also the source of the direct taxation data, but exists
for far fewer years than the direct taxation data.

7. Chi-squared statistic ¼ 83.99, p-value ¼ 0.000
8. EMF lacks mortgage debt data for Australia, Canada and Japan. However, if

we use total household debt data from the OECD (which is available for all
13 countries) in the place of mortgage debt, our results in online Appendix
A are largely similar.
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9. Johnston and Regan (2017) and Anderson and Kurzer (in this issue) have
demostrated that political institutions (wage-bargaining coordination and
government composition most notably) move housing prices. Hence, while
political variables may not demonstrate a direct effect on wealth-to-income
ratios after controlling for housing inflation in our models above, they may
have an indirect impact on wealth distribution through their impact on
housing prices.

10. Property values for the 50þ population are self-reported in Wave 6 of the
Survey of Health, Ageing, and Retirement in Europe; dwelling values are
calculated from national accounts and dwelling stock (OECD). Even
adjusting for vacant dwellings, households led by over-50s possess homes
worth between about twice the average dwelling value (France) and roughly
six times the average (Luxembourg).
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