Cross-Country Comparabllity of the
Eurosystem Household Finance and

Consumption Survey

The ECB recently published the first results of the euro area Household Finance and
Consumption Survey (HFCS) and a report on the methodologies applied (ECB, 2013a and
2013b). The fact that the HFCS results vary considerably across the euro area gives rise to
questions regarding their comparability. We question the focus on mean and median country
rankings and argue for comparisons along the full unconditional net wealth distributions. Such
analyses reveal large within-country variation as well as remarkable similarities between
countries with regard to the distributions of net wealth. We discuss the relevance of household
size and homeownership in this context and point out important caveats with regard to the
interpretation of results. In the appendix we summarize relevant methodological differences
which need to be taken into account in case of cross-country comparisons.

JEL classification: D12, D14, D31

Keywords: net wealth, HFCS, inequality, distribution, data comparability, survey data

1 Introduction

The purpose of this article is twofold.
First, we highlight the major challenges
of interpretation that arise when the
Eurosystem Houschold Finance and
Consumption Survey (HFCS) is used
for cross-country comparisons. Sec-
ond, we wish to increase the awareness
of researchers who will work with
HFCS data about the influence of sur-
vey methodology on the outcome of
statistical analysis (see appendix). Even
though the specific characteristics of the
data were addressed in detail in the
publications of the Eurosystem House-
hold Finance and Consumption Net-
work (ECB, 2013a and 2013b), the en-
suing scientific and public discussion has
shown that a follow-up discussion of
some points might facilitate a better
understanding of the particulars of the
HFCS dataset.

The goal of surveys is to gather infor-
mation on a predefined topic from pre-
defined units of observation. These units
will differ from each other to some
extent (for instance with regard to house-
hold composition) but a survey cannot

be expected to be designed to account
for those differences ex ante. What is
important, though, especially in the case
of a multi-country survey project like
the HFCS, is to harmonize the method-
ology to the highest degree possible.

A lack of harmonization is the key
drawback of the Luxembourg Wealth
Study (LWS), which used to be the
only source of data available for inter-
national wealth comparisons (Sierminska
etal., 2006). There, the different national
surveys are based on different definitions
of wealth, and the methodology for
collecting and processing the data was
not harmonized.

In contrast, the HFCS uses com-
mon concepts for a large number of
variables surveyed, such as wealth, in-
come and consumption. Because of the
large number of detailed items, re-
searchers are in the position to con-
struct their own wealth definition
(see www.ech.int/home/html/researcher_
hfcn.en.html and www.hfcs.at). Further-
more, the definition of the research
unit, namely the household, was agreed
ex ante, and the methodology with re-

"' Qestereichische Nationalbank, Economic Analysis Division, pirmin.fessler@oenb.at, martin.schuerz@oenb.at.

We thank Ernest Gnan, jenngFer Gredler, Doris Ritzberger-Griinwald and Inge Schuchfor valuable comments.

Pirmin Fessler,
Martin Schiirz’

Refereed by:

Carlos Sanchez Mufioz,

ECB

MONETARY POLICY & THE ECONOMY Q2/13

29



Cross-Country Comparability of the Eurosystem Household
Finance and Consumption Survey

gard to the process of data production
was harmonized extensively up front
(ECB, 2013b).

The HFCS provides harmonized
information on the balance sheets of
more than 62,000 households in 15 euro
area countries (all but Ireland and
Estonia). The insights established into
household resources and behavior allow
for a better understanding of the mon-
etary transmission mechanisms and of
risks for financial stability.

Earlier studies have generated some
key facts about the distribution of wealth
in general (among them Kennickell,
2012; Wollff, 2012; Cowell et al., 2012;
Davies and Shorrocks, 2000): Net wealth
is very concentrated and distributed
much more unequally than income.
The bottom 50% in the wealth distri-
bution of households holds only a tiny
fraction of the aggregate wealth. Non-
financial assets outweigh financial assets
and consist mainly of households” main
residences.

Houschold wealth was lower during
the period from the 1950s to the 1970s
than in later decades, reflecting among
other things recovery from real and
nominal wealth destruction during and
after World War II. Piketty and Saez
(2012) also mention anti-private capital
policies including rent control, finan-
cial repression and nationalization poli-
cies. Politics were reversed in the 1980s
and 1990s via globalization, deregula-
tion and “large wealth transfers from
public to private hands through cheap
privatization.” Thus the rise of private
wealth is partly due to a decline of gov-
ernment wealth.

This article is structured as follows.
The main part of the article is section
2, where we analyze the net wealth dis-
tributions across countries. Section 3
concludes the article by stressing the
importance of careful collection of
primary data as well as transparency

with regard to the data production
process and argues in favor of cautious
data analyses. In the appendix we sum
up the methodological differences which
might be especially important with
regard to cross-country comparison.

2 Cross-Country Net Wealth
Comparison

A comparison of the absolute net wealth
figures in different percentiles in differ-
ent countries of the euro area shows a
lot of dispersion (see table 1). Some
countries have rather low medians but
comparatively high wealth values at the
right tail of the distribution. This may
lead to questionable debates as to which
countries are richer and which coun-
tries are poorer in the euro area.

Table 2 shows the Gini coefficients
and the shares in overall household net
wealth held by the lower 50%, the top
10% as well as the top 5% of house-
holds. Whereas differences in these
measures between countries should be
interpreted with great caution, as we
will discuss, the rather strong inequality
of net wealth — compared to the distri-
bution of income — in all countries is
clearly visible. The stylized fact that
households in the lower half of the
distribution hold only a tiny fraction of
aggregate wealth, while the share of
households at the top is rather large, is
confirmed for all countries.

