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1 Introduction

In recent years economists have paid increasing attention to growing socioeconomic inequal-
ity (Stiglitz, 2012; Atkinson, 2015). Scholars mainly focused on the analysis of the effects
of income inequality on economic growth, finding preponderantly a negative relationship
between income inequality and growth (Persson and Tabellini, 1994; Aghion et al., 1999;
Banerjee and Duflo, 2003; Ravallion, 2018). Recently, however, due to the release of new
datasets on the distribution of wealth, wealth inequality has began catching the attention
of scholars. Empirical analysis showed that in regressions where both wealth inequality and
income inequality were included as explanatory variables for economic growth, the coeffi-
cient attached to income inequality falls away as statistically insignificant, meaning that
it is wealth inequality that matters more for economic growth, and not income inequality,
either in an inverse linear form or in the form of an inverse u-shape À la Kuznets (Bagchi
and Svejnar, 2015, 2016; Islam and McGillivray, 2020; Dávila-Fernández and Punzo, 2021).
This paper contributes to the burgeoning literature examining the impact of wealth inequal-
ity on economic growth, with a special emphasis on two key variables: the types of capital
held by different wealth groups of population and their level of economic and residential
segregation. Our idea is based on Policardo and Sanchez Carrera (2024) work, and on
Piketty’s argument (Piketty and Saez, 2014) according to which capital may take several
forms and might not be always productive as in the classical macroeeconomic sense (Stiglitz,
2016b, p. 143). Capital, indeed, may be represented by firms, productive machinery, and
generically by all physical properties that can provide a flow of income because of their
ability to produce goods or services. But capital may also be represented by vacational
real estate properties which are vacant most of the year, reinassance paintings, jewellery,
precious metals, rare whiskies, supercars etc., which are not productive in the neoclassi-
cal sense, but that can preserve (and sometimes even increase) their value through time
and function as a store of value. We will call this kind of capital “luxury non-productive
capital”. Luxury capital may be held disproportionally across wealth groups. Piketty and
Saez (2014) classify billionaires as either rentiers or entrepreneurs. Rentiers may act in
a way that is detrimental to economic growth, with greater power the more concentrated
their wealth holding (Morck et al., 2000; Lazonick, 2017). If the rentier proposition wins
out, as a nation’s wealth becomes concentrated in the hands of a few the greater the drag
on economic growth. Savings rates can also be affected by wealth inequality. When the
wealth-income ratio rises indefinitely (or definitely but at very high levels), the rich may
stop saving as additional wealth units become almost of no utility (see Poterba, 2000;
Piketty and Saez, 2014; Stiglitz, 2016a). Poor households may also be implicated in this
vicious cycle. Competition for conspicuous (i.e., visible) consumption is not only a prerog-
ative of the rich. When the poor are exposed to the wealthy (that is to say, in countries
where segregation among rich and poor is low), they have a tendency to hold proportionally
more luxury non-productive assets in their asset portfolios than do the rich (Bertrand and
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Morse, 2016; Quillian and Lagrange, 2016; Moav and Neeman, 2012). This implies that
as the middle class gets hollowed out by increasing wealth inequality the aggregate stock
of productive capital is drawn down in favor of luxury non-productive capital increasingly
held by the now richer and now poorer households, which slows economic growth. Income
inequality is increasing worldwide (Stiglitz 2016b). Wealth inequality has grown even more
(Davies et al. 2011; Piketty, 2014; Piketty and Saez, 2014; Stiglitz, 2016a, 2016b). In both
Europe and the US from the 1870 through 2010 the top decile share of income ranged from
30% to 50%, whereas the top decile share of wealth ranged from 60% to 90%. If negative
influences of wealth concentration on economic growth exist, rising wealth inequality can
be problematic. Since wealth inequality is affected not only by income inequality, but also
by initial conditions and stock effects, the redistribution of income via taxation or other
measures may not solve a wealth inequality problem. Wealth inequality will need to be
directly addressed.1

In this paper we present a theoretical model showing the effects of wealth inequality on
economic growth if the proportion of luxury non-productive assets is held disproportionally
across wealth cohorts, investigating also the effect of segregation on this proportion. We
will focus our attention first of all on the distribution of wealth and its effect on the amount
of luxury assets in an economy (with obvious effects on economic growth) given the level
of segregation, then we will consider the effect of a change in the level of segregation given
the distribution of wealth. We collected evidence on luxury non-productive asset holdings
for two different countries, US and France, and we conjectured a function of luxury asset
holding with respect to the level of wealth in an opportunistic way, so to better fit the
obseerved data of luxury assets holdings for these two countries. We then simulated the
model to estimate the amount of luxury non-productive assets in the economy as a result
of a variation of wealth distribution and segregation. The choice of these two countries lies
on the fact that they have been identified as having similar levels of wealth inequality2 but
very different level of residential segregation3.

So our aim is to tackle an important question: why do previous studies found sometimes
a positive and sometimes a negative impact of inequality on GDP growth? We answer to

1From a theoretical point of view, (e.g., see Banerjee and Newman, 1993; Galor and Zeira, 1993; Aghion
and Bolton, 1997; Piketty, 1997) the evolution of wealth distribution and the existence of poverty traps can
also be considered. They employ a (non-convex) investment technology (a production function) and show
how wealth initial conditions determine long-run outcomes in a closed economy with multiple steady states,
and generate inequality that can be high or low. However, inequality remains persistent. Another view in
the development literature is that economic inequality is the inevitable outcome of the market mechanism,
even with all identical agents and no non-convexity (Ljungqvist, 1993; Freeman, 1996; Mookherjee and
Ray, 2002, 2003).

