Economc Research
3 JanuLEry. 2000

Ve

THE UNTOLD STORY OF DAVOS:
THE PARADOX OF INCLUSIVE INEQUALITY

03 Globalization: A blessing for wealth inequality among countries

06 A curse for wealth inequality within industrialized countries?

Allianz () EULER HERMES



The View by Economic Research

EXECUTIVE
SUMMARY

Arne Holzhausen
arne.holzhausen@allianz.com

Kathrin Brandmeir

kathrinbrandmeir@allianz.com

Michaela Grimm
michaela.grimm@allianz.com

When assessing wealth inequality and their dynamic in
a globalized world, it is vital to differentiate inequali-
ties among countries and inequalities within countries.

The now popular narrative of ever-widening inequality
is indeed only telling half of the story. It neglects the
huge strides made towards better participation from a
global perspective as well as the improvements within
many developing countries. 1.1 billion people form the
global wealth middle class today, and global concen-
tration of wealth fell below 80%.

There is no denying that wealth is still unevenly distrib-
uted at a global level — and increasingly so in some
industrialized countries, first and foremost the US. This
situation creates a so-called inclusive inequality para-
dox. More people are participating in average wealth,
while at the same time, the tip of the wealth pyramid is
moving further and further away from this average,
and is getting smaller and smaller.

1.1 BILLION PEOPLE

FORM THE GLOBAL WEALTH
MIDDLE CLASS



GLOBALIZAT

ION

A BLESSING FOR WEALTH
INEQUALITY AMONG COUNTRIES

In order to analyze how wealth is dis-
tributed at global level, we have divid-
ed all individuals into global wealth
classes. This classification is based on
worldwide average net financial assets
per capita, which stood at EUR 25,320
in 2017, more than twice as high as in
2000. The global wealth middle class
("middle wealth", MW) includes all indi-
viduals with assets of between 30%
and 180% of the global average. This
means that for 2017, asset thresholds
for the global wealth middle class are
EUR 7,600 and EUR 45,600. The "low
wealth" (LW) category, on the other
hand, includes those individuals with
net financial assets that are below a
EUR 7,600 threshold, while the term
"high wealth" (HW) applies to those
with net financial assets of more than
EUR 45,600.

The last two decades of rapid globali-
zation have given rise to a new global

Figure 1: Change in global wealth middle class,
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wealth middle class, which includes
almost 1.1 billion people in the coun-
tries we have analyzed. Fewer than
half a billion people belonged to this
group at the turn of the millennium,
with just under half of them coming
from Western Europe, North America
or Japan. Today, these countries ac-
count for only a quarter of the global
wealth middle class. In contrast, Chi-
na's share has soared from just under
30% to over 50% in this period. There is
therefore little doubt about what the
driving force behind the new global
middle class is: its emergence primarily
reflects the rise of China.

The figures accompanying this success
story are impressive. Around 500 mil-
lion Chinese people have moved up to
join the ranks of the global wealth mid-
dle class since 2000, and over 100 mil-
lion more can now even consider
themselves part of the global wealth
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upper class. That means that China
accounts for about 80% of movements
between wealth classes since the turn
of the millennium. China's rise gained
further momentum after 2010, in the
post-financial crisis era, which was due
not least to the fact that asset growth
elsewhere was somewhat weak during
this period. This ultimately caused the
wealth middle class in the "old" indus-
trialized countries to grow as well, alt-
hough here the trend was the other
way around: about 60 million people
joining the middle class have moved
down the scale, i.e. as households that
have been 'relegated" from the high
wealth class. This affects primarily the
US and Japan, but also European
countries such as ltaly, France and
Greece.

Figure 2: Global wealth middle class by region, 2000 and 2017, in %
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Compared with the rapid growth in the
wealth middle class, changes in the
other two wealth classes appear fairly
modest. The wealth upper class grew
by almost +30% to around 560 million
people, mainly owing to the
"revitalization" of China, which more
than offset the "bloodletting” in the old
industrialized countries. This also
means that the upper class overall is
much more heterogeneous than previ-
ously, when it was made up almost
exclusively of western Europeans,
Americans and Japanese. This group
accounted for well over 90% of the
wealth upper class at the beginning of
the millennium, compared with only
two-thirds today.