2.1 Where in the Euro Area Are
Households Wealthiest?

An overall picture of wealth distribution
in the euro area has to combine two
aspects: wealth distribution within
cach individual country and across
countries. A key result of the HFCS is
that households’ wealth positions are
very heterogeneous across countries,
but even more so within countries. As
opposed to the world income distribu-
tion, where those at the top of the
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Table 1
Selected Net Wealth Percentiles
EA ‘ AT ‘ BE ‘ CY ‘ DE ‘ ES ‘ FI ‘ FR ‘ GR ‘ IT ‘ LU ‘ MT ‘ NL ‘ PT ‘ Sl ‘ SK
EUR thousand
P1 -212 | -38.0 -40 | 297 | 206 | 277 | 456 | —10.6 —7.6 2.0 | 242 0.0 | 1631 -73 -73 -0.3
P5 0.0 -0.2 0.3 0.0 -1.6 0.2 -84 04 0.0 1.0 0.1 40 | 346 0.1 0.3 1.5
P10 12 1.0 2.8 73 0.1 5.7 -0.6 1.6 2.0 5.0 5.0 161 -3.8 1.0 42 129
P20 8.0 6.1 18.0 594 3.5 554 29 57 15.0 18.0 34.7 63.0 71 8.8 281 30.2
P30 27.0 15.0 80.6 | 1265 1.6 | 100.2 14.0 177 48.7 575 | 1193 | 113.5 26.0 30.7 544 404
P40 61.8 347 | 149.6 | 1891 278 | 140.8 46.2 534 738 | 163 | 2692 | 1653 624 52.2 71.8 50.8
P50 109.2 764 | 2062 | 2669 514 | 182.7 858 | 1158 | 1019 | 173.5 | 3978 | 2159 | 103.6 75.2 | 100.7 61.2
P60 1674 | 139.6 | 2741 3577 972 | 2282 | 1301 1748 | 1298 | 2214 | 5022 | 2677 | 1555 | 100.3 | 1364 724
P70 230.5 | 2084 | 3594 | 5098 | 163.5 | 2892 | 1819 | 2372 | 166.3 | 283.0 | 6375 | 3382 | 2199 | 1350 | 1778 86.1
P80 320.6 | 310.8 | 483.6 | 768.6 | 2611 3874 | 2629 | 328.8 | 2204 | 3755 | 8897 | 452.8 | 3040 | 1881 | 2375 | 108.0
P90 506.2 | 5422 | 7051 [14699 | 4423 | 6077 | 3973 | 511.6 | 331.8 | 5771 |1,3754 | 6931 4276 | 2972 | 3172 | 1519
P95 7621 | 934.6 |1,0734 |24119 | 661.2 | 8785 | 553.6 | 7754 | 4693 | 855.0 {2,023.9 [1,0494 | 581.2 | 4824 | 434.5 2074
P99 1,885.5 |3,239.6 {2,8619 7327.6 [1,929.3 |1,8574 1,090.5 1,782 9091 12139.0 16,0274 |1,868.1 [1,042.1 11,2431 | 878.8 | 448.2
Source: Euroystem HFCS 2010.
Note: In the following, EA will be used to denote “euro area (excluding Ireland and Estonia)”.
Table2  country are better off than most people
Net Wealth Distribution - Inequality that live in a poorer country. This is
illustrated by chart 1 if we compare the
Gini coef- | Share of | Share of | Share of . .
P thelower | the top | the top United States and India. The conclu-
50% 10% 5% sion is that there is only a tiny overlap
% between rich and poor countries. Rela-
EA 068 6.0 504 372 tively rich people in India are compara-
AT 076 2.8 611 476 ble to the poorest people in the United
BE 0.61 101 44,0 313 . .
oy 070 4 e he States 1n. terms c.)f income. In the con-
DE 076 28 599 456  text of income it makes sense to talk
ES 0.58 13.0 4B 309 about poor and rich countries. Accord-
Fl 0.66 5.2 45.0 30.6 . . .
R iy ) 500 So ingly, Branko .Mllanowc (2911) con-
GR 0.56 124 388 254 cludes that it is extremely important
Im 0.61 102 44.8 321 where you are born. The place of birth
LU 0.66 8.6 51.3 399 . o 1.
MT oG e e s determines more than 60% of variabil-
NL 0.65 49 401 257 ity of global income.
PT 0.67 83 527 40.7 Chart 2 shows the composition of
Sl 0.53 13.8 35.7 224 .
K 045 206 18 218 curo area net wealth deciles by coun-
tries. To visualize also the shares of
Source: Eurosystem HFCS 2010. smaller countries (which may be pro-
portional with those of other countries
income distribution in one country can  or disproportionally high or low) the
be at the very bottom of the income individual countries have been re-
distribution in another country, in the weighted to equal size. This means that
euro area’s wealth distribution, house-  each country would have a 1/15" share
holds from all countries can be found in  in every decile (as there are 15 coun-
all net wealth deciles of the euro area. tries participating in the first wave of
With regard to income distribution, the HFCS) if net wealth was distrib-
almost all people that live in a richer uted equally across countries.
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Chart 1

Income Inequality as lllustrated by Selected Countries
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Source: Milanovic (2011).

Chart 2

Composition of Euro Area Net Wealth Deciles by Countries
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Note: Countries have been reweighted to equal size: They would each have a 1/15" share (=6.7%) in every decile (i.e. all lines would be straight) if
net wealth was distributed equally across the individual euro area countries.

However, we find the euro area and a disproportionally large number of
distribution to contain a disproportion-  households from Slovakia in the mid-
ally large number of houscholds from  dle. However, all countries have a share
Luxembourg and Cyprus at the top, in all deciles of the euro area, and the
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share of most countries is surprisingly
close to their proportional population
share (1/15"). In other words, the
wealthy households are spread over all
countries in the euro area in a rather
stable pattern.

The absolute and relative wealth
differences between households within
each country are found to be very
pronounced in all euro area countries.
The patterns of these differences are
remarkably stable in absolute as well as
in relative terms. In all euro area coun-
tries a small fraction of the population
holds a large share of wealth whereas
the bottom half holds only a tiny share
of total wealth.

2.2 Are Households Who Own Their
Homes Wealthier Than Others?

In some countries households might have
benefited from house price increases
since they bought or inherited real
estate. They might have used their
savings to pay back a mortgage. They
might have left their parents’ home
rather late in order to build up suffi-
cient financial assets to buy a home of
their own because the rental market is
small and/or no social housing is avail-
able. This last consideration might also
affect the household structure and in
turn the distribution of wealth among
households only because of their size
and age composition.