2Of high-income countries with wealth inequality data, the US has the highest wealth inequality Gini,
at 0.801. France is next, at 0.730. Japan, Germany, UK, Italy, Spain, Canada, Australia, and Netherlands
all have less wealth inequality than France (Davies et al. 2011)

3Racial residential segregation as represented by the Dissimilarity index is 0.59 in USA and 0.27 in
France. See section 2.2 for technical notes on sources and methods of computations.
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this important question by extending the model of Bertola et al’s (2006) as in Policardo and
Sanchez Carrera (2024), and investigating the interrelation between different propensities
of luxury non-productive capital holdings across different wealth groups and different levels
of segregation in a country. We will see that if both rich and poor compete for conspicuous
luxury consumption, an increase of wealth inequality may have mixed effects on economic
growth, being segregation responsible, at least in part, for this evidence. In order to prove
our statement, we gathered real data on luxury asset holdings for two different countries,
US and France, which have been chosen because they have similar wealth inequality levels
but very different segregation levels. We then approximated the real distribution of luxury
asset holdings among different wealth cohort by a function chosen opportunistically and
calibrated so as to fit the data as better as possible. We then used this function to estimate
the quantity of luxury non productive assets in an economy if the level of wealth inequality
and segregation vary, and we showed that when segregation is low, a reduction of wealth
inequality may or may not be detrimental for growth, depending on the different propensi-
ties of converting productive capital into luxury non-productive assets by the poorest and
richest strata of population. When, instead, segregation is high, a decrease in wealth in-
equality made by transferring wealth from the richest to the poorest strata, will increase
economic growth by reducing the amount of luxury non-productive assets in the economy.

The remainder of the paper is structured as follows. Section 2 presents a series of styl-
ized facts on the wealth-income inequality ratio, its impact on economic growth, the growth
in luxury non-productive asset holdings in general. In subsection 2.1 we present data on
the place of luxury non-productive assets in the specific asset portfolios of American and
French households of varying wealth. Section 2.2 shows data according to which residential
segregation and luxury non-productive asset holdings of the poorest are negatively corre-
lated. Section 3 develops a macroeconomic model to explain the effects of wealth inequality
on economic growth, emphasizing the role of luxury non-productive assets as a class of
capital. Such modeling has not been a feature of the previous growth literature. Section 4
concludes offering important policy recommendations.

2 Stylized Facts

In growth theory, capital is instrumental for current production. The definition of capital
provided by Piketty (2014) is different, and is based on the idea that “capital,” that is
to say, the sum of non-human assets that can be exchanged on some markets, may not
necessarily be uniformly “productive,” as neoclassical economic theory assumes. Instead,
it may have a binary role in an economy; it may function mainly as a store of value, or as a
factor of production. In Piketty’s (2014) view, capital may assume all forms of real property
(including residential estate) as well as financial capital and functional capital like plant,
infrastructure, machinery, patents and so on, used by firms and governmental agencies.
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One could argue, then, that capital intended as a means of production is only a subset
of this broader definition of capital. Hence, we may propose that certain real property
asset holdings like real estate, art, boats, wine collections, and fancy cars are particularly
attractive as indicators of status, but are not productive capital. The distinction between
productive capital, K, and wealth, W, the latter inclusive of these luxury non-productive
assets, will be crucial to explain how wealth inequality can affect economic growth.

Piketty (2014) has brought this distinction between types of capital to the attention
of the scientific community. This has prompted Stiglitz (2015), whose attention is on the
global rise in wealth inequality, to note that:

“Standard data on savings cannot be reconciled with the increase in the wealth-
income inequality ratio: there is a wealth residual. An important component
of this is associated with rents: land rents, exploitation rents, and rents on
intellectual property.”

Qualitative data affirms that the demand for luxury non-productive assets is increasing
with the rise of the rich and super-rich (Featherstone 2014, Hay and Beaverstock 2016).
The volume of luxury real estate transactions in Europe steadily increased from 2011 to
2018, the main reasons for purchasing such a home reportedly being use as a second home
and finding a safe haven for investment, rather than using the home as a productive asset
generating rental income.4

There is plenty of literature supporting the idea that households systematically seek
out and hold increasing amounts of luxury non-productive assets as their wealth increases.
The evidence of peer-effect purchasing of visible goods for conspicuous consumption by all
wealth classes is overwhelming (Agarwal et al. 2020, Kuhn et al. 2011, Bertrand and Morse
2016). Eaton and Eswaran (2009) and Eaton and Matheson (2013) model that the rich seek
out and hold Veblen goods to such an extent that the Easterlin paradox may be because
Veblen goods crowd out consumption of non-Veblen goods in wealthy societies: “Veblen
competition characterizes affluent people” (Eaton and Eswaran 2009, p. 1101, emphasis
in the original). Empirically, Heffetz (2011) and Bricker et al. (2021) find that in he US
increasing income increases household desire to purchase signalling goods like high status
cars: “A 1-standard deviation increase in income rank implies a 3.6-percentage point rise
in the probability of owning a status car, a 14.5% rise in the average value of all cars, and a
15.8% drop in the age of the households’ youngest car.”5 Charles et al. (2009) empirically
confirm that in the US visible goods like cars and jewelry are luxury goods (a 1% increase

4https://tranio.com/articles/luxury-real-estate-in-europe-a-market-trend-analysis/
5Bricker et al. (2021, fn. 16) define a high status car as an Acura, Aston Martin, Audi, Bentley, BMW,

Cadillac, Infiniti, Lamborghini, Land Rover, Lexus, Lincoln, Lotus, Maserati, Maybach, Mercedes-Benz,
Porsche, Rolls Royce, Tesla and Volvo.
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in total household income results in a 1.5% increase in household expenditures on these
visible items), and that spending on visible goods increases with income.

There is another literature, however, that suggests that the poor are also interested
in visible consumption, especially when confronted with wealthy neighbors (Bertrand and
Morse 2016; Moav and Neeman 2012). Bertrand and Morse (2016) find indeed that in the
US, poor households’ budger shares devoted to the consumption of visible goods increases
when they are exposed to households in top income and consumption levels, whereas the
effect is muted when the rich and poor are segregated.

