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ALLIANZ GLOBAL WEALTH REPORT 2018 — PREFACE

600 million people have moved up to join the ranks of the global wealth middle
class in the last two decades. 2.5 billion people own financial assets of at least EUR
3,000 after deduction of debits, i.e. more than ten times more than at the turn of the
millennium. Never before in history has the economic well-being of so many people
improved so radically in such a short time. Never before have so many people had
the chance to determine their own lives, opportunities for education and self-reli-
ance and the hope of a long and healthy life. The ,Allianz Global Wealth Report”, a
comprehensive analysis of the global asset situation of private households, confirms
this in impressive fashion.

The key to this massive increase in wealth lies in open markets and free trade. The
integration of China and the former Eastern bloc countries into the international
division of labor around 30 years ago provided the initial spark for this process. This
development can be summed up in one word: globalization. Without globalization,
the world would be much poorer today. The last few decades have been charac-
terized by worldwide prosperity and participation. Despite this, ,globalization” has
come to be a bad word in recent times. It is regarded as the cause of many evils and
of one thing in particular: growing inequality. The gap between rich and poor has
actually widened in many industrialized countries, not least the US. Our report also
testifies to this. Two other P’s are now being assumed to provide a solution: populism
and protectionism.

But can wealth be distributed more fairly when its sources are running dry? Each
society is itself responsible for the distribution of assets, income and opportunities.
But we are all jointly responsible for ensuring we have the necessary frameworks to
create assets, income and opportunities in the first place. We must stand together
against the destruction of the foundations of our wealth. This applies as much to our
natural environment as to the liberal economic order we have created. Intelligent
globalization opens up opportunities for many, while protectionism secures privi-
leges for few and populism only creates scapegoats but certainly no sustainable
solutions.

The ninth edition of our ,Allianz Global Wealth Report” is published at a time when
the foundations of this wealth are threatened more than ever. Allianz is one of the
leading global financial service providers. We are aware of our responsibility to
ensure an open and sustainable economy. Our actions are geared towards main-
taining the conditions for prosperity and participation worldwide. We owe it to our
customers, employees and shareholders.

&uﬁi &Lk.
Oliver Bate
Chairman of the Board of Management of Allianz SE
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ALLIANZ GLOBAL WEALTH REPORT 2018 - SUMMARY

An exceptional year

Despite growing political tensions, 2017
was an almost perfect year for inves-
tors. The economic recovery following
the financial crisis culminated in a syn-
chronous upturn around the globe and
financial markets performed strongly,
particularly equity markets. Financial
assets of households rose significantly
as a result. Growth came to 7.7%, an-
other half of a percentage point above
the previous year’s already very good
figure. Global gross financial assets

therefore increased to EUR 168.3 trillion.

Investment in securities makes

a comeback

There was a noticeable shift in invest-
ment behavior in 2017. For the first time
since the financial crisis, there were
significant inflows of fresh funds into
shares and investment funds. In the
context of booming stock markets, this
meant that securities enjoyed by far the
strongest growth of all asset classes in
2017, increasing by 12.2% in total and
representing over 42% of all savings at
the end of 2017. Securities are there-
fore not only by far the most popular
asset class, but have also surpassed
their pre-crisis levels again for the first
time. This is followed in second place by
receivables from insurance companies
and pensions, which account for 29%

of the asset portfolio and grew by 5.2%
last year.
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The end of a preference for liquidity?
While investors rediscovered the capital
markets, bank deposits fell out of favor
with households around the globe.
Only 42% of new investments went into
banks, compared with 63% the year
before. In absolute figures, this meant
a drop of over EUR 390 billion; growth
declined by two percentage points to
4.3%. This movement away from bank
deposits in ,old” industrialized countries
in particular was associated with the
return of inflation. The inflation rate
tripled in this group of countries in 2017,
although it remained at a low level.
Losses suffered by private investors as
a result of inflation if they parked their
savings in bank accounts that did not
pay any interest therefore also shot up
to an estimated EUR 400 billion in 2017
alone.

Industrialized nations catch up

The years following the crisis were main-
ly characterized by weak asset growth
in industrialized countries. This also
changed in 2017. The acceleration in
growth was due solely to development
in industrialized nations: while growth in
these countries increased by more than
one percentage point to 6.5%, in emerg-
ing countries it slackened by three
percentage points to 12.9%. The growth
differential between these two groups
of countries was thus at its lowest level
since 2005, at 6.5 percentage points.
The average figure for the past decade
was twice as high, at 13 percentage
points.
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The US overtakes China - but Asia
remains at the top in terms of growth
This contrasting development when

it comes to growth in financial assets
was largely due to the respective
heavyweights in North America and
Asia, the US (where growth accelerated
from 5.8% to 8.5%) and China (where
growth slowed from 18.3% to 14%). The
US has thus overtaken China againin
terms of absolute growth. In 2017, the
US accounted for around 44% of global
growth in gross financial assets of
households, while China accounted for
only about 25%. This ratio has averaged
26% vs. 35% over the last three years —
but with China coming out on top. The
whole region of Asia (excluding Japan)
nevertheless remained the leader in
terms of growth in 2017. The astonish-
ing catch-up process in Asia becomes
particularly clear in a long-term com-
parison, even if we take into account
population growth and inflation. Real
asset growth per capita was 10.5% in
Asia (excluding Japan) in the last dec-
ade, twice as high as in Latin America
(5.3%) and almost three times as high
as in Eastern Europe (3.8%). Industrial-
ized countries are falling far behind in
this analysis, with 2% growth since 2007
inthe US, 1.3% in Western Europe and
1.1% in Japan.

Debt growth accelerates further
Worldwide household liabilities rose by
6% in 2017. The growth rate was thus
slightly above the previous year's level
of 5.5% and well above the long-term
annual average of 3.9%. Thanks to
strong economic growth, however, the
global debt ratio (liabilities as a per-
centage of GDP) increased only mini-
mally to 64.3%. These global averages
naturally mask huge differences. In
some countries, such as Norway and
Australia among industrialized nations
or Thailand and China among emerg-
ing markets, debt levels and dynamics
have reached critical figures in the last
few years. However, a comparison with
developments in the US shortly before
the outbreak of the subprime crisis
shows that these countries are still (just)
outside the ,death zone”.

Eastern Europe comes last

If we subtract debt from gross financial
assets, we are left with net financial
assets, which reached a new global
record high of EUR 128.5 trillion at

the close of 2017. This represents an
increase of 8.3% compared with the
previous year. Despite the catch-up pro-
cess, discrepancies between household
assets in richer regions and those in the
world’s poorer regions remain huge.
North America is still the richest region
on earth, with average per capita
assets of EUR 160,400 after deduction
of debt at the end of 2017. This figure
was EUR 61,060 in Western Europe and
only EUR 4,500 in Eastern Europe, the
poorest region.
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More participation thanks

to globalization

The last two decades of rapid globali-
zation have given rise to a new global
wealth middle class, which included
almost 1.1 billion people at the end of
2017. 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 account for only a quarter of
the global wealth middle class. In con-
trast, China’s share has soared from just
under 30% to over 50% in this period.
The figures accompanying this success
story are impressive: around 500 million
Chinese people have moved up to join
the ranks of the global wealth middle
class since 2000, and over 100 million
more can now even consider them-
selves part of the global wealth upper
class.

Extreme global concentration

of wealth - but this is decreasing

The global concentration of wealth
(share of the richest decile of the
population in total net financial assets)
came to just under 79% in 2017. This

is extremely high, although this figure
was over 90% in 2000. Apart from the
richest and the poorest decile, where
debt continued to rise, all other pop-
ulation deciles increased their share
of the global wealth pie during this
period. The shares of the sixth, seventh
and eighth deciles — the upper middle
class — grew particularly strongly, with
the figures more than tripling. Devel-
opment is at least moving in the right

Economic Research

direction; this is also true for global
median net per capita financial assets,
which reached EUR 2,810 at the end
of 2017, compared with just EUR 340 in
2000. Median assets have thus grown
at an average of 13.3% per year since
then, considerably faster than average
assets (+5.1%).

More inequality in

industrialized countries

A comparison of the development of
median and average net financial as-
sets in a national context shows a very
heterogeneous picture. Wealth distri-
bution has improved in many countries
since the turn of the millennium, but in
many others it has deteriorated. The
latter group includes a large number

of industrialized countries, from the US
to the euro crisis countries and even
Germany and Japan. The perception
that the ,old” industrialized nations in
particular have been suffering in recent
decades from a growing gulf between
rich and poor therefore seems to match
the reality in many cases. However, in
some of these countries — such as Ger-
many and ltaly — the trend has reversed
again since the financial crisis.

1
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A new indicator for the national
distribution of wealth

To obtain a nuanced picture of national
distribution in an international context,
we have introduced a new indicator in
this report, the Allianz Wealth Equity
Indicator (AWEI). Some of the results
are surprising. Along with the ,usual sus-
pects” of the US, South Africa, Indonesia
and the UK, countries where the distri-
bution of wealth is relatively strongly
distorted also include Denmark, Swe-
den and Germany. In Scandinavia this
may be primarily due to high debt
levels among large parts of the popula-
tion; in Germany, the country’s delayed
reunification and the general shortage
of capital-funded pension schemes play
a crucial part. On the other hand, those
countries where wealth distribution is
relatively balanced include many east-
ern and western European countries,
some of which are euro crisis countries
such as Italy, Spain and Greece. Even if
the last few years of crisis and austerity
may have led to greater inequality in
the last two countries in particular, they
still have a relatively solid base to fall
back on, as assets have traditionally
been very widely distributed — not least
when it comes to real estate assets. We
should therefore be wary of drawing
hasty or generalized conclusions about
wealth distribution. Apart from the US,
barely any country conforms to the
cliché of a wealth distribution that is
already extremely distorted but is still
getting worse.
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2017 was an almost perfect year for investors.
The economic recovery following the finan-
cial crisis culminated in a synchronous upturn
around the globe and financial markets per-
formed strongly, particularly equity markets,
which gained 20% worldwide. Furthermore,
this boom was associated with low volatility
and was underpinned by strong corporate

profits.

Asset Growth (still) on the upswing

Development of global gross financial assets
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This development was particularly unusual
against the backdrop of growing political
tensions. In the US, President Trump left no
doubts about his intention to turn the free,
rules-based trading system upside down and
roll back globalization. Europe remained in a
state of political paralysis, faced with the UK's
forthcoming departure from the EU, the unre-
solved refugee crisis and diverging ideas on
reform in the eurozone. Geopolitical tensions
continued to mount worldwide, particularly
in the Middle East and around North Koreaq,
but also between China and its neighbors.

However, the global economic upturn — and

Household savings by comparison 2017, in EUR tn
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Offices, Thomson Reuters Eikon, World Federation of
Exchanges, Allianz SE.
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investor confidence — was strong enough for
the moment to push these concerns into the
background. We don't need the gift of proph-
ecy to foresee that this will not happen again
to the same extent in 2018. 2017 may have
been the last year of the post-crisis/pre-pop-
ulism era. We are standing at the beginning of
a new (dis)order, which is expected to involve a

longer and turbulent transition phase.

Yet there was no sign of this in 2017. Private
financial assets grew strongly by 7.7%, another
half of a percentage point above the previous
year’s already very good figure. Gross finan-
cial assets in the 53 countries we analyzed
thus increased to EUR 168.3 trillion, corre-
sponding to 272% of global economic output
and 245% of global market capitalization. In
theory, households could use their savings to
settle the aggregate sovereign debt of all the

countries we analyzed three times over.

Global financial assets of households have
grown at an annual rate of 5.4% over the last
ten years (2007-2017), about half a percent-
age point faster than global nominal eco-
nomic output (+4.8% in the last decade). In per
capita terms, however, long-term growth rates
for each fell by almost one percentage point
as a result of population growth, to 4.6% and
3.9% respectively. After taking into account the
inflation rate (global average of 2.4%), aver-
age annual per capita asset growth was 2.2%
in real terms. Average gross financial assets
per capita came to EUR 33,160 at global level
at the end of 2017.

Economic Research

The US tops the rankings

This higher growth compared with the pre-
vious year was due solely to development in
industrialized countries. While emerging mar-
kets were unable to maintain the previous
year's growth rate (+12.9% in 2017, following
+15.7% in the previous year), growth in ad-
vanced economies accelerated from 5.3% to
6.5%. The growth differential between these
two groups of countries was thus at its lowest
level since 2005, at 6.5 percentage points. The
average figure for the past decade (2007-
2017) was twice as high, at 13 percentage
points. The recovery of industrialized countries
is therefore also being reflected in the de-
velopment of financial assets. The post-crisis
era, in which the ,old” industrialized nations
in particular battled for a long time with the
after-effects of the financial crisis, is drawing
to a close. As a result, however, the global pro-
cess of convergence, the closure of the gap
between richer and poorer regions, stalled for

the first time.

17
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This contrasting development was largely
due to the respective heavyweights in the
two groups of countries (the US for advanced
economies and China for emerging markets).
Financial assets of US households grew by
8.5% in 2017, following growth of 5.8% in the
previous year. The main driver of this strong
growth was the positive performance of the
capital markets. In China, on the other hand,
growth slowed from 18.3% (2016) to 14% last
year; although this was still respectable, it was
China’s lowest growth since the financial crisis.
The government’s efforts to curb unregulated
(credit) growth in the shadow banking sector

are leaving their mark on Chinese investors.

That means that the weightings between the
US and China have also shifted again. Total
private financial assets in the US are naturally
still significantly higher than in China — almost
three times as high. In the last few years, how-
ever, China had overtaken the US in terms of
absolute growth: between 2014 and 2016,
China on average accounted for around 35%
of global growth in gross financial assets,
while the US accounted for only about 26%. In
2017, the ratio then became 25% vs. 44%. The
recovery of the ,old” industrialized countries is
rounded off by developments in Japan, where
growth last year came to 4%, well above the

average for the last decade (1.3%).

Investment in securities
makes a comeback

Along with regional growth drivers, it is also
worthwhile examining ,functional” growth
drivers in more detail, i.e. looking at the ques-
tion of whether asset growth is coming primar-
ily from new savings/inflows of funds or from

changes in the value of existing portfolios.*

There was a noticeable change in 2017. While
inflows of funds since the financial crisis had
risen more or less in line with general economic
development by about 4% per year up to and
including 2017, with some fluctuations, only
42% of new investments were put into bank
deposits in 2017. Until then, bank deposits on
average accounted for more than 50% of fresh
savings. In 2016, their share even came to 63%.
This represented an absolute year-on-year de-
cline of over EUR 390 billion, with bank depos-
its becoming less attractive around the globe
(with the exception of Japan). North American
households actually invested less than half
the amount in banks in 2017 than they had in-
vested in 2016. Banks nevertheless remained
the first choice of savers when it came to in-
vestment of fresh savings in 2017, with a share
of 42%. This was closely followed by insurance
policies and pensions (39%), which also expe-
rienced a decline lost year, albeit a relatively

moderate one of around EUR 50 billion. This

1 As detailed data on inflows of funds is not available for all countries, the following analysis is essentially limited to

industrialized countries (excluding Switzerland)
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shift away from bank deposits is not unex-
pected, particularly in the ,old” industrialized
countries. The inflation rate tripled there in
2017, although it was still at a low level. Losses
suffered by private investors as a result of in-
flation if they parked their savings in bank ac-
counts that did not pay any interest also shot
up as a result. While they were estimated to be
around EUR 100 billion in this group of coun-
tries in 2016, they are expected to have risen

to almost EUR 400 billion last year.

The big winner last year was securities, i.e.
investments in shares, bonds or investment
funds. After savers had largely ignored this
asset class in the post-crisis years since 2010 —
with inflows and outflows alternating at a low
level — its share last year reached 17%, consid-
erably more than even in the years preceding
the crisis, when its share was just under 10%.
As with bank deposits, this is a global trend; in
all of the regions examined here (with the ex-
ception of Australia and EU countries in East-
ern Europe) there was a reversal in investment
decisions, albeit to varying degrees. Over EUR
300 billion was invested in securities in North

America, compared with net sales of just un-

Net purchases of securities well above pre-crisis level

Acquisition of financial assets* by asset classes, in EUR bn
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der EUR 40 billion in the previous year. 2016
was a ,one-off” however; between 2012 and
2017, North American households’ cumula-
tive new investments in securities amounted
to almost EUR 760 billion. In Western Europe
these investments totaled only a modest sum
of EUR 15 billion, following net sales of over
EUR 80 billion in 2016 alone and around EUR
240 billion in the years since 2012. Even Jap-
anese households bought shares and invest-
ment funds again in 2017 (+EUR 74 billion),
following seven years in which they disposed

of these investments year after year.

Is the zero interest rate policy — the aim of
which is to drive investors into higher-risk in-
vestments such as shares — finally starting to
bear fruit? It is more likely that this change in
investment behavior mainly reflects the return
of inflation and the positive performance of
the stock market. There is no question that in-
vestment in securities will pay off in the longer
term. Although a high proportion of shares
and investment funds in a portfolio will lead
to greater fluctuations in the short term, in the
long term it generally correlates with a high-
er share of value changes in financial asset
growth — and thus with higher growth in finan-

cial assets overall. In North America, securities

have on average accounted for about 50% of
financial assets in recent years (since 2007),
and on average more than 60% of total asset
growth is attributable to changes in the value
of portfolios. At the same time, financial assets
have grown by an average of 4.6% per year in
this period, with relatively low original savings
but substantial fluctuations (growth rates be-
tween -12.1% and +12.8%). In Western Europe,
on the other hand, investors held only about
30% of their portfolios in securities, resulting
in a correspondingly low share of changes in
value, at just under 40%. Growth in financial
assets came to 3.2% per year, with similarly
low savings as in North America but much
lower volatility (growth of between -4.6% and
+6.4%). The ratios in Germany are even less fa-
vorable, with 24% securities and only 5% value
gains. This results in annual growth of 3.4%,
whereby almost twice as much is being put
into savings as in North America and Western
Europe and volatility has been reduced fur-
ther (growth of between -4.5% and +5.4%).

These connections can be described as the
,saver's trilemma”. a high level of security
(only slight fluctuations in the portfolio), high
growth and low requirements in terms of own
savings efforts cannot be achieved simultane-
ously. Households that set great store by se-
curity can achieve satisfactory growth in their
financial assets only by putting large amounts
into their savings at the same time (the Ger-
man version); households that want to use a
smaller portion of their income for savings
must dispense with security (the American ver-

sion).
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Securities: investors are
trusting the capital mar-
kets again

Inflows have returned to decent levels and
stock markets around the world are boom-
ing. It's no wonder that securities (shares,
bonds and investment funds) recorded by
far the strongest growth of all asset classes
in 2017, increasing by 12.2% worldwide. Only

The “Savers Trilemma”

in the years prior to the crisis and in 2013 was
growth even stronger than this. There are strik-
ing differences in dynamics in industrialized
and emerging countries: while growth almost
doubled in the former to 10.4%, in the latter it
declined to just under 19%, the lowest figure
since the financial crisis. One cause of this
lies in developments in China, where ,wealth
management” products, which for a long time
were extremely popular, have become less

attractive owing to more stringent regulation.

Analysis of the household wealth portfolio according to the components safety, growth and consumption

(0 =low, 5 = high), Average of 2007 to 2017, in %

Growth
(CAGR 2007-2017)

Germany
W Western Europe excl. Germany
W North America

Economic Research

Safety (Proportion of securities
in gross financial assets,
normalized and inverted)

Consumption (cash flows
in % of gross financial
assets, inverted)

Sources: National Central Banks
and Statistical Offices, Allianz SE.
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Securities holdings of private households
around the globe totaled EUR 70.8 trillion at
the end of 2017 and have thus more than dou-
bled since the low reached in 2008 due to the
crisis. This asset class therefore accounts for
over 42% of total savings and is not only by
far the most popular asset class, but has also
surpassed its pre-crisis level again for the first
time. Only in Europe — both west and east —it s
still significantly below this, with shares of less

than 30% in the asset portfolio.

Insurance policies
and pensions: investors
remain loyal

Private household receivables from insurance
companies and pension institutions are the
second most popular asset class worldwide,
with a share of 28.9%. These receivables came
to EUR 48.7 trillion in total.