These possible channels show how
homeownership is interwoven with
observed differences in wealth. But we
should be careful with hasty conclu-
sions. Homeownership patterns are
highly mixed across and within coun-
tries in the euro area. The lowest
ownership rate with regard to house-
holds’ main residence can be found in
Germany (44.2%), closely followed by
Austria (47.7%). Slovakia, on the con-
trary, has an ownership rate of 89.9%,
followed by Spain with 82.7%. In the
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case of Austria, however, the home-
ownership rate of 47.7% masks a rate of
19.8% for Vienna and of 56.2% for the
rest of Austria excluding Vienna, and
even 74.6% for one province (Burgen-
land). Thus, the relative and even abso-
lute differences in homeownership
rates among the Austrian provinces
alone exceed the differences across
HECS euro area countries.
Furthermore, as the homeowner-
ship rate of urbanized Luxembourg
(67.1%) underlines, the homeowner-
ship pattern is obviously not a question
of urban regions versus the country-
side. Some of the differences between
countries can also be explained by
policy decisions. To give two examples:
After the German reunification most
people became tenants of their formerly
state-owned main residences. Owner-
ship stayed with the state or was priva-
tized on larger scales. In Slovakia, in
contrast, most people became owners
of their main residences after the estab-
lishment of the Slovak Republic.

Table 3

Median Net Wealth by Ownership of
Household Main Residence

Owners of Nonowners Median net

household of household | wealth

main residence | main residence

EUR thousand
EA 217.6 91 109.2
AT 241.2 11.6 764
BE 3041 7.6 206.2
CY 349.0 16.3 2669
DE 215.5 10.3 514
ES 214.3 51 182.7
Fl 1531 2.8 85.8
FR 2384 7.8 115.8
GR 136.5 54 1019
IT 250.8 10.8 173.5
LU 556.2 221 397.8
MT 267.0 21.7 2159
NL 214.8 19.3 103.6
PT 1061 4.5 75.2
S| 134.0 3.5 100.7
SK 65.6 22 61.2

Source: Euroystem HFCS 2010 (ECB Statistical Tables).
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Understanding the different patterns
of homeownership across countries but
also within countries might help to
understand some of the differences in
wealth we observe. In any case arguing
that homeownership is the main driver
of cross-country difference is a strong
oversimplification. The country differ-
ences are the result of complex pro-
cesses that have to be analyzed further
in research.

2.3 Medians and Means:
Which Indicator for Country
Comparisons?

The median is a statistically robust
measure and the mean is not, given that
just a few observations can cause it to
change a lot. In general, the mean
very likely reflects the situation of no
observed household at all but will, in
the case of net wealth, lie closer to
some households in the upper part of
the distributions. The median reflects
the wealth position of exactly one
household and splits the middle between
those households that are wealthier and
those that are less wealthy.

At a first glance the median appears
to be the obvious choice because it is
useful for avoiding the large influence
of outliers that would distort the indi-
cator. Yet, in some countries, the
median of net wealth represents a
household that owns a home and in
others the median will represent a
tenant household. In other words, in
some countries the distribution around
the median might be much more equal
than in others. What is even more
important for cross-country compari-
sons, though, is that neither the median
nor the mean includes any information
on the distribution. In other words,
both measures mask heterogeneity
within countries while focusing on dif-
ferences at certain points of the distri-
butions rather than on the variation

between the countries’ overall distri-
butions.

We suggest looking at the full
distributions to observe cross-country
differences as well as the full range of
heterogeneity within countries. When
we compare the full distributions
across countries, we see a large amount
of overlap between countries. In chart
3a we plot 21 percentiles (19 ventiles,
P5-P95, as well as P1 and P99) of
the net wealth distributions of Austria
as well as Cyprus, Germany, Greece
and Luxembourg, because those coun-
tries were the ones that got the biggest
media attention in the “poor Germans
— rich southern countries” debate.
Similar charts including all other HFCS
countries can be found in the appendix.

As a unit of measurement we use
the euro area HFCS net wealth
percentiles P1 to P99. The euro area
percentiles form the 45 degree line.
Reading the chart is straightforward:
For example, Luxembourg’s net wealth
distribution always lies above the euro
area distribution, implying that all
Luxembourg households with more net
wealth than the bottom 20% of all
Luxembourg houscholds always have a
higher net wealth than their euro area
counterparts. At the same time, for
example about 45% of the Greek or
Austrian households which — at this
point — lie below the euro area line (go
straight to the right from where the
Luxembourg line crosses the 50" euro
area percentile) have more wealth than
30% of all Luxembourg households
(the point on the x-axis where the
Luxemburg line crosses the 50" euro
area percentile).

The dispersion of wealth is enor-
mous in all countries. The 95" percen-
tile of all countries lies at least
above the 85" percentile of the euro
area, and at the same time the 5%
percentile of all countries lies at least
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below the 10* percentile of the euro
area. The chart also allows an inter-
pretation in absolute terms. For exam-
ple at least the bottom 10% of
households (in Cyprus) or at most the
bottom 25% (in Germany) has less than
EUR 8,000 in net wealth (20" euro
area percentile). Furthermore the local
slope of the country distribution lines
is also a measure of local inequality
with regard to the euro area as a whole
(45 degree line) or other countries and
in that sense also says something about
robustness when comparing certain
percentiles such as the median between
countries. For example the Austrian
distribution is relatively steep around
the median. It rises from being below
the 35" euro area percentile at the
Austrian 40" percentile to exceed the
55% euro area percentile at the Austrian
60" percentile. Over the same distance
(40™—60™ percentile), the Greek distri-
bution ranges only from below the 45
to below the 55" euro area percentile.

Neither a mean, nor a median or a
Gini coefficient nor any other type of
function mapping the wealth distribu-
tion into a single number can substitute
for a thorough examination of the full
distribution of net wealth. In the case
of the euro area, the distributions of
net wealth largely overlap for all coun-
tries and change their shape along the
way from the bottom to the top (see
appendix). A ranking of HFCS countries
in terms of household wealth would be
misleading. This is why only an in-
depth analysis of the complete distribu-
tion of wealth will produce meaningful
results.