Policardo and Sanchez Carrera (2024) collected data on luxury asset holdings for two
countries, namely, US and France, to investigate the propensity to hold such assets by
different wealth cohorts. We borrow their analysis and report here the final result of their
investigation with a total reference to their original publication for the methods used. They
found, for US and France, such distribution of luxury assets among different wealth groups
(see figure 1 for US, and figure 2 for France).

Figure 1: US Household Luxury Non-productive Asset Holdings (in levels, on the left, and
as a percent of total assets, on the right as in Policardo and Sanchez Carrera (2024))
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Figure 2: French Household Luxury Non-productive Asset Holdings (in levels, on the left,
and as a percent of total assets, on the right, as in Policardo and Sanchez Carrera (2024))
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Network (https://www.ecb.europa.eu/stats/ecb_surveys/hfcs/html/index.en.html, https://

www.ecb.europa.eu/pub/economic-research/research-networks/html/researcher_hfcn.en.html).

Figure 1 and 2 show two important figures: the fact that the stock of luxury assets
in the portfolios of the different wealth groups is increasing with increasing wealth, and,
the poorest households in France tend to hold proportionally more luxury assets in their
portfolios than do their US counterparts.

One possible reason for such different tastes between french and american households
could be due to their level of segregation. We indeed estimated the level of segregation of
different European countries and gathered such information for the US, finding that US
and France are at the antipodes of segregation levels in the sample considered.

Segregation, and in particular wealth residential segregation may be an important factor
influencing the share, the amount and the distribution of luxury non-productive assets
among different wealth cohorts in an economy.
According to the economic literature, however, racial segregation is positively correlated
with income and wealth segregation (Galster, 1987). Oltmans Ananat (2011) finds that
segregation increases black poverty and overall black-white income disparities, while de-
creasing white poverty and inequality within the white population. Reardon and Bischoff
(2011) find a strong correlation between income and race, and racial segregation alone can
produce income segregation.

We are aware that racial segregation and wealth segregation are two different concepts.
But as long as those two variables are positively correlated, as the literature suggests,
racial segregation can be used as “proxy” for income and wealth segregation to support our
argument and shed light on the possible motivations underlying the dramatically different
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effects of wealth inequality in the United States and France when data are extremely scarce
or non-existent.

For the racial segregation index, we have been able to find 7 cross-sectional observations
(six European countries and the United States) for which also the luxury asset holdings
of the poorest 50% population index was present in year 2010. We are aware that 7
observations are far from remotely sufficient to be used for any statistical analysis, but
we hope with this little evidence to contribute to the debate and to the sensitivity of the
statistical institutes in the collection of such data, because we believe that they could
profitably used to investigate some economic insights as we are trying to do here. To the
best of our knowledge, this is one of the very few papers (if not the only) which tries to
make an association between segregation and luxury non-productive assets holdings using
aggregated macroeconomic data. Almost all the economic literature on segregation and
visible consumption are micro-based studies.

Figure 3 plots luxury asset holdings (as percent of total assets) for the poorest 50%
population versus the Dissimilarity index of racial residential segregation for year 2010.
For the computation of the Dissimilarity index of segregation, we used the D4I dataset6

with data for migrants aggregated by continents,7,8 by selecting, for all the countries, only
cities with no less than 200.000 inhabitants.9 We then plotted the Dissimilarity index
against the percent as luxury asset holdings over total assets for the poorest half of the
population.

For the United States, we gathered the Dissimilarity index for year 2010 from Menendian
S. and Gambhir S. (2019). We cannot guarantee that the methods of computation are
exactly the same as for the other European countries above, but in any case we believe that
the inclusion of this data in the figure may help shedding light on some stylized facts in a
situation characterized by deep scarcity of data.

Data for the luxury asset holdings of the different wealth deciles of population were
gathered instead from two different sources, as Policardo and Sanchez Carrera (2024) ex-
plained in their paper. Data for the European countries were gathered by the European
Central Bank (Eurosystem Household Finance and Consumption Survey), while data for

6The Data for Integration (D4I) dataset has been obtained through a spatial disaggregation of statis-
tics of the 2011 Census, collected from national statistical institutes (Alessandrini et al., 2017) of seven
European countries. The results of the spatial processing of the original data is a uniform grid showing the
concentration of migrants in cells of 100 by 100 metres in all cities of these countries. The migrants are
grouped at three different levels of aggregation: by specific country, continent, and EU versus third country
of origin.

7Countries for which D4I data were available with migrants aggregated at continent-level are: France
(FRA), Germany (DEU), Italy (ITA), Netherlands (NLD), Portugal (PRT) and Spain (ESP).

8In the D4I dataset, they are indicated as level “L3”.
9For the computation of the Dissimilarity (Dseg) index, we used the Stata® user-written package seg

developed by Reardon and Townsend (1999).
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the United states were gathered by the US Federal Reserve Board surveys. Figures 1 and
2 show the amount of luxury assets in levels and as percent of total assets as a function
of total asset for each decile of population ordered by their wealth level (as indicated by
total assets). In figure 3, we summed up the amount of luxury assets and total assets for
the first five deciles, getting therefore the percentage of luxury assets over total assets for
the poorest 50% population. This data was then plotted against the Dissimilarity index of
segregation at the national level.

Figure 3: Percent as luxury assets on total assets for the poorest 50% population vs the
Dissimilarity index of racial residential segregation. Year 2010.
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Central Bank and the US Federal Reserve Survey. Own Calculations.

