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Household Wealth as a Factor of Economic
Growth: A Case Study of Italy

lacopo Odoardi and Carmen Pagliari

The wealth possessed by households, identifiable as so-called net worth, varies greatly in quan-
tity and form between different socioeconomic contexts. We describe several forms of wealth
typically owned by consumer households, considering their economic and social effects. We
analyze the economic role of the wealth forms that compose the households' net worth (real
and financial assets minus the debt) in a panel data analysis of Italian regions, and we suggest a
possible alternative use for a specific part of household net worth. In particular, the well-known
financial share is already useful and exploited by the economic system, as confirmed empirically.
Instead, a share of the real assets could prove useful as a source of support for the economy
if some conditions are met. The results of the regional analysis illustrate the supposed lack of
contribution and we suggest how the net worth not “fully exploited” could be integrated in
the economic cycle, activating a propulsive mechanism to start “accelerated” growth processes.

ABSTRACT
KEY WORDS: household wealth, economic growth, panel data analysis.
JEL Classification: E21, 047.

University of Chieti-Pescara, Italy

1. Introduction
Household wealth is a significant “economic resource”
(Vecchi, 2017) composed of different types of assets,
which in some cases can be not fully exploited for eco-
nomic purposes. Limits to its complete exploitation lie
both in the misperception regarding the quantification
of this resource and the actual convenience in its use.
We must consider that several definitions of wealth
exist, and they sometimes conflict with each other.
Furthermore, it is very difficult to collect detailed
quantitative information on the composition of house-
hold wealth (see Juster et al., 1999). We suggest that
wealth must be better exploited because it plays an
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important role in influencing other macroeconomic
variables. For example, Bertaut (2002) found strong
economic effects of wealth on consumption in the
US, Canada and Japan and a weaker effect in Europe.
Carroll et al. (2011) distinguished the effects, both
positive, of the increments in housing wealth and fi-
nancial wealth, focusing on the type that supported
the strength of consumption in the US in the early
2000s, and Cooper and Dynan (2016) highlighted
that wealth has more pronounced effects on consump-
tion for households facing credit constraints. The role
of wealth is also studied in developing countries. For
example, Langyintuo and Mungoma (2008) studied
the influence of household wealth on the adoption of
new technologies in Zambia, and Hong et al. (2006)
found that household wealth strongly influences the
growth rate of children in Bangladesh. Accordingly,
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the different factors influencing wealth must be bet-
ter analyzed to promote its accumulation; these factors
include, among others, the presence of social security
programs (Feldstein & Pellechio, 1979), financial lit-
eracy (van Rooij et al., 2012), inheritance bequests, the
propensity to engage in homeownership (Mathi et al.,
2017), house price fluctuations (Bao & Li, 2017), the
effects of underground economy (Odoardi & Pagliari,
2011) and factors related to racial inequalities (Keister,
2000).

In this study, the first aim is to describe wealth as
analyzed in various forms in the economic literature,
considering the characteristics of wealth usually asso-
ciated with the assets of consumer households. These
steps serve to clarify the forms and possible func-
tions that wealth can have, particularly the forms of
household net worth. Our aim is to study how differ-
ent types of wealth influence economic performance
and hypothesize how specific types of wealth represent
a resource not used efficiently for economic growth.
Of course, other wealth components already play an
important role, according to their characteristics and
the context in which they are present. With this aim,
we gradually focus on the alternative uses of “non-
productive” wealth to provide policy suggestions.

The wealth available to households can be consid-
ered a productive resource if combined with policy
interventions to encourage its accumulation and use.
In order to define appropriate interventions, it is nec-
essary to investigate the types of wealth most useful
according to each socioeconomic context.

After describing diverse types of wealth, the charac-
teristics of the forms typically held by households are
discussed to determine whether specific assets can be
efficiently utilized, e.g., exploited for productive pur-
poses. In addition, we propose to consider some simi-
larities and connections between income and wealth
with the aim of describing numerous aspects of wealth
not directly observable for the scarcity of empirical
studies. Income and its distribution have, in some
cases, characteristics similar to those of the wealth
forms that compose the households’ net worth (real
and financial assets minus the debt). In this sense, we
avoid considering wealth equal to the current or future
income and that intended as productive capital rather
than savings that are managed by the banking channel.

A panel data analysis is used to test the effect of the

CONTEMPORARY ECONOMICS

lacopo Odoardi, Carmen Pagliari

components of household net worth on the regional
economic performances in the Italian context. Our
case study is a context in which families traditionally
have a high liking for home ownership and savings,
maintaining a low level of indebtedness. The fixed ef-
fects (FE) and random effects (RE) models are used to
analyze regional data (2004-2014).

