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INCOME CAPITALIZATION
AS A METHOD OF ESTIMATING
THE DISTRIBUTION OF
WEALTH BY SIZE GROUPS

CHARLES STEWART

NaTioNAL income and its distribution have thus far proved both
more susceptible of measurement and more useful in economic
analysis than national wealth and its distribution. It has, indeed,
been questioned whether, if the former is available, the latter is
necessary or of much use.! Not infrequently, it has been suggested
that the one distribution is tantamount to the other. To this
writer it seems that estimates of wealth, and its distribution by
size classes, would prove of substantial independent value for eco-
nomic analysis, provided they were considerably more accurate
than the estimates heretofore made.

The distribution of wealth has been sought chiefly for the pur-
pose of indicating the prevailing degree of inequality in a coun-
try, or of comparing the degree of inequality in countries of
different social structures. Even aside from their statistical crude-
ness the results have not proved adequate indicators of economic
welfare. The grouping, for example, of individuals of the same
wealth but in far different positions of economic security and
power is a definite shortcoming, but this is probably even more
serious in the case of the income distributions. Even so the results
may demonstrate. satisfactorily if roughly, the measure of in-
equality prevailing at any given time.

1 See Simon Kuzncts, Studies. Volume Two, Part One. especially pp. 37-61. dis-
cussion by R. T. Bye. Gerhard Colm. M. A. Copeland, and E. M. Martin. and reply
by Dr. Kuznets.
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g8 PART TWO

That unwarranted generalizations have been derived from
these rough estimates for purposes of political argument is not to
be denied. But if it is true, as responsible political commentators
would have us believe, that one of the major aims of the present
administration is to bring about some redistribution of wealth,
then it seems obligatory for economists to produce estimates of
greater merit than the pioneer estimates which have been so
abused. The question of the measurement of inequality may
seem to some an idle question, simply a matter of popular curi-
osity, without much utility for economic analysis. Yet it will re-
main a matter of paramount public interest so long as economic
inequality remains a political problem.?

In many respects income may be a better index of economic
welfare, if not of power, than wealth, but to the extent that many
types of unrealized incomes are excluded it is certainly defective.
Persons in either high or low income brackets who derive their
income from earned sources are not in economic positions similar
to those who derive their income from property. This is another
important argument in favor of the view that wealth is a better
index of economic power. Unless the theoretical and practical
difficulties in the way of capitalizing earned incomes are sur-
mounted—or those involved in estimating unrealized items of
income—the two distributions will not be identical. Not only
can both be used as checks against the other; each will prove of
use in the treatment of special economic problems.

Neither the question of tax justice nor the economic effects of
taxation, for example, can be fully studied without more ade-
quate information on the distribution of wealth. Facts about in-
come do not completely suffice for these purposes. The campaign
to ‘broaden the base’ of the income tax is defended on the grounds
that our tax structure is highly progressive. No refined judgment,
however, as to the weight of the entire tax burden upon the vari-
ous strata of income and wealth can be made without adequate
data on the distribution of wealth. To some degree the capitaliza-
tion of property incomes may suffice but for any complete analysis
involving property, estate, and gift taxes, this would not be satis-
factory. If tax justice is to be given intelligent consideration in

2 Cf. Harry Cé.mpion, Public and Private Property in Great Britain (Oxford Uni-
versity Press, 1939), Introduction by J. Jewkes.
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the forthcoming simplification of the federal tax structure, this
matter becomes of great importance. And for any judgment as to
the influence of taxation upon savings and investments, it is use-
ful if not imperative to have wealth distributions of considerable
refinement. '

In Europe and in this country several methods have been de-
veloped for estimating the distribution of wealth by size groups.
Before the imposition of the income tax in the United States,
county probate court records afforded virtually the only data for
such purposes. Since Statistics of Income became available the in-
come tax data have been used in various ways that will be de-
scribed in the following sections. Few attempts have been made
to construct wealth tables simply by capitalizing items of income
reported for taxation; nor is such a purpose the aim of this article.

It seems to the present writer that two techniques may be em-
ployed to obtain wealth distributions that are not mere reflec-
tions of income statistics. The first is the estate-multiplier
method, discussed in the next section, which is widely used
abroad, particularly in England. The second is the method sug-
gested by Fritz Lehmann which utilizes, in combination, Amer-
ican income and estate tax data.

Since the material necessary for the estate-multiplier method
is not available for the United States, the main purpose of this
paper is to test Lehmann’s method and to compare the results and
problems with those of other methods which are also based, at
least to some extent, upon the income-capitalization approach.

I The Alternative Methods

1 THE ESTATE-MULTIPLIER METHOD

Of the various ways of estimating the distribution of wealth by
incoine or wealth brackets, the estate-multiplier method is prob-
ably the most desirable, but it is at present inapplicable to the
American statistical material. This method rests “on the assump-
tion that the dying in each age group are a fair sample of the
living in the same age group”. Making this assumption, “it is pos-
sible from the [estate duty statistics) to construct a table of distri-
bution among the living. The numbers and values of decedents’
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estates in each age-group are multiplied by the reciprocal of he
death rate for that age group.” suriously enough, the federa|
estate tax statistics for 1922~24 were cast in the right form to pro-
vide the data required by this method. The number and valye of
the estates filed at time of death were presented by age groups ang
sex. By multiplying the number of estate returns by a factr
representing the ratio of the ‘quick and the dead’, for each age
group and sex, the distribution of wealth could be estimated, To
the writer’s knowledge these statistics have not been utilized s It
may be that the material is too rough. The age groups in the off.
cial estate statistics were rather broad (ten years, in most cases).
More serious is the fact that a total of 1,918 estates were untaby.
lated in the annual statistics of 1922, 1923, and 1924; and whep
later summarized the data were not broken down by age groups!
There is no reason except expense why the old practice should
not be resumed and improved. It would be sufficient for this pur
pose if such compilations were made at five-year interval.. For
any year since 1916 the necessary material might still be obtain.
able from the Treasury records; and the results should be more
valuable than the estimate of the Federal Trade Commission
for 1912~24, at least as far as the upper brackets are concerned *

One important difficulty, however, is involved: What is the
mortality rate, by age groups and sex, of the wealthy stratum of
the population? It is no doubt different from that of the general
population. This information seemingly is lacking for the United
States but the difficulty is not at all insuperable. In England, for
example, the death rates for various ‘social’ or occupational
classes have been published by the Registrar-General for selected
years.?

The chief limitation of this method, if applied to the federal

3 Josiah Wedgwood, The Economics of Inheritance {London: Routledge. 1g29),
P- 45. See also G. W. Daniels anq Harry Campion, The Distribution of National
Capital (Manchester University Press, 1936}, p. 4.

¢ Cf. W. L. Crum, The Distribution of Wealth (Harvard Rusiness Rescarch Studies,
No. 13, 1935). pp. 10-14. Fstate tax returns by age and sex groups are plotted in
Pareto-type curves, and these are taken as presumptive distributions of wealth, but
the estate-multiplier method is noy applied.

5 U. S. Bureau of Internal Revenue, Statistics of Income, 1924, p. 95,

¢ Federal Trade Commission, Nationay Wealth and Income, Senate Doc. 116, 6gth
Cong.. 15t Sess. (Washington, 1926). pp. 56-69.

T Ck. Wedgwood, op. cit,, P- 45: Daniels and Campion, op. cit,, pp. 1418
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estate statistics, is the fact that the results would refer only to the
very wealthiest classes. Because of differences in estate taxes, this
limitation is not present in the English estimates. The residuum
of national wealth in the hands of individuals could be allocated,
however, to the broad wealth class below the federal tax limit,
though this involves some dangers and assumes that the total

wealth is known; or the result could be supplemented by other
methods.

2 DISTRIBUTION OF PROBATED ESTATES

At the end of the last century C. D. Wright, M. O. Lorenz, and
C. B. Spahr made use of available state probate records in Massa-
chusetts, Wisconsin, and New Yerk to estimate the distribution
of estates.* The results must be differentiated from a distribution
of wealth. The dispersion of decedents’ estates gives at best but a
hint as to the latter. In 1915 W. I. King elaborated the Massachu-
setts and Wisconsin results and presented some international
comparisons in his Wealth and Income of the People of the
United States. Since the estate and income taxes became effective
only in 1916, there was no possibility at that time of employing
the estate-multiplier method or the income-capitalization ap-
proach. But later, despite the shortcomings of the old method,
the Federal Trade Commission resorted to it in the study cover-
ing 1912~23, and concluded that its sample was “sufficiently good
- . . to give an approximately correct picture of the facts”. No
cognizance, apparently, was taken of the possibility of applying
the estate-multiplier method to the estate tax statistics. Capitaliz-
ing income, on the basis of income tax statistics, was deemed im-
practicable. Now, however, further study of probated estates,
especially the smaller ones, would prove invaluable in supple-
menting the income-capitalization results.

$ DIRECT CENSUS OF WEALTH

Another general method is the direct census of wealth. Australia
made such a census as a war measure in 1915.* The cost of a census

8S5ee C. L. Merwin, Jr., Part One. Sec. I.
* G. H. Knibbs, The Private Wealth of Australia and its Growth (Melbourne: Com-
monwealth of Australia. Commonwealth Bureau of Census and Statistics, 1918), pp.

24-5, 30-1. 48-9.
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1s obviated if the property tax can be taken as Presumpyiy,
measure of wealth distribution, and this method was utilized j,
Massachusetts and Michigan late in the 19th century gpq by
Helfferich in his estimate for Prussia in 1go8.10 By, 1 N0 westery
country today could this presumptive method he employed, fo,
the reasons that have led to the breakdown of the Property tay
itself. Nor would the expense warrant a direct censys save in some
emergency. The United States has made inventories of natiopy]
wealth that have been of use iy roundabout ways in constructing
wealth distribution tables, as will be mdicated beloy

Il Refinement of the Income-Capitalization Method

1 CONTRIBUTIONS OF INGALLS AND KING

The capitalization of income approach is inherently Jess desir.
able than the estate-multiplier or direct census methods, largely
for the reasons that it excludes non-income yielding propertyand
that it is difficult, if not impossible, to apply to the lowest income
brackets. Yet it has proved the most usefyl method in working
with the existing American materials.

W. R. Ingalls was the first to employ the technique. Critical of
the conclusions concerning the distribution of wealth in the
United States implied by the studies of probated estates, widely
quoted in political discussion, Ingalls first challenged the resnis
by means of whay we might call the inventory method z0d only
later brought into play income-capitalization, He made a rough
division of the total National wealth. a5 reported by the Census
and other sources, in the hands of farmers, corporations, business
mterests, and the public generally. “The data are fragmentary,
but they are sufficient to mdicate clearly the extensive distribu-
tion of wealth among the people of the United States.”" »

This was the roughest sort of begimiing. Except when com-
bined with the income-capit;llizati(m method. based upon in-
come tax statistics, the Tesults are unsatisfactory and ar best
Suggestive. This next Step was likewise taken by Ingalls in an arti-
cle first published ip The Iron Age, October 4, 1923, and re-
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printed in his Current Economic Affairs. The most refined use
of income-capitalization, supplemented by other techniques, is
King's estimate for the United States as of December 31, 1921.12

2 TYPICAL PROBLEMS OF THE CAPITALIZATION APPROACH

Some of the typical problems involved in the capitalization ap-
proach are revealed by the estimates of Lewis Corey and R. R.
Doane for 1928 and 1929."* Both employed substantially the same
procedures as King, though in much cruder fashion. Essentially,
the method is a combination of the inventory and income-capital-
ization approaches: national wealth as indicated by available data
is distributed according to size groups by means of indices ob-
tained from income tax statistics. For only by “skillfully combin-
ing several methods”, as Lehmann described King's work of 1921,
an it be hoped to obtain at all trustworthy estimates for the
whole range of income classes. Only to a limited extent are prop-
erty incomes directly capitalized and aggregated by income
classes.