The global wealth lower class, on the
other hand, has actually contracted
from 3.5 billion people in 2000 to 3.44
billion at the end of 2017. This figure
does not appear particularly impres-
sive at first glance. Without move-
ments between classes, however, the
wealth lower class would include an
extra 510 million people compared
with 2000, owing to population growth

alone. That means that nearly 600 mil-
lion people have actually moved up
from the wealth lower class. This also
becomes clear if we look at the num-
ber of people belonging to the wealth
lower class in relation to the popula-
tion as a whole: their share has
dropped from 80% (2000) to 68%
(2017).

Development of global wealth distri-
bution therefore underlines the posi-
tive effects of globalization once
again. This mass advancement up to
the global wealth middle class is a suc-
cess story. By global standards, more
and more people are able to share in
worldwide prosperity.

Yet this development is by no means
complete, firstly because it is mainly
only a handful of Asian countries, and
above all Ching, that have benefited
from it to date. If other heavily popu-
lated countries such as Brazil, Russia,
Indonesia and in particular India were
to exploit their potential in a similar
way over the coming decades, the
global wealth middle class could easily
double again by 2030. Secondly, the

Figure 3: Share of global wealth deciles in total net financial assets, in %
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emergence of a new global wealth
middle class cannot disguise the fact
that the concentration of wealth is still
extremely high from a global perspec-
tive. This becomes clear if we break
down the overall population of the
countries we have analyzed into popu-
lation deciles based on net financial
assets.

This shows that the richest 10% world-
wide together own 78.9% of total net
financial assets, while less than 1% is
left for the lower half of the popula-
tion, about 2.5 billion people. The latter
figure must be interpreted with cau-
tion, however, as those with the fewest
assets also include many people from
the richest countries who are in debt;
the "poorest" global population decile
actually has negative net financial as-
sets, but high levels of debt cannot
necessarily be equated with poverty.



The Scandinavian countries are a
good example of this. Households in
Denmark and Sweden are among the
most highly indebted worldwide, with
up to 30% of the population there hav-
ing higher liabilities than financial as-
sets. However, these high debts are
generally likely to be offset by tangible
assets, particularly property. A happy
home owner in Denmark should not be
confused with a penniless day laborer
in India.

The trend is also moving in the right
direction with regard to the strong
global concentration of wealth. In
2000, the concentration of wealth (the
share of the richest decile of the popu-
lation in total assets) was 90.3%. More-
over, apart from the richest and the
poorest decile, where debt continued
to rise, all other population deciles in-

creased their share of the global
wealth pie. The shares of the sixth, sev-
enth and eighth deciles — the upper
middle class - grew particularly
strongly, with the figures more than
tripling. From this perspective, it there-
fore also appears that the world as a
whole is in the process of becoming a
better world where distribution is fairer
— even if there is still undoubtedly a
very long way to go. And furthermore,
it seems as if the ultra-rich, the richest
percentile of the population, are not
affected: their share in total assets re-
mained surprisingly stable at around
40%.

Another parameter that can be used
to measure the distribution of wealth is
the median figure and/or a compari-
son between the median and the aver-
age. The further away the latter is from
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the median, the greater the inequality
in distribution. Once again, a look at
the global figures is sobering. Median
net per capita financial assets of
EUR 2,810 stand in contrast to an aver-
age figure of EUR 25,320. As with the
concentration of wealth, however,
what is crucial when it comes to medi-
an assets is their development — and
that is unequivocally positive. As re-
cently as 2000, the median figure for
net financial assets was EUR 340. Me-
dian assets have grown at an average
rate of 13.3% per year since then, con-
siderably faster than average assets
(+5.1%).
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A CURSE

FOR WEALTH INEQUALITY WITHIN
INDUSTRIALIZED COUNTRIES?

Figure 4a: Average net financial assets per capita 2017, in EUR
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Source: Allianz Global Wealth Report 2018.

Although this division into global
wealth classes is very useful when it
comes to analyzing how global
weightings are shifting, it is likely to
remain rather abstract for most of
the people concerned. This is be-
cause the benchmark for most
households is not the global aver-
age, but rather their national aver-
age - people are interested first and
foremost in how much their neighbor
has.