After an overview of the forms and estimation of
wealth in Section 2.1, Section 2.2 illustrates some char-
acteristics of this economic resource, and Section 2.3
explains the relationship between wealth and income
with a focus on human capital, which is an essential
factor to foster economic growth in advanced econo-
mies. Section 2.4 proposes an international compari-
son by discussing some relevant features of wealth in
different countries. Sections 3 and 4 relay the descrip-
tion of the methods and the data used in the analysis.
The results of the regional analysis are presented in
Section 5. The paper concludes with the policy impli-

cations and the conclusions.

2. Literature Review
Many definitions of wealth exist. Definitions are
influenced by the fact that there are regularities in the
form in which wealth is held, but at the same time,
strong regional specificities exist (see, among others,
Davies et al., 2011). For example, material wealth (e.g.,
arable land and agricultural tools) is the most desirable
form in less developed or developing countries because
of the presence of an ineflicient financial system. In
such situations, the distribution of income also plays
a key role by allowing the accumulation of productive
capital (which in backward economies is connected
with the wealth/capital stock accumulation). Of
course, we mean “capital” as a set of productive tools
useful to businesses for productive activities. It differs
from the more generic “wealth” that can include the
means of production and material goods and that
can even attain financial assets and intangible and
relational elements (as the ability to generate future
income, the relationships in the social group, the level
of human capital). We refer to households as typical
economic agents, but they are not the only holders of
wealth in a non-productive manner.

Definitions should consider that the composition
of wealth changes over time, differs between countries

and is influenced by specific patterns of consumption
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and investment of different social classes. Definitions
suggest that dissimilar categories of tangible and
intangible assets can be involved. For example,
Borgerhoff Mulder et al. (2009) focus on wealth
inequality and its transmissibility among generations
by dividing the socioeconomic contexts according to
the different nature of their economic activities and
their “social rules”. They observe that different types
of wealth, heritable or not, affect the future well-being
of children in the absence of alleged general rules,
with the underlying condition that passed-on wealth
would have some utility, fitting or not for the context
in which it would be used. From this perspective,
wealth is explained in three forms: embodied wealth
(the physical qualities transmitted genetically from
parents, the propensity to socialize and transmissible
knowledge), material wealth (physically transmissible
goods, which are useful for increasing the well-being
of an individual) and relational wealth (such as
social networks). This classification introduces the
consideration of immaterial wealth and highlights
how there are types of wealth that are more useful
in certain contexts (e.g., agricultural tools in rural

contexts) and forms of wealth easily obtainable even if
not transmittable (e.g., social relationships).

Other definitions are those synthesized by Wolff
(1990; 1996). According to these descriptions of
household wealth, we distinguish disposable wealth
(assets and liabilities that have a current market value,
such as real estate, cash and financial instruments),
augmented wealth (a broader definition that includes
the value of future flows of revenue, values such as
social security or retirement pension and possible
future earnings due to the level of personal human
capital) and capital wealth (the sum of deposits,
bonds, business equity and other types of securities).
Wolff (1990) suggests that the latter type (see also
Kessler & Masson, 1987; Wolff, 1981;) differs from the
previous ones by being almost exclusively owned by
the richest classes, who thereby maintain the benefits
of controlling the funds and the means of production
across the generations. For example, it is generally
accepted that a purpose of all organizations is to
maximize the wealth of their owners or shareholders
(Cardao-Pito, 2017), thus influencing the net worth of
only some categories of individuals.
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Figure 1. Net worth of Italian households and its main components (billions of current Euro, 1995-2013).
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In addition to defining wealth, an important step
is to estimate its value and its composition at the
household level, i.e., the so-called “portfolio choices,”
prior to estimating the economic effects. As happens
for the different definitions, contrasting findings exist
for wealth components. For example, human capital
obtained through investment in education seems
an effective component for Bos (2011); therefore, it
differs from the usual net worth. However, e.g., Buiter
(2010) does not consider housing or property as a
wealth component. Contrarily, the increased presence
of houses in the composition of the middle-class
households’ portfolios is considered one of the causes
of the increased net worth inequality during the Great
Recession in the US (Wolff, 2014a). However, US
households have a scarce preference for non-financial
assets (Piketty, 2014) due, for example, to the high
mobility of workers. Instead, the weight of the house
component is particularly relevant in the Italian case,
as shown in Figure 1. We show the composition of
the portfolio of Italian households using data from
the Bank of Italy.