The distributions for 1928 and 1929 are, in fact, incomplete
approximations. Corey’s results refer only to income-yielding
wealth but embrace the entire range of wealth from the wealthi-
est to the poorest. Doane’s distribution, on the contrary, includes
non-income wealth but excludes all persons below the federal
income tax limits.

One limitation of the pure income-capitalization approach,
namely the problem of including non-income wealth, was partly
minimized by Doane (also by King) by using income tax statistics
chiefly for the purpose of obtaining keys for the distribution of
wealth totals known from other sources. Bank deposits, insur-
ance, individually owned houses, and all varieties of personal
property, present problems to be dealt with in one way or an-
other. Two questions are suggested: whether all personal prop-
erty is counted in national wealth totals, and whether suitable

12 The procedures used by Ingalls and King are more fully described by Merwin,
Part One, Sec. L.

1 Lewis Corey, The Decline of American Capitalism (Covici Friede, 1934), p. 350-
The traditional tabulation according to income or wealth classes is abandoned by
Corey in favor of broad social classes, though probably with too few subdivisions.
R.R. Doane, The Measurement of American Wealth (Harper, 1933), pp- 25. 33-
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keys have been employed to allocate such PTOperty to wea)y,
classes.

The treatment of wealth in the hands of persons belay the
income tax levels presents another difficulty. For this task mych
information is essential concerning the magnitude of differen;
items of wealth such as farm property, bank deposits, insurayge
automobiles, and other types of durable property. Some data of
this type are available in agricultural, financial, and other statis.
tics. How to make the necessary allocation, ever roughly, is the
problem. Unfortunately tie methods used by King and Corey are
not fully described, but the problem is beset with many difficy).
ties and dangers. Some measure of extrapolation, for example,
must be employed, as King indicates. If aggregate wealth is prop-
crly defined and accurately determined, with institutional and
public wealth eliminated from total private wealth, some degree
of extrapolation based u ponavailable indices of distribution may
be permissible; or if it is not deemed necessary to specify the dis
tribution of wealth within the sub-classes of the non-tax brackets,
the residuum may be assigned to that broad wealth stratum. Asay
alternative, a somewhat arbitrary figure or a special census for g
single year may be taken as a fiorm over a period of years if jt i
assumed that the wealth in the lower brackets is ot subject to
great fluctuation. Another possibility, referred 1o by King, is that
net income may approximate net wealth (or stand in some def-
nite relationship to it) for the lowest strata of income recipients.

But there are other difficulties. Total nationa wealth esti-
mates, as Ingalls pointed out, usually refer to physical wealth, and
it is Questionable whether non-physical assets of going concerns
are properly reflected in sucl, inventories. Since the capitalized
earnings of corporations mzy exceed their physical assets, the re-
sulting distribution of wealth appears more uncqual than it is.
On the other hang, capitalized carmings may be less than the

pliysical assets counted in the nationg) inventory, with the con-
trary distortion of resulys,

3 DISTRIBUTION OF INCOME-YIELDING PROPERTY

The theoretical and Statistical problems involved in capitalizing
Wage incomes have deterred economists from attempting any dis-
tribution of wealth embracing human capital; and the short-
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comings of a simple application of the income-capitalization
technique, which excludes non-income property. are apparent.
Nevertheless the distribution of income-yielding property is of
importance per se; it is more valuable as a presumptive distribu-
tion of wealth than the familiar dispersion of the estates of the
dying. Maxine Yaple has estimated the ownership of such prop-
erty by income-tax brackets as a means of measuring the progres-
sion of federal taxation upon incoine and wealth.** The values of
the different types of payments reported for 1928-32 were capi-
talized by yield rates representing, in most cases, an average for
a complete busines: cycle. The present writer has recast her re-
sults in the belief that they are of interest in this connection; her
study is the only thorough application of a strict capitalization
approach.

The critical problem in this approach, other than the inclusion
only of income-yielding property of the higher income brackets,
is clearly the rate of capitalization to be applied to various types
of property income. Adequate statistical data are lacking on the
rate of yield of the different types of income-earning property and
on changes in these rates over time. Data on the yield of corporate
stocks are perhaps inore abundant. Yet the indices that exist refer
only to selected issues. Whether the indicated year-to-year
changes in yield are representative of fluctuations in the yield of
all stocks is questionable. In any case the rate of yield is but an
approximation. Since the general range is known, the precise rate
may not be so important, except for the fact that corporate stock
is held in different proportions by individuals in the different in-
come brackets.

Another question relates to the assumption always made that
the rate of yield of common stocks or other investments is equal
for all income classes. It is highly questionable that common and
preferred stocks, seasoned and unseasoned issues, are held in the
same proportions by the various brackets. Nevertheless there are
far more difficulties connected. with the rate of yield of business
properties, real estate and miscellaneous properties, and rights.*

One factor of particular importance, especially in the higher

14“The Burden of Direct Taxes as Paid by Income Classes’, American Economic
Review, XXVI (December 1936), 691—-710.
13 Ibid., pp. 704-7-
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brackets, is the retention of profits in closely held COrporatiop,
The resulting distribution appears less unequal thay js actually
the case.

The results of Miss Yaple’s study are Summarized jp Table ;.
In addition to persons below the federal tay limits, (hjs distriby,.

a non-income variety, makes no allowance for debts and adminjy
trative expenses, and does not fully account for insurance, Ac

TABLE

DISTRIBUTION OF INCOME.YIELDING PROPERTY 1N THE
UNITED STATES AS AN AVERAGE FOR 1928-1949
(derived from the study by Maxine Yaple)r

TOTAL
WEALTH urp
BY PERSONS
WITH INcoMps
PERSONS ABOVE Spr(y-
AGCREGATE wiTy) INCOMES  pigp LIMITS

AVERAGE CAPITALIZED Amovg SPECI-  (coL. p cUmy-
OFFICIAL  CAPITAL1ZED INCOME  FiED gy LATED FRon
INCOME INCOME AVERAGE (Bxc) (coL. ¢ cumu. BOTTON UP)
CLASS PER RETURN NUMBER (millions 1 pvgp FROM (millions
(thousands of dollars) OF RETURNS  of dollars) BOTTOM Up) of dollars)
A B > D F
- 10 107.5 183,305 20.26 446,391 139.359
10—~ g5 207. 190,856 39.51 258.086 119.099
25- 50 540. 43049 23.24 67.230 79.589
50~ 100 1,140. 15.753 17.89 24,18) 56.849
100~ 150 2,020. 3.851 779 8,428 38459
'50- 300 496 2.960 9.86 4577 30.669
300~ 500 6.750. 852 5.42 1,617 20.809
500~1000 12,200, 502 6.5 765 15.389
1000-2000 23,100. 18y 4.252 263 9.239
2000-3000 57 000, 0 48 79 4987
3%00~4000 55.500. " 17 39 3507
40005000 92,222 9 .83 25 2.73
Over 5000 , 18750, 16 19 16 19

' Op. cit, p. 795. The net esiae data in Misg Yaple's study were adjusted by the
addition of (he average persona] exemption for ¢he Years involved.
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4 LEHMANN'S CORRELATION OF DIVIDEND INCOME AND NET
ESTATES

As is evident fromn the fact that no year-to-year estimates of the
distribution of wealth exist, the whole technique of the income-
capitalization method as developed by Ingalls, King, Corey,
Doane and Yaple is extremely involved. The next major contri-
bution to the method was introduced by Fritz Lehmann ** and
simplified the procedure substantially. For general purposes Leh-
mann’s method may prove adequate for the higher brackets if
the results are checked from time to time by other methods. To
date its usefulness is limited by the absence of any satisfactory, or
widely accepted, estimates of total national wealth, and by defects
in the original data—difficulties that are shared by the other
methods as well.

Lehmann described his method, which he devised to make a
rough estimate for the United States as of 1930, as a “short-cut
. . . combining the results of the federal income tax statistics
with the results of the federal estate tax returns”. The essential
steps are as follows: the value of corporate stock owned by per-
sons in each income class is estimated by capitalizing the dividend
income shown on the income tax returns; the relation between
the value of corporate stock owned and the net estate is estimated
from the estate tax returns; this relation is then used to convert
the values of corporate stock owned into estimates of the total
net estate of persons in each income class.

Some of the advantages of the method are:

1. The method is simple enough to employ for year-to-year
estimates of changes in the wealth of the higher brackets.

2. The result includes the value of both income and non-in-
come yielding property which may otherwise be neglected either
because of the deficiencies of the other income-capitalization ap-
proaches or because such property may be overlooked in the na-
tional wealth inventories.

3. Only one capitalization rate is required, that for dividend
income, eliminating many of the difficulties arising from the de-

18 “The Distribution of Wealth’ in Political and Economic Democracy, od. by Max
Ascoli and Fritz Lehmann (Norton, 1987), p- 161.
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termination of rates of yield for other types of Property evepn less
susceptible of estimation,

4 The method makes o assumption thyy the distributions of
wealth among the living and dying are tOmparable, 4 i nplieq
by the probated €state method. The crj tical Asumption jg Inerely
that in the estates of the living and dying, COrporate stock repre.
sentsabout the Same proportion of the net estate for eac) Ncome.

The facility of Lehmann’s technique, compared with he com.
plexities of the method developed by King, makes possibe esti-
tates over a period of Years as a means of testing jgs usefulness.
Annual estimates for the years beginning with 1929, when the
necessary income anq estate-tax data weye available for ¢he firs
time, are therefore Presented in thijs section and Compared i

1 DESCRIPTION OF THE METHOD

The derivation of these estimates involved the fo”owing steps: 1

1. The average rates of yield indicated by Standard Statistics
indices ¢ were employed ¢, Capitalize the dividend income re.
ported by individuals filing federa) income tax returns.” Th;s

and the Distribnu’on of Wealh, Prepare
18 Standard Statistics Co., Inc., New York, Standarq Statistics Bulletiy, Base Book

CArs covered : 1922, 6.4:

: 9. 4: 1929, 4.6: 1930, 5.6: 1981,
7:1932. 7. 4; 1933, 44: 1934, 4151935, 4 5 1936, 4.5. Cf.. Yaple. op. cir.. Pp. j04-7.
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was done separately for cach year and for each of fourteen in-
come brackets. The brackets used include all the returns filed.

2. The average holdings of corporate stock by persons in the
various income classes were obtained by dividing the aggregate
corporate stock thus estimated by the number of incomne recipi-
ents in each class.