2.4 Household Structure

The HFCS was designed with the
household as the unit of observation. It
is mostly for practical reasons that most
wealth items are not gathered at the
personal level. Some parts of house-

Cross-Country Comparability of the Eurosystem Household
Finance and Consumption Survey

Chart 3

Net Wealth Distribution in Europe — Results for Austria,
Cyprus, Germany, Greece and Luxembourg
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Source: OeNB.

Note: Percentiles of the country distributions range from 1 to 99. Personal distributions are produced under the
assumption that household wealth is shared equally within households.

holds’ differences in wealth simply
reflect a different size and different
compositions of households. A house-
hold with three persons is, after all,
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more likely to have greater wealth than
a one-person household.

What is particularly important for
cross-country comparisons is that house-
hold size is not distributed randomly
across countries. In the HFCS country
dataset these differences among coun-
tries are very pronounced. While in

Germany, Austria and Finland close

to 40% of all households are one-
person households (see ECB, 2013a),
this share is below 20% in Spain, Malta
and Portugal. Furthermore, within
countries variation is also high. In
Austria the share of one-person house-
holds is higher than 50% for Vienna and
about 30% in Upper Austria and
Carinthia.

Household structure will also be
related to other factors. In Austria a lot
of one-person houscholds consist of
young people, in other (mostly south-
ern) countries it is mainly the old,
because the young live longer with their
parents. Also the availability of loans as
well as cultural aspects or the popula-
tion density might be linked to house-
hold structure. Thus, there is clearly a
need to control for household composi-
tion when pursuing cross-country com-
parisons.

Also age patterns across countries
matter. A household consisting of three
adults will have different needs in terms
of precautionary saving than a single
mother with two kids below 14. These
factors have to be taken into account
when measuring net wealth levels. As
we do not know the intra-household
distribution of net wealth among house-
hold members it is not possible to plot a
person-level wealth distribution with-
out making assumptions about intra-
household distribution. More research
will be necessary to understand the
role of household composition.

A simple assumption is that house-

hold wealth is shared equally by all house-

hold members (including children).
Chart 3b shows the resulting personal
net-wealth  distributions  presented
analogously to chart 3a. Similar charts
including all other HFCS countries can
be found in the appendix. In general the
country wealth distributions are some-
what closer at the personal level than at
the household level. At the median, the
figures range from just above the 35t
euro area percentile for Germany to
above the 85" euro area percentile for
Luxembourg (at the personal level from
around the 40" euro area percentile to
below the 80™). That is not true for all
parts of the distribution and the move-
ment of a country’s household distribu-
tion relative to its personal (household-
size-adjusted houschold)  distribution
depends on the differences in house-
hold size and its distribution.

To provide an example: While
Austria’s household wealth distribution
is below the euro area distribution
(chart 3a) up to its 80" percentile,
its personal distribution (chart 3b) is
above the euro area personal distribu-
tion already from around the median
onward. This demonstrates the effect
of a higher number of single households
on the results. The Greek distribution
shifts further away from the euro area
distribution in the upper part. While
the 99" percentile is above the euro
area 95" percentile in the household
distribution it is below that benchmark
in the personal distribution.

As the household is the unit of
observation in the HFCS, households’
differences matter in comparisons of
household net wealth. As wealth is
accumulated generally at the personal
level, the most important variation is
the number of persons a household
consists of. Another important factor
is age. These variables might explain
part of the differences in net wealth
between households and as a result
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differences between countries if they
differ structurally with respect to
household composition.

2.5 Wealth versus Welfare

The HFECS covers the private wealth
(refered to as net wealth or also net
worth) of households, which must not
be mixed up with “augmented wealth”
(including also all entitlements to
future pension streams), “total wealth”
(including also human-, social- and cul-
tural capital) or even welfare. Wealth is
relatively straightforward to measure
whereas welfare is much harder to pin
down. Whereas the concept of welfare
includes a notion of well-being the
stock of wealth measured by the HFCS
is a purely material concept. A certain
amount of wealth need not even create
the same volume of welfare for two
persons with similar socioeconomic
characteristics in a given country.

In its definition of wealth, the
HFCS follows other well-established
wealth surveys such as the SCF (Survey
of Consumer Finances) or the EFF
(Encuesta Financiera de las Familias) in
Spain. Wealth can in general be — more
or less easily — liquidated and trans-
ferred, and it can be used as collateral.
Most individuals accumulate wealth
for a rainy day, consumption, their
children or old age provision (see Fessler
et al., 2012a). Within the context of
welfare programs, states partly provide
substitutes for these forms of privately
accumulated wealth. However, the
degree to which states provide substi-
tutes differs strongly from country to
country. While in some countries
individuals need to provide for old age
themselves, in other countries saving
for retirement is largely organized by
the state via the public social security
systems. While the pension systems
might be one of the most important
differences among countries, other dis-

Cross-Country Comparability of the Eurosystem Household
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similarities exist with regard to unem-
ployment insurance, health insurance,
maternity leave, family subsidies, other
subsidies, and further state transfers
which might affect saving patterns and
therefore wealth accumulation.

To calculate the present value of an
expected value of an insurance one has
to take into account the value of the
insurance and additionally the chance
of an insurance incident taking place
and insurance claims being honored. In
the case of pension claims that implies
knowledge of the year of retirement
and information on life expectancy. In
a houschold context the degree of
complexity is especially high because of
widow pensions and the conditional
probabilities involved with those. Due
to their different nature such claims are
usually not part of scientific research on
the distribution of private net wealth
among individuals or households (see
Davies and Shorrocks, 2000). Davies
and Shorrocks use the term “augmented
wealth” to refer to a broader definition
of wealth also including all entitlements
to future pension streams and at the
same time point to a number of prob-
lems involved with such a broader defi-
nition (risk adjustments, discount rates,
borrowing constraints, etc.). They are
also not part of the ECB definition of
private net wealth. Also the OECD
(2013) points towards the importance
of such future entitlements and possi-
bilities to measure or estimate them,
but at the same time also recommends
the exclusion of pension entitlements in
social security schemes for micro statis-
tics mainly for the practical reasons
mentioned above.