In Figure 1, we note the relevance of the house in
the Italians’ preferences for real assets, and we also
observe the effects of the 2007 crisis with an increase
in indebtedness. Subsequently, the failure of economic
recovery from 2009-2010 and the prolonged
recession have changed the traditional preferences
of Italians towards the housing investment. However,
homeownership is a relevant factor influencing
wealth levels, and it varies greatly among countries,
as Matha et al. (2017) shows it to vary among the
European countries from 44% in Germany to 90% in
Slovakia.

It is important also to consider that wealth
plays a role in influencing the choices of consumer
households in a manner similar to disposable income.
In fact, wealth is an important support to consumption
(Aron & Muellbauer, 2013), saving and investment
choices, therefore affecting the welfare of economic
agents and, at the aggregate level, influencing the
economic growth path. In this sense, wealth appears
to be determinant in conditioning consumption, as
occurs during phases of decreasing income (Jantti &
Sierminska, 2007). Conversely, income distribution
plays a definite role in determining the way in which
wealth is shaped and consequently used efficiently.

CONTEMPORARY ECONOMICS
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2.1. Some Limits in the Quantitative Estima-
tion of Wealth

It is difficult to estimate the value and the endowment
of an economic variable which is sometimes vaguely
defined. The typical indicator of household wealth
is the estimate of the net worth, for which there are
systematic measurements for some countries (e.g.,
Bank of Italy, 2015), surveys (see Juster et al., 1999)
and studies on inequality (Wolff, 2014b). Indeed, even
the official statistics on the levels and distribution of
income are scarce in many countries. If high-quality
data on income (and wealth) distribution are scarce,
the consumption levels can be used as a proxy
variable. It might be considered appropriate to test
what is actually “consumed” by the population in a
broader sense, which therefore affects its welfare. The
consumption level is easier to assess through specific
surveys (often it is easier to gather information on
consumption than on taxable income), especially in
the poorest rural contexts, where barter is pervasive
and the “income/agricultural product” is directly
consumed.

Data reconstructions affect studies on wealth
because researchers can use proxy variables (see
Aghion et al., 1999) such as the inequality of income
(Perotti, 1996) and the distribution of land (Alesina
& Rodrik, 1994). The latter type, being relevant for
studying the distribution of income, could also be
considered for wealth. We refer to the policy reforms
for the redistribution of land that occurred in some
Asian Countries after World War 1II, leading to a
socio-political and economic climate of peace, which
allowed high rates of durable growth (among others,
Alesina & Perotti, 1996).

Conflicting results may occur if we use more
variables or different datasets or if we compare
diverse estimation techniques or we consider
groups of countries with different socioeconomic

characteristics (Neves and Silva, 2014).

2.2. Some Characteristics of Wealth as an Eco-
nomic Resource

Accumulated wealth varies in different contexts
and historical periods because each form has a
different degree of transferability and utility when
passed between generations. Mathd et al. (2017),
for example, have found strong differences among
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European countries in the wealth level but also
fundamental common aspects, such as the influences
of homeownership, the value appreciation of the
houses and the intergenerational transfers.

As Arrondel and Grange (2006) argue, inheritance
may consist of different forms of capital, such as
cultural, social, symbolic and economic, that can be
transferred with dissimilar shapes and intensities.
The nature of bequests and their usefulness are
other critical factors of inequality (for an analysis of
inheritance and economic conditions see Cooper
& Bird, 2012). For Semyonov and Lewin-Epstein
(2013, on a cross-country analysis), the transfers
between generations, together with the income, are
the main factors of wealth accumulation. It must be
considered that the possibility of accumulation, and
thus the decisions concerning the transmission of
wealth, vary considerably among societies for reasons
related to practices and traditions (see De Nardi,
2004; Morgan & Scott, 2007). Obviously, the historical
changes in quantitative levels of wealth originated and
available affect the average values inherited (see Wolff
& Gittleman, 2014, for the US), thereby suggesting
constant increments at least in the Western economies.
Wealth distribution is continuously changing over
time. For example, Saez and Zucman (2016) found that
wealth concentration was high at the beginning of the
twentieth century in the US, while the trend reversed
during the period 1929-1978 and returned to steadily
increase since then. In this case, the Authors attribute
the changes to the increase in higher incomes and the
major inequality in savings rates.

The progressive accumulation of wealth across
generations may increase the level of inequality, even if
the distribution of inheritance is distinct and not always
linked to the income differentials of those inheriting.
For example, Horioka (2009), in the Japanese case,
excludes the need for a specific tax on inheritance in
order to promote equality because, in that country,
bequests are related to a request for a return in terms of
utility (e.g., assistance to elderly parents) representing
a value that should be subtracted from the inherited
wealth. Gokhale et al. (2001) observe that bequests are
not directly connected with differences in income and
do not always induce the growth of inequality.