3. From the estate tax statistics * the average net size of es-
tates for each official estate class was obtained by dividing the
aggregate value of estates filed (allowing for no deductions except
go per cent of the reported indebtedness) by the number of dece-
dents in each class. Because the small number of returns in the
higher brackets in any single year would make for unreliable re-
sults, the average size of estates for each year represents a three-
year moving average.

4. The average holdings of corporate stock in each year in
each estate class was similarly obtained as a three-year average.

5. The average corporate stock in each estate class was
plotted, separately for each year, against the corresponding aver-
age net estate on a double logarithmic scale.

6. A curve drawn through the plotted points was then em-
ployed to determine the average size of estates corresponding to
the average corporate stock held by persons in each income class.
Two assumptions are made: that corporate stock comprises the
same fraction of the estates of the dying as of the total estates of
the living, and that stock holdings are closely correlated with
wealth classes.

n. The average wealth of persons in each income bracket thus
obtained was then multiplied by the number of persons in each
class for the given year, to give the aggregate wealth for each in-
come bracket.

8. For purposes of analysis and comparison the resulting dis-
tributions of wealth were plotted (both persons and wealth cumu-
latively) on double logarithmic paper. The curve may then be
extended a short distance for a limited measure of extrapolation
if it is desired to compare the same number of income recipients
over several years. as was done in Table 2.

20 Ihid.
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2 SOME DIFFICULTIES OF THE METHOD

The chief difficulties are encountered at the extreme ends of the
curve that correlates average corporate stock and average net es.
tates. It has already been noted that it was necessary to take 5
three-year average of the estate data because of the few returns iy,
the very highest estate classes. Even then the curve did not ex-
tend sufficiently far. For invariably each year's income tax re.
turns revealed individuals whose dividends, when capitalized,
exceeded substantially the corporate stock possessed by decedents
included in the estate tax returns.*! The estimates for the income
classes above $2 million required in most instances some extrapo-
lation of tke curve discussed above in (5), and an examination of
the results for the ten wealthiest income recipients will reveal
great fluctuations from year to year. Nevertheless this may not be
too serious for the final results. At most it may account for an
error of less than 1 per cent in the total distribution. As will be
indicated later, Miss Yaple's results suggest that a simple applica-
tion of the capitalization approach might be used for the very
highest brackets, at least as a check.

The shortcomings of the estate data contribute to the problem.
One reason, perhaps, why the curves derived from these statistics
do not indicate estates with corporate stock as large as those par-
cels of corporate holdings revealed in the income returns is the
fact that gifts inter vivos reduce the size of estates by time of

21 This fact suggests either the Possibility of a flaw in the method or an error in the
carnings factor; and to the degree that undistributed profits minimize the divi-
dends reported for taxation, the difficulty would be enhanced. The disparity is not
likely to be explained by the possibility of under-valuation of corporate stock in the
estates of the deceased, provided the law is properly administered. While an error
in the earnings rate is a possibility, the explanations below seem more probable: (1)
While corporate stock constitutes a large fraction of the total wealth of the largest
estates filed, it is possible that corporate stock comprises a larger percentage of the
large cstates of the living (of younger men) than of the dying. This was stated above
as the critical assumption of the method. (2) The fact that total estates of the mag-
nitude indicated for the living do not appear in the estate statistics may be ex-
plained best by gifts inter vivos on the part of the older generation of wealthy men,
in anticipation of death (not in a legal sense). This process was facilitated by the
lack of a gift tax from 1916 to 1924 and from 1926 to 1932, and by the present gift
tax raie equal to three-fourths of the estate tax rate. If this is the chief explanation.
the difficulty will not lead to any serious error in the results.

|
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death. This transition, however, is reflected in the income tax
data; dividends are accordingly reduced.

Because of the large exemption allowed by the federal estate
tax, data are lacking for cstates of less than approximately $30,-
000.** In order, therefore, to determine tae size of estates corre-
sponding to the income classes below $5,000 the curve again had
to be extended a short distance. In large measure, then, the esti-
mates of the wealth of income tax recipients in the taxable brack-
ets below $5,000 depend upon a degree of extrapolation. This
usually involves a large fraction of taxable persons and a consider-
able fraction of national wealth. It is in this connection that the
method requires supplementation by other methods and, equally
important, independent and accurate estimates of aggregate na-
tional wealth.

In the income tax statistics persons of widely different wealth
are grouped according to their net taxable income. In the higher
brackets, particularly, this means that persons with large earned
incomes or capital gains are classified with persons with far larger
property holdings, thus reducing the average dividends for the
class. A counterbalancing factor results from the fact that undis-
tributed profits and the exclusion of income from tax exempt se-
curities place people of greater wealth in lower income brackets,
increasing the average dividends for the class. This again is a
difficulty affecting the other methods equally.

As already indicated, the important assumption is made that
corporate stock represents approximately the same fraction of the
net estate of the living and the dying. This does not seem unrea-
sonable since other factors than those directly related to age
groups are largely responsible for the nature of the investments
of the wealthy. It is the rate of taxation rather than old age, for
example, that explains the drift toward tax exempt government
bonds.

The rate of yield of corporate stock from year to year is dif-

22 The estate statistics do provide, however, a small sample from year to year of es-
tates with gross value over $50,000 but with very small net value because of debts,
etc. For this reason it is questionable how representative their composition may be
assumed to be. The estimates for the income classes below $5,000 are derived largely
by extrapolation and are grouped separately for that reason. Samples of small es-
tates (Colm and Lehmann, op. cit., p. 48) indicate that bank deposits as a percentage
of total estates increase rapidly in the smaller brackets.
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ficult to estimate with any nice precision, but the difficulty is not
peculiar to this method. No serious error will result in any given
year from this factor in the allocation of wealth to the taxable
classes of income and wealth; the same rate will apply to all
classes. But for the complete distribution of wealth, assuming
that total national wealth is known from other sources, an error
in the capitalization rate will mean that too large or too small a
proportion of the total will be assigned to the higher brackets
relative to the others. If the dividend income of these persons
amounts to $5 billion in a certain year, a difference of 1 per cent
in the rate of yield might make for a difference of $2 5 billion or
more in the wealth assigned to them. It seems to the present
writer that this constitutes one of the chief hazards of the method,
as well as of other methods that depend on capitalization of
income.

‘Two other related questions remain, The rate of yield com-
bines common and preferred stocks, but the various wealth brack-
ets may hold the two types of securities in different proportions.
More serious is the difficult matter of the proportionate holdings
of seasoned and unseasoned stocks. As a consequence, the rate of
yield obtained by the different classes may vary substantially. It
might be presumed that better investment advice is available to
the wealthy, but there is evidence that a random selection of in-
vestments may prove more profitable than a selection made with
the best of knowledge. Likewise there is the counterbalancing
consideration that taxation induces the wealthy to forego more
speculative and profitable securities.

8 ESTIMATES OF WEALTH, 19221936

Annual estimates for the fifteen years for which data are available
are presented in Table 2. The year-to-year changes in the distri-
bution can best be observed by examination of the charts in the
final section. In these charts the logarithm of the cumulative
amount of wealth is plotted against the logarithm of the cumula-
tive number of persons and the resulting points joined to yield
fairly smooth curves. The 1922 curve is extremely similar to
King’s for 1921, intersecting it at three points (Chart g). Simi-
larly, for the later years of the decade the results obtained by the
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. method described above afford rather striking comparisons with
the other available distributions of wealth in the United States.

TABLE 2

DISTRIBUTION OF WEALTH IN THE UNITED STATES

AVERAGE
WEALTH
INCOME PER
CLASS PERSON
(thousands of dollars)
A B
6.
Below 51 8.
20.
327
5- 10 65.
10~ 25 190.
25— 50 500.
50~ 100 1,050.
100- 150 2,000.
150~ 300 3,400.
$00- 500 7,000.
500~1,000 11,800.
1,000-2,000 17,800.
2,000-3,000 28,000.
Over 30002 114,000
68
Below 51 108
22.
245
5~ 10 65
10~ 25 182.
50~ 100 1,070.
100~ 150 2,150.
150~ §00 $.550.
%00~ K00 6.,800.
500-1,000 12,400,

NUMBER
OF
INCOME
RECIPIENTS
C

2,500,000
2,500,000
1,500,000

4035789

391.373
151,329
35.478
12,000
2,171
1,323
309

161

48

10

9

2,500,000
2,500,000
1,500,000

602,370

397.630
171,801
39.832
12,452
2,339
1,301
327

141

AGCREGATE
WEALTH
(8xC)
(miilions

of
dollars)
D

1922

15.
20.
s0.
15.278

25.5
28.8
17.74
12.61
41-35
45
2.163
19
B854
280
1.025

1923

17.
27.
33
14.799

258
$1.2
19
13.3
504
461
2.25
1.74

TOTAL
WEALTH HELD

PERSONS WITH  BY PERSONS WITH

INCOMES ABOVE
SPECIFIED
LIMITS (COL. C
CUMULATED
FROM
BOTTOM
ur)

E

7,500,000
5,000,000
2,500,000
1,000,000

594.211
202,838
51,500
16,081
4,031
1,860
537

228

67

19

71500,000
5,000,000
2,500,000
1,000,000

625,897
228,267
50.466
16,684
4,182
1,843
542

215

INCOMES AROVE
SPECIFIED LIMITS
(coL.pcumu-

LATED FROM
BOTTOM UP)
(millions
of dollars)
F

178.
163.
143.
1ns.

g9.722
74222
45-422
27.682
15.072
10.722
6.222
4.059
2.159
1.305
1.025

197.
180.
153.
120.

105.201
79-401
48.200
2Q.101
15801
10.761

6.a51
3.901
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TABLE 2—Count.
DISTRIBUTION OF WEALTH IN THF UNITED STATES

TOTAL
WEALTH HE1p
PERSONS WITH BY PERSONS Wity
INCOMES ABOVE INCOMES ABOvE

AGGREGATE SPECIFIED SPECIFIFD LiMiTs
AVERAGE WEALTH  LIMITS (COL. © (cor, b cumy.
WEALTH NUMBER (Bx ) CUMULATED LATED Fronm
INCOME PER OF {millions FROM BOTTOM up)
CLASS PERSON INCOME of BOTTOM (millions
(thousands of dollars)  RecmENTs  dollars ) ve) of dollars)
A B C D E F
1923
1,000-2,000 14,700. 51 -75 74 2.161
2,000-3,000 $7,100. 12 446 23 1.411
Over 3,0002 87.700. n .96, 11 96,
1924
1.2 2.500,000 28. 7500.000 253.
Below g1 176 2.500,000 44 5,000,000 225.
29.3 1,500,000 44- 2.500,000 181.
51 302,862 15.567 1,000,000 137.
5~ 10 66. 437330 289 697.138 121.433
10— g2 181. 191,216 34.6 259.808 92.53%
2~ 50 165. 47061 22, 68,592 57.933
50— 100 1,050. 15.816 16.65 21,581 35933
100~ 150 1,920. 3.065 5.9 5,715 19.283
150— 300 $,020. 1,876 566 2,650 13.383
300~ 500 5.860. 157 2.68 774 77238
500-1,000 10,000. 242 2.42 317 5.043
1,000~2,000 15,000. 50 75 75 2.623
2,000~3,000 14:000. 15 66 25 1.873
Over 30002 121 000. 10 1.213 10 1.213
r925
12. 2,500,000  30. 7,500,000 258.
Below 51 172 2,500,000 13- 5,000,000 228.
31.3 1,500,000 47- 2,500,000 185.
456 169,230 7-743 1,000,000 138.
5- 10 52. 503,652 26.25 830,770 130.257
10— 2p 163. 236,779 38.6 327.118 104.007
25— 30 260. 59,721 15.8 90,339 64.407
50— 100 950. 20,958 19.9 30618 48.607
100—- 1350 1,700. 4.759 8.1 9,660 28.707
150~ 300 2,550. 3223  8s4 4903 20.607



INCOME CAPITALIZATION

TABLE 2—Cont.