Despite the fact - as we already said - that these data are obviously not sufficient for any
statistical inference, they suggest a plausible reason that might have a significant role in
determining the pattern of assets type holdings for different groups of population. Looking
at figure 3, we can observe that the slope of the line that best approximates the data,
that is, that minimizes the sum of squared residuals, shows a negative relationship between
segregation and luxury non productive assets holdings for the poor. This indicates that
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according to this little evidence, the higher the residential segregation in a country, the
lower is the amount of luxury non productive assets that the poorest 50% population owns
in his portfolio.

3 Model and numerical simulations

Policardo and Sanchez Carrera (2024), developed a theoretical model by extending Bertola
et al.’s (2006) model published in the book entitled “Income Distribution in Macroeconomic
Models” edited by Princeton University Press, in which they suggested that, depending on
the shape of the function representing the share of luxury assets in the portfolios held by
different wealth cohorts (stressing that this function needed to be convex), an increase in
wealth inequality could imply a decrease of economic growth due to a larger conversion of
productive capital into non-productive luxury assets both by the rich and the poor strata
of population.

Here we base our reasoning starting from their model, but using as function for the con-
version of productive capital into luxury non-productive assets, an opportunistic function
that best fits the real data. As a further innovation with respect to the previous model,
we assume that this function, which originally depends on the level of total wealth, here
depends also on the level of segregation. The release of the assumption b(k) = αk2 + βk
(as in equation 14 in their original paper) imply that our results hold not only if a hy-
pothetical function (which does not necessarily represent the “real” behavior observed in
the economy, especially for the rich and the super-rich) is used, but our function, when
correctly parameterized to best adapt to the real observational data and to take into ac-
count for different propensities to convert productive capital into luxury assets as the level
of segregation varies, shows how effectively the level of wealth inequality and segregation
could affect economic development via the conversion of productive capital into luxury
non-productive assets.

For completeness of treatment, we will report here the basics of the model by Policardo
and Sanchez Carrera (2024), whose insights are the following:

1. There is a type of luxury asset that is counted in measures of wealth and in wealth
inequality, but that has no direct productive use;

2. These luxury non-productive assets have the potential to be held disproportionately
across households;

3. Wealth can become more unequally distributed over time;

4. Wealth inequality affects the propensities of households to hold luxury non-productive
assets in their portfolios as they wealth varies.
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In addition to these basic assumptions, in this paper we introduce the possibility that
also segregation contributes to affect the propensity to hold luxury assets the different
wealth cohorts of population.

Here the basic equations that represent the functioning of the model:10 Let us assume
that w represents the endowment of total wealth at households-unit level, that is the sum
of k (productive capital) and u (luxury non-productive assets).

w = k + u, (1)

Household’s income is instead given by y, and obeys the rule

y = Wl +Rk, (2)

with l and k representing, respectively, non-accumulated factors (like labor) and pro-
ductive capital, while W and R are the returns on non-accumulated and accumulated
productive factors. The equations governing the returns of non-accumulated and accumu-
lated factors are W = F2(K,L), R = F1(K,L) + δK , where δK represents the net rate of
appreciation of capital.11 As in Bertola et al. (2006) capital letters represent economy-wide
prices that are identical across households. Consumption is the linear function (Bertola et
al. 2006, equation 2.1)

c = c̄+ ay + bk, (3)

where c̄ ≥ 0 is a subsistence level of consumption and a ∈ [0, 1] and b ∈ [0, 1] are exogenously
determined marginal propensities to consume from current income and accumulated pro-
ductive capital. They are constant across all households, allowing consumption to exceed
income y.

In the Bertola (2006) model consumption is a drag on the steady state level of capital
k because it directly depletes the capital stock via bk. The consumption of the capital
stock is not, however, explicitly treated other than via its vaporization during the con-
sumption process. In our model consumption converts productive capital into a luxury
non-productive asset that is a component of wealth that is durable and provides utility via
its conspicuousness and promotion of status.
The dynamics of household accumulation of productive capital follow

k̇ = y − c = Wl +Rk − c. (4)

10Notice that in the remainder of the model we use the same notation as in Bertola et al. (2006), according
to which capital letters indicate variables or parameters at the aggregate level or that are constant through
units, while with lowercase letters we indicate variables or parameter at the individual household level.

11In our model, we do not make explicitly any à priori assumption on the sign of δk. This means that δk

could be positive (if capital appreciates) or negative (if capital depreciates). In order to be as more generic
as possible, we left the sign of δk unspecified, allowing the possibility that if productive capital appreciates,
this will add to the productivity of k (i.e. the rewards R); if instead capital depreciates (implying that
δk < 0), this will detract from total capital rewards.
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In order to focus on wealth and its inequality, let l be the same for all households, as
indicated by L. Substituting equation (3) into (4),

k̇ = (1− a)(WL+Rk)− c̄− bk. (5)

An important point of the paper by Policardo and Sanchez Carrera (2024) is that the
contribution of each household unit to measured aggregate GDP is its income y. After
substituting for k̇ as given in equation (5), and assuming L is constant, growth in income
is:

ẏ

y
=

Rk̇

Rk +WL
= R(1− a)− R(c̄+ bk)

Rk +WL
. (6)

As reflected in the last term on the right-hand side of equation (6), growth is reduced with
increasing levels of subsistence consumption c̄ and with higher conversion of productive
capital into luxury non-productive capital b, as these lower the steady state level of income.
But this is not related to wealth inequality as an unequal distribution of k across households
has no effect on aggregate growth when b is constant across households.

The household survey data in the previous section reveals that b may not be constant
across all households. In France, the poorest and richest households were found to convert
wealth into luxury non-productive assets at a far higher rate than middle class households.
In the US, net of a scale factors representing personal tastes, b is found strictly increasing
with wealth. In the following of this paper, we will assume that this difference could be
due to different level of segregation in the country.

Policardo and Sanchez Carrera (2024) consider, as a final component of their model,
the nonlinear consumption function,

c = c̄+ ay + b(k)k, (7)

with b′(k) ̸= 0 reflecting differing marginal propensities to convert productive capital into
luxury non-productive assets across household wealth levels.