“The exclusion of entitlements in social
security schemes, as recommended here_for
micro statistics on household wealth, is pri-
marily for practical reasons and to main-
tain consistency with the SNA’s definition
of financial assets.” (p. 71).
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These differences might therefore
explain part of the differences between
wealth levels of otherwise similar
households across countries. They are
also relevant within countries as differ-
ent households may be under different
public insurance regimes, especially
with regard to state pensions, depend-
ing on their age as well as occupation.
In Austria the differences between self-
employed persons, employees in the pri-
vate sector as well as employees in the
public sector may be especially pro-
nounced.

There are also other forms of public
services, like a safe environment, a
cheap or even free well-functioning
education system, an intact natural
environment, and many more, which
all will be relevant for welfare but are
nevertheless not part of private house-
hold wealth. Private household wealth
is only one, more or less important
element of economic well-being. Wealth
is special in so far as its functions for
houscholds change along its distribu-
tion. The wealth functions and their
relation to well-being will differ in
particular among rich and poor house-
holds. While in the lower wealth quin-
tiles wealth serves precautionary pur-
poses, it serves status and transfer func-
tions in the middle and also power at
the very top (see Fessler et al., 2012a).

There are publicly provided substi-
tutes for private wealth, mostly in the
form of future pension claims or claims
on other types of insurances, which
allow households in lower wealth
deciles to consume more and bear less
individual risk in society. The nature of
these claims is different from private
wealth as they can be neither liquidated
nor transferred nor used as collateral.
Nonetheless they might be an impor-
tant factor explaining differences in
wealth among households not only
between but also within countries.

3 Conclusions

How accurate are the HFCS data? As
the HFCS is very transparent with
regard to the data production process it
is an excellent tool for assessing a huge
variety of economic questions. How-
ever, it is difficult to give an overall
assessment of the “quality” of the HFCS
wealth data. The most important qual-
ity issues concern statistical measure-
ment.

Much deeper research is needed to
better understand the multitude of fac-
tors influencing the dispersion of wealth
in the euro area. Some national data
sources may be potentially noncompa-
rable. In particular the top 1% wealth
shares are not suited for cross-country
comparisons. Reaching an adequate
portion of wealthy respondents in the
HFCS will be a crucial challenge for
cach participating HFCS country in the
second HFCS wave.

In this article we illustrate how the
focus on means and medians can lead to
misleading interpretation. Instead we
argue for comparisons along the full
unconditional net wealth distributions.
Such analyses reveal large within-coun-
try variation as well as remarkable
similarities between countries with
regard to the distributions of net wealth.

Net Wealth distributions overlap
considerably. In all countries there is a
relatively large fraction of households
with considerably higher net wealth than
most of the households in all the other
countries as well as a relatively large
fraction of households with consider-
ably lower net wealth than most of the
households in all the other countries.

We discuss the relevance of house-
hold size and homeownership in this
context and point out important cave-
ats with regard to the interpretation
of results. Household size matters and
varies strongly between countries. In
the appendix we summarize relevant
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methodological differences which need
to be taken into account in case of
cross-country comparisons.

Country comparisons seem to be
less problematic for economic models
than for absolute values and the right
tail of wealth distributions in particular.
Caution is particularly needed when
assessing the aggregate figures and

Cross-Country Comparability of the Eurosystem Household
Finance and Consumption Survey

This paper addresses key issues of
measurement of wealth related to the
first wave of HFCS results. The most
striking aspect of the wealth distribu-
tion in Europe is the high degree of
wealth concentration in all euro area
countries. Thus, if we want to address
wealth inequality in the euro area, we
need to concern ourselves mainly with

households’ estimates of business assets
and income from financial wealth,
which are much harder to assess for
respondents than other components of
wealth.

inequality within countries and not
inequality across countries. “The haves
and the have-nots” (Milanovic, 2011)
can be found in all countries of the euro
area.
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Appendix

Chart 4

Net Wealth Distribution in Europe
Results for Belgium, Malta and Portugal
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Note: Percentiles of the country distributions range from 1 to 99. Personal distributions are produced under the
assumption that household wealth is shared equally within households.
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Chart 5

Net Wealth Distribution in Europe
Results for Spain, France and Italy

a) Household Net Wealth
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assumption that household wealth is shared equally within households.
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Chart 6

Net Wealth Distribution in Europe
Results for Finland, the Netherlands, Slovenia and Slovakia

a) Household Net Wealth

Percentiles of euro area distribution (value in EUR thousand in brackets)

P99 (1,887) 0
(1887) oc
P90 (506) 0
85
pgo 321) %0
75
P70 231) 70
65
P60 (167) 60
55
P50 (109) 50
45
P40 (62) 40
35
P3027) 30
25
P0® o
15
PIOC) g
5
P1(-21)

17 5 10 15 20 25 30 35 40 45 50 55 60 65 70 75 80 85 90 95 99
b) Personal Net Wealth

Percentiles of euro area distribution (value in EUR thousand in brackets)

P99 (836) |0
(836) o
PO 221) 0
85
pgo (134) %0
75
P02 70
65
P60 (65) 60
55
P50 (45) 50
45
P40 (28) 40
35
P30 (14) 30
25
PO 50
15
PIOC) g
5
P1(-11)
15 10 15 20 25 30 35 40 45 50 55 60 65 70 75 80 85 90 95 99
—_F —_ N = —_ 5K --EA

Source: OeNB.

Note: Percentiles of the country distributions range from 1 to 99. Personal distributions are produced under the
assumption that household wealth is shared equally within households.