However, the relationship between
median and average assets is also a
good measure of the distribution of
wealth in a national context. Even a
direct comparison between median
and average net per capita financial
assets is very revealing. If we drew

Figure 4b: Median net financial assets per capita 2017, in EUR
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up our rankings of the world's richest
countries based on median values,
they would look different. Three
countries would drop out of the Top
10 completely: the US (from second
to 14th place), Sweden (from third to
12th place) and Denmark (from
ninth to 23rd place). Other countries
that would slide down the rankings
are Chile and South Africa (each -7
places), Latvia and the UK (each -4
places) and Malaysia and Germany
(each -3 places) - the latter would
thus also drop out of the Top 20. Me-
dian assets are significantly lower
than average assets in all of these
countries in an international com-
parison, an indication of relatively
unequal distribution of wealth. At the

same time, however, there would be
many countries that would move up
the rankings, particularly Italy and
Slovakia (each +6 places), Australia
(+5 places) and Canada, Ireland and
Romania (each +4 places). The
difference between the two meas-
urements of assets is fairly small in
these countries, showing that wealth
distribution is more equal. However,
this list of countries that would move
up or down the scale also makes it
clear that it is difficult or even impos-
sible to recognize a pattern in
wealth distribution, either geograph-
ically or in terms of level of develop-
ment.



The alternative rankings naturally only
provide a snapshot of the current situa-
tion. The long-term development of
wealth distribution is certainly more
interesting. To work this out, we have
compared annual growth rates (2000-
2017) in median and average net finan-
cial assets. Where have median assets
grown faster, indicating an increase in
prosperity, particularly in the middle of
society? And where have average as-
sets risen faster, a sign that the richest
members of society are moving further
and further away from the middle? Just
as in the comparison of current figures,
long-term development also shows a
very heterogeneous picture.

What is immediately striking is that of
the countries we analyzed, there are
more countries (30 in total) in which
distribution, based on development of
median assets, has improved since the
turn of the millennium. It is also clear
that the top places are dominated by
Latin American countries. Although as-
sets are still very unequally distributed

in many of these countries, improve-
ments in the last two decades have
been striking. Many eastern European
and Asian countries also have a positive
growth differential between median
and average assets. In contrast, few
western European countries appear
here; Denmark, Belgium and Sweden
are the only places where wealth distri-
bution seems to have become more
balanced since the turn of the millenni-
um.

At the other end of the spectrum are the
"usual suspects", particularly the US.
Nowhere else has development of me-
dian and average assets diverged more
sharply, and nowhere else is the abso-
lute gap between these two figures wid-
er. While the average net financial as-
sets of a US citizen total EUR 168,640,
the median figure is only EUR 24,690.
Once again, these figures confirm the
reputation of the US as one of the

world's "most unequal" countries.

Indonesia and South Africa, another
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two countries with a reputation for dis-
torted wealth distribution, also have a
very high negative growth differential.
Furthermore, a comparison of growth
shows that wealth distribution has tend-
ed to worsen in many European coun-
tries over the last few decades, albeit to
a lesser extent than in the US. These
include the euro crisis countries
(Portugal, Greece, Ireland, Italy and
Spain), but also Switzerland, France
and Germany. The list is rounded off by
countries such as Australia and Japan.
The perception that the "old" industrial-
ized nations in particular have been
suffering in recent decades from a
growing gulf between rich and poor
therefore corresponds to reality in many
cases. It's therefore not surprising that
globalization is viewed much more criti-
cally in these countries than in emerg-
ing economies, which have benefited on
the whole from the increasing interna-
tional division of labor, including with
regard to the distribution of wealth
within countries.

Figure 5: Growth difference between average and median net financial assets, in percentage points, CAGR? 2000 to 2017
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FORWARD-LOOKING STATEMENTS

The statements contained herein may include prospects, statements of future expectations and other forward-looking
statements that are based on management's current views and assumptions and involve known and unknown risks and
uncertainties. Actual results, performance or events may differ materially from those expressed or implied in such forward-
looking statements.

Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and competitive situa-
tion, particularly in the Allianz Group's core business and core markets, (ii) performance of financial markets (particularly
market volatility, liquidity and credit events), (iii) frequency and severity of insured loss events, including from natural ca-
tastrophes, and the development of loss expenses, (iv) mortality and morbidity levels and trends, (v) persistency levels, (vi)
particularly in the banking business, the extent of credit defaults, (vii) interest rate levels, (viii) currency exchange rates
including the EUR/USD exchange rate, (ix) changes in laws and regulations, including tax regulations, (x) the impact of
acquisitions, including related integration issues, and reorganization measures, and (xi) general competitive factors, in
each case on a local, regional, national and/or global basis. Many of these factors may be more likely to occur, or more
pronounced, as a result of terrorist activities and their consequences.

NO DUTY TO UPDATE

The company assumes no obligation to update any information or forward-looking statement contained herein, save for
any information required to be disclosed by law.
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