They estimated a reasonable specification for b(k) as:

b(k) = α/k2 + βk, (8)

so as to indicate that the poorest and the richest strata of the population have an higher
tendency to convert productive capital into luxury non productive assets, as in France. In
the US, however, the poorest strata of the population seem not to have such desire to hold
luxury assets, probably due to different levels of segregation between rich and poor in these
two different countries.
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In this paper, we used an opportunistic function which - net of a scale factor which does
not change our qualitative implications - represents a better approximation of the data
observed in figures 1 and 2.
Let us consider the following function for b(k) (with b(k) assumed to be strictly greater or
equal to zero):

b(k) = α · (k − β + S)2 − ω

(λk − γ + S)2 + δ
+ µ, (9)

with α, β, γ, ω, λ, µ and δ positive parameters. S represents the level of segregation, which
moves the function on the left hand side as the segregation increases. It is important to
point out that this function has not the goal to be “reasonable” from an economic point of
view and easily interpretable, but has the only aim to fit the data as better as possible.

As it can be seen from the following figures, a good parametrization of this function
could be: α = 0.40, β = 20, γ = 0.08, ω = 0.5, λ = 0.15 µ = 13, δ = 2.3. For France, S
could be assumed to be equal to 0, while for US, S could be equal to 9, denoting a higher
segregation level. What distinguishes the functions of US and France, in addition to the
level of segregation S, is also the scale factor µ, representing a different taste for luxury
holdings between those two countries, but, as it will be clearer with our simulations, it does
not change our qualitative results, since the effect of the scale factor on the variation of
the amount of unproductive assets in the economy as function of a change on the level of
inequality and/or segregation is nil.
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Figure 4: Percent as luxury assets as function of total assets, real vs estimated (year 2017
for France, year 2019 for US).
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Figure 4 reports the real distribution of luxury assets (as percent of total assets) as
a function of total wealth.12 In the same graph, we also plotted the estimated luxury
asset holdings given by equation 9. As written before, the common parameters for both
estimated functions are α = 0.40, β = 20, γ = 0.08, ω = 0.5, λ = 0.15 µ = 13, δ = 2.3.
For France, S could be assumed to be equal to 0, while for US, S could be equal to 9. A
different scale factor has been considered between the estimated functions of France and
US, just to make the reader better aware of the ability of this function to fit the US data,
being µ = 13 for France and µ = 2 for USA. The scale factor will be considered the same
for both countries for the simulation purposes, being irrelevant in the determination of the
qualitative implications of the model.

So, the purpose of our analysis is twofold: on the one hand, we want to investigate the
impact of a variation of wealth inequality on the stock of luxury non-productive assets in
the economy (and therefore its implication on economic development), and, on the other,
we aim to measure the effect of wealth segregation, taking constant wealth inequality.

12In order to be able to plot both functions in the same grid with the same axis scale, we normalized
total wealth for each wealth group as percent of total wealth in the economy.
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In order to do that, we will assume a common scale factor for equation 9, and for
hypothesis, will will take as benchmark that of France. We will then investigate first what
would be the effect on the stock of non-productive assets in the economy as a result of a
variation of the level of segregation, taking constant the the distribution of wealth, and
then, assuming a constant level of segregation, we measure the impact of wealth inequality
on the stock of luxury assets by decreasing wealth for the rich and increasing wealth for
the poor, taking constant the level of segregation.

Data for France have been downloaded at micro-level, and has been ordered according to
net wealth so as to be able to compute our variables of interest for each decile of the sample
representing this population.
Data for US are expressed for a different groupings at the origin, when downloaded. The US
Surveys reported data for 5 wealth groups ordered according to their net wealth represented
by: the first, which includes the poorest 25 centiles of population, the second, representing
centiles from 26 to 50, the third, including centiles from 51 to 75, the fourth, representing
centiles from 76 to 90, and the last one, the fifth, representing the richer 10% population.

Table 1 shows, for France and USA, the effect of a change in the level of segregation
on the mean level of luxury non-productive assets per capita. Column 1, 2 and 3 show,
respectively, the real level of assets per capita (expressed as x10.000 thousands of national
currency), the real level of luxury assets owned by each decile/wealth group (as derived
by the surveys), again expressed as x10.000 national currency, and the observed fraction
of luxury assets computed as the ratio of column 2 over 1 (%). As we already said, in
our simulations France has a segregation level of 0, while USA has 9. Column 5 reports,
for each wealth group, the estimated quantity of luxury assets owned by the population,
which is equal to a mean of 25.796, computed by the application of function 9 on column
1 with the assumption of segregation equal to 0. Once computed the estimated per capita
stock of luxury assets, we computed also the fraction of estimated luxury assets per capita
(expressed as % of total assets) for each wealth group and for the whole economy (column
4). After doing that, we re-applied function 9 with the assumption of segregation equal
to 9, and we estimated first the stock of luxury non-productive assets per capita that the
function would have predicted in case of high segregation (column 7) and also, the fraction
of such assets on total assets (column 6).