2.3. Income and Wealth, Differences and Relations

www.ce.vizja.pl

In general, the form and the value of household wealth
depend on both wealth and income distributions,
influencing consumption and saving behaviors.
Therefore, all the aspects of income inequality in the
socioeconomic sense must be considered.

Since the 1950s, the idea of a relationship between
inequality and economic growth (e.g., Kuznets,
1955; Kaldor, 1955) has emerged (Alesina & Perotti,
1996; Barro & Sala-i-Martin, 1995; Clarke, 1995;;
Deininger & Squire, 1998; Easterly, 2007; Galor &
Moav, 2004;Grossmann, 2008). However, driven by
alternative arguments of policymakers, researchers
faced a dilemma: protect and support economic
growth or use the available resources bringing the
country toward a situation of greater social equality.
Until the 1960s, it was generally believed that the
search for greater social equality, however desirable,
negatively affected the efforts to support economic
growth. The economic theory related to these issues
was revised in the period following World War II,
in which some Asian nations reached good levels of
economic growth and, at the same time, a moderate
level of social equality. As already argued by the studies
of the 1950s, this positive effect is due to the possibility
of stimulating different and complementary types of
investment related to physical capital and human
capital by affecting the degree of distribution of new
resources within a system.

There is a similarity between changes in the
inequalities of income and wealth attributable to
specific shocks. The fluctuations in income might
be determined by the fact that different causes and
intensities of variations in wages (earnings) and
income from capital are present (Aghion et al., 1999).
For example, Barcel6 and Villanueva (2016) prove that
the type of employment contract affects the ability to
accumulate wealth considering the possibility in
changes in job security, and older workers with fixed-
term contracts accumulate more financial wealth.

The different types of income are specific to
different social classes, and changes not correlated
with different types of income can amplify
inequalities. However, entrepreneurs/capitalists and
consumer households/workers can earn more types
of income (and wealth) (Pasinetti, 1962). For wealth,
the possibility and the willingness of accumulation
are decisive, as is its possible use for the future
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generations. While the rules of accumulation over
time are similar, the shocks are different for specific
categories and social classes. If a high degree of
transmissibility of wealth is present, then inequality
is perpetuated through bequests, but it is also true
that shocks affect wealth as a heritage for several
generations (Borgerhoft Mulder et al., 2009).

Another common aspect regarding income
and wealth concerns the constraints posed by
the so-called imperfections in the credit market
(Bhattacharya, 1998; Boyd & Smith, 1997; Cartiglia,
1997; Ma & Smith, 1996; ), asymmetric information
and limits to the action of credit institutions. The
access to credit, studied through proxy variables such
as the loans granted, is a fundamental determinant
of economic growth in the sense that a greater
possibility to obtain resources would support the
processes of consumption and investment (among
others, Aghion et al., 1999). When the credit market
suffers from limitations, many individuals can not
improve their original status rebalancing the situation
in the field of equality and welfare (Benabou, 2000).
This situation occurs more frequently in developing
countries, characterized by an inadequate domestic
financial market, low-income levels and few holders
of “useful” wealth because there is often a greater
concentration of wealth compared to that of income
(Jantti & Sierminska, 2007; Davies et al., 2011). The
higher polarization of wealth is demonstrated by the
estimates for the Gini index of income and wealth
globally (for income see Milanovic, 2005; for wealth
see Davies et al., 2011), which means that in countries
where the wealth would have an even greater relative
value, the useful resources are available at lower levels
than the already low average income, compared to the
western “rich” countries.

The highest inequality in wealth distribution
(compared to income) is not always effective. Ward
(2014) proves that, despite an increase in the Chinese
income inequality, both wealth and the consequent
welfare level have improved for the population due to
the economic growth and reducing inequality at least
in the wealth sense.

The above mentioned credit market imperfection
and inequalities play a relevant role, especially in
less developed countries, by having a considerable

impact on the accumulation of human capital.
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Income and wealth must be homogeneously
distributed to promote human capital formation
(therefore sufficient resources to larger segments
of the population) so that households may invest in
education and training (among many studies, see
Eicher & Garcia-Penalosa,2001; Galor & Zeira, 1993;;
Galor & Moav, 2004). On the contrary, Grossman
(2008) argues that the unequal distribution of
wealth among households contributes substantially
to increasing human capital in the absence of credit
constraints, with positive effects on the economy.
A limitation, as mentioned, is the assumption of
the lack of restrictions due to imperfections in the
credit market, at least with regard to investment in
education (Cartiglia, 1997; Carneiro et al., 2003).