In 2017 they once again achieved solid growth
of 5.2%, although this was almost one per-
centage point lower than the previous year’s
growth. There are two trends in particular that
are responsible for this: a slowdown in China
and a sharp decline in Western Europe, where
growth slumped from 8.2% to 2.3%. However,
this is certainly not because savers have sud-
denly turned against insurance policies and
pensions. On the contrary, this asset class is
actually the most popular in the region, rep-
resenting 39.1% of the overall portfolio, and

inflows also remained largely stable in 2017.

The explanation lies in the sharp fluctuations
in changes in value, which are triggered in
particular by interest rate movements. While
falling interest rates drove up the value of
portfolios in 2016 — growth in the large insur-
ance markets of the Netherlands, the UK and
France was between 9% and 12.3% — the inter-
est rate reversal had the opposite effect the
following year, as expected. As a result, France
and the UK recorded growth of only 1.4%,
while the Dutch market actually contracted by

the same amount.

Bank deposits: investors
are less keen on liquidity

The popularity of bank deposits as a ,safe
haven” and a source of guaranteed liquidity
received a significant blow in 2017. Inflows
fell by more than 30% worldwide, leading to
adrop in growth from 6.3% to 4.3%, the lowest
level since the financial crisis. However, banks
around the world still hold EUR 44.7 trillion.
Their share in the asset portfolio amounted
to 26.5%, which roughly corresponds to the
figures before the crisis. Ten years after the
outbreak of the financial crisis, savers’ rela-
tionship with bank deposits therefore seems

to have ,normalized” again.
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This ,withdrawal of affection” for bank depos-
its was most pronounced in North America,
where inflows fell by around EUR 310 billion
or 53%. Bank deposits thus dropped down to
last place in the competition for fresh savings
in 2017, having been in first place without in-
terruption for three years. Growth slowed to
2.5%, weaker even than at the height of the
crisis in 2009 (+2.6%). There was a less marked
rejection of bank deposits in Western Europe,
where households reduced new investments
by almost EUR 100 billion or 24%. Bank de-
posits thus remained the most popular as-
set class for new investments with inflows of
around EUR 310 billion, slightly ahead of insur-

Securities recording the strongest growth

Growth by asset classes, in %
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ance policies and pensions (+EUR 290 billion).
Growth in bank deposits came to 3.2% in 2017.
Although this was considerably lower than in
the previous year (+4.5%), it was at roughly
the same level as in the years following the
crisis. Growth in bank deposits also slowed in
all other regions (with the exception of Latin

America).

Asset classes as % of gross financial assets
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Asset growth in Asia
continues unabated

Asian households had total savings of around
EUR 48.8 trillion at the end of 2017. Private fi-
nancial assets in the region have more than
doubled since 2007, with average annual
growth of 8.5%. Asia overtook Western Eu-
rope, which was previously the world’s sec-
ond-richest region, in 2013. If we exclude fi-
nancial assets of Japanese households, which
grew by an average of only 1.3% per year in
the same period and represent almost 30%
of all savings in Asia, then average annual
growth nearly doubles to just under 15%. As-
set growth in this group of countries slowed
slightly year-on-year during 2017, from 14.7%
to 12.2%. Nevertheless, financial assets grew
faster in Asia (excluding Japan) than in any
other region, both last year and in a long-term

comparison.

The main driving force behind this is the in-
creasing importance of China, where house-
hold financial assets have risen at an average
rate of about 20% per year over the last dec-
ade. The share of the world’s second-biggest
economy in financial assets in Asia (exclud-
ing Japan) climbed by almost 28 percentage
points in this period to around 70%. In terms

of absolute financial assets, China overtook

Japanin 2014. At the beginning of the decade,
total savings of Chinese households came to
just over one-third of private financial assets
in Japan. At the end of last year, however, they
were almost 70% higher. The share of the en-
tire region of Asia (excluding Japan) in global
assets more than doubled in this period to just
under 21%.

China’s economic rise and its insatiable ap-
petite for raw materials also contributed in-
directly to the upturn in Latin America. High
world market prices for crude oil, copper and
other raw materials led to rising export reve-
nue and capital inflows in the region, which is
rich in natural resources. The subcontinent’s
economic output almost trebled during the
2000s, Latin America’s ,golden decade”. Along
with rising incomes, generous social welfare
programs allowed many households to build
up a financial buffer. Private financial assets
in the region grew at an average annual rate
of over 12% between 2007 and 2017, although
growth has slackened somewhat since 2013.
A slowdown in growth in China and falling
prices on the commodities markets have
plunged the region into a crisis that has also
had an impact on private asset accumulation.
While growth in household savings averaged
around 13% per year in the first half of the last
decade, this dropped to 11.5% in the second
half. Moreover, a large proportion of this is be-
ing eaten up by inflation, although inflation is
now at least declining. Financial assets in the
region grew by 12% last year, but households
lost more than half of this growth due to aver-

age inflation of just under 7%.
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Despite a slight slowdown in the last few
years, household assets in Latin America have
almost quadrupled since 2007 and totaled
around EUR 3.7 trillion at the end of 2017. The
region’s share of global gross financial assets
doubled to 2.2% during this period.

Assets and growth by region

Private households in Eastern Europe held a
total of almost EUR 2.6 trillion, or 1.5%, of glob-
alfinancial assets at the end of 2017. At an av-
erage growth rate of 10.0% per year, savings
in the region have almost tripled since 2007.
Although average annual growth remained
constant at this level in the second half of the
decade, asset growth slackened from around
11% and 12%in 2013 and 2014 respectively to
7.5% in 2017. This is not surprising given that
the Russia-Ukraine conflict is still smoldering
and that the Russian economy depends heav-

ily on the oil price.

Share of global gross financial assets in 2017 and average annual growth since 2007, in %
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In the wealthier parts of the world, where
households already have substantial assets,
private savings naturally grew more slowly
than in emerging regions. A classic example of
this is Japan, which was in 11th place on the
list of the world's richest countries at the end
of 2017 in per capita terms, with gross finan-
cial assets of EUR 112,470. However, private
assets have grown at an average rate of just
1.3% per year since 2007, much more slowly
even than in Western Europe or North Amer-
ica (+3.2% and +4.6% respectively in the same
period). This meager growth is principally a
result of very conservative, liquidity-oriented
investment behavior. The Japanese have tra-
ditionally held more than half of their finan-
cial assets in the form of bank deposits, which
are generating barely any income for savers
owing to decades of low interest rates. For
many years, it was also virtually impossible to
achieve any value gains on the domestic stock
market. At some points during the 2000s, the
Nikkei fell back to the same levels it was at in
the early 1980s. The situation did not start to
change until 2013, with the beginning of ,Abe-
nomics”. While Japan'’s leading index was still
down by almost one-third on its 2007 level
at the end of 2012, it had exceeded this lev-
el by more than 24% three years later. Private
household assets held in the form of equities
and fixed-income securities shot up by almost
40% to around EUR 2.4 trillion in this period
alone. However, as the share of this asset class
in the portfolio was around 18%, the overall

effect remained modest.

Having more or less stagnated in 2016 (+0.4%),
the Nikkei soared by 19.1% last year, causing
securities holdings of Japanese households to
gain 13.1%. Almost 98% of this growth was due
to value gains. The Japanese bought more
shares, investment funds and other owner-
ship interests than they sold for the first time
in eight years, although the figures came to
only EUR 7.4 billion in total or just under EUR
60 per capita. In the period from 2010 to 2016,
households sold securities worth almost EUR
149 billion in total or EUR 1,170 per capita in
net terms. Total assets grew by 4.0% in 2017.
The share of securities holdings in the port-
folio grew by 1.6 percentage points to 19.6%
last year alone, owing to the above-average
performance of these investments. Japanese
savings totaled around EUR 14.3 trillion at the
end of 2017. The country’s share of global fi-
nancial assets has fallen from 12.2% to 8.6% in

the course of the last decade.

Financial assets of households in Western Eu-
rope grew almost in step with Japan last year,
with the growth rate decreasing by 1.3 per-
centage points year-on-year to 3.9%. Growth
was nevertheless still slightly faster than the
long-term average (+3.2% a year). Although
there was an increase across all asset classes,
growth was once again driven by securities

holdings, which were up 6.6% year-on-year. As
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in Japan, growth was almost entirely attribut-
able to value gains (97%). Western European
households also invested fresh savings in se-
curities again for the first time last year, having
sold securities worth around EUR 250 billionin
total or an average of EUR 630 per capita in
net terms between 2012 and 2016. However,
last year's purchases came to only EUR 40 per

capita on average or EUR 15 billion in total.?

The preference for investments that can be
liquidated quickly is less obvious in Western
Europe than in Japan. However, more savings
were held in savings accounts (29.5% of the
portfolio) at the end of 2017 than the average
for industrialized countries (23.6%). Riskier in-
vestments such as equities and other securi-
ties made up 28.7% of the portfolio. Insurance
policies and pensions remained the most pop-
ular savings products, accounting for 39.1% of
the portfolio in total. Inflows of funds declined
very slightly year-on-year in 2017 (-0.9%) in fa-
vor of securities holdings, but remained high
at EUR 290 billion or an average of EUR 710
per capita. The long-term average is EUR 292
billion. Total savings of western European
households amounted to approximately EUR

36.4 trillion or just under 22% of global assets.

Households in North America have more of a
risk appetite in their investment strategy. Se-
curities accounted for more than half (53.0%)
of the asset portfolio there at the end of last
year — the highest level since 2007. By con-
trast, bank deposits, which are very popular
in Japan and Western Europe, made up only
13.4%. North American households saved al-
most 31% of their financial assets in the form
of insurance policies and pensions, although
these are often linked to the performance of
the capital markets, particularly in the US. In a
long-term analysis, this savings behavior has
paid off. Average annual growth since 2007
has been 4.6% in North America, above both
the western European average (+3.2%) and
the Japanese average (+1.3%). Asset growth
last year was actually well above average
owing to the strong performance of the stock
markets. Securities holdings gained 11.5%,
while the entire asset portfolio grew by 8.3%
to around EUR 72.3 trillion. Value gains on se-
curities holdings alone totaled around EUR 3.6
trillion, which represented 92% of total growth
for this asset class, even though inflows of
funds reached the record level of 2008 (EUR
313 billion) at EUR 314 billion in total or an av-
erage of EUR 870. With a share of around 43%
in global financial assets, North America is the

richest region on the planet.

Private financial assets grew even more dy-
namically than in North America in Oceania,
where household savings have doubled since

2007 at an average annual growth rate of

2 Allinformation on flows of funds relates to Western Europe excluding Switzerland.
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6.3%. However, the percentage increase last
year of 6.1% was slightly below the long-term
average and was noticeably lower than the
previous year’s figure of 8.7%. Assets held in
the form of insurance policies and pensions,
which account for about half of the portfo-
lio, recorded the strongest growth of all asset
classes at 7.1%. All in all, financial assets of pri-
vate households in the region came to EUR 3.8
trillion, which corresponds to 2.3% of global

savings.

Asset structure and growth by region

Asset classes as % of gross financial assets, 2017
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Poorer regions are
catching up

Although asset growth in emerging markets
has been more than four times as high on
average as in industrialized countries over
the last decade, the weightings on the world
wealth map are shifting only slowly. The share
of North America and Western Europe in

global gross financial assets has declined by

Growth of gross financial assets, in %

= [
o N > o @ (@) N

North America
Oceania
Western Europe
Japan

Eastern Europe
Latin America
Asia ex Japan

*CAGR = Compound annual growth rate.
Sources: National Central Banks and
Statistical Offices, Allianz SE.



ALLIANZ GLOBAL WEALTH REPORT 2018 — DEVELOPMENT IN GLOBAL FINANCIAL ASSETS

about 9 percentage points since the end of
2007. However, the two regions together still
held almost two-thirds of the world'’s assets
at the end of last year. With a ,global share”
of around 43%, North America was the richest
region on the planet. In Asia-Pacific, Japan ac-
counted for a further 8.6% of assets and Aus-
tralio and New Zealand for 2.3%. That means
that about three-quarters of global financial
assets were still in the hands of private house-
holds in the world’s richer areas, even though
these households make up less than one-fifth

(just under 19%) of the earth’s population.

Slow catch-up process in wealth

Regional shares of global financial assets, in %

The remainder of the world’s financial assets
(around 24%) are distributed among Latin
America (2.2%), Eastern Europe (1.5%) and
other Asian countries (20.6%), i.e. among a to-
tal of just under 4.1 billion people. Their share
of global financial assets rose by almost one
percentage point last year alone and has

more than doubled over the last decade.
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Nevertheless, this power shift is taking place in
slow motion compared with development of
economic output. In terms of gross domestic
product, the weightings have already shifted
away from richer regions and much further
towards the world’s poorer regions. The two
heavyweights of North America and Western
Europe not only had a much smaller share
in global gross domestic product (just under
53% at the end of 2017) than in global assets,
but have also experienced a decline of nearly
12 percentage points in their share of glob-
al GDP since the end of 2007, much sharper
than the drop in their share of global assets.
Conversely, the world’s poorer regions have
upped their share of global economic activity
by 15 percentage points, to almost 39%, dur-

ing the same period.

In 2017, Asia (excluding Japan), Latin America
and Eastern Europe accounted for about 60%
of worldwide economic growth, while their
share of growth in financial assets was only
36%.

In both cases, most of this was due to a rapid
catch-up process in Asia, and more specifically
in China. The Middle Kingdom accounted for
31% of worldwide economic growth and 25%

of global asset growth in 2017 alone.

Inflation gnaws at assets

The significantly higher rates of asset growth
in emerging countries are put into perspec-
tive if we include two factors in the analysis:
development of consumer prices and popula-
tion growth. The latter plays only a minor role;
total population growth in emerging markets
reduces long-term average growth in gross
financial assets by 1 percentage point in per
capita terms, while this demographic effect
comes to half a percentage point in advanced
economies. There is therefore little change

with regard to the major differences.

With regard to asset growth inreal terms, how-
ever, i.e. minus the general rate of inflation, the
effects are much more pronounced. Per capi-
ta asset growth is significantly reduced in all
regions, but inflation has the biggest impact
on private assets in Eastern Europe and Latin
America, where average annual growth falls
to 3.8% (instead of 9.8%) and 5.3% (instead
of 11.1%) respectively. Asia (excluding Japan)
remains the clear leader in a long-term com-
parison even after deduction of inflation, with
growth of 10.5% p.a. since 2007.

In real terms, growth differentials compared
with advanced economies, particularly North
America and Western Europe, thus no longer
appear quite so pronounced, even if inflation

is naturally also curbing asset accumulation in
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these regions. North America is now clocking
up growth of 2.0% a year (real gross per capi-
ta financial assets since 2007), compared with
only 1.3% in Western Europe, which is thus just
ahead of Japan (1.1%) after adjustments for

inflation.

Inflation hurts savers particularly in eastern Europe and Latin America

Inflation rate and real growth of gross financial assets per capita, in %
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The return of inflation

The ECB's ongoing zero interest rate policy is toxic to savers. However, (implicit) returns on finan-
cial assets in the eurozone have actually given little cause for complaint in recent years, with a
few exceptions. This did not change until last year, with the return of inflation.

The ,implicit return on financial assets” refers to the total sum of gains in value and investment
income in relation to portfolios. We have focused on the six-year period from 2012 to 2017 inclu-
sive, which covers the phase of the ECB's extreme monetary policy — from ,whatever it takes” to
negative interest rates and securities purchases. We have looked at both the average return over
the entire period, which tends to reflect the structural aspects of savings habits, and that of the

last year, which mayps shorter-term trends (see chart).

About savers and investors

Real returns on financial assets, average of 2012 to 2017 and 2017, in %
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Average return on financial assets in
selected eurozone countries

Let's consider long-term development first. In the (unweighted) average for all the countries ana-
lyzed, the return on financial assets after deduction of inflation is 3.5% — that's a very tidy sum.?

However, the differences between the individual eurozone countries are striking, with average re-
turns ranging from less than 1% in Austria to over 6% in Finland. These differences can be directly
attributed to the portfolio structure. Finland, for example, has the highest proportion of securities
of all the countries analyzed. At the other end of the scale are the countries where bank deposits

have the biggest share in financial assets: Austria, Germany and Portugal.

However, there is one thing that all countries have in common. Last year returns everywhere
dropped below the long-term average, and in some countries such as the Netherlands and
Ireland they even fell below zero. We don't need to speculate much about the cause. The return
of inflation has hit savers hard, and although the stock market still performed reasonably well in

2017, it was not enough to offset this fully in all countries.

In particular, savers with a strong preference for bank deposits are feeling the (damaging)
effects of inflation, and are now receiving negative returns on their bank deposits. The loss of
purchasing power ranges from EUR 670 per capita in Belgium and EUR 540 in Austria to around
EUR 50 and EUR 30 per capita in Ireland and France. For Austria, this means that all savings from
earned income (just under EUR 500) are consumed by losses on bank deposits. German savers
are losing almost 30% of their savings in this way. In other words, every third euro of earned
income that is added to financial assets serves merely to compensate for the loss of purchasing
power of funds in savings and current accounts. For countries like Austria and Germany — as well
as Belgium and Finland — this is not a new experience. In almost all years since 2012, the real
return on bank deposits has been below zero, with cumulative losses becoming correspondingly
high (see chart). It's no coincidence that households in ,northern countries” in particular are hav-
ing to pay this ,inflation duty”. Bank interest rates were even lower here than on average for the

eurozone, and inflation was simultaneously a notch higher.

Average loss of purchasing power on bank deposits in
selected eurozone countries

The return of inflation is also worrying in another respect. It is likely to further intensify the exist-

ing inequality with regard to assets, which the zero interest rate policy has already exacerbated.

3 By way of comparison, studies by economic historians show that the real return on ,safe” investments (mainly govern-
ment bonds) over about the last 150 years has averaged 1% to 3% p.a., while higher-risk investments (shares) generated
an average return of around 7% p.a. Jordd et al. (2018).
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Richer households generally achieve higher returns with their financial assets, as their portfolios
include more high-risk and high-yield investments than those of poorer households. That means
they also have a larger buffer against a rising inflation rate. With a few exceptions, the difference
in returns between the households with the highest incomes and those with the lowest incomes

in eurozone countries is well over 1% (see chart).

Differences in returns between income brackets in selec-
ted eurozone countries

The two extremes in this analysis are worth a closer look. On one hand there is Finland. Nowhere
else are the differences in investment behavior between income brackets as pronounced as in
northern Europe: top earners allocate over 40% of their financial assets to shares, roughly five

times as much as low-income households. This also sheds a light on the high average return

The inflation’s toll
Losses in purchasing power per capita on bank deposits, 2017 and 2012 - 2017 cumulated, in EUR
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that Finnish savers achieve on their financial assets. It is essentially generated only by a very
small group of households. At the other end of the spectrum is the Netherlands, where the small
differences in returns are a result of mandatory — and therefore widespread — company pension
schemes. The relative share of pensions and insurance policies in financial assets is actually high-
er in lower income brackets than in higher income brackets; there are no differences with regard
to preference for bank deposits, as the obligation to have a capital-funded pension plan has led
to the ,democratization” of yield-oriented saving. However, the highest income bracket has a

stronger affinity for shares and investment funds.

Although all savers in the eurozone are faced with an identical framework in terms of monetary
policy, there are significant differences in investment preferences and performance. The return of

inflation could widen the gaps between income brackets in particular.

He who has, to him will be given

Difference in real returns of financial assets between the highest and lowest income group,
average of the years 2012 to 2017, in %
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Worldwide private household liabilities
reached a historic high of EUR 39.8 trillion in
2017. At 6.0%, the growth rate was not only
slightly above the previous year's level of
5.5%, but also well above the long-term aver-
age annual growth rate of 3.9%. Debt growth
has accelerated noticeably since 2013 and is
gradually returning to familiar levels. Low in-
terest rates make borrowing more attractive
while loan volumes have probably increased,
particularly in the case of mortgages, in line
with developments in house prices over the
last few years. According to the Organization
for Economic Cooperation and Development
(OECD), the nominal house price index for
OECD countries has on average risen by 21
percentage points in the last four years alone

and is still increasing.