Finance and Consumption Survey

MONETARY POLICY & THE ECONOMY Q2/13

43



Cross-Country Comparability of the Eurosystem Household
Finance and Consumption Survey

A Comparison of HFCS Results
with External Sources
A.1 Comparison with National
Accounts Data
There is still a widespread belief that
national accounts data are closer to true
wealth figures than household surveys.
Very often researchers try to assess the
quality of a survey by looking at the
coverage of a certain item with regard
to a similar aggregate figure in the
national accounts. A higher coverage is
considered to be indicative of a high-
quality survey. Such comparisons are,
however, flawed for most variables, and
they are especially problematic for
wealth figures for various reasons.

First of all the goal of national
accounts statistics is to provide a com-
prehensive and concise picture of the
economy of a nation, including the state
and the private sector as well as the
so-called household sector.

“National Accounts are constructed in
a way that tries to minimise bias in the
estimates for the economy as a whole, as
well as to minimise statistical discrepancies
within the system. Thus, some bias may be
recorded in the household sector accounts to
satisfy the balancing constraints of the
whole system cyr accounts. In some cases,
certain economic transactions for the
household sector may even be derived as
residual, by subtracting from the estimated
total the estimates of other institutional
sectors.” (ECB, 2013b, p. 90)

The national accounts are based on
calculations and estimations of aggre-
gate statistics and do not include any
information about the distribution of
wealth among single units such as firms,
households or individuals, which would
be a necessary prerequisite for any dis-
tributional analysis. Even if the house-
hold sector aggregates of the national
accounts were closer to the true aggre-
gates of the target populations of house-
hold surveys, knowing them would not

provide any insights into the distribu-
tions among houscholds.

Second, the household sector is not
the sum of households as they are usu-
ally targeted in household surveys.
Houscholds are by definition only a
subset of the household sector in the
national accounts. The European System
of Accounts (ESA) defines the house-
hold sector as consisting of two subsec-
tors: the so-called consumer and pro-
ducer households (sector 14) as well as
nonprofit institutions serving households
(NPISHs) such as churches, political
parties, trade unions, etc., as well as
private foundations, which are quite
important in Austria (sector 15). Even
if wealth in the national accounts
could be estimated for sector 14 only,
the household concept of the national
accounts would still be broader than
that of household surveys, as the latter
define only the net positions of producer
households as households’ business assets,
whereas the national accounts include
all assets and liabilities. And finally,
even if it were possible to only include
similar net positions of producer house-
holds in the national accounts estimate,
the latter would still include the wealth
of all persons living in so-called institu-
tionalized households, such as prisons,
monasteries or homes for the elderly,
which are usually excluded from house-
hold surveys. Especially the wealth of
people living in homes for the elderly
might be relevant and even become
more relevant over time as the share of
the total population living in such insti-
tutionalized households rises (ECB,
2013b).

Even if some estimates of financial
wealth might be very precise (for the
household sector as a whole), many
financial and nearly all forms of real
wealth in the financial accounts are
very rough estimates — being based on
investment figures, balance sheet infor-
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mation for firms, sometimes even only
on nominal capital instead of an estimate
of market value, or a residual resulting
from the estimates for the other sectors.
This might be especially relevant for
the most important item of the house-
hold balance sheet, the main residence.

In the national accounts the aggre-
gate figure on dwellings is estimated
using investment figures. Per definition,
additional structural alterations made
by the households, relative price changes
because of location or other events will
not change these estimates, which re-
flect only construction costs. Land
property is recorded in a different way
as well. In the HFCS, owner house-
holds estimate the actual market value
of their main residence including the
land it is built on. Literature has shown
that this is the best way to approximate
the hypothetical market values. Of
course, true market values only exist if
an item is actually sold and, unlike
many financial assets that are identical
in value at a given point in time (shares
of a given firm), every real estate prop-
erty is different, if only because of its
different location, and therefore not
representative of any other real estate
properties. The HFCS also includes
additional information such as the pur-
chase price of the main residence, the
size, the location, the neighborhood,
and many other details which also
allow for the estimation of values using
external sources.

There are also large differences
with regard to the title under which
certain items are recorded. In the
HFCS housechold real estate property in
other countries is recorded as a real
asset. In financial accounts on the other
hand real estate property in other coun-
tries qualifies as financial asset under
the position “other equity.”

However, being aware of the differ-
ences in their primary goals, in defini-

Cross-Country Comparability of the Eurosystem Household
Finance and Consumption Survey

tions, target populations and estimations,
comparisons with the national accounts
might still be of great value to help us
to better understand problems of both
statistical datasets. Household surveys
are plagued with coverage problems
especially at the tails of the distribution.
The extent to which the important top
of the distribution is not covered is
unclear (see section B.6). When care-
fully comparing certain asset classes
and using some assumptions on the
amount of wealth held by institutional-
ized households as well as the other
known differences and general under-
reporting in surveys, we might gain
some insights on how much of total net
wealth might be missing because of
coverage issues at the top. Looked at it
from the opposite angle, the empirical
distributions revealed by surveys may
help us to better understand details
masked by national accounts aggregates
and might even help improve estimates
of real asset figures.

Thus, we are skeptical about macro-
aggregates as a benchmark for house-
hold figures. Those statistics have dif-
ferent objects with different reference
populations. Besides that, for many
microeconometric applications, and es-
pecially for the behavior of households
as economic agents, the perceived value
of an object is more important than
some value estimated by somebody
else. Nevertheless all country-level HFCS
datasets include enough information to
also estimate house prices by using
external house price indices or other
information.

A.2 Comparisons with Other
Surveys

To compare the HFCS results with
those of other surveys makes sense as
similar results might provide positive
signals for the quality of all surveys
compared (see Albacete and Schiirz,
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2013). Beside the fact that differences
in results might reflect sampling errors
even if methods and timing were iden-
tical, in most cases, certain differences
with regard to target population, exact
framing of the questionnaire, survey
mode, interviewer training, editing,
imputation and all other factors in the
process of data production might be
a source for possible differences in
results.

The EU Statistics on Income and
Living Conditions (EU-SILC) might
in many respects be the survey most
similar to the HFCS, even though there
are other surveys that might be more
reasonable candidates for comparison
for specific countries (e.g. the German
Socio-Economic Panel, SOEP) or sub-
populations and certain items of the
HFCS (The Survey of Health, Ageing
and Retirement in Europe for wealth of
the elderly).