The relationship is similar in rich countries.
Lovenheim (2011) demonstrates that housing
wealth, and particularly its liquid forms, are used
to sustain postsecondary school enrollment in
the US, and if the housing boom has favored this
phenomenon in the past, the subsequent credit
constraints and the effects of the 2007 crisis could
damage the level of education for the less wealthy
households.

To illustrate the relationship between the level
of education and wealth, we show the values of
several educational levels and the net worth at the
household level in the US for selected years.

Figure 2 shows a clear division in the absolute
value of the net worth of the person with (letter D
in the upper part of the graph) and without a college
degree. Furthermore, we note that the 2013 values
(during the Great Recession) are lower than in the
previous decade and especially the 2007 value, just
before the burst of the speculative bubble in the US.
At the same time, the mean net worth is lower than
the median in the post-crisis period suggesting that
the distribution values are more concentrated in the
lower part with respect to the center point.

In addition to the availability of economic
resources, the willingness to invest in education
and vocational training is influenced by risk
awareness. The “risk” of investing in education is
another common issue linking income and wealth
(Grossmann, 2008). In fact, the possibility to provide
high-quality education to children based on income

and wealth sources induces a sort of “transmission
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of human capital” from a generation to the next one
(Becker & Tomes, 1979; Tomes, 1981). The risk of
investing in education is compensated by the return
through a sort of “education premium,” ie., to
possess high skills and thus to earn more in future
(Cartiglia, 1997; Carneiro et al., 2003) and therefore
accumulate greater wealth, as represented by Figure
2. For Filmer and Pritchett (1999), this issue also
concerns school dropouts from the poorest part
of the populations and the median years of school
completed, which can range from one to two years
and up to ten, in different countries between the
rich and the poor social classes.

2.4. A Look at Other Countries: The Determinants
of the Different Forms and Values of Wealth

The wealth of households greatly depends on sav-
ings rates and the latter greatly vary among coun-
tries. The differences are due to the levels of income
and savings opportunities, but also to demographic
composition, local financial systems, welfare levels

and social programs (Poterba, 1994). The reasons
why people save influence disposable wealth (Dea-
ton, 1992). For example, Yao et al. (2011) show
that Chinese households are more inclined to save
than American ones for education or precautionary
reasons, and the poorest ones for pension reasons.
Wealth accumulation also depends on family hab-
its, as highlighted by Friedline et al. (2014) on US
data, since the individuals who grew up in families
with a high and stable net worth are more inclined
to accumulate wealth (in particular of a financial na-
ture). Thus, the habit of accumulating wealth from
the young age will influence the trend along life
(Kim et al., 2011). In adulthood, the composition of
families and, in particular, the presence of married-
couple households lead to accumulating a higher
net worth; but also other factors impact on wealth
levels, such as the ethnicity, the educational status
of the householder, and the number and age of chil-
dren (Grinstein-Weiss et al., 2008, on the US). For
example, Brown and Taylor (2008) found that the
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Figure 2. Mean and median net worth of the US households by educational attainment of selected years (Thou-
sands of 2013 Dollars; A=No high school diploma, B=High school diploma, C=Some college, D=College degree).

Source: Authors'Elaborations on the Federal Reserve - 2013 Survey of Consumer Finances
Note: Data are available for the years: 1989, 1992, 1995, 1998, 2001, 2004, 2007, 2010, 2013.
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poorest and the youngest households - from survey
data on the US, the UK and Germany - are those
more exposed to adverse changes in their financial
circumstances. For the same reason, households
with one parent and, in particular, female-headed
households show significantly lower levels of net
worth (Ozawa & Lee, 2006). Habits and (mainly
savings) behaviors, together with different pension
systems, strongly influence also the level and avail-
ability of wealth in the years of retirement (Gale,
1998, on the US).

However, other relevant individual characteristics
influence wealth and its composition. For example,
Renneboog and Spaenjers (2012) found that differ-
ences in saving behaviors exist between Dutch reli-
gious and non-religious households - the first group
tends to plan on long-term horizons - and that dif-
ferences based on the type of religion also exist. Van
Rooij et al. (2012, on the Netherlands) found that,
more than education in general, financial literacy
influence the level of household wealth, e.g., by fa-
voring investments in the stock market and influ-
encing retirement planning behavior. Among the
structural causes, Xie and Jin (2015) found that ur-
ban-rural divide and regional economic disparities,
together with institutional factors, strongly affect
the wealth of the households in Chinese provinces.