115

DISTRIBUTION OF WEALTH IN THE UNITED STATES

AVERAGE
WEALTH
INCOME PER
CLASS PERSON
(thousands of dollars)
A B
300— 500 4.000.

500~1,000 8,400.
1,000~2,000 14,900.
2,000~3,000 10,400.
3,000-4,000 43.000.
Over 40002  84,000.

1.

Below 51 164
32.7
435

5- 10 n
10~ 25 180.
25— 50 500.
50- 100 1,300.
100~ 150 2,100.
150~ %00 8,100.

300~ 500 5-400.
500~1,000 10,000.
1,000-2,000 14,900.
2,000~3,000 40,000.
3,000-4,000 41,000.
Over 4,0002  g1,000.

18.6
Below 51 17.2
273
65.1
5~ 10 67

10- 25 210.

NUMBER
OF
INCOME
RECIPIENTS
C

8g2
479
147
29
15
16

2,500,000
2,500,000
1,500,000

105,182

560,549
246,730
57487
20.520
4,724
3.267
892

468

160

34

14

23

2,500,000
2,500,000
1,500,000

80,403

567,700
252.079

AGGREGATE
WEALTH
(BxC)

(millions
of
dollars)
D

1925

357
4.025
2.179
.801
645
1.347

1926

40.

41.

49
4.566

399
44-1
28.74
2746
9.94
10.1
483
4.68
2.365
1.836
574
2.08s,

1927

34.

43-

41.
5247

88.
52.9

TOTAL
WEALTH HELD

PERSONS WITH BY PFRSONS WITH

INCOMES ABOVE
SPECIFIED
LIMITS (COL. C
CUMULATED
FROM
BOTTOM
up)

E

1,678
786
307

31
16

7,500,000
5,000,000
2,500,000
1,000,000

844,868
334,319
87,589
30,102
9,582
4858
1,591

231
7
37
23

7500,000
5.000.000
2,500,000
1,000,000

919.597
351.897

INCOMES ABOVE
SPECIFIED LIMITS
{(coL. p cumu-

LATED FROM
BOTTOM UP)
(millions
of dollars)
F

12.067
8497
4472
2.208
1.992
1.347

300.
270.
229.
180.

175-434
135-534
91.184
63.394
35-934
25.994
15,894
11.064
6.384
1019
2.659
2.085

331.
297.
254.
218..

207753
169.653
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TABLE 2—Cont,
DISTRIBUTION OF WEALTH IN THE UNITED STATES

TOTAL
WEALTH yppp
PLRSONS WITH  BY pEgsong wITH
INCOMES ABOVE  1NCoyps ABOVE

AGGREGATE SPECIFIFD SPECIFIED Liyyyy
AVERAGE WEALTH  pLIMITS (CoL. ¢ {coL, Dcumy-
WEALTN NUMBER (8x¢) CUMULATED LATED Froy
INCOME PER OF {millions FROM BOTTOM vy
CLASS PERSON INCOME of BO1TOM (millions
{thousands of doliars) RECIPIENTS  dollars) uP) of dollars)
B C D K F
1927
25— 50 640. 66.123 42.5 99.8:8 116753
50~ 100 1.300. 22578 29.5 33.095 74-253
100~ 150 2.210. 5-261 n.; 11,122 44753
150- 300 3,500. 3873 136 5.861 33.053
300- 500 5.600. a4t 6.50 1.988 19.453
500-1,000  10,000. 557 5-57 847 12958
1,000-2.000 16,500. 194 3.2 290 7-383
2.000~3,000 24,500. 55 1.342 96 4183
3,000—4.000 418,000. 22 946 41 1841
Over 40002 100,000 19 1.895 19 1.895
1928
88 2,500,000 22. ' 7,500,000 s10.
Below 51 12, 2,500,000 30. 5.000.000 288.
286 1,48, 13 42.61% 2.500.000 258.
5~ 10 62.5 628,766 39.2 1,010,887 215.383
10- 25 200. 250,88Y 5¢-2 382,121 176.18
25~ 50 520. 68,048 36. 111.292 121.983
50— 100 1,110. 27,207 30.25 43,184 85.983
100~ 150 1.900. 7049 13-4 15.977 55-733
150— 300 2.900. 5678  16.42 8,928 42333
300- 500 4,700. 1,756 8.25 3-250 25013
500~-1,000 6.400. 983 6.3 1,494 17.663
1,000-2,000 14.300. 356 5.1 511 11.363
2.000-3.000 27,5C0. g1 2.5 155 6.263
3.000~4,000 26,000. 20 -52 6 3-;63
1-000~5.,000 45.000. 1R 778 1 3243
Over 5,000 95,000 26 2.¢50 26 2470
192y
9.3 2,500,000 24, 7-300.000 300.
Below 51 44 2,500000 g5 5000000 257
257 1467929 3. 2.500.000 241
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TABLE 2—Cont.

DISTRIBUTION OF WEALTH IN THE UNITED STATES

TOTAL
WEALTH HELD
PERSONS WITH  RY IPERSONS WITH
INCOMES ABOVE.  INCOMES ABOVE
AGGREGATE SFECIFIED SPECIFIED LIMITS

AVFRAGE WEALTH  LIMITS(COL.C  (COL.D CUMU-
WEALTH NUMBFER (8 xC) CUMULATED LATED FROM
INCOME PER OF (millions FROM BOTTOM UFP)
CLASS PERSON INCOME of BOTTOM (millions
{thousands of dollars) RECIPIENTS  dollars) up) of dollars)
A B C D E F
1929
5- 10 65. 658,039 42.8 1,032,071 208.23
10- 25 192. 271,454 52.1 $74,082 160.48
3%~ 50 530. 63.689 337 102.578 108.33
50~ 100 1.050. 24,078 25.4 38.889 74.68
100- 150 1,770. 6.376 11.25 14,816 49.23
150~ 300 2.530. 5,310 183.48 8.440 37.98
300- 500 4.800. 1.651 7.0% 3.130 24.50
500-1,000 2.800. 976 702 1,489 17.450
1.000~-2,000 13.100. 357 4.68 518 10.3%0
2,000~3.000 19,300. 67 1.29 156 5650
$,000~4.000 24.500. 32 782 89 4.360
4.000-35,000 38,000. 19 723 57 3-578
Over 5.000 75,000, 38 2.855 38 2.855
1930
8.2 2,500,000 8. 7:500.000 190.
Below 51 48 2,500,000 12, 5.000.000 182.
13.9  1.500.000 21. 2,500.000 170.
26.a 189,588 4.938 1.000,000 119.
5= 10 56. 550.977 31. 810,412 144.062
10- 25 210. 198,762 ns 259.185 113.062
2~ 50 590. 40845 24.1 60673 71.2b62
§0- 100 1,300. 13,645 17.95 19,848 47162
100~ 150 2,350. $.111 73 6.203 29.412
150~ 300 $.900. 2,071 S.0g 3.092 22.112
$00~ 500 6.900. 552 3.81 1021 14.022
500~1,000 12.700. 318 4.03 469 1(?.212
1,000~2.000 25.000. 110 2.75 151 6.162
2,000~5,000 42,000. 21 882 {0 3412

Over 3,000t 133.000. 19 2.530 19 2:530
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TABLE 2—Cont.

DISTRIBUTION OF WEALTH IN THE UNITED STATES

AVERAGE
WEALTH
INCOME PER
GLASS PERSON
(thousands of dollars)
A B

2.8

Below 51 3.6
10.

21.1

5~ 10 Bl.
10—~ 25 200.
25— B0 585.
50— 100 1,320.
100— 130 2,600.
150— 300 4,400.
800~ K00 7,500,
500-1,000 18,500.
1,000—-2,000 24,000,
2,000-5,000 41,000.

Over 3,0002 122,000.

2.
Below 51 3.2
6.
14.
5— 10 52.
10~ 25 180.
25— 5O 480.
50— 100 1,250.
100~ 150 2,750,
150— 300 4,800.
800~ 500 9,000.
500~1,000 16,500.
1,000—2,000 35,000, .

Over 2,0002 86,500.

TOTAL
WEALTH HELD
PERSONS WITH BY PERSONS WITH
INCOMES ABOVE  INCOMES ABOVE

AGGREGATE SPECIFIED SPECIFIED LIMITS
WEALTH  LIMITS (COL. C (coL. b cumuU-
NUMBER (8 xC) CUMULATED LATED FROM
OF (millions FROM BOTTOM UP)
INCOME of BOTTOM (millions
RECIPIENTS  dollars) up) of dollars)
C D E F
1931
2,500,000 7. 7,500,000 130.
2,500,000 9. 5,000,000 123.
1,500,000 15. 2,500,000 114.
409.269 8.6 1,000,000 99
417655  21.35 590,731 90.40
187,754  27.6 173,076 69.05
24,308 14.28 35,322 41.45
7,830 10.35 11,014 . 27.17
1,634 4.25 3,184 16.82
1,056 4.65 1,550 12.57
268 2.02 494 . 7.92
149 2.762 226 5.900
54 18 77 3.138
12 492 23 1.838 -
11 1.346 - 11 1.346
1932
2,500,000 5. 7,500,000 84.
2,500,000 8. 5,000,000 79.
1,500,000 9. 2,500,000 71.
643,558 9.062 1,000,000 62.
251,014 18.1 356,442 52.038
79,210  14.3 105,428 39.838
18,480 849 26,218 25.538
5,902 7.4 7,738 16.638
995 274 1,836 9.238
595 2.86 841 6.498
140 1.26 246 3.638
86 1.42 106 2.378
15 -525 20 958
5 433 5 298
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TABLE 2—~Cont.
DISTRIBUTION OF WEALTH IN THF. UNITED STATES