In most parts of the world, debts grew faster
in 2017 than in the previous year. The rate of
growth increased over the course of the year
from 3.3% to 3.8% in North America, from 5.9%
to 6.2% in Oceania, from 2.6% to 3.0% in West-
ern Europe, from 4.8% to 7.4% in Eastern Eu-
rope and from 6.7% to 8.4% in Latin America. In
contrast, borrowing slowed slightly in Japan,
where the growth rate declined from 2.4% to
1.8%. Although debt growth remained high in
the rest of Asia at 15.8%, the percentage in-
crease was down compared with the previous

year's figure of +16.5%.

Emerging regions
increase in importance

The geographical distribution of liabilities is
similar to that of assets. The richer parts of the
world accounted for a total of three-quarters
of global debt at the end of 2017 (North Amer-
ica 36.4%, Western Europe 27.6%, Oceania
42% and Japan 6.6%). However, their total
share came to around 90% at the beginning of
the last decade, which means that the emerg-
ing regions of Latin America, Eastern Europe
and Asia (excluding Japan) have increased
significantly in importance. Private liabilities
in these three regions more than quadrupled
to around EUR 10 trillion in total in the peri-
od from 2007 to 2017, with average annual
growth rates of 11.5% in Eastern Europe, 12.6%
in Latin America and as much as 14.8% in Asia
(excluding Japan). Latin American and Eastern
European households have been considera-
bly more cautious when it comes to borrowing
inthe past five years than in the first half of the
last decade. While private debts rose on av-
erage by around 15% (Latin America) and just
under 16% (Eastern Europe) between 2007
and 2012, average growth rates have since

dropped to 9.5% and 6.7% per year. This re-
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flects the after-effects of the global financial
crisis and the debt crisis in the eurozone, as
well as the decline in the price of oil and other
commodities, which has made things difficult
for export economies that are strongly weight-
ed towards commodities, such as Russia and
Brazil. The associated negative economic
consequences have forced households and
consumers to cut down on consumption and

therefore to curb borrowing as well.

Highest debt growth since the crisis
Development of global debt burden
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In Asia (excluding Japan), on the other hand,
credit growth remained more or less constant
in both periods. Private debt has risen by an
average of 14.5% per year since 2013, while
between 2007 and 2012 the growth rate was
only half a percentage point higher. Liabilities
in the region increased almost five-fold over
the decade as a whole and totaled EUR 8.2
trillion at the end of 2017, 63% of which related
to China alone. China'’s share had been only

about half of this figure ten years ago.

Increase of debt by region, in %
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A long-term review shows that in North
America, Western Europe and Japan, where
debt levels are of course much higher than
in emerging regions of the world, average
growth in liabilities has been a low single-dig-
it percentage. Japan is at the bottom of the
list with average growth of just 0.7% per year
in the period from 2007 to 2017, after North
America (+1.6%) and Western Europe (+2.2%).
Japanese households had actually reduced
their liabilities in the years prior to the crisis,
which in many places were characterized by
excessive debts. Private debt declined fur-
ther by an average of 0.4% per year between
2007 and 2012. Demand for credit has since
increased again, causing liabilities in Japan
to grow by an average of 2.2% per year and
bringing them to a total of around EUR 2.6
trillion at the end of 2017. A huge increase in
the Japanese central bank’s already extreme-
ly expansive monetary policy appears to be
bearing fruit by boosting private household
borrowing. Furthermore, property market
trends have reversed in the last few years, with
house prices rising again for the first time since
the early 1990s. According to the OECD, the
nominal house price index climbed by almost
11 percentage points between 2013 and 2017,

having previously slumped by more than 80%.

The global financial crisis forced households
in North America, particularly the US, which
was at the epicenter of the crisis, to restruc-
ture their asset balance sheets. After the debt
burden of US citizens rose rapidly in the years
leading up to the crisis, sometimes reaching
double-digit growth rates, liabilities fell by an
average of 0.8% per year from 2008 to 2012
in the wake of the subprime crisis, partly ow-
ing to payment defaults. The trend has since
changed again and average annual growth
has risen to 2.2% (North America as a whole:
+2.5%). This was primarily due to student and
car loans, which have grown at an average
rate of 7.2% and 6.5% per year respectively
in the last five years, reaching a total of EUR
2.6 trillion, or just under 17% of the total vol-
ume of loans, at the end of 2017. Before the
property bubble burst, their share of the total
was just under 10%. On one hand, low inter-
est rates are stimulating demand for credit;
on the other, lending conditions — particular-
ly for car loans — have been relaxed again,
meaning that loans have increasingly been
granted to lower-income households. If inter-
est rates were to rise again, financially weak
households in particular could find it difficult
to repay their debts. Total private debt in the
US reached a new record level of around EUR
129 trillion (North America as a whole: EUR
144 trillion).
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The financial crisis also heralded the start of
a phase of restraint in borrowing in Western
Europe. Households in the euro crisis countries
in particular have since made significant pro-
gress in reducing their debts. After private lia-
bilities grew at double-digit rates in the years
preceding the crisis, households in Greece,
Ireland, Portugal and Spain were forced to
curtail their demand for credit. Debts in these
four countries have contracted by a total of
EUR 287 billion, or an average rate of 2.4% per
year, since the end of 2008. In other western
European countries, however, debts rose by an

average of 2.2% per year in the same period.

Economic Research

In the region as a whole, the trend towards
debt growth has picked up again slightly in
the last few years. After borrowing stagnated
in 2012 and 2013, annual growth accelerated
continuously and reached 3.0% last year, the
highest growth rate since 2008. Total debt in
the region thus came to around EUR 109 tril-

lion.

Private liabilities in Oceania grew much faster
than in Western Europe and North America,
with annual growth averaging 6.5% over the
last decade. Average growth has nevertheless
dropped to less than half the levels reached
in the years prior to the crisis. However, last
year the growth rate ,down under” was still
around twice as high as in Western Europe, at
6.2%, while private debt totaled around EUR
1.6 trillion. Rising house prices in particular
have driven up credit growth. According to the
OECD, nominal prices have risen rapidly since
the early 2000s with only brief interruptions,
climbing almost 44% in Australia and near-
ly 60% in New Zealand in the last five years

alone.
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Significant differences in
the debt ratio

Unsurprisingly, households in Oceania have
by far the highest per capita debt in a regional
comparison. At an average of EUR 56,530 at
the end of 2017, they were more than twice the
average for Western Europe (EUR 26.180) and

Japan (EUR 20.470). Even the North Americans
had almost 30% less debt in per capita terms
than households in Oceania, at EUR 39.880.
The gap between these two regions has wid-
ened massively owing to diverging trends in
debt. While average per capita debt in the
two regions was almost equal as recently as
2008, at EUR 38,420 in North America and
EUR 38,720 in Oceania, the difference had
increased to nearly EUR 17,000 per capita by

the end of last year.

Weight of emerging regions growing - but per capita debt still low

Development of global debt, in EUR tn
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Per capita debt in emerging regions was
much lower. Eastern Europe (EUR 2,000), Latin
America (EUR 2,180) and Asia (excluding Ja-
pan) (EUR 2,560) were at a similar level. If we
look at Asia (excluding Japan) without includ-
ing the industrialized countries in the region,
Israel (EUR 18,440), Singapore (EUR 35,310),
South Korea (EUR 25,750) and Taiwan (EUR
18.550), the average drops to EUR 1,960.

Just as in per capita terms, there are also
significant differences between the world’s
wealthier regions and emerging regions when
it comes to the debt ratio, i.e. liabilities meas-
ured as a percentage of nominal economic
output. Once again, Oceania is well ahead
of all other regions: the ratio here has risen
by just under one percentage point to 124.3%
over the last year, while the increase since the
end of 2007 comes to around 15 percentage
points. That means that Oceania is drifting
further and further from the global average.
While the gap between it and the global av-
erage was just under 38 percentage points in
2007, it came to 60 percentage points at the
end of 2017. However, this development is not

only due to a comparatively high level of debt

Economic Research

growth; it is also the result of more sluggish

economic growth in the region.

This is the reverse of the trend in North Amer-
ica, where the ratio of debt to economic out-
put has contracted by almost 17 percentage
points compared with 2007 to 82.0%. The re-
gion was thus still slightly above the average
figure for industrialized countries of 78.7%. In
Western Europe the ratio came to just under
75% in 2007, and two years later climbed to
its highest level to date of 79.6%. It has since
declined by 5.6 percentage points to 74.0%,
putting the region below the average for in-
dustrialized countries at the end of 2017. The
debt ratio of Japanese households was much
lower still. Although it increased by almost
four percentage points compared with 2007,
largely as a result of weak economic growth,
it still stood at only 64.8% at the end of 2017.

Among emerging regions, the ratio of private
liabilities to gross domestic product was lowest
in Eastern Europe. After debt growth slowed
considerably in the last three years, falling
well below the pace of economic growth, the
ratio dropped from its historic high of 25.0%
in 2014 to 22.7% at the end of 2017. The ratio
in the region’s EU member states, which was
around 32% on average, was unsurprising-
ly much higher than in the rest of the region
(about 17%), although all countries were still
below the 50% mark.
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The ratio in Latin America was approximate-
ly 6 percentage points higher than in Eastern
Europe at just under 29%, with liabilities grow-
ing at a noticeably faster rate (almost 13%
a year on average) than economic output
(around 9% a year on average) in the period
from 2007 to 2017. No country in the region
has surpassed the 50% mark to date, although
Chile, which had the highest debt ratio in the
region at the end of 2017 at 48%, could pass
the threshold this year.

Asia (excluding Japan) is giving greater cause
for concern. The debt ratio there was more
than twice as high as in Eastern Europe, at
around 49%. Even if we exclude industrial-
ized countries in the region, the ratio at the
end of 2017 came to just under 43%, around
14 percentage points above the level in Latin

America. The ratio of debt to economic output

Global economy and debt growing in sync in 2017
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is already alarmingly high in some emerging
countries in the region. Two of them, Malaysia
(84.4%) and Thailand (79.1%), have already
significantly exceeded the 50% mark; this
could be followed by a third country, China
(49.1%), this year. The figures for both countries
were also more than twice as high as the aver-
age for emerging markets as a whole (37.2%).
They are thus gradually coming closer to the
debt ratio that households in Spain (86.6%),
the US (100.3%) and Ireland (100.7%) had
reached at the end of 2007 - shortly before
the credit bubble burst.

At global level, the ratio of private liabilities
to economic output remained more or less
stable in 2017 at 64.3%, compared with the
previous year's level of 64.2%. Thanks to a
broad-based recovery in the global econo-
my last year, global gross domestic product
(+5.8%) kept pace with a further rise in debt
growth (+6.0%). This ratio has fallen by nearly
8 percentage points since reaching a historic
high in 2009 (71.9%). Economic growth and
growth in debt have increasingly converged,
until finally in 2016 liabilities grew faster than
worldwide GDP, bringing the deleveraging
process that began with the global financial

crisis to an end.

Economic Research

A large wealth gap be-
tween the regions

If we subtract debt from gross financial assets,
we are left with net financial assets, which
reached a new global record high of EUR
128.5 trillion at the close of 2017. Since growth
in total savings was 7.7% last year, 1.7 percent-
age points above the rate of debt growth, the
growth rate in net terms was 8.3% — slightly
below average compared with the last five
years (average of 8.8% per year). A look at the
world wealth map tells a predictable story.
Discrepancies between household assets in
the world’s richer regions and those in poor-
er regions remain huge. The wealth gap be-
comes particularly clear if we compare North
America and Eastern Europe. North America
remains the richest region in the world, with
average per capita assets of EUR 160,400 last
year after deduction of liabilities. By contrast,
Eastern Europe was the region with the lowest
net financial assets. At the end of 2017, house-
holds there had an average of EUR 4,500 per
capita. This means that North Americans had
36 times the assets of eastern Europeans.
Nevertheless, this factor was as high as 53
back in 2007.

45



46

2007

2008

On the other side of the globe, in Asia-Pacific,
Japanese households remained at the top of
the rankings with average per capita assets of
EUR 92,000. However, they have only a very
narrow lead over Singapore (EUR 90,650) and
Taiwan (EUR 90,260). At the beginning of the
decade, net per capita financial assets in Ja-
pan were still about 39% higher than in Singa-
pore and 42% higher than in Taiwan. In Asia

(excluding Japan) as a whole, per capita finan-

Global wealth map at a glance
Net financial assets per capita in EUR, 2017
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Net per capita financial assets in Western
Europe were even lower than in Oceania at
the end of 2017, coming in at EUR 61,060. Al-
though the gap between Western and East-
ern Europe has narrowed perceptibly over the
lost decade, it is still significant. Average per
capita assets in Western Europe in 2007 were
23 times higher than in the east of the conti-
nent; this factor had fallen to 14 by the end of
last year. The transatlantic wealth gap, on the
other hand, is moving in the opposite direction
and is widening continuously. At the beginning
of the decade, net per capita financial assets
in Western Europe came to around 42% of per
capita assets in North America. By the end of
2017, this figure had dropped to 38%.

Economic Research

Asia (excluding Japan)
leaving all other regions
far behind

Private savings in Asia (excluding Japan) have
grown the most dynamically over the last dec-
ade, even after deduction of liabilities. Net
per capita financial assets in this region have
grown at an average of 13.8% per year since
2007, with the growth rate actually accelerat-
ing noticeably in the second half of the dec-
ade (from 12.3% to 15.7%). In Eastern Europe,
per capita assets have risen at an average an-
nual rate of around 9% in net terms since 2007,
owing to a decline in debt growth. However,
there was no acceleration in growth on the
assets side of the wealth balance sheet as in
Asia (excluding Japan), which meant that on
balance Eastern Europe was unable to keep
pace with this region. The latter also applies
to Latin America, where savings grew slightly
more slowly in the last five years (at an aver-
age rate of +10.4% per year) than in the first
half of the decade (average growth of +11.8%
per year). In net terms, the average annual
growth rate for Latin American households
since 2007 is 11%.
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Oceania and North America are neck and
neck with average long-term growth of 4.6%
in both regions, well ahead of Western Europe
(average growth of +3.3% per year). Japan
comes bottom of the league, with average
growth of 1.5% a year. That means that the
gap separating Japan from Western Europe is
no longer very large. If we take inflation into
account, Western Europe’s lead shrinks even
further; average growth for Western Europe
comes to just +1.7% per year in real terms,

compared with +1.2% in Japan.

Asia beats all

Development of net financial assets per capita by region, index (2007 = 100)
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s household debt
sustainable?

The global debt burden is continuing to grow, and many are eyeing it with increasing concern.
According to calculations by the Institute of International Finance (IIF), liabilities of states, (non-)
financial companies and private households reached a new record total of USD 247.2 trillion

or 318% of worldwide economic output in the first quarter of this year. In many (predominantly
advanced) economies, the household sector in particular restructured its asset balance sheet
immediately after the global economic and financial crisis. However, these efforts have subsided
in recent years and demand for credit has risen again, causing private debt ratios (household
liabilities as a percentage of GDP) in some economies to reach new records ten years after the

collapse of the financial markets.

How sustainable is the debt ratio in the household sector? In this analysis, we have used the
situation in the US shortly before the property bubble burst as a benchmark. In 2007, the ratio of
private household debt to GDP was around 100% and had increased by 20 percentage points
over the previous five years. We have compared these data with the current situation in industri-
alized countries. Where has the debt ratio risen similarly dramatically in the last five years and in

which economies is it currently above 100% (see chart)?

The debt situation of private households in industria-
lized countries

It becomes clear that most developed economies are outside the ,danger zone”, i.e. the debt
ratio is currently still less than 100% and the increase compared with 2012 is well below 20
percentage points. The ratio of debts to GDP has even declined in 14 countries over the last

five years. These include those countries that were hit hardest by the (debt) crisis (the US, Spain,
Portugal and Greece), which also rank among the economies that have made the most progress
in reducing their debts. However, Denmark and the Netherlands, whose ratios are currently still
132% and 113% respectively, have also had some success in bringing their debt ratios back down
towards the 100% mark.

There are five countries in particular where the debt dynamic in recent years appears problem-

atic, as high debt ratios of around the 100% threshold and above are combined with a sharp
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increase. These are South Korea (97.5%, +13.7 percentage points), Canada (104.3%, +9.0 percent-
age points), Switzerland (129.6%, +10.4 percentage points), Australia (131.2%, +15.6 percentage
points) and Norway (1079%, +20.1 percentage points). Of all industrialized countries, however,

only Norway matches the US benchmark from the subprime crisis.

The debt situation of private households in emerging
countries

We conducted a similar analysis of the private debt situation in emerging countries, although we
adjusted the benchmark to the situation there, i.e. the ,critical” thresholds are 50% for the debt

ratio and 10 percentage points for the increase in the debt ratio (see chart).

Five countries need watching
Debt ratios 2017 and their change compared with 2012
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Unlike in industrialized countries, a very clear regional pattern is apparent among emerging
economies. Here, it is only households in eastern European countries that not only have a debt
ratio of less than 50% but have also reduced the ratio of liabilities to GDP compared with 2012.
The exceptions are Poland, Serbia and Kazakhstan, where the debt ratio has risen slightly since
then by 1.2 percentage points, 2.2 percentage points and 0.9 percentage points respectively.

A debt ratio of less than 50% combined with a moderate increase in the ratio over the last five
years prevails in parts of Asia (India and Indonesia) and in Latin America. Yet once again, one
exception proves the rule here: Chile. Following a large increase of 10.2 percentage points in the

ratio of liabilities to GDP, the debt ratio is now 48% and is thus approaching the 50% mark.

Other than Chile, there are three Asian countries in particular where development of private
debt appears critical. These include Thailand and Malaysia on one hand, where debt ratios are
already coming close to the 100% threshold of industrialized countries at 79.1% and 84.4% re-

spectively; the increase over the last five years has at least been less than 10 percentage points.

China, Thailand and Malaysia stand out
Debt ratios 2017 and their change compared with 2012
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The other country is China, where the ratio is 49.1%. Although this still falls very slightly short of
the 50% mark, it has risen by 19.2 percentage points in the last five years. This may be partly
linked to the fact that China needed to catch up to some extent, as Chinese private households

only obtained access to bank loans in 2003.

In conclusion, private household debt is in our view still at a moderate level in most countries;
debt reduction and restraint in lending in recent years has had an impact. Along with the US, this
applies above all to Eastern Europe and the crisis-hit southern European countries. However, in
some economies — including both industrialized and emerging countries — developments seem
very worrying and close monitoring is required. This is likely to focus on Thailand and Norway in
particular, where debt ratios are well above the regional benchmark and have also risen signifi-

cantly in the last five years.

Economic Research
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In the last few years, public attention has fo-
cused less on growth in assets and debts than
on the distribution of wealth. In this perceived
increase in inequality, an important key has
been seen that can be used to explain the un-
settling triumph of populists around the world.
A growing number of malcontents are turn-
ing their backs on open markets and liberal
societies, disappointed that it is always ,oth-
er people” who benefit from globalization.
That is why we too have for years dedicated
a separate section to wealth distribution, with
the aim of providing a nuanced picture of dif-
ferent developments. This year we have also
developed a new indicator, which, based on
various parameters, is intended to provide a
more reliable picture of wealth distribution
in a country. Because we at least need to ask
some questions about the popular narrative

of ever-widening inequality.

When assessing inequality, it is vital to ask
whether it is the relationships between coun-
tries that are being examined, or the situation
within a country. As in previous years' reports,
we look at wealth distribution from both per-
spectives and have therefore divided our
analysis into two parts. Firstly, we will look at
the situation in a global context, and then we

will examine national wealth distribution.

Globalization has a
positive impact!

In order to analyze how wealth is distributed
at global level, we have divided all house-
holds/individuals into global wealth classes.
This classification is based on worldwide av-
erage 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 oth-
er 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 (for details on how the

asset thresholds are set, see Appendix A).

The last two decades of rapid globalization
have given rise to a new global wealth middle
class, which includes almost 1.1 billion people
in the countries 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,
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North America or Japan. Today, these coun-
tries account for only a quarter of the global
wealth middle class. In contrast, China’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.