Whereas in most countries EU-
SILC and the HFCS target the same
household population, that is not the
case for Austria and Italy. In Austria,
the target population of EU-SILC
includes only households living in a
dwelling officially registered in the
Austrian population register as a main
residence, while the HFCS household
definition also includes households
possibly living in dwellings which are
not registered as a main residence. This
leads to a smaller average household
size and a larger estimate of the total
number of households for the Austrian
HECS (see ECB, 2013b, p. 99).

Furthermore, data collection meth-
ods differ substantially. Whereas the
HFCS is a priori harmonized with
regard to as many steps in the data pro-
duction process as possible, the variety
of different methods of data gathering
(register vs. survey, different survey
modes) is larger in EU-SILC. Finally, the
HFCS provides harmonized stochastic

multiple imputations based on a Bayesian
chained equation approach allowing
variance estimation which takes into
account the uncertainty from impu-
tations as well as replicate weights
which take into account the different
complex survey designs. Combined,
these allow for calculations of standard
errors of estimates which are not artifi-
cially lowered by ignoring both phe-
nomena.

As the HECS is the first euro area-
wide harmonized dataset on wealth, no
other survey exists which would allow
for comparisons with regard to this
dimension.

Comparisons with other surveys
might be helpful in order to gain some
confidence in both surveys compared if
the results are close. But this is only
valid if the target populations are the
same and if the methods used in data
gathering and the statistical procedures
used in the data production process are
sufficiently similar.

B Methodological Comparability
Issues

This section highlights the most rele-
vant comparability issues resulting from
remaining differences in HFCS meth-
odology. Though the HFCS ensures
extensive harmonization compared to
other cross-country survey projects,
still more transparency concerning
details of data production and more
harmonization is needed. Differences in
data production are one key to under-
standing cross-country differences. If
overlooked, some differences attribut-
able to them might be misleadingly
attributed to other cross-country dif-
ferences.

The euro area HFCS was guided by
harmonized principles and methodolo-
gies with regard to all steps of data
production. It is so far the only data
source available for scientifically com-
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paring net wealth at the household level
among a large numbers of euro area
countries. The degree of harmoniza-
tion is large, which might imply that
the HFCS even might offer an advan-
tage in terms of income distribution
comparisons over other datasets that
survey income in greater detail but lack
solid harmonization of the data produc-
tion process across countries (EU-
SILC).

However, one has to bear in mind
that all decisions made with regard to
the formulation of the questions asked,
definition of the target population,
sampling design, coverage, nonresponse,
survey mode, editing, imputation,
weighting design, tools for variance
estimation and all other steps of survey
production will have an influence on
the bias and variance of estimates based
on final data.

As regards the statistical processing,
the HFCS established high-level frame-
works and in some instances made
fairly detailed prescriptions. But inevi-
tably, there was room for interpretation
and judgment, and the resulting varia-
tion may potentially affect the degree
of true bias or uncertainty that is
actually measured.

For example, the trimming of weights
for outliers typically lowers the mea-
sured variance of final estimates, but
at the expense of introducing a formal
bias relative to the original sample
design. There are similar trade-offs in
other aspects of statistical processing,
including adjustments for unit non-
response, imputation, variance estima-
tion procedures, and other areas. It
should therefore be taken into consid-
eration that datasets in which variance
was traded against bias will more often
deliver significant results, even though
they may have a larger true bias, which
cannot be measured (see also ECB,
2013b).

Cross-Country Comparability of the Eurosystem Household
Finance and Consumption Survey

B.1 Timing

Some differences within the HFCS are
given a lot of attention, such as differ-
ences in the recording of data with
respect to timing. Of course timing is
an important issue with regard to com-
parability, and a goal of the HFCS is to
increase coordination with regard to
fieldwork. While most of the fieldwork
took place in 2010/2011, there were
exceptions for Spain (2008/2009),
France (2009/2010) and Greece (2009).
However, in the case of wealth surveys,
timing is not as important as in surveys
of income and consumption. Wealth as
a stock is more stable than flows, and in
comparison to other issues this will
influence the results not that much.
Patterns of wealth distributions are
relatively stable over time — even in the
United States, where more volatile
forms of wealth like stocks are more
widespread among houscholds. Further-
more, many other data sources of asset
price developments (e.g. house prices
indices) are estimations themselves
(e.g. in the case of Austria) and are
often based on actual transaction prices
that are hardly representative of the
stock of real estate held by the full
household population.

B.2 Sampling

How the sample is drawn is a major
element for the success of a survey. In
all countries but Slovakia probability
sampling was used. All units in the
sample frame (representing the target
population as well as possible) have a
positive probability of being selected
into the sample. Also the types of sam-
ple frames differ across countries. In
some countries, telephone registers or
other customer registers were used, in
others, lists of dwellings derived from
some sort of postal addresses or popu-
lation registers. How well each frame
mirrors the related target population is
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unclear. For Austria detailed documen-
tation can be found in the Methodologi-
cal Notes (Albacete et al., 2013).
Differences also exist with regard to
stratification as well as the number of
stages and clusters. In Slovakia the
income distribution mirrors that of EU-
SILC — making the calculation of proper
design weights impossible (ECB, 2013b,
p- 30). As quota sampling is not based
on probability there is no way to
estimate correct sampling and standard
errors. In the Netherlands an internet-
based survey is used, which also might
lead to severe problems with regard to
representativeness of the sample and
further comparability issues with regard
to the survey mode.

B.3 Survey Mode, Field Phase
Monitoring and Editing

The standard method of data gathering
used in the HFCS is a personal survey
via Computer-Assisted Personal Inter-
viewing (CAPI).