We observe that for France, raising segregation from 0 to 9 (that is, to the level registered
for USA), the estimated fraction of luxury non-productive assets per capita ( in its mean
level) decreases from 26.91% (column 4) to 23.74% (column 6), and this stimulates economic
growth. Similarly, for USA, decreasing segregation from 9 to 0, as those of France, raises
the fraction of mean per capita luxury non-productive assets holdings in the economy from
23.77% to 27.09%, draining productive resources towards unproductive uses.
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Table 1: Variation of the stock of luxury assets as a result of a variation of the level of
segregation
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Table 2: Variation of the stock of luxury assets as a result of a variation of the level of
wealth inequality (segregation = 0)
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Table 2 shows the effect of a decrease in wealth inequality over the fraction of luxury
assets in the economy, given the level of segregation, which, in this case, is assumed to be 0.
Column 1 in table 2 reports the observed average per capita assets as derived by the surveys
through each wealth group. Column 2 and 3 instead shows the corresponding estimated
fraction and stock of per capita luxury non productive assets computed by the application
of equation 9 over column 1. Column 4 represents a new distribution of wealth. As it is
possible to observe, for France we detracted 10.000 euro from the 10th decile and we added
10.000 euro to the first decile, thus decreasing wealth inequality. In doing so, the average
wealth of the 10th decile goes from 634.82 to 633.82, with a variation of -0.15% of wealth
for the rich (keeping unchanged the average per capita stock of assets in the economy),
while the wealth of the first decile (the poorest) raises from 1.55 to 2.55 (+64.5%). We
applied function 9 over this new distribution of assets and interestingly, we observed that
the stock of luxury assets in the economy increased. This effect is caused mainly by the
higher propensity of the poor to hold luxury assets in their portfolios than the rich, so a
transfer of money from the rich to the poor increases necessarily the stock of unproductive
assets in the economy, since it is moved to a wealth group with a higher propensity to
convert productive capital into unproductive luxury assets.

An opposite story can be told for USA. For this country, we decided to move 25.000
US$ from the richest group of population, allowing the first wealth group (corresponding
to the first poorer 25 centiles of population) having 10.000 US$ more as assets per capita.
Simulations performed on the distribution of US wealth (assuming segregation equal to zero)
suggest that in this case the poorest wealth group decreased his fraction of luxury assets
over total assets from 58.12% to 50.64%, and also the richest decreased their fraction of
luxury assets in the portfolios from 27.09% to 27.08%. This effect is due to the nonlinearity
of the function representing the conversion of productive capital into luxury non-productive
assets as a function of total assets.

It is important to notice that, on average, the poorest decile of population in France
had an initial value of assets percapita equal to 1.5, versus 3.3 of the first wealth group
in USA. The marginal propensity to convert productive capital into luxury non productive
assets is the higher, the lower is the absolute value of assets owned, and decreases as long
as total assets increases up to a minimum value of about 200.000 national currency . This
suggests that due to the nonlinearity of this function, what matters for economic growth
is not only relative inequality, but also the absolute level of wealth. We will clarify this
concept better with new simulations.

Now, let us suppose to reduce the wealth of the rich in France by an amount of e50.000,
that is, by less than 1%, and let us suppose to increase by an equal amount the wealth
of the poorest decile of population. Similarly, we decrease by 50.000 US$ the wealth of
the richer 10% population and we increase by 20.000 US$ the wealth of the poorest 25%
population. Results are exposed in table 3.

Table 3 shows how a substantial redistribution of wealth from the rich to the poor
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Table 3: Variation of the stock of luxury assets as a result of a variation of the level of
wealth inequality (segregation = 0)

F
R
A
N
C
E

(1
)

(2
)

(3
)

(4
)

(5
)

(6
)

D
e
c
il
e

W
e
ig
h
t

A
ss
e
ts

p
e
rc

a
p
it
a

E
st
.
%

E
st
.
p
e
rc

a
p
it
a

lu
x
u
ry

N
e
w

A
ss
e
ts

p
e
rc

a
p
it
a

N
e
w

E
st
.
%

0
N
e
w

E
st
.
p
e
rc

a
p
it
a

lu
x
u
ry

(x
1
0
.0
0
0

e
u
ro

)
a
s
lu

x
u
ry

(x
1
0
.0
0
0

e
u
ro

)
(x

1
0
.0
0
0

e
u
ro

)
a
s
lu

x
u
ry

(x
1
0
.0
0
0

e
u
ro

)
1

1
1
.5
4
7
8
8
2

7
1
.4
0
8
5

1
.1
0
5
3
1
9

6
.5
4
7
8
8
2

3
6
.0
8
4
5
7

2
.3
6
2
7
7
5

2
1

2
.6
3
8
4
7
6

6
3
.0
3
4
7
6

1
.6
6
3
1
5
7

2
.6
3
8
4
7
6

6
3
.0
3
4
7
6

1
.6
6
3
1
5
7

3
1

1
0
.5
9
5
0
7

2
0
.6
1
9
4
9

2
.1
8
4
6
5
1

1
0
.5
9
5
0
7

2
0
.6
1
9
4
9

2
.1
8
4
6
5
1

4
1

1
8
.1
5
1
4
9

1
3
.0
9
3
3
6

2
.3
7
6
6
4
1

1
8
.1
5
1
4
9

1
3
.0
9
3
3
6

2
.3
7
6
6
4
1

5
1

2
4
.4
4
4
6
8

1
3
.4
8
8
1
2

3
.2
9
7
1
2
8

2
4
.4
4
4
6
8

1
3
.4
8
8
1
2

3
.2
9
7
1
2
8

6
1

3
2
.6
5
2
1
3

1
5
.4
9
0
2
8

5
.0
5
7
9
0
8

3
2
.6
5
2
1
3

1
5
.4
9
0
2
8

5
.0
5
7
9
0
8

7
1

4
4
.2
7
9
9
8

1
8
.1
8
7
5
6

8
.0
5
3
4
5

4
4
.2
7
9
9
8

1
8
.1
8
7
5
6

8
.0
5
3
4
5

8
1

6
5
.3
0
9
5
9

2
1
.4
8
6
1

1
4
.0
3
2
4
8

6
5
.3
0
9
5
9

2
1
.4
8
6
1

1
4
.0
3
2
4
8

9
1

1
2
3
.9
9
3
5

2
5
.5
2
8
0
4

3
1
.6
5
3
1

1
2
3
.9
9
3
5

2
5
.5
2
8
0
4

3
1
.6
5
3
1

1
0

1
6
3
4
.8
2
0
6

2
9
.6
9
9

1
8
8
.5
3
5
4

6
2
9
.8
2
0
6

2
9
.6
9
0
5
3

1
8
6
.9
9
7
1

T
O
T
A
L

9
5
.8
4
3
3
4

2
6
.9
1
4
6
7

2
5
.7
9
5
9
2

9
5
.8
4
3
3
4

2
6
.8
8
5
3
7

2
5
.7
6
7
8
4

U
S
A

(1
)