With the aim of observing the relationship be-
tween income and wealth in a cross-country ap-
proach, we use a graphical representation where the
household net worth is measured as a percentage of
net disposable income (source: OECD) and is com-
pared to the GDP per capita (source: IMF), chosen
as a proxy of the income level. Data are from 2014,
which is the year for which the values of wealth are
available for the greatest number of countries.

In Figure 3, we observe that there is a direct re-
lationship between the tendency to accumulate
wealth and the income level. Of course, the diverse
composition of net worth (e.g., Babeau & Sbano,
2003) and the different concentration (Davies et al.,
2011) are at the base of this relationship differently.
For example, Kessler and Wolff (1991) found greater
inequality in the US than in France but also a differ-
ent composition in the latter country, in particular, a
major percentage of owner-occupied housing and a
minor proportion of corporate stock and financial se-
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curities. The number of owner-occupied housing and
the structure of the family in general is at the base both
of the wealth and of its distribution, as tested by Bover
(2010) comparing Spanish and US households. In It-
aly, the percentage of wealth on disposable income is
similar to that of countries with a 40% higher income
(Canada, US). This result is also due to the low level
of indebtedness of Italian households, as highlighted
by Davies et al. (2011). Of course, the considered pe-
riod includes the 2007 financial crisis and unexpect-
ed events are responsible for shocks on income and
wealth levels, and Mian et al. (2013) show that these
effects happen in a not homogeneous way (as tested on
the US) due to the different wealth levels and to the not
homogeneous negative effects on individuals.

3. Methods

We use fixed and random effects models (see Bell and
Jones, 2015, for a comparison between the two models)
to find relationships between variables within groups
(see Elhorst, 2014). In the FE model, the individual ef-
fects are considered fixed and are included among the
explanatory variables as individual constants, while esti-
mated individual effects are a component of the error in
RE, which implies that the two models can provide dif-
ferent results, depending on the data used in the analy-
sis. The Hausman test (1978) gives us information on
what output has the best fit.

Our equation can be written as:

GDPy; = By + BLFIN_ACT; + B,REAL_ACT;; + B PASS;; -
+ BLEDUSEC; + 3sEDUTER;; + BeUNEMPL;; + B;AGE;,
+ BgSIZE; + ;¢ (1)

in which the dependent variable is the GDP per cap-
ita and the independent variable are discussed in the
literature survey and presented in Section 4. In par-
ticular, FIN_ACT, REAL_ACT and PASS are the three
components that form household net worth, a proxy of
wealth level. We consider the 20 Italian regions (i), and
the period (t) is 2004-2014; ..., 3, are the parameters
estimated and ¢, is the error term.

Although we want to suggest an alternative use of
part of wealth to promote economic growth, we do not
present a regional growth model with the character-
istics of an augmented Solow model (Mankiw et al.,
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1992). The period analyzed by us is short and not rep-
resentative because it contains the period of economic
crisis. Furthermore, the selected variables are suggest-
ed by the literature previously described and are not
those usually analyzed in economic growth models.

4. Data

The variable representing the regional economic
performances is GDP per capita (Greco et al.,
2018). We consider the constant 2010 value to avoid
the influence of inflation.

The selected independent variables are connect-
ed to income and wealth. Among the independent
variables, our focus is on the three main compo-
nents of household wealth, i.e., real and financial
assets and financial liabilities. Data on household
wealth is used, among others, by Campbell (2006)
and Guiso and Sodini (2013). Starting from the
economic literature reviewed herein, we consider
wealth as the sum of movable and immovable prop-
erties (in some way usable for production purposes)

and financial assets held by economic agents (mi-
nus debts). The purpose of providing policy indica-
tions in this study requires choosing this definition
because it is appropriate to consider the alternative
uses of wealth not fully exploited by the possessors.

We expect that the first two values positively in-
fluence the local GDP, in particular the portion of
financial assets that is most easily inserted in the
production cycles, while the real part, as discussed
in this article, cannot currently play an important
role (and contains houses).

The other independent variables are used to
test the robustness of the results. Human capital
is a well-known determinant of economic perfor-
mance in advanced countries, particularly at the
regional level (Crescenzi et al., 2016). We con-
sider the highest levels of education that should
be relevant in advanced economies (Hanushek &
‘Woessmann, 2012), even if the economic literature
does not always find a positive effect at the regional
level in Italy (Odoardi & Muratore, 2019a; 2019b;
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Di Liberto, 2008). The unemployment rate, in ad-
dition to being one of the proxies used to measure
the level of well-being and give information on re-
gional disparities (Stewart, 2005), can also be con-
sidered a proxy for the labor market (Fagerberg &
Verspagen, 1996). Finally, average age (see Juselius
& Takats, 2015) and the size of families are regional
characteristics that vary among the Italian regions
and, in general, affect income and wealth forma-
tion opportunities, as discussed in Section 2. For
example, the average age in the Center-North of
the country is 44.57, and the size of the families
is 2.29 members; in the South, they are 42.33 and
2.57, respectively (our elaborations on Istat data).
All the variables are defined in Table 1. We propose

Table 1. Variable Descriptions and Sources

lacopo Odoardi, Carmen Pagliari

the summary statistics of the dependent and inde-
pendent variables in Table 2.