Finland deviates considerably from
this method by gathering most wealth
information from administrative data
sources. While the latter might even
have advantages with regard to measure-
ment error, it allows for less detailed
disaggregation and presumably leads to
a lower degree of comparability with
the other countries. The use of admin-
istrative data along with survey data
might be problematic for cross-country
comparisons (Lohmann, 2011). Addi-
tional information for Finland is largely
based on Computer-Assisted Telephone
Interviewing (CATT). Cyprus used CATI®
(88% of observations) as well as CAPI
(12% of observations). Finally, the

Netherlands used Computer-Assisted
Web Interviewing (CAWI), a technique
which might be especially problematic
in terms of selective nonresponse and/
or measurement error. Therefore, for
comparisons with Finland, the Nether-
lands and Cyprus, the effects of differ-
ent survey modes and data gathering
techniques in general might be relevant
and needs to be investigated carefully
(De Leuww, 1992 and 2008).

Field phase monitoring and editing
might be another relevant issue with
regard to comparability. Whereas in
some countries recontacting households
was not possible at all (Germany,
France, Luxembourg, Slovakia), house-
holds where extensively recontacted in
others (Spain, Austria). Recontacting
households makes it possible to prove/
falsify extraordinarily high values or to
clarify seemingly implausible answers
of respondents and therefore reduces
edits because of so-called “outliers.” See
the Methodological Notes (Albacete et
al., 2013) for an extensive documenta-
tion on editing in the Austrian HFCS.

B.4 Weighting

Statistical data analyses based on samples
suffer from different problems of mis-
representation. The most important
source of misrepresentation in surveys
is selective nonresponse. As long as the
participation of households drawn into
the sample is random, nonresponse
would only lead to less precision (higher
variance) but not bias the resulting
estimates. In general, nonresponse in
surveys on sensitive topics like income
and wealth cannot be assumed to be
random. In order to reduce this bias,

’ Note that the household definition is different from the one used by Statistics Austria (Microcensus or EU-SILC),
which only samples households at officially registered main residences in the Austrian “Melderegister.” This
approach excludes all other households that may live in a dwelling not officially registered as a main residence.

Statistics Austria reweights the sample to the total population under the assumption that excluded households are

on average equal to the sampled ones.

? To a minor degree CATI was also used in Italy (15% of observations) and Malta (19% of observations).
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nonresponse weights are calculated. To
achieve meaningful nonresponse weights,
information on both respondents and
nonrespondents, i.e. all units in the
gross sample, has to be available. The
nonresponse weights in the Austrian
HFCS also include interviewer-level
information which was found to be
relevant to predict nonresponse proba-
bilities of sampled units. Detailed in-
formation on the weighting procedures
in Austria can be found in the Method-
ological Notes (Albacete et al., 2013). It
is unclear how strongly the weighting
procedures differ across countries. And
especially with regard to the important
nonresponse weights it remains unclear
how much information on nonrespon-
dents and/or interviewer information
was available to establish models of
nonresponse probabilities. This topic
needs to be further investigated in
order to understand the possible role of
nonresponse weighting with regard to
the bias and variance trade-off in differ-
ent countries. What is documented in
the ECB Report (ECB, 2013b, p. 43) is
the existence of weight trimming or
limitations for weight adjustment factors
in many countries (Greece, Finland,
Germany, Luxembourg, Malta, Slovenia,
Slovakia and Spain), which in general
lead to additional bias and a decrease
in variance. To better understand the
degree of those effects more information
on the exact procedures would be nec-
essary for the second wave of the HFCS.

B.5 Imputation

State-of-the-art multiple imputation
based on a Bayesian chained equation
approach is the HFCS standard proce-
dure. A common approach toward item
nonresponse which is based on stochas-
tic as well as multiple imputation is
necessary in order to reduce bias re-
sulting from selective item nonresponse
and, at the same time, to reflect the
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uncertainty arising from the imputation
process itself. All countries but Finland
and Italy use this HFCS Standard
Approach (ECB, 2013b, p. 47). How-
ever, the quality of imputation may
differ. Some countries followed a broad
conditioning approach more rigorously
than others, including as many inde-
pendent variables in the models as
possible to preserve the relationships
between as many variables as possible.
Some countries used weighted regres-
sion or the weights as independent vari-
ables. Both reduce bias but at the same
time increase variance. Automated model
selection was used by some countries as
opposed to a time-consuming user-based
model specification. In Austria, for im-
putation as for all other steps of survey
production, the primary goal was to
reduce bias, even if at the cost of a
certain increase in variance.

B.6 Coverage — Top of the Wealth
Distribution

Full coverage of the target population is
essential for any survey. One important
issue is to understand that most house-
hold surveys (including the HFCS) do
not include the entire population. Insti-
tutionalized households such as people
living in prisons, hospitals or homes for
the elderly are excluded from the target
population.

But even the target population is
not fully covered. Especially the very
top of the wealth distribution is hard to
reach in houschold surveys. Selective
nonresponse at the top of the distribu-
tion is a major issue because the wealth
distribution is extremely skewed. We
do not know what percentage of the
wealthiest houscholds is missing at the
very top and we do not know to what
degree different countries in the HFCS
managed to include the very top.

There is reason to believe that

oversampling of the wealthy might help
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to increase precision and (because of
the additional information about the
wealthy) increase coverage at the top. It
remains unclear how much these cover-
age issues compromise comparability
especially for measures depending on
the very top of the distribution or non-
robust estimators (as e.g. top 1% shares
or the mean).

Given the maximum household net
wealth level reached by the Austrian
survey (EUR 17 million), we can make
an educated guess that around 0.5% at
the very top of the distribution might
be missing entirely. This guess is based
on the trend list of the 100 richest per-
sons in 2012 that starts with EUR 100
million. Under the assumption that the

net wealth of only a few thousands of
houscholds is in the range between
EUR 17 million and EUR 100 million
we may conclude that only a small
group of wealthy households is missing.
Given the fact that nonresponse weights
might only to some extent remedy the
nonresponse bias with regard to
wealthier individuals it is very likely
that also the relative amount of wealth
held by the top 10% is downward biased.
Oversampling of the wealthy was not
possible in the case of Austria. The Aus-
trian HFCS does not claim to represent
the full range of the wealth distribution.
Without the use of special sampling
frames the sampling design will miss
the very top of the distribution.
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