More dynamic after the financial crisis
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The figures accompanying this success story
are impressive. Around 500 million Chinese
people have moved up to join the ranks of the
global wealth middle class since 2000, and
over 100 million more can now even consider
themselves part of the global wealth upper
class. That means that China accounts for
about 80% of movements between wealth
classes since the turn of the millennium. Chi-
na'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 mid-

dle class in the ,old” industrialized countries to

+ 350 million

2010

Inflow from LW
Inflow from HW
Outflow to L & HW
Ppulation growth
2017

Sources: National Central Banks and
Statistical Offices, UN Population Division,
UNU WIDER, World Bank, Allianz SE.
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grow as well, although 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 ,rele-
gated” from the high wealth class. This affects
primarily the US and Japan, but also Europe-

an countries such as Italy, France and Greece.

More Chinese

Wealth middle class by region, 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 up-
per class grew by almost 30% to around 560
million people, mainly owing to the ,revitali-
zation” of China, which more than offset the
,bloodletting” in the old industrialized coun-
tries. This also means that the upper class
overall is much more heterogeneous than
previously, when it was made up almost ex-
clusively of western Europeans, Americans
and Japanese. This group accounted for well
over 90% of the wealth upper class at the be-
ginning of the millennium, compared with only

two-thirds today.

Wealth upper class by region, in %
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Sources: National Central Banks and
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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
impressive at first glance. Without movements
between classes, however, the wealth lower
class would include an extra 510 million peo-
ple 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 number of people belonging to
the wealth lower class in relation to the pop-
ulation as a whole: their share has dropped
from 80% (2000) to 68% (2017).

Development of global wealth distribution
therefore underlines the positive effects of
globalization once again. This mass advance-
ment up to the global wealth middle class is a
success story. By global standards, more and
more people are able to share in worldwide

prosperity.

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

ondly, the emergence of a new global wealth

Economic Research

middle class cannot disguise the fact that the
concentration of wealth is still extremely high
from a global perspective. This becomes clear
if we break down the overall population of the
countries we have analyzed into population

deciles based on net financial assets.

This shows that the richest 10% worldwide to-
gether own 78.9% of total net financial assets,
while less than 1% is left for the lower half of
the population, about 2.5 billion people. The
latter figure must be interpreted with caution,
however, as those with the fewest assets also
include many people from the richest coun-
tries who are in debt; the ,poorest” global
population decile actually has negative net
financial assets, but high levels of debt can-
not 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 world-
wide, with up to 30% of the population there
having higher liabilities than financial assets.
However, these high debts are generally like-
ly 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.
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The trend is also moving in the right direction
with regard to the strong global concentra-
tion of wealth. In 2000, the concentration of
wealth (the share of the richest decile of the
population 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 increased their share of
the global wealth pie. The shares of the sixth,
seventh and eighth deciles — the upper middle

class — grew particularly strongly, with the fig-

More equity in distribution

Share of wealth deciles in total net financial assets, in %
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ures more than tripling. From this perspective,
it therefore 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.
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The calculation of global wealth deciles also
enables us to recreate the infamous ,elephant
chart” showing the global development of
incomes for financial assets. The original ,el-
ephant chart” maps income growth for each
global population percentile between 1988
and 2008. In line with the data available to
us, we limited ourselves to the period between
2000 and 2017 when showing asset growth

for each decile.

More growth in the middle

There are clear similarities to the original. As
with incomes, there was no improvement in
the situation of the lowest wealth decile during
these years. Even worse, net financial assets
here actually declined, with debts rising faster
than assets. The other wealth deciles, on the
other hand, all had positive growth rates, with
the highest growth in the sixth and seventh
deciles. As with incomes, it is therefore house-
holds in the upper middle part of the global
wealth distribution in particular — those joining
the middle class in emerging countries — that
have benefited the most from asset growth in

recent years.

CAGR’ of net financial assets per capita between 2000 and 2017, by wealth deciles

15

10

-10

* Durchschnittliche jahrliche Wachstumsrate.

Economic Research

Sources: National Central Banks and
Statistical Offices, UN Population Division,
UNU WIDER, World Bank, Allianz SE.



62

Yet the most striking difference compared to
the income situation can be seen at the top
end of the distribution pyramid. Growth slows
not only in the eighth and principally in the
ninth decile (as with incomes), but also in the
tenth, the decile with the highest net per capi-
ta financial assets. Asset growth is actually by
far the weakest in this group, with the excep-
tion of over-indebted households at the other
end of the distribution spectrum. The elephant
has no trunk. One factor that is certain to play
a part in this is that most of those in the rich-
est decile of the population — over 500 million
people - live in the ,old” industrialized coun-
tries, where asset growth has generally been

lower in the last few years.

Another parameter that can be used to meas-
ure the distribution of wealth is the median fig-
ure and/or a comparison between the median
and the average. The further away the latter is
from the median, the greater the inequality in
distribution. Once again, a look at the global
figures is sobering. Median net per capita fi-
nancial assets of EUR 2,810 stand in contrast
to an average figure of EUR 25,320. As with
the concentration of wealth, however, what is

crucial when it comes to median assets is their

development — and that is unequivocally posi-
tive. As recently as 2000, the median figure for
net financial assets was EUR 340. Median as-
sets have grown at an average rate of 13.3%
per year since then, considerably faster than

average assets (+5.1%).

In conclusion, the distribution of financial as-
sets remains extremely unequal at global lev-
el. However, the situation is changing for the
better. The middle is becoming broader and
richer, which means that globalization is hav-

ing a positive impact.

Is globalization having a
negative impact?

Although this division into global wealth class-
es is very useful when it comes to analyzing
how global weightings are shifting, it is likely
to remain rather abstract for most of the peo-
ple concerned. This is because the benchmark
for most households is not the global average,
but rather their national average — people are
interested first and foremost in how much their

neighbor has.
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However, the relationship between median
and average assets is also a good measure
of the distribution of wealth in a national con-
text. Even a direct comparison between medi-
an and average net per capita financial assets
is very revealing. If we drew up our rankings of
the world'’s richest countries based on median
values, they would look different. Three coun-
tries 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

The alternative ranking

South Africa (each -7 places), Latvia and the
UK (each -4 places) and Malaysia and Ger-
many (each -3 places) - the latter would thus
also drop out of the Top 20. Median assets are
significantly lower than average assets in all
of these countries in an international compar-
ison, an indication of relatively unequal distri-
bution 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 plac-
es) and Canada, Irelond and Romania (each
+4 places). The difference between the two

measurements of assets is fairly small in these

Median and average net financial assets per capita 2017, in EUR
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countries, showing that wealth distribution is
more equal. However, this list of the 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 distribu-
tion, either geographically or in terms of level

of development.

The alternative rankings naturally only pro-
vide a snapshot of the current situation. The
long-term development of wealth distribu-
tion is certainly more interesting. To work this
out, we have compared annual growth rates
(2000-2017) in median and average net fi-
nancial assets. Where have median assets
grown faster, indicating an increase in pros-
perity, particularly in the middle of society?
And where have average assets 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 coun-
tries (30 in total) in which distribution, based
on development of median assets, has im-
proved since the turn of the millennium. It is
also clear that the top places are dominated
by Latin American countries. Although assets

are still very unequally distributed in many of

these countries, improvements 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 distribution seems to have be-
come more balanced since the turn of the mil-

lennium.

At the other end of the spectrum are the ,usu-
al suspects”, particularly the US. Nowhere else
has development of median and average as-
sets diverged more sharply, and nowhere else
is the absolute gap between these two figures
wider. While the average net financial assets
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.

Indonesioa and South Africa, another two
countries with a reputation for distorted
wealth distribution, also have a very high neg-
ative growth differential. Furthermore, a com-
parison of growth shows that wealth distribu-
tion has tended to worsen in many European
countries 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 coun-
tries such as Australia and Japan. The per-
ception that the ,old” industrialized nations in
particular have been suffering in recent dec-

ades from a growing gulf between rich and
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poor therefore corresponds to reality in many
cases. It's therefore not surprising that globali-
zation is viewed much more critically in these
countries than in emerging economies, which
have benefited on the whole from the increas-
ing international division of labor, including
with regard to the distribution of wealth within

countries.

What influence has the financial crisis had on
this development? It is theoretically conceiv-
able that the loss of assets in the first phase
of the crisis made things more equal, with the

crisis acting as a kind of leveler. However, this

In different directions

is then likely to have been outweighed by oth-
er effects in the later post-crisis phase, par-
ticularly ultra-loose monetary policy, which
has accelerated the rise in asset prices. Once
again, we have compared growth in median
and average assets to provide an initial re-
sponse to these questions. We have also con-
trasted long-term development (since 2000)

with development since 2010.

Growth difference between average and median net financial assets, in percentage points, CAGR* 2000 to 2017
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The financial crisis has obviously not had any
uniform effect. In most countries it has had
barely any influence on the direction of de-
velopment, although it has probably affected
the speed of change. This includes the US, for
example, where the shift towards greater ine-
quality has probably slowed somewhat since
the financial crisis, but also Greece and Spain,

where the opposite is true.

Different effects of the financial crisis

There are also some countries in which the
direction of development has changed since
2010, such as Switzerland, Italy, Germany and
in particular Ireland, where median assets
have since grown (slightly) faster than aver-
age assets again. With the exception of Italy,
this is likely to be due above all to positive eco-
nomic development, such as Germany'’s ,jobs
miracle”. In Italy, on the other hand, the halv-
ing of the large bond portfolio of households
has played a major role; this is a direct conse-
quence of the zero interest rate policy, which is
likely to have impacted richer households first

and foremost.

Growth difference between average and median net financial assets in percentage points
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Finally, there are also countries where wealth
distribution has deteriorated (slightly) only
since the financial crisis. These are predom-
inantly the Scandinavian countries (where
household debts are high), although they
also include China and Turkey. In the last two
countries this may also be linked to a shift in
the drivers of asset growth. While the first few
years were dominated by asset accumulo-
tion through savings, gains in value have also
played a bigger role more recently, i.e. access
to higher-yield investments — which is gener-
ally likely to be easier for households that are

already wealthier.

An analysis of development since the finan-
cial crisis shows that there is by no means a
monocausal connection. Even in countries
with such similar overall conditions as the
eurozone countries, the impact varies widely,
as there are different overlapping effects. It
would therefore be inadequate to regard the
financial crisis in particular as a cause of grow-
ing wealth inequality in the ,old” industrialized
countries. Long-term factors are likely to play

a larger part.

Economic Research
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A new indicator

As well as analyzing median and average
assets, there are naturally many other indica-
tors that can be used to measure the extent
of equality or inequality in wealth distribution.
These include the Gini coefficient, for example,
which serves as a comprehensive indicator.
However, as the Gini coefficient is an overall
indicator that measures changes in all wealth
deciles simultaneously, the shifts from one
year to the next are only slight.* We therefore
decided to introduce a new indicator, the Al-
lianz Wealth Equity Indicator (AWEI), which
takes into account various other parameters
relating to wealth distribution and its develop-
ment over time. See the box below for infor-

mation on how the AWEI is calculated.

4 The latest Gini coefficient for all countries can be found in the appendix.
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Calculation of the Allianz Wealth Equity Indicator
(AWEI)

The AWEl is based on five different parameters for wealth distribution:

. The share of the national wealth middle class in total net financial assets —

a measure of the middle’s participation in national prosperity; weighting: 20%

. The share of the richest decile of the population in total net financial assets and the
change since 2000 — a measure of the concentration of wealth at the top; weighting:
15% (share) and 5% (change)

. The share of the lower half of the population in total net financial assets and the
change since 2000 — a measure of the so-called ,trickle-down” effect; weighting: 15%
(share) and 5% (change)

. Median net financial assets as a percentage of average assets and the
change since 2000 — a measure of the degree of distortion in wealth distribution;
weighting: 20% (share) and 10% (change)

. Growth in net per capita financial assets since 2000 —

a measure of the general increase in prosperity; weighting: 10%

The AWEI thus takes into account both structural features of wealth distribution and changes in
these, with a lower weighting being given to the latter. The primary aim of the new indicator is to
obtain as comprehensive a picture as possible of the current situation. However, changes play

a partinsofar as they influence perceptions: for example, wealth concentration of 60% will be

interpreted differently depending on whether the figure was previously 70% or 50%.
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The original values for the parameters are transferred to a scale of 1 to 7, in which 1 represents
the best figure. The distribution of individual figures is based on a normal distribution, i.e. the
parameter values are assessed not on the basis of normative guidelines — e.g. a wealth concen-
tration of only 40% is very good — but instead based on the relative distribution of parameters’
values. In view of the difficulties involved in drawing up standardized normative criteria for such
culturally different societies as those that we are dealing with in this analysis, the adoption of
such a relative perspective seems to make sense. However, that also means that the country with
the best indicator value may not necessarily be a country in which wealth is perfectly distributed.
Itis simply the country in which distribution is least distorted among the countries analyzed here
—no more and no less. The overall indicator AWEL is the weighted sum of the individual parame-

ter values, and can range from 1 (very good) to 7 (very poor).

Economic Research
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The AWEI underlines the findings of previous
analyses. The US has a significant distribution
problem; the same can be said for South Afri-
ca, Indonesia and the UK. If we include Ireland
as well, we get the picture we would expect: it
is English-speaking societies in particular, with
their strong emphasis on the market mecha-
nism as opposed to corrective intervention by
the government, where wealth distribution is
highly concentrated by international stand-
ards. Many South American countries also
belong to this group, as they have a legacy of
plutocratic structures that have been in place
for hundreds of years, which are continuing to
have an effect despite positive development

in recent decades.

Somewhat surprisingly, however, Denmark,
Sweden and Germany also rank among the
countries where wealth distribution is strong-
ly distorted, although development here has
been moving in the ,right” direction, at least in
the last few years. Moreover, these three coun-
tries are relatively ,egalitarian” societies in
terms of the income situation, where the state
strives to ensure a better balance through
extensive redistribution. While this may work
reasonably well with incomes, it is not the case
with assets. In Sweden and Denmark, this is
primarily due to high debt levels among large
parts of the population. In Germany, relative-
ly high levels of inequality in wealth distribu-
tion are likely to be a result in particular of
the country’s delayed reunification and the
general shortage of capital-funded pension

schemes.

Along with some eastern European countries,
those countries where wealth distribution is
relatively balanced include many western
European countries, particularly euro crisis
countries such as Spain, Italy and Greece. As
regards the eastern European countries, their
late start to building up private assets is like-
ly to have played a crucial role in their good
performance. The case of the three euro crisis
countries is certainly more interesting. Wealth
distribution here has tended to worsen over

the last two decades and has deteriorated
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very significantly in Spain and above all in
Greece since the financial crisis. However,
these countries still have a solid base to fall
back on. Often this is not mentioned in discus-
sions: even if the last few years of crisis and
austerity may have led to greater inequality,
the situation in these countries with regard to
asset distribution is nowhere near as bad as in
northern Europe, for example, not to mention
the US. The traditionally very wide distribution
of assets in these countries — not least when it
comes to real estate assets — has not changed

dramatically to date.

A little surprisingly, it is Belgium — and not the
Netherlands, which has strong capital-funded
pension provisions across the board — that is
the country with the most balanced wealth
distribution in Western Europe. An indicator
cannot lie in this regard: Belgium achieves
good to very good scores in all areas. We can
only speculate here about the reasons for this,
although the fact that Brussels is the capital of
Europe — and thus a magnet for well-paid jobs

—is certain to have had an influence.

Economic Research

In conclusion, the new indicator AWEI will help
to provide a nuanced picture of distribution. It
will not make analysis much easier, however,
particularly if we also take into account deep-
er causes and political consequences. With
the exception of the US, the usual explanatory
models — globalization is leading to increased
inequality in individual countries, and the rise
of populist parties is the inevitable conse-
guence — are proving inadequate. Actual de-

velopment is far more complex.
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The impact of monetary
oolicy on distribution

Monetary policy has an impact on distribution. Extreme monetary policy has an extreme impact
on distribution. That's the lesson of the last nine years in the eurozone, in which the ECB has con-
tinually loosened monetary policy, to the point of introducing negative interest rates and bond
purchase programs running into trillions of euros. Changes in net interest income in individual

economic sectors in various eurozone countries clearly highlight this.

Winners and losers

Cumulative changes in net interest income of private households between 2008 and 2017 as % of GDP*
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5 Financial Intermediation Services, Indirectly Measured; for details of the methodology — as well as the definition of
interest used — and a comparison with other calculations (e.g. by the ECB), see Brandmeir and Holzhausen (2018).
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Net interest income is the difference between interest income (e.g. on bank deposits) and interest
expenses (e.g. for loans). In our analysis we use interest payments before FISIM® and take into
account changes in both interest rates and volumes, as the sometimes large changes in volumes
—e.g. due to the sale of bonds or additions to bank deposits — should be regarded as a conscious
reaction to low interest rates. We have also dispensed with calculating opportunity costs or gains
by comparing actual development with a hypothetical ,normal” trend (counterfactual perspec-
tive). Instead, our analysis concentrates on the actual development of net interest income over

the last few years.
The changes in households’ net interest income are in some cases dramatic. This is particularly
evident if we look at the cumulative annual changes compared with the base year of 2008, when

the easing of monetary policy began (see chart). The differences range from +17% to -12% of the

respective gross domestic product.

Not just the usual suspects

Cumulative changes in net interest income between 2008 and 2017 as % of GDP*
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The major losers include households in Italy, Belgium, Austria and Germany. It might come as

a surprise that Italy features on this list. This is due not least to a drastic reduction in the bond
portfolio from around EUR 800 billion (end of 2008) to EUR 290 billion (end of 2017), which led

to a dramatic decline in interest income. Austrian and German households also particularly
suffered as a result of a slump in interest income, which fell by about four-fifths in both countries
during the period under review — even though the associated assets grew by around one quarter.
Finally, in the case of Belgium it was primarily a (slight) rise in interest expenses on debts that was
responsible for the decline in net interest income. This development against the trend is attributa-

ble to rising debt and a very slow reduction in interest rates on loans.

The main interest rate winners, on the other hand, include households in Portugal, Spain and Fin-
land. In the two ,southern countries”, changes in volumes have boosted interest rate movements.
A sharp rise in deposits has curbed the decline in interest income, while a reduction in borrowing
has accelerated the fall in interest expenses. In Portugal, this combination of rising assets and
falling liabilities actually caused negative net interest income to become positive. Meanwhile,
Finland benefited in particular from a sharp drop in loan interest, with debts at a high level and

increasing further.

However, interest rate gains and losses of households do not tell the full story of low interest
rates. Net interest income of other sectors — companies, financial service providers and states —

has also changed significantly in recent years (see chart).
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Some common features are apparent here. (Non-financial) companies, to varying degrees,
generally belong to the interest rate winners. That's not very surprising, as interest income does
not play a major role in their balance sheets, while interest expenses do, and the latter have
been substantially reduced in recent years thanks to falling interest on debt (and restraint in bor-
rowing). Financial companies, especially banks, rank among the interest rate losers, with a few

exceptions. In particular, they have been negatively affected by a decline in interest margins.

No coherent pattern can be identified for the ,state” sector. Net interest income has deteriorat-
ed in the ,southern countries” (and in Finland), as rapidly rising debt has more than offset the
decline in interest rates. The reverse is true in the ,northern countries” (and in Italy): falling interest
rates have led to a reduction in interest expenses, as debts have increased only moderately on

the whole.

All of this provides a differentiated picture of the overall economy. The main countries that have
benefited from low interest rates include Spain and Portugal, for example, where a deterioration
in net interest income of the state and banks was substantially overcompensated by improve-
ments at companies and households. However, the overall balance was also positive in the
Netherlands (thanks to strong banks), Italy (savings at companies in particular) and Germany.

In Germany, the state has gained a lot from low interest rates, as have companies. On the other
hand, the French and Finnish economies have experienced negative development. In both cases,

drops in the net interest income of banks in particular influenced the overall result.

In conclusion, ongoing low interest rates and the changes in behavior they have triggered have a
serious impact on income in almost all sectors and eurozone countries. After nine years of ,one-

way monetary policy”, the effects on distribution policy can no longer be argued away.