As expected, we observe a greater share of real
assets (which, in Italy, have an average value equal
to almost twice that of financial wealth), which
also include the value of real estate where families
live, since approximately 80% of Italian households
own the house in which they live (Istat, 2017; for
more information on Italian households wealth see
Brandolini et al., 2004).

5. Results

Fixed and random effects models are often used
in regional analysis (e.g., Démurger, 2001; Brun et
al,, 2002). We present the results in Table 3 followed

Variable Definition Source

GDP GDP per capita, constant 2010 values (euro) Istat

FIN_ACT household financial assets (financial assets divided by Bank of Italy and Istat (our elaborations)
the number of residential households, in Euro)

REAL_ACT household real assets (real assets divided by the num- Bank of Italy and Istat (our elaborations)
ber of residential households, in Euro)

PASS household financial liabilities (financial liabilities divid- Bank of Italy and Istat (our elaborations)
ed by the number of residential households, in Euro)

EDUSEC population aged 25-64 with upper secondary and Eurostat
post-secondary non-tertiary education (levels 3-4
ISCED? 2011, %)

EDUTER population aged 25-64 with tertiary education (levels Eurostat
5-8 ISCED 2011, %)

UNEMPL unemployment rate (15 years and over, %) Istat

AGE average age of the population (years) Istat

SIZE average number of components per family Istat

Note: “International Standard Classification of Education.

CONTEMPORARY ECONOMICS DOI: 10.5709/ce.1897-9254.408



Household Wealth as a Factor of Economic Growth: A Case Study of Italy

Table 2. Summary Statistics (2004-2014)
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Min Max Mean St. Dev.
GDP 15309.53 36892.29 26223.70 6622.90
FIN_ACT 71912.27 261301.93 137051.35 44458.81
REAL_ACT 110092.94 516448.79 248571.90 86770.32
PASS 17439.40 48068.36 31669.83 7490.09
EDUSEC 29.50 51.14 40.19 4.72
EDUTER 9.20 23.30 14.29 2.61
UNEMPL 2.75 23.42 8.95 4.70
AGE 38.30 48.10 43.67 1.94
SIZE 1.97 2.90 2.40 0.20

Source: Authors’ elaboration based on Bank of Italy, Eurostat and Istat data.

by the Hausman (1978) test. We expect to observe a
better fitting of the FE model because all the regions
are considered, and their number is relatively low.
The Hausman test rejects random effects; thus,
we consider the FE results. The only component of
household net worth that has a statistical significance
is financial wealth, which of course by its nature is
already exploited and introduced into the economic
and production systems (Debski & Swiderski, 2016).
An important aspect is its coefficient, which should
induce policy makers to favor the accumulation of
private wealth to promote local and national economic
development. The signs of the other two components
(positive for financial wealth and negative for
liabilities) are as expected but not relevant.
Considering the control variable, the negative
relationship between tertiary education and the
dependent variable is a negative signal for Italian
development but it is also an expected relationship (Di
Liberto, 2008) which derives from inability to exploit

www.ce.vizja.pl

the returns from education, low labor productivity,
and also high school dropout and an increasing
NEET rate in several regions (Odoardi et al., 2018).
Unemployment rate is closely related to GDP per
capita and obviously the sign is negative, while family
size shows a direct relationship.

In synthesis, the influence of the wealth accumulated
by households is therefore positive, at least for the part
directly “exploitable” by the system. However, a large
part of it consists of real assets and, in turn, a large
proportion of these assets represent the residential
house. The other real assets could otherwise be used
with appropriate policy interventions regarding their
more efficient use. We observe that in contemporary
economic systems, as in the past, there are real
properties and their rents (or other derived financial
wealth) that are held in a “non-productive” way for
the economic system, although they are “potentially
productive”. In Italy, for example, residential houses
are the 51% of total household assets and just over