(2
)

(3
)

(4
)

(5
)

(6
)

W
e
a
lt
h

g
ro

u
p

W
e
ig
h
t

A
ss
e
ts

p
e
rc

a
p
it
a

E
st
.
%

E
st
.
p
e
rc

a
p
it
a

lu
x
u
ry

N
e
w

A
ss
e
ts

p
e
rc

a
p
it
a

N
e
w

E
st
.
%

N
e
w

E
st
.
p
e
rc

a
p
it
a

lu
x
u
ry

(x
1
0
.0
0
0

U
S
$)

a
s
lu

x
u
ry

(x
1
0
.0
0
0

U
S
$)

(x
1
0
.0
0
0

U
S
$)

a
s
lu

x
u
ry

(x
1
0
.0
0
0

U
S
$)

1
2
.5

3
.2
7
3
8
4
1

5
8
.1
2
2
1
1

1
.9
0
2
8
2
6

5
.2
7
3
8
4
1

4
3
.7
3
9
5
9

2
.3
0
6
7
5
6

2
2
.5

1
2
.9
0
6
2
7

1
6
.4
1
6
9

2
.1
1
8
8
0
9

1
2
.9
0
6
2
7

1
6
.4
1
6
9

2
.1
1
8
8
0
9

3
2
.5

3
4
.6
8
3
7
8

1
6
.0
0
4
3
2

5
.5
5
0
9
0
4

3
4
.6
8
3
7
8

1
6
.0
0
4
3
2

5
.5
5
0
9
0
4

4
1
.5

8
4
.5
5
5
6
3

2
3
.3
4
1
4
9

1
9
.7
3
6
5
4

8
4
.5
5
5
6
3

2
3
.3
4
1
4
9

1
9
.7
3
6
5
4

5
1

6
0
0
.3
7
9
8

2
9
.6
3
7
8
4

1
7
7
.9
3
9
6

5
9
5
.3
7
9
8

2
9
.6
2
8
3
8

1
7
6
.4
0
1
4

T
O
T
A
L

8
5
,4
3
7
2
9
5

2
7
.0
9
3
0
6

2
3
.1
4
7
5
8

8
5
.4
3
7
2
9
5

2
7
.0
3
1
2
1

2
3
.0
9
4
7
4

19



can contribute to decrease the amount of unproductive luxury assets in the economy and
therefore to increase economic growth. A decrease fof e50.000 for the richer 10% population
and an equal increase for the poorest 10% population in France would imply a decrease of
0.03% of total assets employed in non-productive uses. The effect for USA is even greater,
since the poorest wealth group owned an average of US$ 32.000 against e15.000 in France.
In USA, indeed, an increase of 20.000 percapita wealth for the poorest group (and a decrease
of US$ 50.000 for the richer group) would imply an increase of productive capital of 0.06%
of total wealth.

One important lesson that we can draw from these simulations is that due to the non-
linearity of the function representing the luxury asset holding with respect to total wealth,
standard measures of inequality, like for example the ratio of wealth owned by the richer
10% population over the wealth owned by the poorest 10 or 50% population might not
informative on their effect of economic growth, since different wealth groups have differ-
ent propensities to hold non-productive assets and their propensities depend also by their
absolute value of wealth.

So, in countries where segregation is low and possibly the poorest strata of population
own little amounts of capital, a small increase of wealth for these individuals at the expense
of the richer strata would imply an increase of non-productive capital in the economy and
therefore a decrease in economic growth. This effect is due to the fact that the very poor
have an higher propensity to hold luxury non-productive assets than the rich. In order a
reduction of wealth inequality be positive for economic growth, wealth of the poorest strata
of the population must be increased substantially, so to let the propensity to hold luxury
assets for the poor decrease at a level lower than the rich.

Table 4 shows instead how a decrease in wealth inequality, in particular a decrease
of e10.000 for the richest 10% population and a corresponding increase of wealth for the
poorest 10% population for France, and a decrease of US$ 25.000 for the richest 10%
population and a corresponding increase of US$10.000 for the poorest 25% population for
USA, affects the stock of luxury non-productive assets in the economy when segregation is
high, in particular at the level assumed for the United States.

When segregation is high, as we see from figure 4, the estimated level of luxury assets as
a function of total wealth is strictly increasing (or, at least, non-decreasing), with different
propensities as the level of total wealth varies. This implies that at lower levels of wealth,
the propensity to hold luxury assets decreases and therefore, a decrease of wealth inequality
in favor of the poorest and at the expense of the richest can only generate a decrease in the
stock of luxury assets in the economy and therefore stimulates economic growth. It is pretty
clear from table 4 that after a redistribution of wealth in favor of the poorest wealth group
(and at the expense of the richest) generates a decrease of the stock of non-productive assets
in the economy. For France, a decrease of 0.15% of wealth for the richest 10% population in
favor of the poorest wealth group generates an increase of 0.03% of total wealth devoted to
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Table 4: Variation of the stock of luxury assets as a result of a variation of the level of
wealth inequality (segregation =9)
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productive uses. In USA, a decrease of 0.04% of wealth for the richest group generates an
increase of 0.05% of total wealth devoted to production, and therefore to economic growth.

4 Policy Recommendations and Final Remarks

The simple theoretical model introduced in Policardo and Sanchez Carrera(2024) shows
the mechanism according to which wealth inequality - through the different propensities to
convert productive capital into luxury non-productive assets by different wealth cohorts -
may have a detrimental impact for economic growth.