TOTAL
WEALTM MELD
PERSONS WITH  BY PFRSONS WITH
INCOMES ABOVE ~ INCOMES ABOVE

AGGREGATE SPECIFIED SPECIFIED LIMITS
AVERAGE. WEALTH  1IMITS (COL. ¢ (COL.D CUMU-
WEALTH NUMBER (Bx ) CUMULATED LATED FROM
INCOME PER OF (millions FROM BOTTOM UP)
CLASS PERSON INCOME of BOTTOM (millions
(thousands of dollars) RECIPIENTS  dollars) ur) of dollars)
A B C D E F
1933
28 2,500,000 7 7,500,000 110,
Below 51 44 2,500,000 1. 5,000,000 103.
749 1,500,000 n.s 2,500,000 92.
19. 668,108 12.67 1,000,000 Ro.50
5~ 10 69. 229,754 1588 331,892 67.83
10- 25 231. 75.643 174 102,138 51.95
25—~ 50 6%0. 18,423 11.63 26,495 34-55
50~ 100 1.640. 6.021 989 8,072 22.92
100— 150 3.150. 1,084 842 2.051 13.08
150- 300 5,900 695 411 967 9.61
800~ 500 11,000. 141 1.553 272 5.5
£00~1,000 21,500. & 1755 131 3947
1,000-2,000 $0,000. 39 117 50 2.109%
Over 2,0002  93,000. 1 1.022 1" 1.022
1934
3.6 2,500,000 9. 7,500,000 138,
Below 51 56 2,500,000 14. §.000,000 129.
106 1,500,000 16. 2,500,000 115.
24.5 577.353 14.09 1,000,000 99
5= 10 4. 290,824 216 422,647 84.091
10~ 25 240. 102,892 24775 131,823 63.31
25— 50 700. 20,931 14.638 28,93t 38.535
50— 100 1,720. 6,093 10480 8,000 23.897
100~ 150 %.750. 982 3.690 1,907 13417
150~ 300 6.800. 690 47 925 9.727
300~ 500 12,800. 110 1489 235 5.027
500-1,000 24,500. 86 2.11 119 3.538
1,000-2,000 23,500. 2; 588 33 1.428

5
Over 2,0002 106.000. 8 848 8 848
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DISTRIBUTION OF WEAL'THL IN TUHF UNITED STATES
1014,

WEALTH iy
FERSONS wityy gy PERSONS

INCONIFS \povg INCOMFS qpgyy
ALGRIGATF SEFCIED SPECIFIED 1y,
AVERACF WIALTH LIMITS (Cor_ ¢ (CﬂLDCrnc.
WFALTH NUNIBER (B X ) CUOMVEATED LATFD ppgy
INCOME PER OF (millions FROM KOTTON 1,
CLASS PFRSON INCOME 0f BOI YOV (M8 10
(thowsands of dollurs) RICIVIENTS  doflars) (N3] of dollar;
A B C 1)} F ¥
193¢
3.6 2500000 9. 7-500,000 13;.
Below 51 56 2500000 1y 000,000 198
10. 1.500.000 . 2.500.000 ny.
28.5 460.88;, 1.4.269 1.000,000 9.
5= 10 tie. 339842 2. KOOI, 851
10~ 25 193 128564 23.8 160,273 63581
25~ 50 5380. 26029 15, 3509 ooy
50- 100 1.300. 8.033 104 10 680 28y
100~ 150 2.700. 1.305 3.9 2647 H4n
150- 300 5,000, 806 45 1.252 10381
300~ 300 10,000, 206 2.06 856 6oy
500~1,000 17.300. 109 1.8y 150 349N
1,000-2,000 $8.500. 31 1.04 41 2.081
Over 20007 104,000, 10 1.041 10 1.og1
1036
74 2500,000 1R, 7.500.000 1fg
Below 51 8. 2,500,000 20, 5.000.000 151
15.8 1,500.000 23. 2.500.000 158
34. $23.009 11.028 1,000,000 128,
5~ 10 Gy 140866 2K, 676.9q1 nbg;e
10- g5 180, 176649 g2 236,125 8857
25— 50 550. 41137 226 50.456 5657
50~ 100 1,130 13620 154 18,339 3397
100~ 150 2.100. 2.606 549 4.519 18.522
150~ 300 3.600. 1.544 559 2113 13032
300~ 500 7700 330 25 569 TH
500-1 000 14900, 158 155 299 452
1.000~2,000 23,000 42 g6y 61 242
Over 2.000: 72506 1y 1357 19 1877



INCOME CAPITALIZATION 121

4 COMPARISON OF THE ESTIMATES

The results of this and other studies, plotted on Charts 1, 2, and
3, suggest the following conclusions:

1. Except for approximately the fifty wealthiest individuals,
the curves for all years are noticeably symmetrical, and, as is nec-
essarily the case with unequal distributions plotted in this man-
ner, are somewhat concave in all phases of the business cycle.

2. During the years of the upswing, ending in 192¢, aggregate
national wealth increased steadily, but no marked changes oc-
curred in the character of the distribution. Virtually no changes
in inequality occurred. During the depression years, 1930-32,
there was a considerable flattening of the curve, indicating in-
creasing inequality. With the beginning of recovery in 1933 the
curves became more sharply diagonal, i.e., the left end fell some-
what and the right end moved upward. Thus it may be concluded
that the capitalization of income approaches are sensitive to year-
to-year changes in the business cycle and, contrary to changes in
the distribution of income, inequality in the distribution of
wealth is accentuated during depression years.

3. The wealth of the 7,500,000 persons with the largest in-
comes is shown to have increased approximately $130 billion dur-
ing 1922-28, or as much as or more than the entire national
wealth increased according to any existing estimates. It is not
likely that their wealth was enhanced at the expense of lower
wealth classes. The sharp increases in national wealth in Doane’s
national wealth estimates, in excess of Kuznets’ figures on capital
formation, seem to be confirmed. But we are here in the treach-
erous field of valuation. For it may likewise be argued that nega-
tive savings in depression years cannot be so great as indicated by
the present curves or by the estimates of national wealth by Doane
and the National Industrial Conference Board for 1930-g2. This
aspect of the problem requires further investigation beyond the
scope of this paper. For this reason the present writer hesitates
to present the results in the usual manner, namely, that certain
percentages of the population possess certain percentages of the
total wealth in given years.

3 Simon Kuznets, National Income and Capital Formation (National Burcau of
Economic Research, 1937), p- 48.



122

a!...:...l:nv veving

-,

1

4

— S

svtiop yo oiq (SAnwinwng) itwom



123

INCOME CAPITALIZATION

00000001

000'000'S
000000
000'00%
00000

(oanejnwnd)  custiag

600
000

0007

v

D6 emm—
CEBl mmmanren
PEO er v

T

TTYTT

CC6| mmm—————

SE6| rrmmviemens

$EQ| o o e

OCBlarmrorer s

G2 6| smemmemas

0%

1ia1t

004

L 4.1

9€EEL ~ 6261

QOHLIN NNVAHH3T 3HL A8 Q3ILVWILSI SV S3ILvLS Q3LINA 3HL NI

2 BN

HLTVIm 4O NOILNBIMLSICO

00¢

$IVHIOP O SUOIING “(SapiEInWwng) YIITOM



PART Twy

a

o

(= tirnwn3)  suowsag

)

2

& - -
g g 2 i “ 2 2 s o 5 . _
¥ . 3 : # 3 b ] 2 % 3
HNI*J!"‘IJW\W«#.‘W‘«II B el !H M ¢ M Tty Rl }Av‘«iﬂrw|>44{.4'l,l|:MjJ.. NMlJv.'JI).'«‘.’» YT _1 A Rl _1<Iql< -v.—llﬂ ..1'.!4.'.\." ]
i
! \ ~ ! m ! : .o
- i { { i i w \_\\ : I e
\v CEE61-8T6; 405 41404 oo, | _ P - 1
13 6261 4o weeq ..., ., i i [z | gt -
— e 8261 49} 43107 — T Y S y g A e 0
F 1261 40) W1y wimians | I : s i B
ﬁ M i ot
r 22 TR o m— _ e PR “
- eza1 .. . - : et , los
ezsr ., . . mecenens et * ‘ﬂ‘\u‘. .
2261 4, poyjow haad LAt T .2 Lot .
. . - p
i pajewnyes suonnqiis g P B "
m ! } B =
r o g
: | | - | | ]
Leski- e
h + t ! \.\“\‘-\s » < e
: ~ | e ?® * ] ]
= | ! -t 153 | i1 o0

prs et | == _

24

SE6! - 1261 "SyvIA Q31237138 ¥o4
S3LvLS q3LINn IHL NI HLTvam 40 NoiLNngINLSIa 3IHL 4O S3LYNILS3 ANI¥3441Q 30 NOSI¥VYdNOD
{ lLeyy

H%110p J0 1uopyyq ‘(eaneynwing) yream



INCOME CAPITALIZATION 125

4. The lower two curves on Chart 3 depict King's distribu-
tion for 1921 and the present study’s estimate for 1g22. It has al-
ready been noted that the curves intersect at three points. If a
total wealth figure of $30g billion,?* or any amount in excess of
King's estimate of $281,159 million for 1921, is assumed for 1922,
the curves would again cross. The results at the points of cross-
ing are summarized in the accompanying table. Two substan-

THE DISTRIBUTION OF WEALTH. t921—-1g22

PERSONS 25 WEALTH PERCENTAGE OF TOTAL WEALTIH
40 $ 1.780,000.000 IA, of 1
4,000 14,500,000.000 5
400,000 §0,000,000,000 30
17,000,000 250,000,000,000 745 to 8i.g

tally different income-capitalization methods thus give closely
comparable results and confirm the rough calculations of Ingalls.

5. Corey’s distribution of non-income yielding wealth for
1928 1s the short solid line at the right side of Chart 3. Inasmuch
as Corey did not show the stratifications within the broad social
groups he employed, the first datum plotted is for the wealthiest
382,341 persons of the Upper Bourgeoisie. The curve intersects
the tail of another distribution, that of Miss Yaple's for 1928—32.
While neither the strict capitalization method of Miss Yaple nor
the special method of the present study are applicable to the low-
est classes of wealth, Corey’s conclusions may be tested by the
results. In the first place Miss Yaple's curve, embracing depres-
sion as well as prosperity years, is on much the same level as
Corey’s; for 1928 her technique would have yielded higher
wealth figures than his. It is to be expected that a distribution of
income-yielding wealth would be more unequal than a distribu-
tion of total wealth. But assuming that the distribution becomes
more unequal in depression years, the shapes either of Corey's or
Miss Yaple’s curves may be questioned. One curve begins where
the other ends, but the slopes are somewhat different. One would
expect Corey’s slope to be less flat than Miss Yaple's, or vice
versa. Caution must be used in drawing conclusions, for they

24 Derived from the estimate of the Federal Trade Comumission for 1922,
25 King distributes the total among 40,900,000 persons for 1921. For 1922 the
namber of ‘gainfully employed’, 43,600,000 persons, is used.
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can be only tentative. Again it must be said that the resulty
remarkably close in view of the substamially differen, Methog,

6. Miss Yaple's figures indicate that the wealthiest by,
possess more income-yielding wealth than lhe estimate of ton
wealth for these classes in the present study. ‘There are possibi;.
ties of error in her method, discussed previously, But, 3 2
ready pointed out, the present results are most unreliable for the
first 10 or more persons. A strict capitalization approach, they,
fore, might well be used at least as a check upon the presen;
method in the highest brackets.

7. Doane’s curve for 1929 is roughly parallel to the Present
study’s for the same year, and would be much more simily j,
shape were it not for two minor arithmetical errors which g
count for the sharp rises in the curve. Both estimates assign ay
identical amount of wealth to the first million and , qQuarte
persons. The irregularity at the right extrenity of Doane’s curye
should be ignored, not only because it resuls from aslight eryor,
but because of the shortcomings of the income tax data for the
classes below $5,000. As stated previously, Doane’s estimate re.
fers only to income tax classes and must, therefore, be supple.
mented by other methods.