This work is licensed under a Creative Commons Attribution 4.0 International License.
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Table 3. FE and RE results for Italy (2004-2014)

lacopo Odoardi, Carmen Pagliari

FE RE
FIN_ACT 0.1854*** 0.0588***
(0.0054) (0.0059)
REAL_ACT 0.0013 0.0032
(0.0031) (0.0032)
PASS -0.0040 -0.0035
(0.0416) (0.0420)
EDUSEC -26.1974 126.7780**
(48.4068) (61.3991)
EDUTER -301.3426*** -258.5201%**
(59.8946) (85.9975)
UNEMPL -250.2717%** -382.1196***
(35.5728) (40.5778)
AGE 233.9317 -303.9757
(184.0922) (197.3703)
SIZE 2596.0170** -3331.4460%*
(1234.918) (1607.1680)
Constant 40773.27***
(11031.400)
111.45
Hausman test
[0.0000]
R? 0.7525 0.6297
Obs. 220 220

Note: ¥**, **, * statistically significant at level 0.01, 0.05 and 0.10.

Source: Authors’ elaboration based on Bank of Italy, Eurostat and Istat data.

80% of real assets (2013) and are largely used as a
residence, but non-residential buildings and land are
6%, which is approximately 540 billion Euro (Bank
of Italy data). Even a share of these assets can be a
useful resource, even if, for what has been said, they
do not emerge in our results.

In particular, we observe that the real estate, being
the result of production cycles within the system,
is a component of the aggregate product but may
contribute to increasing the aggregate product
itself if fully employed productively and efficiently,
through growth processes considered “accelerated”

CONTEMPORARY ECONOMICS

compared to those in which the same real assets
should not be used in this manner.

A similar and additional propulsive mechanism is
that related to real estate rents if they are available
for productive purposes. In fact, these rents increase
the collective savings (in dependence on the degree
of the propensity to save) if the aggregate saving is
properly stimulated and protected, adding their
expansionary effect to those described above by
the use of the same resources from which they
derived, thus activating a desirable virtuous circle of
“accelerated” growth.
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6. Conclusions

The net worth of consumer households is composed
of many items; some of them are directly useful
and included in the economic cycles, and others are
unusable and could become useful under certain
conditions.

The possible forms of wealth, different among
countries and changing over time according to
economic literature, are even greater. We can state that
physical capital (e.g., machinery and equipment) and
real estate properties (e.g., land to be cultivated) seem
to be useful for increasing the potential economic
growth rate in backward economies. Financial wealth
is available for different types of investment. This
easily describable and observable form of wealth
is also the one that has a more direct impact on
economic development in advanced economies, as
noted by our analysis. Furthermore, it usually coexists
with other types of immaterial wealth, which are
hardly quantifiable (e.g., human capital that allows to
have a greater future income, or other future flows of
revenue) in advanced economies.

Despite our results showing a positive sign but
a non-statistical significance of the real part of
wealth in the Italian regions, our suggestion is that
there are specific forms of wealth that can have the
characteristics of a productive resource if properly
exploited.

A share of real properties would be productive
through their use by private or public companies,
and the financial gains, if properly integrated
into the collective savings, could contribute to
productive activities by supporting private and public
investments, as confirmed by the analysis on Italy.
The unproductive financial wealth is instead held
for transactions and for precautionary or speculative
reasons.

In both circumstances, policymakers could activate
appropriate mechanisms (incentives and/or taxes)
aimed at the implementation of decision-making
processes.

In conclusion, the productive use of private wealth
can be encouraged by various economic policy
interventions according to the different nature of the
wealth available. Generally, real wealth is productively
used and implemented with tools of tax reduction on
the assets and/or on the obtainable rent; however, this

www.ce.vizja.pl
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type is contingent upon the use itself. On the other
hand, less tax revenue may be offset, or even more than
offset, by subsequent revenues from the new resulting
production activities. In the case of financial wealth,
interventions for productive purposes aimed at
influencing owners’ choices should not be considered;
those aimed at the efficiency of the banking system as
a whole and at the flexibility of the behavior of credit
institutions would be more effective.

Our findings, in addition to the other results in the
literature, highlight that there are aspects related to the
wealth level and its composition that are widespread
at least for homogeneous groups of countries, while
other aspects depend on local behaviors and habits.
The relationship between disposable income and
wealth seems evident and deserving of detailed
analysis, also considering the possibility of testing the
above analyzed relationship in other countries. In-
depth studies on the determinants of wealth inequality
(Cagetti & De Nardi, 2008) can also suggest how to
promote its accumulation, e.g., by favoring financial
knowledge (Lusardi et al., 2017).

This study represents a first attempt to analyze and
compare the possible role of different forms of wealth,
particularly their role in economic cycles. Limits
of this study concern the scarce availability of data,
both for long time series and for several countries
or regions comparable to each other. Furthermore, a
different and detailed decomposition of wealth could
indicate the components best suited to the various

economic purposes.
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