Economic Research
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A gold-rush mood prevailed on the Latin
American subcontinent, which is rich in nat-
ural resources, during the first decade of the
new millennium. High world market prices for
crude oil, copper and other raw materials led
to rising export revenue and capital inflows in
the region. China’s increasing importance and
its rapidly growing demand for raw materials
pushed up prices, indirectly fueling the boom
in Latin America. Increasing economic output
and generous social welfare programs also
led to growth in disposable incomes, giving
households more scope for saving. Private fi-
nancial assets almost quadrupled during this
period, with an average growth rate of around
14% per year, and the region’s share in global
assets climbed from 0.7% to 1.7%.

However, with the great financial crisis, the
picture changed considerably: Slackening
growth momentum in China and falling pric-
es on the commodities markets have plunged
the region into a deep crisis. More recently, the
US central bank’s decision to begin phasing
out its unconventional monetary policy re-
sulted in substantial corrections on the capital
markets and caused currencies to depreciate
in emerging countries. Within a short space
of time, the former growth star mutated into
the region with the weakest economic growth.
Total economic growth in the countries we
analyzed (Argentina, Brazil, Chile, Colombig,

Mexico and Peru) has declined from just un-

der 7% in 2010 to -0.7% in 2016. Consumers
have tightened their belts, causing the annual
growth rate in consumer spending to contract
from 5.6% to 1% in the same period. At the
same time, growth in private financial assets
has slowed to an average of about 11% per
year. In the context of rising inflation, average
asset growth fell in real terms from 8.6% (from
2001 to 2010) to 4.8% (from 2011 to 2016).

Latin America recovered again slightly in eco-
nomic terms last year. The region’s gross do-
mestic product grew by 1.6%, not least thanks
to the stabilization of commodities prices.
Private consumption also picked up notice-
ably over the course of the year, growing by
2.3% following a meager rise of 1.0% in 2016.
Growth in private savings also accelerated
slightly from just under 11% (2016) to 12% in
the last year. Total assets of Latin American
households increased to around EUR 3.7 tril-
lion as a result. Securities holdings recorded
the most dynamic growth, rising by an esti-
mated 13.6% to over EUR 1.7 trillion. The re-
gion’s stock markets have been rising again
for the last two years. The MSCI Emerging
Markets Latin America gained a further 20.8%
in 2017, having climbed almost 28% in the pre-

vious year.
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With the exception of Mexico (+8.1%), the
benchmark indices in all of the countries we
analyzed achieved double-digit growth rates.
The biggest gains were recorded in Argentina
(+77.7%) and Chile (+34.0%). At the end of last
year, the stock exchange barometers in Brazil
(+10.2%) and Chile (+129%) each surpassed
their respective record levels from 2010. In
contrast, the leading indices in Colombia
(-25.9%) and Peru (-4.0%) were still down.

Things are looking up again

Development of private consumption and
GDP in Latin America
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Different asset structures
in individual countries

Brazil is slowly battling its way out of its deep-
est recession for 100 years. Having contract-
ed by 3.6% in 2015 and a further 3.5% in 2016,
gross domestic product grew by 1% last year.
With its commodities-heavy export economy,
Brazil was hit particularly hard by plummeting
prices for iron, crude oil and other raw ma-
terials. The unemployment rate, which was
still 6.5% in the last quarter of 2014, peaked

Development of the national benchmark
indices (Index: 02.01.17 = 100)
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at 13.7% in the first quarter of 2017. House-
holds were forced to tighten their belts in this
context, causing consumer spending to fall
by 3.2% in 2015 and 4.3% in 2016. The weak
economy at least led to a reduction in the in-
flation rate, which in December 2015 stood at
11.3%, its highest level since 2003; the annual
average came to 9.4% for 2016 and dropped
to just 3.0% last year. There was a slight revival
on the labor market, which resulted in a drop
of almost two percentage points in the un-
employment rate by the end of 2017. Private
consumption also grew again for the first time
in two years, rising by 1% over the course of
the year. Brazil's leading index gained almost
27% and in September last year surpassed the
record set in May 2008 for the first time. Pri-
vate households, which hold around half their
assets in the form of shares, funds and other
equity interests, have also benefited from
strong growth on the stock markets. Securities
holdings grew strongly by an estimated 19%,
while receivables from insurance companies
and pension funds also enjoyed double-digit
growth in the stock markets’ wake. Even bank
deposits were up by 7.5%, following paltry
growth of 2.1% in the previous year. Brazilians’
total savings rose by about 13% to over EUR
1.9 trillion, representing about half of all as-

sets in the region.

However, the recovery is a delicate plant that
is already at risk of dying. Following a sharp
rise in diesel prices, truck drivers went on strike
in May this year, bringing the country to a
standstill for almost two weeks. Leading indi-
cators, such as the Business Confidence Index,
have deteriorated noticeably since the begin-
ning of the year. In addition, structural reforms
that are urgently needed — one of which is the
pension reform that has been delayed again
— are unlikely to be implemented before the
presidential elections in October. In any case,
the political system has been shaken up by
countless corruption scandals and is more
preoccupied with itself than with putting for-
ward concrete proposals for solutions to the

country’s problems.

Mexico, the second-largest economy in the
region, accounted for just under a quarter of
private financial assets in Latin America at the
end of 2017. Mexican households are actually
investing 60% of their savings in securities and
other equity, holdings of which are estimat-
ed to have grown by 6.7% last year. However,
there has been a shift in the portfolio towards
secure investments such as bank deposits and
insurance policies and pensions in the last few
years. Before the outbreak of the global finan-
cial crisis, securities accounted for about 73%
of the portfolio. Insurance policies and pen-
sions achieved the strongest growth among
the various asset classes in 2017, increasing by
almost 13%. Bank deposits also proved popu-
lar, with growth of around 11%. Total assets of
Mexican households rose by almost 9% year-

on-year.
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Households in Argentina, Chile, Colombia and
Peru shared the remaining quarter of the re-
gion’s financial assets and accounted for just
under 30% of the population of the countries
we analyzed. Asset growth in these countries
in 2017 ranged from 7.3% in Chile to about 40%
in Argentina. The re-election of Mauricio Mac-
ri as the Argentinion president last October
confirmed that he is pursuing the right course.
Economic reforms, which had proved painful
for a large part of the population, began to

have noticeably positive effects from mid-

Asset structure by countries

Asset classes in % of gross financial assets, 2017
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2017. Real GDP grew by 2.9%, following a drop
of 1.8% in the previous year. Private consumer
spending also rose again significantly by 3.6%,
having declined by 1% in 2016. The economic
upturn was reflected not least in the country’s
stock market, with the Argentinian leading in-
dex gaining almost 78% over the year. How-
ever, a major problem is that inflation remains
high. Macri hopes to reduce it to 10% in 2019,
an ambitious target given that the average in-
flation rate last year was around 25%. Inflation
is eroding incomes and private savings. Many

households are seeking refuge in safe foreign

Share of regional financial assets by country, 2017 in %
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currencies in a bid to preserve the value of
their assets. Bank deposits and cash are esti-
mated to represent four-fifths of the portfolio.
In contrast, private retirement provisions in the
form of life insurance policies or pension funds
barely exist any more, after private pension
funds were nationalized in 2008. The share of
this asset class in private financial assets has
since declined from around 11% to an estimat-

ed level of just under 3%.

In contrast, insurance policies and pensions
predominate in Chile and Colombia, repre-
senting 54% and 56% respectively of house-
hold asset portfolios. The Chilean pension
insurance system, which was changed from a
contribution-based system to a private, capi-
tal-funded system in 1980 under the Pinochet
regime, has served as a template for many
countries worldwide. Receivables of house-
holds from insurance companies and pension
funds rose by almost 11% in Chile and around

18% in Colombia last year.

Debts are highest in Chile

However, the ,golden decade” did notjust lead
to a rise in private household assets, but also
in debts, which grew at the same pace as sav-
ings during this period, on average at about
14% per year. While asset growth began to
slow noticeably from 2011 onwards, however,
debt growth accelerated again, reaching an
average of around 19% from 2011 to 2013. It
was not until 2014 that credit growth suddenly
slackened to 1.9%, mainly owing to develop-
ments in Brazil, where borrowing actually fell
by 2.4%. The regional debt burden has since
risen faster again, at an average rate of just
under 10% per year. Last year’s growth came
to over 8%. Overall, household debts in Latin
America are estimated to have totaled EUR
1.1 trillion at the end of 2017. The region’s
share of the global debt burden has increased
from 1.2% to 2.6% over the last decade.

As its liabilities grew faster during this period
than its nominal economic output (average
growth of +9.3% per year), the debt ratio, i.e.
the ratio of debts to GDP, increased from 22.5%
in 2007 to 28.8% last year. On the whole, how-
ever, the region is still at an uncritical level for
emerging markets; the average ratio of debts

to economic output in emerging countries was
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around 37% at the end of 2017. Nevertheless,
the differences between individual countries
are considerable. While the ratio in Argentina
was only around 8%, Chile led the field with a
ratio of 48%, well ahead of Brazil (about 38%).
Chilean households also topped the region-
al rankings in per capita terms, with average
debt of EUR 6,250. The lowest per capita debt
was in Argentino, at an estimated EUR 840.
The regional average was EUR 2,180 per cap-
ita, putting Latin America slightly above aver-

age for emerging markets (EUR 1,970).

Chile with the highest debt ratio
Debt development since 2007
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A growing wealth mid-
dle class - but inequality
remains a problem

Net per capita financial assets, i.e. all savings
minus debt, came to a regional average of
EUR 5,540 last year. Chile is the only country
in Latin America in which average per cap-
ita household assets surpassed the middle
wealth country (MWC) threshold of EUR 7,600.
With average assets of EUR 17,200 per capita,

Debt ratio by country 2017, in %
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Latin America
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Sources: National Central Banks and
Statistical Offices, Thomson Reuters
Eikon, Allianz SE.
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Chilean households were only one place be-
hind Portugal and 25th in the global rankings.
For Brazilian households, which had average
per capita assets of EUR 6,290 at the end of
2017, the transition to the ranks of the MWCs
is within reach. If net per capita financial as-
sets continue to increase on average at the
annual growth rate for the last decade (about
15%), Brazil will exceed the current threshold
by the end of next year. In view of the coun-
try’s current economic weakness, however,
this is a very optimistic assumption. Based on
the same assumptions, Mexico would not be
likely to become an MWC until 2023. However,
the threshold will have risen further by then, in
line with global asset development. These two
countries came 39th and 41st in an interna-
tional comparison and, together with the rest
of the countries in Latin America, they were in

the bottom quarter of the country rankings.

The proportion of the region’s population that
belongs to the ,middle wealth category” in a
global comparison (net per capita financial
assets of between EUR 7,600 and EUR 45,600)
was just under 18% at the end of 2017. That
means that almost 86 million Latin Americans
belong to the global wealth middle class,
compared with an estimated total of about
29 million at the start of the millennium. Just
under 2 million people had high net financial

assets (more than EUR 45,600 per capita) by

global standards, although these individuals
accounted for only a fraction of the overall
population (0.4%) in 2017. Nearly 82% of the
population, and thus the majority, still belongs
to the lower wealth class. This means that al-
most 395 million Latin Americans had aver-
age assets of less than EUR 7,600. It is also im-
portant to remember, however, that currency
losses make it more difficult for these countries
to exceed the threshold values, which are cal-

culated in euros.

One of the biggest challenges facing Latin
America remains the quest to achieve a better
distribution of income and wealth within soci-
eties. Both in a global comparison and meas-
ured against emerging economies as a whole,
incomes and wealth in Latin America are
much more highly concentrated. The richest
20% in the region receive around 52% of total
income on average and hold almost 77% of
total assets. This is compared with ratios of ap-
proximately 46% and around 72% respectively
in emerging markets as a whole and average
figures of about 42% and 70% respectively in a

global comparison.

Despite persistent inequality in incomes and
assets, significant progress has been made in
the fight against poverty since the early years
of the new millennium. The proportion of the
population living below the national poverty

line has fallen to less than half of its previous
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levels in Brazil and Peru, for example, drop-
ping to 8.7% (2015) and 20.7% (2016) respec-
tively. In Colombiag, too, the proportion of the
population living in poverty has been slashed
from almost 50% to 28% in 2016. As econom-
ic growth has cooled, however, many people
have been at increased risk of falling back
into poverty. This has been the case in Brazil
and Argentina in particular, where gross do-
mestic product has actually fallen. According
to a study by the United Nations Development
Programme (UNDP) from 20174, these are the
only countries in the region of Latin America
and the Caribbean where the poverty rate in-

creased again between 2013 and 2015.

Enormous gap between rich and poor

Net financial assets and liabilities per capita 2017,
in EUR
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6 United Nations Development Programme (2017): Applying PovRisk tool to 15 countries in Latin America. Regional
Human Development Report for Latin America and the Caribbean: Update policy note.
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Private households in North America held
a total of EUR 72.3 trillion, or 43%, of global
financial assets at the end of 2017. Follow-
ing robust growth of nearly 6% in 2016, asset
growth accelerated further last year to 8.3%.
Asset growth in the US (+8.5%) was thus not
only higher than in Canada (+6.5%), but also
well above the average for the industrialized
countriesasawhole (+6.5%). In absolute terms,

savings were up by about EUR 5.3 trillion in to-

Growth of financial assets increased again

Development of financial assets and liabilities in
North America
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tal or an average of just under EUR 16,300 per
capita in the US, while in Canada they grew by
EUR 285 billion or nearly EUR 7,800 per capi-
ta. Only about 17% (US) and 8% (Canada) of
this growth came from fresh funds; the bulk
of growth was due to changes in the value of
the portfolio, whose share in growth has thus
risen noticeably compared with the average
for the last decade (60% in the US and 85% in
Canada). All three of the major asset classes
made a positive contribution to growth, with
securities holdings — as in the previous year —
achieving the most dynamic growth (+11.6% in
the US and +9.1% in Canadai).

Growth by asset classes, 2017/2016 in %
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The unexpectedly strong and broad upturn in
the global economy led to new highs on many
stock markets during the course of the year. US
indices reached new all-time highs right at the
start of the year, with the Dow Jones surpass-
ing the 20,000-points mark for the first time in
January and gaining 4.6% in the first quarter,
while the broader-based S&P 500 was up 5.5%
by the end of March. US households benefited
from value gains of around EUR 960 billion or
an average of EUR 2,960 per capita during
this short period. Stock markets continued this
dynamic performance throughout the rest
of the year, with the result that by the end of
December the S&P 500 was up 19.4% and the

Happy times for investors
Important stock indices, indexed (02.01.2017 = 100)
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Dow Jones was up 25.1% year on year. Secu-
rities holdings of US citizens recorded steady
and robust growth over the course of the year,
climbing by a total of 11.6% to almost EUR
36.5 billion, the biggest increase since 2013
(+19.6%). Canada’s benchmark index stood at
around 16,200 points at the end of the year,
up 6% compared with 2016. As in the US, secu-
rities holdings there achieved positive growth
rates across all quarters. Overall, there was an
increase of 9.1% to just under EUR 1.9 trillion.

Increase of securities, g/q in %
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US: A reversal
in investment?

US households have traditionally had a much
larger risk appetite than their neighbors in
Canada, with almost 54% of their asset port-
folios invested in securities. ,Only” about 40%
of financial assets in Canada were held in the
form of shares, investment funds or other eqg-
uity interests at the end of 2017. However, Ca-
nadian households were at least on a par with
the industrialized countries’ average. In net
terms, Canadians have disposed of securities
every year since 1999 (around EUR 450 billion
in total). In 2017, the net value of securities sold
came to almost EUR 17 billion or EUR 460 per
capita. The portfolio nevertheless grew from
EUR 589 billion to almost EUR 1.9 trillion in this
period, thanks to strong value gains totaling
around EUR 1.7 trillion. In contrast, US citizens
purchased large volumes last year, with the
bulk of savings flowing into this asset class.
At EUR 331 billion, households there invested
roughly as much as in 2008 (EUR 355 billion).
In addition, there were ample value gains of
almost EUR 3.5 trillion or EUR 10,700 per cap-
ita, more than three times the average for
the last decade of EUR 1.1 trillion. Despite a
further significant increase in inflows of funds,
around 90% of growth in this asset class last

year thus came from gains in value.

US households seem to be gradually moving
away from their ,wait-and-see attitude” of the
last few years and investing their assets for the
long term again, rather than parking them in
the short term. Inflows of funds into bank de-
posits fell from an average of about EUR 446
billion in the period from 2011 to 2016 to EUR
242 billion in 2017; their share in total inflows
of funds therefore slipped from an average of
44% to 26%. Likewise, growth in the portfolio
slowed from 6.4%in 2016 to 2.5% in 2017. Bank
deposits play only a very minor role in the US
with regard to the portfolio structure, account-
ing for 12.9% of the total portfolio.

In Canada, however, bank deposits still play
an important part in savings, partly because
households there continue to turn their backs
on the stock markets. More than half of fresh
savings are going into bank deposits, a share
that has barely changed in the last decade.
The share of bank deposits in total financial
assets is nevertheless still relatively low in Can-
ada, at 20.3%.



The second most popular type of investment
in North America, insurance policies and pen-
sions, recorded robust growth of 6.4%. How-
ever, inflows of funds have tended to decline
in recent years. In 2017, they fell by 15% to a
total of EUR 347 billion or EUR 960 per capita,
having been about 60% higher in the record
year of 2010. This no doubt also reflects de-
mographic shifts, with more and more baby
boomers leaving the labor market. Savers
nevertheless benefited from indirect partici-

pation in the capital market, particularly with

USA: Change in savings behavior?

Net acquisitions of financial assets by asset classes, per capita in EUR
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regard to their pension entitlements. Value
gains per capita came to an average of EUR
1,710 in Canada and EUR 2,880 in the US in
2017, i.e. around three-quarters (US) and two-
thirds (Canada) of growth in this asset class
was due to changes in the value of the portfo-
lio. Despite a year-on-year decline in inflows of
funds, growth in both countries has therefore
accelerated, rising from 2.7% to 5.6% in Cana-
da and from 4.3% to 6.5% in the US. Insurance
and pension assets are a key component of
household savings in both countries, account-
ing for around 30% of the total asset portfolio
inthe US at the end of 2017 and almost 37% of

the Canadian portfolio.
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Americans correct the
debt excesses of the
past...

The years before the crisis erupted were char-
acterized by what was, at times, double-digit
growth in the US personal debt burden, push-
ing the ratio of liabilities to disposable incomes
up from nearly 100% in 2000 to a historic high
of 138% seven years later. In 2008, households
started to borrow less in an attempt to tidy
up their asset balance sheets. In the period
leading up to 2011 they reduced their liabili-
ties, shaving about 21 percentage points off
the debt ratio in the space of these four years
alone, which was whittled down to 117.1% of
disposable income. Although debt growth
has moved back into positive territory since
2012, until 2015 it remained below the level of
growth in disposable incomes (+3.8% per year
on average) at an average of 1.1% per year,
thanks to the improved situation on the labor
market. This means that the ratio of liabilities
to disposable incomes has fallen by a further
12 percentage points to 105.4%. Over the past
two years, however, debt growth has picked
up again, so the debt ratio has remained
roughly stable. Debt growth in 2017 ultimately
came to 3.7%, the highest rate since the out-

break of the crisis.

Growth was recorded across all categories of
credit, including home and car loans as well
as student loans and credit card debt. Home
loans, which accounted for the largest share
of about two-thirds of private debt, grew by
EUR 116 billion in the last quarter of 2017, the
biggest increase for nine quarters. Despite
this, mortgage debt at the end of 2017 was
still 4.4% below its record level to date, while
total outstanding debt across all categories
had by 2016 already exceeded the historic
high reached in the third quarter of 2008. Stu-
dent loans grew at the highest rates, with the
average volume of outstanding credit increas-
ing by almost 9% per year to EUR 1.1 trillion.
Their share in total debt more than doubled
over this period to 10.5%.

In per capita terms, liabilities increased last
year to an average of EUR 39,860, putting
them at about the same level as in 2008. A
combination of historically low interest rates
and a moderate increase in both employment
and incomes has so far made it easier for many
households to pay back their debt. The debt
service ratio, i.e. the ratio of capital and inter-
est repayments to disposable income, has fall-
en to a historic low in recent years and in 2017
remained stable at the previous year’s level of
10.3%,; the all-time high over the past 30 years
(13.2%) was reached at the end of 2007. The
delinquency rate is also on the way down and
fellto 4.7% in the last quarter of 2017, less than
half the peak of 11.9% that it reached at the

end of 2009. That means that it is once again



well below its pre-crisis level of 6.7%, reached
at the end of 2007. The ratio for student loans
also fell slightly last year, although it was still
relatively high (11.0% in the final quarter). Allin
all, however, the household sector has correct-
ed the excessive debt behavior it displayed in
the boom years and pushed its liabilities back

down to the historical average.