8. Comparing the property pyramid in the United States i
1922 and 1936, one can observe no marked tendency toward
increasing or decreasing equality. If the results are reliable,
there is a remarkable similarity between the distributions of
1921-22 and 1936. Waiving the question of the changes in gen-
eral price level, the results suggest the influence of the depres
sion in terms of national wealth. The question of the impact of
continued heavy taxation pon mcome and wealth in the future
is another matter, bug British experience indicates that the con-
sequence is an arresting of the tendency toward increasing in-
equality rather than any positive movement toward increased
equality. The same resuly i predicted for the United States in
the study by Colm and Lehmann already referred to.
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IV A Conduding Statement

In conclusion it may be emphasized that the most general prob-
lem, common to all methods based upon the capitalization ap-
proach, is the determination of the wealth total, which requires
agreement as to the practical limitation of the definition. It can-
not continue to be urged, for example, that the wealth total is
meaningless if it excludes human capital. Whether the aggre-
gates for size groups can be added together to give a total wealth
figure depends upon the reliability of the methods. The results
thus obtained, however, may be checked against estimates ob-
tained by other methods. But in any case the total inventory, its
definition and comprehensiveness, remains the chief general
problem.

The various methods discussed are sub ject to certain common
problems, as indicated in the text. In the first place, none of the
methods today is adapted particularly to the treatment of wealth
and its distribution in the lower brackets, except by means of a
considerable measure of extrapolation. Lehmann’s method is
applicable only to the income and estate tax brackets, and must
necessarily be supplemented by other methods. These other
methods have not yet been devised. No substantial Iniprovement
has been made in this connection since King’s estimate of 1g21.
It is suggested that the existing probate court records offer an
important field for investigation for small estates,” though ap-
parently small estates are not consistently probated in all states.
Until more refined methods are developed for handling the prob-
lem of the lower brackets, the results of any of the methods must
be rather suspect in the lower ranges. And for this country the
solution of the problem by the estate-multiplier method awaits
the development of an estate tax comparable to the English.

Certain other difficulties are shared by the various methods:
(1) the determination of accurate average eariing ratios; (2) the
use of a single rate of yield for the various strata of income and
wealth; (3) the many inadequacies of the income tax data—par-

26 Ck. Colm and Lehmann. op. cit., p. 48.
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ucularly the treatment of capital gains and losses, and the infly.
ence of undistributed prefits by closely held corporation;.

Special difliculties involved in the Lelumann method inclyge.
(1) the various inadequacies of the estate tax data- the sthallneg
of the sample in the higher classes, the time lag in e dates o
filing and valuation, and the sharp break in the data at the loyey
end of the distribution resulting from the large eXenmptiong per-
mitted; (2) the problem of gifts inter vivos; (3) the assmptign
that the younger and older generation of wealthy individy)g
(re, the living and the dying) hold similar Proportions of thejr
wealth in the form of corporate stock; (4) the use of the regre;
sion of stock on wealth, rather than wealth on stock, in the
matching process.

The present estimates of the distribution of wealth are per-
haps sufficiently accurate (o indicate the relative measure of
wealth inequality in the United States. the smallness of any
changes in inequality over fificen years, the influence of e
business cycle; and to provide materials for analysis in the field
of public finance and taxation. Whatever purposes wealth djs.
tributions may be used for, accurate distributions make stmpler
the derivations of breakdowns of he results according 10 geo.
graphical divisions or estate composition when these are needed
for purposcs of cconomic amalysis. This js particularly true if
the wealth distributions are closely associated, statistically, with
the income data.
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Any judgment of the adequacy of the method utilized by Mr.
Stewart to derive distributions of wealth must in large part
hinge on the purposes for which the distributions are desired.
If the major purpose is to obtain an approximate indication of
the degree of mequality of wealth in any one year or period of
years, then relatively large margins of error can be tolerated.
On the other hand, if the purpose is to investigate changes in
inequality from year to year or over fairly short periods, much
stricter standards must be applied. Our knowledge of the direc-
tion, and much less the magnitude, of such changes even over
long periods is exceedingly meager. But that very fact suggests
that the changes cannot be very large: if they were, even the ex-
ceedingly inadequate data available could not have failed to
reveal them. Mr. Stewart’s purpose seems clearly to be the estab-
lishment of year-to-year changes in the distribution of wealth;
else he would scarcely have computed the distribution of wealth
in each of a period of years. If it is granted that such changes must
be exceedingly small, then the method he employs must be
judged by strict standards, with even relatively minor biases
worthy of attention.

The method devised by Professor L.ehmann and employed by
Mr. Stewart rests on two sets of data: one derived from federal
income tax data, the other from estate tax data. The income tax
data show the number of individuals and the average amnount
of dividends received in each of a large number of inconie
classes. The estate data show the average value of thie corporate
stock held by estates in each of a large number of estate or wealth
classes. These two bodies of data are combined by capitalizing
the average amount of dividends received by individuals in each
income class, entering the estate table with the resultant esti-

129
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mates of value of corporate stock, and determining the average
wealth of the classes that own those amounts of stock. The jp.
dividuals in each income class are then attributed the average
wealth of the wealth ¢lass that owns the same average amoyp,
of stock. The class intervals of the tinal wealth distrj bution are
thus stated in terms of amounts of income, and the number of
individuals in each class 1s the same as the number of income
recipients in the original income table.

The difficulties with this method are of two types. There are,
hrst, the difficulties arising from the character and reliability of
the data: the difficulty of accurately estimating the capitalizatiop
factor; the empirical necessity of using the same Capitalization
factor for all income classes: the fewness of the returns in he
very high, and the absence of any returns in the very low, wealth
classes and the tonsequent necessity of extrapolation; the de.
cidedly different age distribution of the individuals covered by
the estate data and those covered by the income tax data; the
use of figures based on unauditcd returns; the biased nature of
the sample of individuals hling income tax returns; the absence
of a wealth total that might be employed to correct at least partly
for this bias; the conceptual difliculties with the Income total
used to classify individuals by income classes; and so on. Second,
there are the difficulties inherent in the method that could not
be removed by any conceivable Improvement in the data em.
ployed.

The comments that follow are restricted aimost exclusively
to the difficulties of the second type, although some considera.

to be of crucial importance for the measurement of year-to-year
changes by the Lehmann method. Practically all the difficulties
of the first type are mentioned and adequately discussed by Mr.
Stewart, while he does not deal witl those of the second type.
Further, the difficulties connected with the character and re.
liability of the data might couceivably be removed or rectified;
those inherent in the method cannot.
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1 DIFFICULTIES INHERENT IN THE METHOD

The difficulties inherent in the method center about. the exact
interpretation of the classes in the tables purporting to describe
the distribution of wealth. Offhand, one is tempted to suppose
that they are what they pretend to be, namely, classes of income
recipients, and that the wealth assigned to a given class is an
estimate of the wealth owned by individuals with incomes be-
tween the limits defining the class interval. But this interpreta-
tion which appears to be accepted by both Professor 1.ehmann
and Mr. Stewart is, on further analysis, untenable. Before pass-
ing to this analysis, however, it may be well to point out the
implications of such an interpretation, since the other methods
of obtaining wealth distributions by capitalizing income, with
which Mr. Stewart compares the Lehmann method, yield, in
theory, essentially a distribution of wealth by income classes.

Let us suppose that we have a table showing the wealth owned
by individuals in successive income classes. What relationship
will such a distribution bear to one showing the wealth owned
by individuals in successive wealth classes? It is clear that the
former distribution will tend to show less inequality than the
latter. The 10 per cent of individuals holding the smallest
amounts of wealth must hold a smaller proportion of total
wealth than 10 per cent of the individuals chosen on any other
criterion, unless this other criterion is perfectly correlated with
amount of wealth, in which case the two groups will hold the
same proportion of total wealth. More generally, if individuals
are classified by the amount of wealth owned, the resultant
classes clearly differ with respect to amount of wealth by as much
as or more than if any other basis of classification, say size of in-
come, is used. The seriousness of this bias in the direction of
showing less inequality than actually exists depends on the degree
of correlation between wealth and income. The higher the
correlation, the less the difference between the degree of in-
equality of a distribution of wealth by income classes and a dis-
tribution of wealth by wealth classes. The correlation between
wealth and income is doubtless fairly high, although few data
bear directly on the problem.

Chart 1 may, however, serve to illustrate the magnitude of
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the difference between distributions of wealth by wealth clasge
and by income classes. It is based on the Australian Census of
Wealth and Income taken in 1915." The heavy solid line in e
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bution of wealth by income classes. It gives the percentages of
wealth held by successive percentages of individuals arrayed by
size of income. The very marked discrepancy between the two
curves suggests the extreme dubiousness of treating a distribution
of wealth by income classes as an approxiiation to a distribution
of wealth by wealth classes.®

From the viewpoint of year-to-year comparisous, the temporal
stability of the correlation between wealth and income is per-
haps of even greater importance than its size. For if it were stable,
the bias would be approximately constant, and year-to-year
changes in the distribution of wealth by income classes might
reasonably be taken to reflect year-to-year changes in the distri-
bution of wealth by wealth classes. Unfortunately, this con-
venient assumption cannot be made. The amount of wealth
owned by an individual is probably typically far more stable
over time than the amount of income received; and the ‘prob-
ably’ can be converted into ‘almost certainly’ if income is de-
fined to include capital gains and/or losses, as it is in the income
tax figures. The degree of correlation between income and
wealth can thus reasonably be supposed to vary considerably
from year to year; and, as a consequence, the bias inherent in
using a distribution of wealth by income classes is also subject
to considerable variation. Year-to-year changes in such distri-
butions can thus not be assumed to reflect year-to-year changes
in the distribution of wealth by wealth classes without a careful
analysis of the magnitude of the bias relative to the magnitude
of temporal changes in the latter distribution, an analysis that
and that the Lorenz curve would be a straight line. The straight diagonal lines
in the charts are thus designated the lines of equal distribution. The greater the
divergence between the Lorenz curve and the line of equal distribution the greater

the inequality (M. O. Lorenz, ‘Methods of Measuring the Coucentration of
Wealth’, American Statistical Association Publications, New Serics, No. 70 (June
1903), pp- 200-19).

3 The early part of the broken curve in Chart 1 will appear strange to those
accustomed to Lorenz curves: the first two segments of the curve have steeper slupes
than the next. This is of course impossible if the vertical axis measures the
percentage of the characteristic by which the individuals are arrayed—as with
the solid line. It is entirely possible however when, as with the broken line, the
individuals are arrayed by a different characteristic. It reflects the fx<t that the
average wealth of the two lowest income classes—those with incomes below 50—
is greater than that of the next income class, presumably because the intermediate
income groups derive a considerably greater proportion of their income from
earnings than the very low income groups.
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may well be impossible without data that wonld make the whole
procedure unnecessary.