Their assumption lied on the fact that the function that converts productive capital
into non-productive assets has a u-shape with respect to total wealth. The observation of
survey data reveals however that this may not be the case, as figure 1 and 2 suggest. We
hypothesized that the different shape of the functions representing the pattern of luxury
assets holdings across different wealth cohorts could be due to different levels of segregation
between rich and poor in the countries analyzed, as the data on racial segregation seem to
suggest.

We therefore approximated with an opportunistic function the real observed pattern of
luxury assets holdings as function of total assets, letting it depend on the level of segregation,
so to fit as better as possible both observed patterns for France and US.

Once defined this function, we made two exercises: the first, where we estimated the
stock of luxury non-productive assets in the economy assuming segregation equal to 0 and
then to 9. For France, segregation equal to 0 imply that the estimated stock of luxury
assets are the best approximation to their observed level, but increasing segregation to 9
decreases the level of productive capital devoted to unproductive uses by over 3% (from
25.8% of total wealth to 22.7%). For USA, a level of segregation equal to 9 is the one which
approximates the real data, and the estimation of the stock of luxury assets that follows
from this assumption is the closest to the real observed data. The estimation of the stock
of luxury when segregation is assumed to be zero, therefore, increases the stock of wealth
devoted to unproductive uses by over 3% (from 23.8% of total wealth to 27.1%).

Segregation, therefore, when brought close to zero, has the effect of making the function
that approximates luxury assets holdings with respect to total assets highly non-linear.
An increase of segregation, conversely, has the effect, once the threshold of the minimum
is reached,13 of making this function non-decreasing. This makes the implications of a
variation in the level of wealth inequality different depending on the level of segregation.

When segregation is high, indeed, an increase in wealth inequality implies an increase

13As it is possible to observe, function 9, with S = 0, has a minimum at about 200.000 national currency.
This means that below this threshold, luxury assets holdings is decreasing with respect to total wealth (for
the poor), and over this threshold (for the rich), luxury assets holdings is increasing with wealth, but at a
rate lower than for the poor. The middle class seems the least interested in owing luxury assets.
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in the stock of luxury asset in the economy (and then a decrease of economic growth) due
to the fact that the poor are those with the lower rate of conversion of productive capital
into non-productive luxury assets.

When segregation is low, on the contrary, the effect is more ambiguous. In this case,
it is relevant not only the ratio between wealth of the richest strata of the population
and the poorest, but also the absolute level of wealth of the poorest strata. When the
level of wealth of the poor are well far away from the threshold of about 200.000 national
currency, a small increase in wealth of the poor at the expense of the richest strata will
have an effect of increasing the stock of luxury assets in the economy since the poor have
a much higher tendency to convert productive capital into non-productive wealth than the
rich. For a decrease in wealth inequality be effective in increasing economic growth, wealth
inequality must be addressed substantially, that is, the increase in wealth of the poor must
be substantial.

This represents a possible explanation of why in the economic literature we find often
contradicting theories about the effect of inequality on growth. If the effect of wealth
inequality on growth can be due to the different propensities to convert productive capital
into non-productive assets (at least in part), redistributing wealth from the rich to the
poor might be growth-depressing in the short run, since it might be difficult to redistribute
substantial wealth towards the poor in a single period. Redistribution may take time and in
the short run it might be growth-reducing. On the other hand, increasing inequality letting
more and more strata of population having a level of wealth lower and far away from the
threshold of 200.000 national currency would imply an increase in the rate of conversion of
productive capital into luxury assets which might be growth-depressing.

This may suggest to governments who want to increase economic growth while redis-
tributing wealth to help the poorest strata of population to accumulate capital via social
pension programs, who allowed the poor to accumulate productive capital without having
the effect to increase luxury non-productive consumption. Other possible and collateral
policies could be financial education programs, as well as good public school programs
which may help in this purpose and let the poorest strata of population to earn a higher
wages (and let them save more for productive purposes).
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Growth: The Perspective of the New Growth Theories.” Journal of Economic Literature,
vol. 37(4), pp. 1615-1660.

[4] Alessandrini, A., Natale, F., Sermi, F. and Vespe, M. (2017). “High resolution map of
migrants in the EU”, EUR 28770 EN, Publications Office of the European Union, Lux-
embourg, ISBN 978-92-79-73419-9 (print),978-92-79-73420-5 (pdf), doi:10.2760/355891
(print),10.2760/0199 (online), JRC108175.

[5] Atkinson, Anthony B. (2015). “Inequality. What Can Be done?” Cambridge: Harvard
University Press. Cambridge, Massachusetts.

[6] Bagchi, Sutirtha and Svejnar, Jan (2015). “Does Wealth Inequality Matter for Growth?
The Effect of Billionaire Wealth, Income Distribution, and Poverty.” Journal of Compar-
ative Economics, vol. 43(3), pp. 505-530.

[7] Bagchi, Sutirtha and Svejnar, Jan (2016). “Does Wealth Distribution and the Source of
Wealth Matter for Economic Growth? Inherited v. Uninherited Billionaire Wealth and
Billionaires’ Political Connections.” In: Basu, K., and Stiglitz, J.E. (eds.), Inequality
and Growth: Patterns and Policy. Palgrave Macmillan, London. pp. 163-194. https:
//doi.org/10.1057/9781137554598_5

[8] Banerjee, Abhijit V. and Newman, Andrew F. (1993). “Occupational Choice and the
Process of Development.” Journal of Political Economy, vol. 101(2), pp. 274-297.

[9] Banerjee, Abhijit V. and Duflo, Ester (2003). “Inequality and Growth: What
Can the Data Say?” Journal of Economic Growth, vol. 8, pp. 267-299.
https://doi.org/10.1023/A:1026205114860

[10] Bertola, Giuseppe, Foellmi, Reto and ZweimÃŒller, Josef (2006). “Income Distribu-
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