... While debts in Canada
are reaching dangerous
levels

The debt situation in Canada is much more
precarious than in the US. In relation to dis-
posable incomes, the debt ratio has been
constantly on the rise, climbing from 107.4% in
2000 to 172.2% last year — putting it about 67
percentage points ahead of the US level. Per
capita debt is climbing to new record highs
year in, year out, and came to an average of
EUR 40,070 at the end of 2017. The outbreak

of the financial crisis at least caused a slow-

Economic Research

down in the rate of growth: while the average
annual growth rate in the years preceding the
crisis was over 9%, it has since dropped to just
under 6% on average. The era of cheap money
is also drawing to a close in Canada. Against
the backdrop of an interest rate rise in July
2017 — the first for almost seven years — and
another rise in September of a total of 50 basis
points to 1%, debt growth slowed again slight-
ly from +5.3% in the previous year to +4.8%.
Liabilities nevertheless still grew faster than in
the US (+3.7%) and compared with the aver-
age for all industrialized countries (+3.7%). The
rapidly growing debt mountain was driven by
ongoing house price rises, particularly in the
Greater Vancouver and Toronto areas. Ac-
cording to the OECD, the nationwide nominal
house price index climbed around 36 points
to 157.4% between the end of 2014 and the
end of 2017, compared with an average rise of
Lonly” 18 points to 127.1% for all OECD coun-
tries. Mortgage loan growth rose in tandem
with house prices, increasing the proportion of
highly-indebted households. In addition, more
and more investors from emerging countries,
especially Ching, discovered this market in
their search for safe investment opportunities
for their savings. The city of Vancouver re-
sponded to this in August 2016 by introducing
a tax of 15% on the price of houses purchased
by foreign investors. Although the property
market in Vancouver has cooled down slightly,
demand has shifted to other cities such as Vic-

toria and Toronto.
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The Canadian central bank has for a long time
been observing the growing debt burden of
the household sector with great concern, and
has described it as one of the biggest risks to
the financial system. The regulator has there-
fore been attempting for some time to coun-
teract this with macroprudential measures.
In February 2016, the financial supervisory
authority set out more stringent capital re-

quirements for loans backed by a residential

Debt burden in Canada dangerously high

Debt ratio and growth in liabilities
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property, the aim being to restrict lending to
households with high credit ratings. Further-
more, the federal government introduced
new regulations in fall 2016 on financing for
housing construction, as part of which the ra-
tio of debt service payments to income will be
limited to a maximum permissible level when
loans are granted. Strong growth in incomes,
a slowdown in credit growth and improve-
ments in credit quality have helped to make
the financial system less vulnerable. Never-
theless, Canada urgently needs to find its way

back to a solid and sustainable asset situation.
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The US is back in second
place among the richest
households worldwide

North America is not only the region with the
highest proportion of the world’s financial as-
sets, it is also the region with the highest per
capita wealth. After subtracting liabilities, the
average North American had assets worth
EUR 160,400 at the end of last year; by way
of comparison, average per capita assets in

Western Europe came to ,only” EUR 61,060.

Even if assets are distributed very unequally at
national level, particularly in the US, a great
many North Americans are very well off by in-
ternational standards: 41% of the North Amer-
ican population has assets averaging more
than EUR 45,600 per capita to fall back on,
making them members of the wealth upper
class in a global comparison. In global terms,
27% of people classed as high wealth individ-

uals live in North America.

The US-Canada asset gap is rising, the debt gap is shrinking

Net financial assets and liabilities per capita, in EUR
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Difference between USA and Canada, in EUR
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If we look at the national distribution of
wealth, the situation in the US has actually
become exacerbated even further. Accord-
ing to a survey of households published by
the Federal Reserve System’ last fall, which is
carried out every three years, the richest 10%
of US households held 77.1% of private assets.
In the survey published three years previously,
this figure was 75%. The US thus ranks among
the countries with the greatest inequality
worldwide and has the highest Gini coefficient
for wealth distribution of all the countries we
have analyzed. In Canada, almost 48% of
assets were held by the richest decile of the
population, putting the country slightly below
the average for industrialized nations, which is

estimated at almost 51%.

If we compare the two neighboring countries
in terms of average per capita assets, private
households in the US have average net assets
of EUR 168,640 per capita, making them con-
siderably more wealthy than Canadian house-
holds (EUR 87,390 per capita in net terms). The
gap between the two countries has actually
widened noticeably over the last decade.
While US citizens had around EUR 54,000
more in net financial assets than Canadians
in 2007, the difference in wealth had grown to
more than EUR 81,000 by the end of last year.
The situation is reversed when it comes to lia-
bilities. At the end of 2007, per capita debt was
still EUR 14,600 higher than in Canada, and by
the end of 2017 even more than EUR 200 low-
er. This reflects the different paths taken by the

two countries since the crisis.

US households were once again overtaken by
the Swiss in the global rankings and pushed
back down to second place. The Canadians
moved down one place and came in tenth in
the rankings, behind Denmark and ahead of

New Zealand.

7 Board of Governors of the Federal Reserve System (2017): ,Changes in U.S. Family Finances from 2013 to 2016:

Evidence from the Survey of Consumer Finances”.
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Savings of private households in Western Eu-
rope rose by nearly EUR 1.4 trillion to a record
figure of EUR 36.4 trillion in 2017. However,
the rate of growth slowed noticeably to 3.9%,
compared with 5.1% in 2016. Private finan-
cial assets in Western Europe therefore grew
not only more slowly than in North America
(+8.3%), but also more slowly than in industri-
alized countries overall (+6.5%). About 52% of
this growth came from fresh funds, while 48%
was due to changes in the value of the portfo-
lio, whose share in growth has thus increased
appreciably compared with the average for
the last decade (38%).

Securities holdings made the biggest contri-
bution to growth, increasing by 6.6%, which ex-
ceeded growth in both bank deposits (+3.2%)
and insurance and pension assets (+2.3%).
The economic environment was favorable
to equity markets last year. The eurozone in
particular provided surprisingly positive eco-
nomic data, with the result that growth fore-
casts were raised almost continuously. Positive
election results in the Netherlands and France
boosted markets in the first half of the year,
after fears of a victory for populist parties
were allayed. In the second half of the year
the focus shifted more to company figures,
although the corporate sector in Europe was
unable to keep pace with US technology gi-
ants. The euro has appreciated again since
Macron’s election victory, which has made
the export sector less competitive and led to

drops in share prices. Catalonia’s quest for in-

8 Not including Swiss households.

dependence has also made investors uneasy.
The European benchmark index Euro Stoxx
closed the year with solid growth of 6.5%, but
remained well behind the US stock exchange
barometer: the S&P 500 gained 19.4% over
the course of the year, climbing to a record
high of over 2,640 points. That means it has
risen by around 82% in total since 2007, while
the Euro Stoxx is still down by about 20%. The
leading indices in half of the 16 western Euro-
pean countries were below pre-crisis levels at
the end of last year. Unsurprisingly, the biggest
losses were recorded in the southern Europe-
an countries of Greece (-92%), Portugal (-59%)
and Spain (-34%).

Compared with North America, where house-
holds invest over half of their financial assets
in securities, this asset class tends to be un-
der-represented in Western Europe, where it
accounts for just under 29% of the portfolio.
However, the first signs of a reversal in this
trend seem to be appearing. After households
had disposed of securities in net terms from
2012 to 2016, selling securities worth a total of
about EUR 250 billion® or EUR 620 per capita,
there was a net inflow of funds in 2017, albeit
at a very low level. On balance, households
purchased shares and investment fund units
worth an average of EUR 40 per capita, or just
under EUR 15 billion in total. In contrast, US
citizens have invested around EUR 950 billion
or an average of EUR 2,970 per capita in this

asset class since 2012.
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The dominant pillar in the western European
asset portfolio remains insurance and pen-
sions. Receivables from insurance companies
and pension institutions rose by EUR 300 bil-
lion to EUR 14.2 trillion during the year, an
increase of 2.3% compared with 2016. Since
the outbreak of the financial crisis, on aver-
age households have plowed more than half
of their ,fresh” savings into this asset class,
pushing its share of total financial assets up by
around five percentage points to about 39%
by the end of 2017. This development is like-

ly due first to growing awareness of the need

to make more independent provisions for old
age. The significance of state pensions, which
have made up the lion’s share of income in old
age in most of these countries to date, is on
the wane due to tight budgets and pension re-
forms that are intended to cushion the effects
of demographic change. Second, a shift in the
overall asset structure had already started to
emerge back at the turn of the millennium. In
the aftermath of the bursting of the dotcom
bubble and the outbreak of the financial cri-
sis, many investors seem to have lost faith in
shares and now prefer secure investments. Se-
curities still accounted for almost 39% of the

asset portfolio in 2000.

For the first time since 2011 net purchases of securities

Volume and growth of financial assets by asset classes, 2017 Net acquisitions of financial assets by asset classes*,
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Bank deposits also benefited from these con-
cerns about security. Despite the current zero
interest rate policy, households still hold al-
most 30% of their savings in the form of cash
and demand, term and savings deposits. The
increase of 3.2% in the portfolio compared
with 2016 to EUR 10.7 trillion was primarily
due to substantial inflows of funds, as in previ-
ous years. A further EUR 314 billion was added
to this asset class in 2017, almost half the total
volume of savings. Only in Greece has the vol-
ume of bank deposits declined since the crisis,
owing to the severity of the crisis and capital

controls.

Differing preferences

Asset classes as % of gross financial assets, 2018
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If we compare the individual countries, no
uniform pattern emerges as far as the asset
structure is concerned. The proportion of secu-
rities assets in the overall asset portfolio rang-
es from 12.9% in Ireland to 49.5% in Finland.
Bank deposits dominate the asset portfolios
of Greek (61.0%) and Portuguese (44.2%)
households; their share has actually risen sig-
nificantly since the crisis, by nine (Greece) and
six (Portugal) percentage points respectively.
However, this is unlikely to be due to a con-
scious investment decision. Instead, this shift in

the asset structure reflects losses in securities
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Growth across the board

A comparison of countries shows that assets
grew across the board in 2017. The only excep-
tion was the Netherlands, where private sav-
ings declined slightly (-0.2%) owing to falls in
the value of insurance and pension assets. Un-
like in previous years, however, there was no
clear divide between northern and southern
Europe in terms of growth. Savings of house-
holds in Greece and Italy, for example, record-
ed above-average growth of 5.8% and 4.1%
respectively, while Portugal and Spain were
below the western European average (+3.9%)
at 3.3% and 2.4% respectively. Italian house-
holds, which hold above-average investments
in securities compared with other western
European countries, benefited particularly
strongly from the positive performance of the
stock market last year. Italy’s leading index
gained almost 14% over the course of the
year and household securities holdings grew
by 4.5%, despite net outflows of funds. This
reflected value gains of EUR 107 billion or an
average of EUR 1,800 per capita. In the previ-
ous year, these had come to only about EUR

4 billion or approximately EUR 70 per capita.

Economic Research

Norwegian and Swedish households topped
the league table for growth last year, with an
increase of 6.1% each in their financial assets.
They were closely followed by the Swiss, who
enjoyed growth of 59%. Developments var-
ied in the other German-speaking countries.
While Germany beat the regional average
with growth of 5.1%, Austria lagged signifi-
cantly behind (+3.3%). As in previous years,
Germany’s strong growth was down to the
substantial savings efforts of German house-
holds. If we look at inflows of funds in relation
to gross financial assets, German households
are the unbeaten ,European savings champi-
ons” with a ratio of 3.7%. As they still have a
marked preference for liquidity, bank depos-
its grew more strongly in Germany than any-

where else in Europe.

However, most western European countries
have one thing in common: in 13 of the 16
countries we analyzed, securities holdings
made the biggest contribution to growth last
year. On average in Western Europe, they
accounted for 1.8 percentage points of to-
tal growth of 3.9%. This effect was most pro-
nounced in Greece, where the leading index
closed the year up almost 20% and securities
holdings rose by nearly 31%. As Greeks sold
securities in net terms (EUR -0.8 billion), this
growth came solely from value gains of EUR
20 billion or just under EUR 1,800 per capita.

The strong growth in securities holdings more
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than offset declines in bank deposits (-2.7%).
According to official statistics, however, total
Greek financial assets at the end of 2017 were
still down by 22% compared with the pre-cri-
sis high. In all other western European coun-
tries, households were better placed than they
were back in 2007. The top of the rankings is
home to Sweden with growth of 95.2%, fol-
lowed by Norway (+799%) and the Nether-
lands (+69.8%).

Gowth of financial assets on a broad level

Growth contribution by asset classes, 2017/2016,
in percentage points
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Credit growth increases
again slightly

As at global level, the outbreak of the finan-
cial crisis also marked a reversal of the trend
in debt dynamics in Western Europe. Annual
rates of credit growth declined sharply from a
peak of +8.8% in 2006 to -0.1% six years lat-
er. Growth has increased again slightly since
then, although it has remained at a lower lev-

el. The rate of growth in liabilities rose from
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2.0%in 2015 to 2.6% in 2016 and 3.0% in 2017.
The ECB's plan to stimulate private demand
for credit with its unconventional monetary
policy thus seems to be having a (slight) im-
pact. Despite this slight acceleration, however,
debts have still risen noticeably more slowly
than assets over the last five years. While lio-
bilities have increased by an average of 1.8%
per year, savings have achieved average an-
nual growth rates of 4.6%, although the gap
between asset and debt growth has most re-
cently narrowed to just 0.8 percentage points.
The ratio of household debts to financial as-
sets has fallen continuously from a record high
of 37.5% in 2008 to 30.0%. All in all, outstand-

ing loans of western European households
came to EUR 1029 trillion at the end of 2017,
which corresponds to 27.5% of the global debt
burden. Private household debt in Europe thus
poses no risk to financial market stability on
the whole, although this does not necessarily

apply to each individual country (see below).

There was a clear split between the north and
south of Europe in terms of debt growth last
year. The biggest increase was seen among

Swedish households, whose liabilities rose by

Debt growth almost at the same level as asset growth

Growth in financial assets and in liabilities
in Western Europe
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6.6%. Four other countries from the northern
part of the region also recorded above-av-
erage growth in debts: these were Norway
(+6.0%), Belgium (+4.5%), Finland (+4.3%) and
the UK (+3.8%). Further south, the volume of
outstanding credit was up by 2.6% in Switzer-
land and 2.0% in Austria. Liabilities also rose
more slowly than the western European av-
erage in ltaly (+1.6%) and Portugal (+0.4%).
While debts in Spain more or less stagnated
(-0.2%), the central bank of Greece actually
reported a further drop of 3.8% in debt, for
the seventh consecutive year. Irish households
also continued with their consolidation strate-
gy last year, reducing their liabilities by 2.1%.
Since reaching a record high in 2008, private
debt in Ireland has fallen year after year, de-

clining by almost 29% in total.

Swiss households in first
place not only with re-
gard to debt...

A look at debt levels shows significant differ-
ences between individual countries. Per capi-
ta debt, for example, ranges from an average
of EUR 10,010 in Greece to EUR 87,110 in Swit-
zerland. The gap between these two coun-
tries has widened from around EUR 59,000 to
about EUR 77,000 since the outbreak of the

crisis. While Greek households have corrected
their ,excessive debts” from the years prior to
the crisis and reduced their liabilities by an av-
erage of 1.0% per year, the outstanding debt
volume of Swiss households has continued to
grow by an average of 3.4% per year. Howev-
er, debt reduction in Greece is not due solely to
a drop in demand and more stringent lending
guidelines. Some households were simply no
longer able to repay their loans, and creditors
have been forced to write off their receivables.
Apart from Switzerland, the three countries
with the highest private per capita debt levels
included the two Scandinavian countries Nor-
way (EUR 67,640) and Denmark (EUR 66,300);
all three had significantly higher debt levels
than the US (EUR 39,860 per capita). The two
heavyweights, Germany and France, in which
around 30% of the region’s debt burden was
concentrated at the end of 2017, came in at
the lower end of the middle of the range,
with average private per capita debts of EUR
21,240 and EUR 23,830 respectively. Together
with Greece, households in the other southern
European countries of Spain (EUR 16,710),
Portugal (EUR 15,960) and Italy (EUR 15,630)
brought up the rear.

However, it's not just the absolute debt figures,
but also an analysis of relative levels of debt
that reveals significant differences between
individual countries. If we look at private debt
in relation to nominal economic output, the
Danes topped the rankingsin 2017 with a ratio
of 132.1%, well ahead of Switzerland (129.6%),
although the Danish debt ratio has fallen by
almost 18 percentage points since the record
high in 2009. The ratio in the Netherlands
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(112.6%) and Norway (1079%) was also well
above the 100% mark. If we also include the
UK (94.7%) and Sweden (91.7%), it becomes
clear that private debt is reaching dangerous
levels in the rich ,northern countries” in par-
ticular. However, not all ,rich” countries have
high levels of debt. Austria has for years had
the lowest ratio, which in 2017 came to 51.6%,
closely followed by Germany (53.4%), where
the ratio has fallen continuously in recent
years. Germany's debt ratio was still over 70%
at the turn of the millennium — higher than in

the UK, Sweden or Norway, for example.

The ratio of liabilities to gross financial assets
varies less widely, with just under 54 percent-
age points between Belgium, which had the
lowest ratio of 20.7% at the end of 2017, and
Norway, which was in first place with a ratio
of 74.3%. It is noticeable here that, with the
exception of Italy (21.1%), all the euro crisis
countries of Greece (41.7%), Portugal (41.5%),
Ireland (40.1%) and Spain (36.0%) exceeded
the regional average of 30.0%, in some cases
significantly. This shows once again that debts
remain in crisis periods, while assets may suf-

fer losses.

... but also in terms of net
assets

Swiss households have the highest net per
capita financial assets in Western Europe with
an average of EUR 173,990, well ahead of
Sweden in second place (EUR 98,380). After
ceding their traditional first place in the global
rankings to the US in 2016, the Swiss reclaimed
the title of ,richest households worldwide” last
year, pushing the US back down to second
place (EUR 168,640). Along with Switzerland
and Sweden, only three other western Eu-
ropean countries ranked among the top 10
places for the richest households worldwide:
the Netherlands (EUR 95,880), Belgium (EUR
93,580) and Denmark (EUR 88,270). Out of a
total of 16 countries in the region, five ranked
among the MWCs? Also falling into this cate-
gory, in addition to the crisis-ridden southern
European countries of Greece, Portugal and

Spain, were Finland and Norway.

As far as their net financial assets are con-
cerned, western Europeans are spread rel-
atively evenly across all three asset classes.
Around 35%, or 146 million out of the 417 mil-
lion people who live in this region, had aver-
age financial assets, after deductions for any
liabilities, of at least EUR 45,600 at the end

of last year, putting them in the wealth upper

9 Middle Wealth Countries. Average net per capita financial assets in these countries ranged from EUR 7,600 to EUR

45,600in2017.

Economic Research

111



112

closs in a global context. Three-quarters of
these people live in the five largest economies
in the region: Germany, France, the UK, Italy
and Spain. Last year, the lowest wealth class
included 135 million western Europeans (32%)
whose total savings came in at less than EUR
7,600 per capita on average. This meant that
roughly one-third of the population formed

part of the wealth middle class last year.

With regard to wealth distribution within
countries, the richest decile of the population
in Western Europe on average owns about
52% of national net financial assets in each
case. Their average share has risen by only
about one percentage point since 2000, al-
though in some countries such as Switzerland
and France there has been a much more sig-
nificant increase. This is likely to be a side ef-
fect of expansionary monetary policy, as more
affluent households generally invest a larger
portion of their savings in securities and have
therefore particularly benefited from rising as-

set prices in recent years.