As already indicated, these remarks are 1o some extent directeq
against a ‘straw man’. The Lehmann procedure doeg not yielg
a distribution ot wealth by income classes, Toobtain an approy;.
mation to this distribution it would be Recessary to combipe the
income and estate tax data in a different fashion thap is dope
in the Lehmann method. Most nearly exact would he the utjl;.
zation of a cross tabulation of the income tax data showing (e
number of individuals receiving dividends of various amoyp
by income classes. The average amount of stock owned woylg
be determined by capitalization. The average wealth of indivig.
uals owning the average amount of stock held by each dividends
income class would then be ascertained, weighted by the num,
ber of individuals in each class. and added for €ach income lag
This would involve employing the regression of wealth on stock
rather than the regression of stock on wealth, the one employed
in the Lehmann method.+ A less exact procedure, but one that
would presumably though not necessarily yield a ¢losey approxi.
mation than the Lehmann method. would be to eliminate the
step requiring a cross classification, but to use the regression of
wealth on stock. Stated differently. this procedure would re.
quire the computation from the estate tax data of a table shoy.
ing the average wealth of individuals OwWNIng various amounts of
stock, and the use of this table in combining the income ang
estate tax data.

The Lehmann method matches cach wealth class with the
income class that holds the same dverage amount of stock. It is
exceedingly difficult to give a simple and unambiguous inter-
pretation to this matching process. In (he light of the preceding
remarks, it seems clear that i does not give the average wealth
held by mdividuals with the specified income. Nor would it
necessarily seem to give the wealth class that occupies the same
Position in a classification of individuals by amount of wealth
that the income class occupies in a classification of individuals
by size of income. Offhand. we might expect the result to be

*In practice. of course. the truncated nature of the distribution of the estate
tax returns b

¥ amount of wealth wonlq make exceedingly dithcult and treacherous
the computatioy of a regression of wealth on siock .
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some mixture of these two and hence the Lehmanun procedure
to yield a distribution more unequal than the distribution of
wealth by income classes, but less unequal than the distribution
of wealth by wealth classes. However, the statistical tests de-
scribed below contradict the last of these conclusions: though
in the three tests made the distribution obtained by the Lehmann
procedure is uniformly more unequal than that analogous to a
distribution of wealth by income classes, in one of the tests it is
also more unequal than that analogous to a distribution of
wealth by wealth classes. Thus our present conclusion must be
exceedingly tentative: the distribution obtained by the Leh-
mann procedure may be expected to show greater inequality
than a distribution of wealth by income classes; we have no rea-
son to expect it to approximate a distribution of wealth by
wealth classes but cannot state whether or in what way it will
consistently differ from such a distribution.

If this conclusion is valid it means that, for the purpose of
obtaining an approximate indication of the degree of inequality
in the distribution of wealth, the Lehmann procedure has at
least one very important advantage over the other capitalization
of income approaches. The latter attempt to approximate 2
distribution of wealth by income classes and as a result have a
very definite bias in the direction of suggesting less inequality
than actually exists. The Lehmann procedure, on the other hand,
may yield results showing either less or more inequality than
actually exists; if the result shows less inequality than actually
exists the difference will be smaller than if one of the other
methods had been used. This advantage may, of course, be coun-
terbalanced if the possible magnitude of error in the Lehmann
method when it shows greater inequality than actually exists is
fairly large; but on this point we do not have enough evidence
to speak with any confidence. It should be noted that these con-
siderations are only indirectly relevant if the Lehmann pro-
cedure is used to study year-to-year changes. For this purpose the
relevant question is the temporal constancy of the bias or error
in the various methods.

The statistical tests referred to were made with two sets of
data. One set consisted of figures on the incomes from inde-
pendent professional practice of about 1,400 physicians in 1932,
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1938, and 1934. The second set consisted of similar figures g,
about 1,000 dentists.®* For each set of data tables were availh),
cross classifying the professional practitioners by their income
in different years, e.g., size of income in 1933 by size of incorye
in 1932. In pertorming the experiments for which resy]yg are
presented professional income in 1933 was treated as analogoys
to the income reported on income tax returns, professioyg| in
come in 1932 as analogous to the value of stock held (ie., a
analogous both to the capualized value of the dividends Te.
ported on inceme tax returns and to the value of the stock owpeg
reported on estate tax returns) and professional income in 19
as analogous to wealth (1.e., value of estates). Two tables were
therefore constructed for each profession. one showing averag
income in 1932 by 1933 income classes, the other showing aver
age income in 1932 by 1934 income classes. The Lehmany
method was then utilized to derive from these tables the egj.
mated distributions of income in 1934 O compare with the
known distributions.® In addition, a third test was made utilj.
ing the data for physicians but treating income in 1932 as anal
ogous to the income reported on income tax returns and income
1 1933 as analogons to the amomnt of stock owned. The resuls
of this test were intermediate between those of the other two
and therefore are not presented: the Lehmann procedure yielded
a distribution very close to the correct one.

These experiments are designed to test solely the bias inheren
in the method. None of the difficulties arising from the char-
acter or reliability of the data js present: capitalization is un
necessary; since the tables cover the whole range of incomes,
extrapolation is not required; since the several bodies of daa
all relate essentially to the same individnals,” they are completely
free from error arising from nou-comparability. Further, even
$ These data were obtained from returns to questionnaire stedies made by the
Department of Commerce and are described more fully in Simon Kuzects ad
Milton Friedman. ‘Incomes from Independent Professional Practice, 1929-1936"
Bulletin 72-73 (National Burcay of Economic Research, February 5. 1939).
¢In applying the Lehmann procedure the actual average incomnes in 1932 for
each 1933 income class were used. In converting these averages into otimates of
1934 income a linear regression of 1932 income on 1934 income was employed.
" There are slight differences because some individuals reported their incomes

f'" 1932 and 1933 but not in 1934. others their incomes in 1933 and 1g34 bui not
n 1932, and so on. But these differences are of very minor importance.
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from the purely technical side, the data are exceedingly favor-
able to the Lehmann method. The correlations between incomes
in the different years are extremely high; ¢ and, 1 suspect, are
higher than the correlations between income and dividends,
wealth and amout of stock owned, or income and wealth. Fi-
nally, the fact that the data relate to the same individuals, while
listed above as avoiding difficulties connected with the character
of the data, also obviates a difficulty inherent in the method. If
the wealth and income data related to the same groups of in-
dividuals there would be no need to utilize the Lehmann method:
the observed wealth distribution wenld provide a more satis-
factory answer.

Chart 2 presents the results of these experiments. The heavy
solid lines are the Lorenz curves for the actual 1934 medical and
dental distributions: the ‘correct” distributions the Lehmann
method is designed to approximate. The dotted lines are Lorenz
‘curves based on distributions of 1934 income by 1933 income
classes. They are analogous to distributions of wealth by income
classes and are the distributions which, according to the inter-
pretation accepted by Professor Lehmann and Mr. Stewart, are
approximated by the Lehmann method. In accordance with the
above discussion, the dotted lines in both cases indicate con-
siderably less inequality than the solid. Finally, the broken lines
are Lorenz curves based on the 1934 distributions obtained by
the Lehmann method. For dentists, this line is intermediate
between the other two. For physicians, on the other hand, the
broken line shows greater inequality than either of the other
two. The fact that the errors are in opposite directions in the
two cases is peculiarly important in evaluating the usefulness of
the Lehmann method in studying year-to-year changes since it
suggests that the error may display little temporal stability.

Ofthand, the errors suggested by Chart 2 may not seem par-
ticularly great. As emphasized above, however, their importance
can be judged only by comparison with the differences in equality
that it is desired to study. In the present instances these differ-

8 The correlation coefficients for physicians and dentists are as follows:
CORRELATION COEFFICIENT

YEARS COMPARED PIIVSICIANS DENTISTS
1932 and 1933 92 94
1933 and 1934 95 91
1932 and 1934 89 g
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DISCUSSION

2 INCLUSION OF ‘CAPITAL GAINS' IN INCOME REPORTED ON
INCOME TAX RETURNS

The treatment of capital gains and losses on income tax returns
is one of the deficiencies of the data utilized by Mr. Stewart that
is perhaps most important for the purpose for which his distri-
butions have been derived and at the sanie time has been least
adequately discussed by him. The exact treatment of capital
gains and losses has varied over the period covered by Mr. Stew-
art’s estimates, but in general the net income figure used in
classifying the returns includes capital gains in whole or in
part, while for most of the period losses have not been deducted.
The effect of this treatment of capital gains and losses on the
changes in inequality of income shown by income tax data is
clear: it tends to make for greater inequality in prosperous years
when capital gains are important than in depressed years when
capital gains are unimportant and losses are unrecorded.

The effect of this definition of income on the inequality of
wealth shown by distributions derived from income tax data
by the Lehmann ethod is more complicated and, strangely
enough, in exactly the opposite direction. As noted by Mr. Stew-
art, the inclusion of capital gains means that during prosper-
ous years the high income groups include many individuals with
large receipts from this source and hence with relatively small
receipts from dividends. During depressed years, there will be
few such individuals and consequently the higher income groups
will derive a relatively larger proportion of their income from
dividends. The estate tax data will presumably be little affected
by capital gains.® Consequently, the high income classes will

® Whether and how they will be affected will depend on how the increases in
wealth from realized capital gains are distributed among various forms of
assets.
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be matched, during Prosperous years, witl, relative] ¥y low wealth
classes (those owning the same average amonne of stock) ang,
during depressed years, with rel;nivcl)’ higher wealt) Classeg,
This introduces a bias that tends 1o make (lislributions of wealyy
derived by the I.ehmann method less megnal during Prosper.
ous than dnring depressed years. This bias may e SOmewhy,
offset by the direct bias i1, the original income distribugigy, The
Statements abont the hias in the estimated wealth dislribntions
do not depend on whether the concept of income thy, 1s accepted
as the basis for ncome distribntions includes oy excludes capity]
gains or losses, Though pevsonally I shonld. fo, TIOSE purposes
sipport an income concept that exclndes capital gains op losses,
the acceptance of an Opposite view in g way affects the Preced.
Ing argument. And parenthetically, ¢ may be indicated that i
view of the difference in the treatment of gaiyg and losses. he
bias noted in income distributions based on nconte tay data
also unaffected by the concept of income aceepted.,

"These comments gamadded point in the hight of My, Steware’s
conclnsions abont he cyclical behavior of the ineqnality of jp.
come and wealth. He sages that “contrary to change in the gjs
tribution of Income, mequality in (he distribntion of wealth js
shown to be accentnated during depression Years”. " Thus, the
changes he notes iy the mequality of bl come and wealg
are m the direction that, in the absence of Ay ‘real” changes, the

treatment of capital gains and losses might be expected to pro-
duce.

3 CONCLUsIONS

The statistica ExXperiments ontlined above snggest the exist-
ence of a definite eryor mherent in the Lehmann method of
estimating the distribution of wealth. This error can hardly be
e€xpected to be constang from year 1o year, and indeed the ex.
periments suggested that ¢ mght vary considerably in direc.
tion, These experiments, moreover, weye heavily weighted in
favor of the Lehmann method. Iy practice. the errors might be
expected to be considerably greater, even with entirely accurate
data. If to this technical dificnlty we 3dqd the many and serions
deficiencies in the data employed, (he conclusioy incscapably
12 Point 2 in Sec. mt, 4.
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emerges that the Lehmann method is useless for the purpose of
studying short period changes in the distribntion of wealth-—the
purpose for which Mr. Stewart utilized it.

Mr. Stewart reaches a conclusion exactly the reverse of the
one just stated: “that the capitalization of income approaches
are sensitive to year-to-year changes in the business cycle”.m But
this conclusion seems to be based entirely on the irrelevant fact
that the distributions he derives vary from year to year. The
relevant question is whether these variations reflect changes of
the same magnitnde and direction in the underlying distribu-
tions of wealth that his estimates are designed to approximate.

Our conclusion as to the nselessness of the Lehmann method
in studying short period changes does not mean that the method
may not be useful for other purposes. Indeed onr incomplete
analysis suggests that for the purpose of obtaining an approxi-
mate indication of the degree of inequality it is superior to the
other capitalization of income methods since, while subject to
error, it is seemingly not subject to a consistent bias. This con-
clusion is, however, based solely on the technical characteristics
of the methods and does not take into account differences in the
adeqnacy of the data nceded for the different approaches. More-
over, even on the technical side, it rests on a serionsly incomplete
analysis and may be reversed by further evidence.

II w. L. CRUM

I am much interested in Mr. Stewart’s method, and hope to ex-
amine it later with care. I am still sangnine about its possibili-
ties, despite certain serious obstacles, including the ‘correlation’
element mentioned by Mr. Friedman which greatly impresses
me. I am tempted to raise some small points:

1. The estate tax data cover a srnall number of cases in any
one year, and that number is strikingly small in high size classes.
Hence, the danger of sampling errors in these high classes, as
they are used to calculate ratio of stocks to total assets, is very
great. This risk is only partly reduiced by the curve-fitting opera-
tion and it becomes particularly important in the year-to-year
comparisons stressed by Mr. Friedman.

11 See point 2 in Sec. 111, 4.
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2. The securities in the estate tax hgures are usnally valyeq
at market, until recent Acts, at date of death. This implies thy
the capitalization factor should ain to produce markes valigs
of stocks held by income recipients. This necessity greatly ip.
creases the task of determining the capitalization factor jp each
year.

3. In general, it may be necessary to use a varying capital;.
zation factor from income class to income class. Differeng Incore
classes may hold varying proportions of stocks, as between divi.
dend payers and others and as between those paying high ang
those paying low dividends. The icome tax law itself may pro.
duce a bias of this sort, and other causes of bixs may exist aboy;
which we may know little. 1 regard the whole determination of
capitalization factors as highly uncertain.

Il FRITZ LEHMANN

When I used the method of combining the results of the income
tax statistics with the results of the eéstate tax statistics in order
to estimate crudely the distribution of national wealth, I did
not expect that this trick would be found worthy of scientific dis-
cussion. The use I made of this method has been questioned in
Mr. Stewart's paper. He believes that the margin of error in
computing total wealth figures is too great 1o admit of any con-
clusion as to how great a percentage of total wealth is owned by
one group. I am somewhat more optimistic than he, but since
it is a change in the distribution of wealth that is under debate,
this is not a suitable Opportumty for giving ny reasons in greater
detail.

I the other methods of obtaining wealth distributions by
capitalizing income are compared with the combination method
I used, the decision as to which deserves to be rated higher de-
pends on the weighing of some advantages and disadvantages.
The combination method has the disadvantage of applying the
distribution of property in estates to the property of all living
people. It is possible that the wealth of an average living person

1s invested in » manner quite different from the wealth of de-
ceased persons.
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Another disadvantage follows from the fact that Statistics of
Income groups income receivers according to income, including
capital gains. If people with high capital gains are supposed to be
people with a preference for stocks, the effect may be that the
holding of stocks is over-rated in the higher income groups and
under-rated in the lower income groups. But this effect may be
offset first by the fact that the members of the wealthier class
into which capital gains lift an incomne receiver of smaller means
tend to invest a higher percentage of total property in stocks,
second, by the possibility that the realization of capital gains
may frequently result in a shift from stocks to other forms of
property.

There is a third difference between the two methods which
Mr. Stewart believes favors the combination method, while I
am inclined to hold the opposite view. The combination method
uses only the yield on stocks; this yield is used to estimate the
value of the stock owned and from this figure is derived the
value of all property of a group of income receivers. The capitali-
zation method has to apply several yields: for stocks, for interest-
bearing property, for real estate, and for business. In addition
to increasing the difficulties of computation, the use of several
yields increases the number of possible errors. On the other hand,
the combination method magnifies every mistake committed in
estimating the yield of stocks. This is particularly important for
the lower income and wealth groups for which stocks constitute
only a minor part of all property.

A final disadvantage of the combination method results from
the fact that there is a wide variance in the date of death of those
for whom estate tax returns are filed in a particular year.

But against all these drawbacks the combination method pos-
sesses the very important advantage that it accounts for all prop-
erty, not only for property that yields taxable income. The
grouping of kinds of property in the federal estate tax statistics
does not admit of a clear segregation of such items. It is not un-
likely however that 30 to 40 per cent of the value of all estates
for which returns were filed, say in 1934, consisted of property
that yielded no income subject to federal income taxation. The
greater the preference of the wealthier groups for liquid bank
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deposits, insurance, and tax-exempt securities, the greater yijjj
be the advantage of the combination method.

Tins comparative evaluation of the other capitalizatioy ap-
proaches and the combination method takes no acconnt of thoge
criticisins to which botl methaods are equally exposed, CTItiCisyg
that center in the objection that reliable resnlts as to the distr;.
bution of wealth among different wealth 8ronps can never he o,
tamed from income tax statistics.

IV CHARLES STEWART

Mr. Friedman was not unjustificd in his impression that | was
interested in the ntility of employing the Lehmany method for
obtaining Year-to-year changes in the distribntion of wealth.
Nevertheless I do not attach mnch importance (o siich short pe-
riod changes and. as stated in the paper, the intention of the ap.
nual estimates was chiefly the testing of the method. For it does
not scem to me that the production of highly refined estimates
of changes in wealt, distribntion from Y€ar to year possesses great
value for economic analysis. Knowledge of the relative degrec of
inequality and of shifts in distribution over a period. such as 3
decade, is, on the other hand, highly important. In the absence of
fuller data and more adequate methods, tlie Lehmann method
possesses valne for these purposes.

Rather basic in Mr. Friedman's discussion is the question of
‘size classes’. It is perhaps something of an historical accident that
every distribution of American wealt]y i the last twenty years
has been by income classes rather than by wealth classes. Dr.
King. it is true, presented his final resnlqs by wealth classes, by
converting the distribntioy by income classes into wealth classes.
bt in such a way that the conversion was purely one of nomen-
clatire. Mr. Friedinan Is entirely correct in pointing ont. with
tlnstration from the Anstralian material, that the two distribu-
tions are widely divergent. Accidental thongh it nay have been,
tie esult, I think. s quite fortunate: for most purposes for which
wealth disir:butions may be emplovyed, it iy highly desirable that
they be linked ¢ Income distribntions, There is no ¢ priori rea-
son why income distribntions shonld he by income classes and
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wealth distributions by wealth classes. It is important, however,
that we be aware of the difference. Consequently I made no effort
to convert the present estimates, as Dr. King had done, because
I was impressed with the advantages of obtaining results tied
closely to the income brackets of Statistics of Income.

The ingenious statistical experiments presented in Mr. Fried-
man’s discussion, designed to test whether there is-an inherent
bias in the Lehmann method, show two results: (1) that the Leh-
mann method produces a distribution more unequal than a dis-
tribution by income classes; * (2) that the result may be either
more or less unequal than a distribution by wealth classes. The
first conclusion is relevant, the second is not. For it is no advan-
tage of the Lehmann method, as Mr. Friedman suggests, that it
may sometimes give a result closer to a distribution by wealth
classes. But if Mr. Friedman’s interpretation that the L.ehmann
distribution 1s not precisely identical with a distribution by in-
come classes is correct,? it is then a highly important conclusion
that there 1s a consistent bias inherent in the method in the direc-
tion of greater inequality, as indicated in (1) above.

One result to be hoped for from the present discussion 1s that
the Treasury Department will undertake the tabulation of estate
tax returns classified by size of corporate stock holdings. The am-
biguity of the meaning of the matching process, referred to by
Mr. Friedman, arises from the lack of data. This perhaps is an 1l-
lustration of the fundamental difference between Mr. Friedman’s
and my approaches to the problem. I have attempted estimates
on the basis of the available statistical materials and the tech-
niques open to an individual investigator, in the belief that there
is urgent need for even approximate results in this field. Many of
the data are rough and defective, and there are many gaps. The
combination of the income and estate tax data, by the matching
process, would escape the difficulties described by Mr. Friedman
if tabulations existed for (1) income by dividend classes and (2)
wealth by stock classes. The former was published for the first
time for the 1935 returns; the latter tabulation is not included,
1See Mr. Friecdman's argument that the Lehmann distribution is neither “by
income classes’ nor ‘by wealth classes’.

2 Becanse in the matching process the regression of stock on wealth. rather than

wealth on stock, is nccessarily employed in the absence in Statistics of Income
of a tabulation of wealth by stock holdings.
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to my knowledge, in the proposed program of the Works Progye,
Administration Income T'ax Study

While admitting the possibility of a bias, 1 cannot agree wiy,
Mr. Friedman that the Lehmann method “does not give the aver.
age wealith held by individuals with the specified income”. Itaimg
to do that, but the result is only an approximation. Whga, the
margin of error may be depends in part upon the use of ay aver.
age for capitalized dividends for each income clags, The 1935
tabulation indicates that while there are substantia| disparities
in the amount of dividends received by individuals iy the varioyg
income brackets, there is, nevertheless, 3 marked regularity in ghe
data. How great a bias is introduced by the use of the regression
of stock on wealth rather than wealth on stock is another consid.
eration. Though the number of returns in the highest estate
brackets is too few, there is a marked regularity in the curve cor-
relating wealth classes and stock holdings (i.e., stock on wealth).
What the Lehmann method does is to match capitalized divj-
dends for the various income classes with corresponding amounts
of corporate stock possessed by individuals possessing amounts of
wealth indicated by the estate tax returns,

"The results obtained by this ‘short-cut’ method are rather close
to those obtained by King and others by more complex methods,
While King's estimatc as of December g3, 1921 was subjected to
sharp criticism, it seems significant to the writer that the present
estimate for 1922 is virtually identical with it. The real shortcom.
ing of the method, likewise true of any capitalization approach, is
that it applies only to income tax brackets.

At the same time many difficulties derjve from the data. These
have been mentioned by Professors Crum and L.ehmann and by
Mr. Friedman, Capital gains and losses represent a serious prob-
lem, and Mr. Friedman is quite correct in concluding that their
influence may well account for the changes in inequality noted
in different phases of the business cycle. 1/} recently, however,
the relevant data iy, Statistics of Income have not been such as to
allow any corrections for this factor. Examination of the new
tabulations appearing for 1935 and 1936 indicates that the refine-
ments that could be made would alter the shape of the curve ap
preciably only in exceptional years.