Liabilities and financial assets the highest in Switzerland
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Eastern European
EU members

Private financial assets grew by 6.0% in east-
ern European EU member states in 2017,
below the previous year’s growth of +7.8%.
Growth rates were nevertheless positive in
each of these 11 countries'. In total, house-
hold savings were up by almost EUR 80 billion
at the end of last year, at over EUR 1.3 trillion.
42% of this increase was attributable to value
gains; however, the better part was driven by
“fresh savings”, i.e. the acquisition of new finan-
cial assets. Despite this robust development,
the outbreak of the economic and financial
crisis certainly took considerable wind out of
the sails of asset growth. While double-digit
growth rates had been the norm in the years
preceding the crisis, average growth has since

fallen to around 7%.

Private households still held the biggest chunk
of their financial assets (around 44%) in bank
deposits. Even though the world’s major cen-
tral banks have effectively abolished interest
rates with their expansionary monetary poli-
cy, about two-thirds of annual savings have
gone into this asset class in the last four years,
at an average of EUR 36 billion. Households
put around EUR 32 billion, or about EUR 300

per capita, into the bank last year in net terms.
Total deposits thus rose by 5.1% — 3.8 percent-
age points less than in the previous year — and
came to EUR 592 billion at the end of 2017.

Growth in securities holdings in the region also
slowed year-on-year from 7.8% to 6.5%. How-
ever, developments varied widely between in-
dividual countries. While double-digit growth
rates were achieved in Hungary (+10.1%), Lith-
uania (+11.9%), Estonia (+12.3%) and Slovakia
(+14.0%), households in Croatia actually suf-
fered a loss of 2.1%. Inflows of funds into this
asset class totaled EUR 2.1 billion or around
EUR 10 per capita in 2017, just a tenth of the
previous year's figure and only 6% of the re-
cord figure of EUR 19.5 billion achieved in
2012. Of the total increase of around EUR 25
billion in securities holdings to EUR 430 billion,
96% therefore came from value gains. How-
ever, this is not unusual for the region: the av-
erage figure for the whole of the last decade

was almost 97%.

The respective leading index in almost all
eastern European EU member states record-
ed double-digit growth over the course of the
year. The exceptions were Romania (+9.4%),
Slovakia (+2.2%) and Croatia, where the
benchmark index in fact fell by 7.6% year-on-
year. If we compare the figures at the end of
last year with their pre-crisis levels, however,
the leading indices in the majority of these
countries were still down. Estonia, Latvia, Lith-
uania, Poland and Hungary were the only
countries where the stock markets rose com-

pared with 2007. All in all, the proportion of

10 Bulgaria, Estonia, Croatia, Latvia, Lithuania, Poland, Romania, Slovakia, Slovenia, the Czech Republic and Hungary.
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gross financial assets held in securities came
in at almost 32%, a fall of nearly 7 percentage

points from this asset class’s peak in 2007.

Household receivables from insurance com-
panies and pension funds grew by 10.3% last
year, the highest level of growth among the
three major asset classes. Romania achieved
the strongest growth of 24.9%, although this
was from a very low initial level. Assets of EUR
580 per capita were invested there in insur-
ance policies and pensions, against a region-
al average of EUR 1,810. The ratio of this as-

set class to gross financial assets varies from

Bank deposits dominate asset portfolio

Volume and growth of financial assets by asset class,
2017
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country to country. In Romania, for example, it
accounted for only 89% of gross financial as-
sets, compared with 25.7% and 20.8% respec-
tively in Croatia and Slovakia. The average ra-
tio for the eastern European EU countries rose
from 6.3% at the beginning of the millennium
to 14.0% last year as private retirement provi-

sions grew.
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In the meantime, however, the asset class in-
surance and pensions reached a high of as
much as 18.0% in household asset portfolios
in 2010. The decline in importance thereafter
is due to government interventions in Hun-
gary and Poland. The Hungarian parliament
under prime minister Viktor Orbdn decided
at the end of 2010 to nationalize the private,
capital-funded pillar of retirement provision.
The funds were used to reduce the deficit in
state pension schemes and pay back sover-
eign debt. Citizens had paid in the equivalent
of around EUR 9.7 billion since 1998, which is
now missing from household balance sheets.
Consequently, the share of insurance policies
and pensions in overall assets has since been
halved, and stood at around 8% at the end of
2017.

In 2014, Poland became the second eastern
European EU member state to nationalize
some of the retirement funds managed by pri-
vate pension funds, transferring about half of
these savings to the state pension system. Ac-
cording to statistics of the Polish central bank,
the ,confiscated” savings were no longer reg-
istered in household asset balance sheets as
receivables from insurance companies and
pension/retirement funds, but instead as other
receivables. Ultimately, households appear no
worse off than they were in the past, at least
on paper. It remains to be seen whether they
will be able to rely on these funds in the future.
There has certainly been a loss of confidence
in how secure private retirement provision is;
households have reduced inflows of funds into
this asset class to an average of EUR 3 billion

in the last three years — less than half the lev-

elsreached in the years before the reform. The
share of this asset class in the asset portfolio
has fallen by more than 11 percentage points
to just under 16%.

Debts are rising faster -
but are still at a low level

The eastern European countries’ entry to the
EU gave the financial sector a real boost in
terms of development. Austrian and Scandi-
navian banks in particular have been on a
major expansion course in the region, propel-
ling lending to the private sector as a whole
from just under 32% of nominal economic
output in 2000 to around 56% eight years lat-
er. Among private households alone, annual
debt growth rates in excess of 30% were not
uncommon prior to the outbreak of the finan-
cial crisis. By the end of 2008, the household
debt level had more than trebled from 9.7% of
gross domestic product to 32.4%.
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The tremendous boom came to an abrupt end
in 2009, when the financial crisis forced banks
to restrict lending in, and to, Eastern Europe.
The annual growth rate fell to an average of
4.0% in the following three years. Borrowing
stagnated in 2012, after which growth in debt
gradually began to pick up again. In line with
global development, credit growth also accel-
erated continuously in eastern European EU
countries, reaching 5.4% in 2016. The rate of
growth slowed last year to 2.9%. Households
in Slovakia and Estonia came out on top,
with growth of 10.3% and 7.0% respectively.

In contrast, Lithuania and the Czech Republic

Household debt levels are falling
Growth in liabilities since 2007
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reported a net drop of 1.2% and 0.3% respec-

tively in liabilities last year.

Although the debt growth rate has increased
again noticeably in a regional context since
2012, the average rate of growth in liabilities
of 2.7% per year is still considerably slower
than growth in assets, which have risen by an
average of 7.7% per year. Relative household
debt, measured as a percentage of gross fi-
nancial assets, has thus declined by around 10
percentage points to 30.8%. The ratio of debts
to assets has fallen in all countries since the

end of 2008, with the exception of Slovakia.

Debt as % of GDP, 2017 by country
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However, private debt has grown not only
more slowly than assets, but also more slow-
ly than nominal economic output in the same
period: the debt ratio, i.e. the ratio of liabilities
to GDP, has dropped from 34.9% at the end
of 2011 to 32.2%. Within Eastern Europe, the
ratio varies considerably from country to coun-
try, ranging from 22.4% in Romania to 45.8%
in Estonia. Although the Estonians have the
highest debt ratio in this group of countries,
they are still a long way off the western Euro-

pean average of 74.0%.

Wealth gap between the
east and the west

After deductions for liabilities, households in
the eastern European EU member states had
average per capita assets of EUR 8,970 at the
end of 2017. Last year, the Czech Republic
overtook Slovenia (EUR 14,260) with average
assets of EUR 15,290 per capita. In gross terms,
however, Estonia’s households are in the lead.
In a comparison with Western Europe, Czech
and Slovenian households are actually ahead
of their counterparts in Greece, where aver-
age net per capita assets have dwindled from
EUR 19,320 to EUR 14,000 since the end of
2007. Romania comes bottom of the regional
league with average per capita assets of EUR
4,520 and is still ranked as an LWC (low wealth
country). Other than Romania, only Slovakia

falls into this group of countries in net terms.

Debts there are above average in relation to
gross financial assets; in 2017, the ratio of lia-
bilities to assets was around 52%, well above

the regional average of 30.8%.

To date, not a single eastern European EU
member has managed to propel itself into
the ranks of the HWCs (high wealth countries),
which would require average net per capita
financial assets to surpass a threshold of EUR
45,600 in 2017. Although average per capi-
ta assets have more than quadrupled in the
region since the end of 2000, around 63% of
the population still has less than EUR 7,600
per capita and thus belongs to the global low
wealth class. Admittedly, however, this propor-
tion has fallen by 18 percentage points during
this period. On the other hand, the number
of people who belong to the global middle
wealth class has almost doubled to 35 million
(about one-third of the overall population),
and around three million eastern Europeans
are now in the global high wealth class (net

financial assets per capita above EUR 45,600).
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With regard to wealth distribution within
countries, the richest decile of the population
in eastern European EU countries on average
owns almost 50% of national net financial as-
sets in each case. So, in international compar-
ison, this country group still ranks among the
more equal societies; in the US, for example,
the share of the top 10 is way above 70%. Their
average share has risen by about one per-
centage point since 2000, although in some
countries such as Bulgaria and Slovenia there

has been a much more marked increase.

Estonia leader of the pack
Net financial assets and debt per capita 2017,
in EUR
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Slovakia

There is still a huge gap separating eastern
and western EU member states. Whereas
eastern European households, which repre-
sent 2.0% of the population of the 53 countries
included in our analysis in 2017, accounted for
only 0.7% of global net financial assets, West-
ern Europe’s EU citizens, which represent 8.2%
of the population, accounted for almost 20%
of global assets. At EUR 61,060, average per
capita assets in the EU countries in Western
Europe were almost seven times as high as in

the eastern European member states.
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Eastern European
countries outside
of the EU

Growth rates for household savings in Ka-
zakhstan, Russia, Serbia, Turkey and Ukraine
have been consistently impressive, averaging
about 14% a year over the past decade. De-
spite this dynamic development, only 0.7% of
global assets, or almost EUR 1.3 trillion, were
attributable to this group of countries at the
end of 2017 - although these countries are
home to no less than 5.8% of the total popu-
lation of the countries included in our analysis.
Assets are correspondingly low in per capita
terms, too: people living in these countries had
average gross financial assets of EUR 4,240,
while savings in the EU member states were
around three times this amount. Last year,
asset growth in these five countries came to
about 9% in total, considerably lower than the
historical average (around 14% per year since
2007).

However, based on the long-term average, li-
abilities have been growing at an even faster
rate than savings. In the period between 2007
and 2017, the liabilities side of the asset bal-
ance sheet was growing at an average rate of
18% a year. Nevertheless, debt measured as
a percentage of economic output was still at
a relatively low level. The debt ratio of 17.3%
at the end of 2017 was still much lower than in
Latin America (just under 29%) or Asia (52%).
Average per capita debt of EUR 1,300 was

also lower in this group of countries than the
average for all emerging markets (EUR 1,970).
The pace of debt growth has slowed signifi-
cantly in recent years from almost 28% in 2011
to only 1.5% in 2015. Since then it has acceler-
ated again to 4.2% in 2016 and just under 13%
last year. Households had net average assets
of EUR 2,940 per capita. The lion’s share of to-
tal net financial assets was owned by Russian
(76%) and Turkish (19%) households, two coun-
tries that are home to more than three-quar-
ters of the population of this group of coun-

tries.

As a net commodities exporter, Russia had
been hit particularly hard by the slump in oil
prices, but is slowly emerging from recession.
After two years of negative growth (-2.5% in
2015 and -0.2% in 2016), gross domestic prod-
uct grew by 1.5% in realtermsin 2017. The cen-
tral bank also succeeded in pushing inflation,
which had soared to almost 16% in 2015 after
the country’s currency nosedived, below 4%
again. That meant that savers were left with
some financial asset growth in real terms. Sav-
ings of Russian households grew at an esti-
mated rate of about 8% last year and came to
approximately EUR 890 billion in total. In per
capita terms, that equates to gross financial
assets of EUR 6,200, by far the highest figure
among the five countries. Growth in liabilities,
which had contracted by an average of 0.4%
in the two preceding years, picked up again

significantly in 2017, with an increase of 12%.



After deduction of liabilities, which came to
around EUR 230 billion in total or an average
of EUR 1,610 per capita at the end of last year,
Russian households had total financial assets
of about EUR 660 billion or EUR 4,590 per cap-

ita.

Asset growth in Turkey remained at a high
level of 13.9% in 2017. The country’s economic
development since the financial crisis of 2001
has been impressive. Turkish GDP has grown
by an average of 5.8% per year in real terms
and nominal economic output per capita has
increased almost ten-fold during this period,
to an average of EUR 8,350. Even the global
economic and financial crisis curbed devel-
opment only briefly, as the country had set
about implementing important reforms, such
as the stabilization of the banking sector, after
the 2001 crisis. The country’s economic upturn
also allowed the population to achieve a cer-
tain level of prosperity, and private household
savings have increased almost five-fold over
the last decade. A growing middle class has
emerged, with eight million of the country’s
over 80 million inhabitants joining the ranks
of the global wealth middle class. Private sav-
ings, which totaled EUR 292 billion at the end
of 2017 (+13.9% against the previous year), are
still invested very conservatively, with around
three-quarters of financial assets held in the
form of bank deposits, well above the aver-
age for emerging countries (38%). More than
one-third of this sum was denominated in for-
eign currencies, reflecting a lack of trust in the
domestic currency. The weak lira, which lost
almost 23% against the euro last year alone,

is making imports more expensive and driv-
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ing up inflation. The inflation rate peaked at
13.0% in November last year, its highest level
for almost 14 years and a long way off the tar-
get of 5%. After deduction of liabilities, which
came to an average of EUR 1,570 per capita
at the end of last year (+12.1%), Turkish house-
holds were left with average net financial as-
sets of EUR 2,040 per capita.

However, Turkey still has a long way to go be-
fore catching up with eastern European EU
member states. If average net per capita fi-
nancial assets continued to rise in line with the
average annual growth rate over the past dec-
ade of just under 11%, Turkey would not reach
the level that eastern European EU countries
are currently at until 2032. In the context of the
current developments in domestic and foreign
policy, however, there is a large question mark
over this assumption. The repressive policy
adopted by Erdogan’s government, particu-
larly since the foiled coup attempt in July 2016,
could jeopardize past achievements. For the
Turkish economy in particular, which is heavily
dependent on inflows of foreign capital, it is vi-
tal to have the trust of international investors
in a functioning constitutional state with inde-

pendent institutions.

In Ukraine, asset development recovered to
some extent last year. Gross financial assets
grew again slightly by an estimated 1.4% fol-
lowing three years of losses. After deduction
of inflation of 14.5%, however, households suf-

fered a loss of assets last year in real terms.
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Average net financial assets per capita came
to just EUR 530 at the end of 2017, the lowest

figure among the countries analyzed.

Kazakhstan's and Serbia’s households lag far
behind with average assets of only about EUR
730 and EUR 800 per capita respectively. As
in Turkey, bank deposits account for the lion's
share of financial assets in these countries,
with households there also favoring safe for-
eign currencies. About half of bank deposits
in Kazakhstan were denominated in foreign
currencies. Households in Serbia held around

84% of their savings deposits in foreign curren-
Per-Capita financial assets still at low level ...
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cies, primarily in euros. This extremely high lev-
el not only reflects a lack of trust in the coun-
try’s own currency, but is also likely to be an
indicator of high levels of (illegal) monetary
circulation in foreign currencies in the econo-
my as a whole, creating a breeding ground for
the black market. In circumstances like these,
getting to the bottom of the actual asset situa-
tion is obviously very difficult — something that
doubtlessly applies to countries other than

Serbia, too.

Net financial assets and liabilities per capita 2017,
in EUR
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All five countries are LWCs and have some
way to go before they can expect to make the
leap into the MWC group. Even Russia only
has 60% of the assets needed as a minimum
to earn the title of an MWC. At the end of 2017,
almost 88% of the population, or 259 million
people, belonged to the lower wealth class in
a global comparison (net financial assets per
capita below EUR 7,600), with only 37 million
people making it into the middle wealth class.
On average, even the richest 10% of the pop-
ulation could not consider themselves part of
the high wealth class (net financial assets per
capita above EUR 45,600). This can be seen as

a sign that high wealth in Russia is concentrat-

... but catching up

ed on very few shoulders. Moreover, the some-
times hefty currency losses in these countries
make it all the more difficult to exceed the
threshold values, which are calculated in eu-

ros.

However, households in Kazakhstan, Russia,
Serbia, Turkey and Ukraine gained ground
compared with eastern European EU member
states: their share in net financial assets for the
whole region of Eastern Europe has risen by
about 15 percentage points since the end of
2007 to around 48%.

Share of non-EU countries in net financial assets of whole region Eastern Europe 2007 and 2017, in %
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Asia - a success story
with downsides

Gross financial assets of private households
in Asia grew by 9.7% in 2017 to the equivalent
of EUR 48.8 trillion. This was exceeded only
by North America, where private households’
gross financial assets amounted to EUR 72.3
trillion. That means that the 3.3 billion people
living in the ten Asian countries'! included in
our analysis held almost one-third of glob-
al financial assets. However, loans to private
households grew by 12.1% in the same period
and thus much more strongly than their gross
financial assets, causing liabilities to reach a
new high of EUR 10.8 trillion at the end of 2017.

Gross financial assets
of private households in
Asia grew more strong-
ly than global financial
assets

As in previous years, gross financial assets of
private households in Asia grew more strong-
ly than global financial assets. In the region
they increased by 9.7%, while worldwide gross
financial assets grew by 7.7%. If we excluded
Asia, the global growth rate would be ,only”
7.0%.

However, there were significant differences
in terms of the growth dynamic in individual
countries, which can roughly be divided into
three groups. The first group includes the three
most populous countries in Asia, China*?, India
and Indonesia. Growth rates here came to
14.0% in China, 11.5% in India and 10.9% in In-
donesia; these were not only above the glob-
al average, but also well above the regional
average. The second group of countries con-
sists of Singapore, Malaysia and South Korea,
where gross financial assets of private house-
holds grew by 8.9%, 8.6% and 8.2% respectively
and thus slower than in the region as a whole,
but still stronger than on the global scale. De-
velopment in the third group of countries was

below average in both respects. Growth came

11 The analysis included financial assets of private households and not-for-profit organizations in China, India, In-
donesia, Israel, Japan, Malaysia, Singapore, South Korea, Taiwan and Thailand. The term financial assets of private
households” will be used from now on, however, for the sake of simplicity. Calculations of financial assets did not take
into account valuables such as jewelry, precious metals, precious stones or paintings.

12 The information for China is based on our own projections. Up-to-date data were still not available from the Chinese

central bank at the time of going to press.
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to around 6.0% in Taiwan and Thailand and
54% in Israel, while Japanese households —
as so often in previous years — came last with
growth of ,only” 4.0%. This was nevertheless
the second-highest growth rate recorded by
Japan since the financial crisis. 2013 was the
only year in which gross financial assets of pri-

vate households grew more strongly, at 5.8%.

80% of gross financial
assets are concentrated
in China and Japan

Financial assets are still unequally distributed
in the region, with 80% of gross financial as-
sets concentrated in two of the ten countries
we analyzed: China and Japan. At the end of
2017, Chinese households held around half
of all gross financial assets in Asia, while Jap-

anese households accounted for just under

Financial assets of Asian households grew faster than global financial assets
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one-third, at EUR 14.3 trillion. The two coun-
tries’ roles were the reverse of this ten years
ago, when around 60% of total gross finan-
cial assets were held in Japan, while Chinese

households owned only 20%.

Private households in Indig, the planet’s sec-
ond most populous country after China with
1.3 billion inhabitants, owned a much smaller
share. Although their financial assets almost
quadrupled between 2007 and 2017, they
represented just 4.0% of total gross financial
assets in the region last year, totaling the
equivalent of EUR 1.9 trillion. India, South Ko-

rea and Taiwan thus constituted the mid-table
countries. Financial assets of private house-
holds totaled EUR 29 trillion in South Korea
and EUR 2.6 trillion in Taiwan, corresponding
to regional shares of 5.8% and 5.3%. In the oth-
er five countries, gross financial assets of pri-
vate households were still well below the EUR
1 trillion mark. At the end of 2017 they came to
the equivalent of EUR 725 billion in Israel, EUR
719 billion in the city state of Singapore, EUR

80% of the gross financial assets of Asian households come from China and Japan
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607 billion in Thailand, EUR 499 billion in Ma-
laysia and EUR 306 billion in Indonesia. These
five countries’ shares in total financial assets in
Asia thus ranged between 1.5% and 0.6% and

came to 59% in total.

Differences in gross
financial assets per
capita in Asia are greater
than in any other region

In view of the sometimes considerable differ-
ences between the countries with regard to
their level of economic development and the
size of the population, however, the compar-
ison of absolute gross financial assets of their
private households is of only limited use. If we
look at private households’ financial assets in
Asia and the individual countries in relation to
the respective population, for example, using
gross financial assets per capita as the basis
for comparison, we get a different picture in
both an international and an intra-regional

comparison.

Asia comes only mid-table here by interna-
tional standards: each of the region’s 3.3 bil-
lion inhabitants theoretically had average
gross financial assets of EUR 14,670 at the end
of 2017. Although this figure was well above
the average for Latin America (EUR 7,720) and
Eastern Europe (EUR 6,490), it was much low-
er than the average figure for North America
(EUR 200,280), Oceania (EUR 130,470) and
Western Europe (EUR 87,240) and not least
the global average of EUR 33,160.

A decisive factor in this below-average figure
by international standards is gross financial
assets per capita in the two most populous
countries in Asia and worldwide, China and
India, which have 1.4 billion and 1.3 billion
inhabitants respectively. Gross financial as-
sets per capita came to the equivalent of EUR
17,220 in China at the end of 2017. Although
this was only about half the global average,
it was above the regional average of EUR
14,670. In Indig, on the other hand, gross fi-
nancial assets per capita totaled EUR 1,460,
just one-tenth of this regional average. The
only place where they were lower was Indone-
sia, the third-biggest country in Asia in terms of
population and the fourth-largest worldwide
behind the US, with 246 million inhabitants.
Gross financial assets per capita here came
to just EUR 1,160. They were also well below
the international average in Malaysia, where
gross financial assets per capita amounted to
the equivalent of EUR 15,770 (as in China, this
was above the regional average) and in Thai-
land, where each citizen arithmetically held
EUR 8,790.

14 Vgl. UN Population Division, World Population Prospects, The 2017 Revision.
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Not only were gross financial assets per capita
in the other five countries above the regional
and global average, but the countries also
occupied the top spots in an international
comparison. In Singapore, gross financial as-
sets per capita were 108 times as high as in
neighboring Indonesia: each of the city state’s
5.7 million inhabitants theoretically held as-
sets worth EUR 125,960. Singapore was thus
not only the wealthiest country in Asia in terms
of its inhabitants’ gross financial assets per
capito, but also ranked among the ten rich-
est countries worldwide. In contrast, Indone-
sia and India were among the three poorest

countries. The gap between the richest and

the poorest country was wider in Asia than in

any other region of the world.

Gross financial assets were also above the
EUR 100,000 markin Japan and Taiwan, at the
equivalent of EUR 112,470 and EUR 108,820
respectively; this put these two countries
among the 20 richest countries worldwide,
along with Israel, where citizens held average
assets of EUR 87,150. South Korea, where the
average figure was EUR 55,960, less than half
as high as in Singapore, completed the top
half of the rankings and came in 22nd place in

an international comparison.

Asia’s gross financial assets per capita below global average - Singapore in the top ten

Gross financial assets per capita 2017, in EUR
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Gross financial assets per
capita reflect the level of
economic development

- asset ratio below the
global average

Gross financial assets per capita reflect the
level of economic development and access
to financial services among large parts of the
population. The higher GDP is per capita, the

higher financial assets per capita generally

are as well. If we therefore use asset ratios, i.e.
the ratio of gross financial assets to respective
GDP, as the basis for comparison, two things
become apparent. Firstly, financial assets of
private households in all countries in Asia —
with the exception of Israel — have grown fast-
er than GDP since 2007, despite the financial
crisis. Secondly, the countries’ asset ratios are
closer together than gross financial assets per
capita: the asset ratio of the country that is in
first place is ,only” 37 times, not 108 times, as
high as that of the country that is bottom of
the league.

Since 2007, gross financial assets have grown faster than GDP in (almost) all countries

Gross financial assets as % of GDP 2007 and 2017
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By international standards, however, the re-
gion as a whole continues to lag behind here.
Gross financial assets at the end of 2017 came
to 236% of GDP generated by the ten coun-
tries, and were thus below the global average
of 272%. Only in Taiwan and Japan were asset
ratios significantly higher than this, at 524%
and 356% respectively. Although Singapore
has substantially narrowed the gap separat-
ing it from the global average in the last ten
years — in 2007, it was still as high as 33 per-
centage points — its asset ratio remained be-
low the average figure, albeit only very slight-
ly, at 269%, despite high per capita assets. The
city state therefore ranked top of the mid-ta-
ble countries, which also include Israel, China
and South Korea. The asset ratios in Israel and
China were close to the regional average, at
239% and 230%; in South Korea, where the
Asia crisis in the late 1990s has left its mark on
financial assets of private households, the ra-
tiowas 212%.

In the other countries, the asset ratio was in
some cases still well below the 200% mark.
In Malaysia, where the asset ratio was much
higher than in South Korea and China ten
years ago, gross financial assets of private
households came to 180% of GDP. In Thailand,
they came to 156%. This was followed, after
significant gap, by India and Indonesia, which
still had to make up ground in terms of ac-
cess to financial services and opportunities to

build up financial assets for large parts of the

population. While the asset ratio in India has
risen from 81% to 89% in the last ten years, it
remained below 40% in Indonesia at the end
of 2017.

Build-up and diversifica-
tion of financial assets
depends on access to
financial services

One explanation for the low asset ratio in In-
donesia could be that, according to the World
Bank,'* only 49.5% of the Indonesian popula-
tion aged 25 and over had a bank account,
and therefore access to formal financial ser-
vices, at the end of 2017. Nevertheless, this
reflects the success of the government’s infor-
mation campaign to improve general finan-
cial education among the public;*® in 2011 the

rate was only 21.3%.

The Indian government has also been suc-
cessful with its Jan Dhan Yojana program,
launched in 2014. The aim is for every Indi-
an household to have a bank account in the
long term. To create additional incentives for
people to open a bank account, the program
offers special conditions when an account is
opened, such as term life insurance and ac-
cident insurance, interest on credit, waiver of

minimum credit, direct payment of social se-

14 Cf. DemirgUc-Kunt, Asli et al. (2018): The Global Findex Database 2017.
15 Cf. OJK (2017): National Strategy on Indonesian Financial Literacy.
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curity and welfare benefits into the account
as well as the arrangement of an overdraft
facility after six months — preferably for the
female head of the household.*® The program
has been further boosted by the introduction
of new national identification numbers since
2016. As a result, 83.1% of the Indian popula-
tion had a bank account in 2017, compared
with just 38.0% in 2011.

Access to financial services

The rate in Thailand is just as high as in Indig;
83.2% of the Thai population had a bank ac-
count in 2017Y. China is lagging slightly be-
hind in this respect, with ,only” 79.3% of those
surveyed reporting that they had a bank ac-
count. However, this still represents substantial
progress:*® only 63.3% could make this claim in
2011. In Malaysia, the ratio rose from 70.5% to
85.8%. It also increased further in almost all
other countries, reaching nearly 100% by the
end of 2017. The only exception was Singa-
pore, where the data showed that ,only” 98%
of the population had a bank account, and
not 99% as in 2011.

Percentage of population aged 25 and over with a bank account, in %
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16 Cf. www.pmjdy.gov.in/scheme. Pradhan Mantri Jan Dhan Yojana (PMJDY).

17 The proportion of the population that actually has access to financial services may nevertheless differ from this. According to a survey by
the Bank of Thailand in 2016, for example, 97.3% of households in Thailand said that they had access to financial services, with 86.3% using

this service while 11.0% deliberately chose not to use the service. Commercial banks and Specialized Financial Institutions (SFIs) were the most
important financial service providers and, along with ATMs, were also used the most, although non-banks and electronic payment system pro-
viders are growing in popularity. In contrast, the market share of service providers from the informal sector has fallen further, as wished. 94.2%
of households said that they had bank and/or savings deposits. Those that did not have any savings deposits with banks generally cited a drop
in disposable income as the reason for this. Cf. Bank of Thailand (2017): Financial Access Survey of Thai Households 2016.

18 Cf. World Bank Group and The People’s Bank of China (2018): Toward Universal Financial Inclusion in China. Models, Challenges, and
Global Lessons
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Bank deposits remain the
most popular asset class

Bank deposits were once again the most
popular type of investment in Asia in 2017.
At the end of 2017, private households held
a total of 43% of their financial assets, which
thus still represented the bulk of their finan-
cial assets, in the form of bank balances. This
was followed in second place by securities at

38% and in third place by receivables from in-

surance companies and pension funds, which
accounted for around 17% of financial assets.
Access to financial services and the level of
development of the financial system are cru-
cial to the diversification of financial assets
of private households. Other factors are the
age distribution of the population and the
structure of the pension system: the higher the
old-age dependency ratio and the lower the
benefit level under the state pension system,
the higher the demand for capital-funded

company and private pension schemes.

Diversification of financial assets reflects the development of the financial system

Gross financial assets by asset class 2017, in %
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The share of bank deposits in total financial
assets was highest in Indonesia, which was
due to the fact that a large proportion of the
population still had no or only limited access
to financial services. In India too, where over
83% of the population now has a bank ac-
count and banks have significantly improved
their product range and accessibility in recent
years, the share of bank deposits in the overall
portfolio remained well above 50%. This was
followed by receivables from life insurance
policies and — to a lesser extent — pension
funds, which accounted for about one-third of
financial assets. Japan, where the proportion

of bank deposits has traditionally also been

Investors benefit from rising stock markets
Benchmark indices (31.12.1999 = 100)

1.000

800

600

400

200

12.31.1999
12.31.2000
12.31.2001
12.31.2002
12.31.2003
12.31.2004
12.31.2005
12.31.2006
12.31.2007

China — SSE A Share

M India = NIFTY 500

M Indonesia — IDX Composite
Israel - TA 100

W Japan — Nikkei 225

M Malaysia - FTSE

M Singapore - Straits Times

M South Korea — KOSPI

B Taiwan - TAIEX

M Thailand - Bangkok SET

Economic Research

12.31.2008

high at over 50%, albeit with a slight down-
ward trend, does not fit into this explanatory
model. The positive development of the Nikkei
in the last few years has made investment in
securities more attractive again. As a result,
Japanese households had invested around
20% of their financial assets in shares as at the
end of 2017, for the first time since 2006. Al-
though the share of bank deposits was below
50% in Thailand (45.4%), South Korea (43.1%)
and Taiwan (39.9%), bank deposits were also
the most popular asset class among private

households here.
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Sources: Thomson Reuters Eikon, Allianz SE.
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Private households in China had the highest
proportion of securities in their portfolios, as
in recent years they have increasingly shifted
their bank deposits in particular into high-
er-yield securities-based products, which are
frequently also offered by banks. Securities
were least popular among private households
in India and Indonesia. In India, private house-
holds held only 12.6% of their financial assets
(directly) in the form of securities, while in Indo-
nesia the share was around 15%. That means
that private households in these two countries
benefited to only a limited extent from the
dynamic performance of the countries’ stock
markets. The benchmark index for the Indone-
sian stock exchange has climbed more than
800% since the turn of the millennium, while
India’s leading index has gained over 600%.
Growth was somewhat more muted in the
other countries: in Thailand, the leading index
rose more than 250% in the same period, while
in China, Malaysia and South Korea growth
came to slightly over 100%. Growth rates were
much lower in Japan (20%), Taiwan (26%) and
Singapore (345), which explains the restraint
shown by private households in these coun-

tries with regard to this asset class.

Pension schemes
becoming more
important

Private households in Singapore had the larg-
est share of receivables from life insurance
policies and pension funds in their portfolios.
This asset class accounted for 48.0% of their
total financial assets at the end of 2017. The
driving force behind this is the rapid demo-
graphic change that the city state is set to ex-
perience in the coming decades. Along with
South Korea and Taiwan, Singapore is one of
the most rapidly aging countries in Asia. In all
three countries, the old-age dependency ratio
— i.e. the ratio of people of retirement age to
the working-age population — will rise from its
current level of about 20% to over 60% by the

middle of the century.

The old-age dependency ratio is also expect-
ed to almost triple in the other countries over
the same period, although starting from a
lower level. In Thailand, there are expected to
be two people of working age for every pen-
sioner in 2050, compared with the current old-
age dependency ratio of 16.6%. One cause
for concern in this regard is that, according to
a recent survey by the Bank of Thailand, the
proportion of households planning to save
for their retirement or already doing this fell
from 59% in 2013 to 44% in 2016. In China, the



ALLIANZ GLOBAL WEALTH REPORT 2018 — REGIONAL DIFFERENCES: ASIA

UN anticipates a rise in the old-age depend-
ency ratio from 15.7% to 44.0% in its current
forecast. It remains to be seen to what extent
the incentives introduced by the Chinese gov-
ernment to encourage people to have more
children will have an impact and thus rising
birthrates will curb the future aging of the

population.

Malaysia (9.4%), India (9.3%) and Indonesia
(8.1%) are currently still classed as young so-
cieties, owing to their low old-age dependen-
cy ratios. However, declining birth rates and
increasing life expectancy in Malaysia mean
that by the middle of the century, there are
likely to be around 24 people aged 65 and
over for every 100 people aged between
15 and 64. This explains why the Malaysian
government is attaching a lot of importance
to strengthening capital-funded pension
schemes. Receivables from insurance compa-
nies and pension funds currently account for
35.3% of the portfolios of private households

in Malaysia, which means that they also have

Accelerating ageing of population requires greater savings efforts

Old age dependency ratio, in %
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the most balanced investment structure in
the region. They have invested their financial
assets in almost equal proportions in banks
(33.9%), life insurance policies and pension
funds (35.3%) and securities (30.8%). The old-
age dependency ratio is expected to reach
19% in India and 21% in Indonesia in 2050.
However, this applies only provided that the
retirement age in all countries will be at 65 in

the long term.

There is expected to be a smaller increase in
Israel and Japan. In view of immigration and a
birth rate that currently stands at 2.9 children
per woman and that the UN expects to fall to
2.5 children by 2050, the old-age dependency
ratio in Israel is set to rise only moderately by
international standards from 199% to 28.4%.
In Japan, on the other hand, where there are
already 46 people of retirement age for every
100 people of working age, the old-age de-
pendency ratio is expected to be 71.2% in
2050.

Old-age provision in most countries the most important reason for savings

Reason for savings, named by x% of the population
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In view of anticipated demographic develop-
ments, it is hardly surprising that the major-
ity of savers in the countries with the highest
expected old-age dependency ratios, Japan,
Singapore, South Korea, Taiwan and Thai-
land, were most likely to cite provision for their
retirement when asked about their reasons for
saving. In Chinag, Indonesia, India and Malay-
sia, on the other hand, the reason most fre-
quently stated by savers was their children’s

education.

Liabilities have grown
more strongly than gross
financial assets

With societies increasingly aging, the question
arises of whether households will be able to
make adequate provisions to at least main-
tain their accustomed standard of living in re-
tirement. In this context, it is worrying that to-
tal debts of Asian households have risen by an
average of 9.0% per year in the last ten years,
while their financial assets have grown by only
8.5%. There are nevertheless significant differ-
ences between individual countries. The rapid
growth in liabilities is due not least to a need
to catch up in emerging countries in the region
and to the fact that many households in these

countries did not have access to formal bank

Economic Research

loans for a long time. Liabilities grew much
more strongly than gross financial assets in
some cases in Ching, India, Indonesia, Malay-
sia and Thailand, while the trend was the re-
verse of this in Japan, Singapore, South Korea
and Taiwan, where assets grew more strongly

than liabilities.

Growth was most dynamic in China. While
gross financial assets per capita have in-
creased by an average of about 20% per
year since 2007, liabilities have risen by 23%.
This is followed by India and Indonesia, where
growth rates also reached double-digit fig-
ures. Growth rates in the other countries were
well below 10%. At the lower end of the scale is
Japan, where gross financial assets per capita
have grown by an average of 1.4% and liabili-

ties per capita by just 0.8% per year.
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That means Japan once again topped the
rankings of the richest countries in Asia in 2017
with net financial assets per capita of EUR
92,000. In international terms it was in sixth
place, ahead of Singapore (EUR 90,650) and
Taiwan (EUR 90,260). Israel and South Korea
were also in the top half of the rankings, albeit
with a substantial gap: average net financial
assets per capita came to the equivalent of
EUR 68,710 in Israel and EUR 30,220 in South
Korea at the end of 2017. China was in first
place in the bottom half, with average net fi-

nancial assets of EUR 13,540 per capita. The

figures for the other countries were well below
the regional average of EUR 10,970, at EUR
8,350 in Malaysia, just EUR 4,330 in Thailand
and EUR 1,290 in India. Indonesia came last
with net financial assets of only EUR 650 per

capita.

Since 2007, liabilities of private households have grown slightly faster than assets

Average annual growth in gross financial assets and liabilities per capita* 2007-2017, in %

25
China - 13,540
20
Indonesia — 650
15 ® India-1,290
9 Thailand - 4,330
% 10 Malaysia - 8350
= Singapore - 90,650 o South Korea - 30,220
5 Israel - 68,710 Asia - 10970
Taiwan — 90,260
0
Japan - 92,000
-5
0 2 4 6 8 10 12 14 16 18 20

Assets

* The size of the bubbles corresponds to the respective
net financial assets per capita in EUR in 2017

Sources: National Central Banks, Supervisory Authorities,
Associations and Statistical Offices, UN Population
Division, Thomson Reuters Eikon, Allianz SE.



ALLIANZ GLOBAL WEALTH REPORT 2018 — REGIONAL DIFFERENCES: ASIA

Households in China
and Japan accounted for
three-quarters of liabili-
ties

The concentration of liabilities was almost
identical to the regional distribution of gross
financial assets, with China and Japan once
again playing a dominant role. Chinese
households held 48% of the total volume of
outstanding credit of EUR 10.8 trillion at the

end of 2017, while Japanese households held
24% and South Korean households 12%. Tai-
wan had a share of 4% and the other coun-
tries each had a share of about 2%, with the
exception of Indonesia, whose share was only

around 1%.

What is problematic, however, is not the in-
dividual countries’ shares in the region’s total
debt, but the debt ratio of private households.
Liabilities of private households continued
to grow more strongly than GDP last year in
all countries apart from Malaysia and Thai-

land. Households in South Korea once again

China and Japan account for 75% of Asian households' liabilities

Liabilities, in EUR bn

12,000

10,000

8,000
6,000

| ]

]

]
=
—
]
= ]

4,000

2,000

2006
2007
2008
2009
2014
2015
2016
2017

2005
2010
2011
2012
2013

China
M India
M Indonesia
Israel
M Japan
W Molaysia
M Singapore
M South Korea
M Taiwan
M Thailand

Economic Research

Liabilities 2017 by countries, in %
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had the highest debt ratio of 97.5%, followed
by Taiwan at 89.4%, Malaysia at 84.4% and
Thailand at 79.1%. However, while assets of
private households in Taiwan are nearly six
times as high as their liabilities, in the other
three countries they are only twice as high.
Given that assets and income are generally
unequally distributed, private households in
middle and lower income brackets in particu-
lar are likely to have difficulties reducing their

debts. A potential interest rate reversal could

Debt ratios continued to rise in most countries
Debt in % of GDP, 2017

further exacerbate their financial situation.
China, India and Indonesia were at the lower
end of the scale. In Chinag, the debt ratio now
stands at 49.1%, almost 20 percentage points
higher than five years ago. In India and Indo-
nesia, on the other hand, liabilities have grown
only marginally faster than GDP in the last few
years. The debt ratio was 10.7% in India and
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Debt growth mars
performance record

High levels of debt growth have tarnished the
performance record for the last few years.
Although the number of people belonging
to the wealth middle class with net financial
assets of between EUR 7,600 and EUR 45,600
increased to almost 700 million last year, their
share in the total population stagnated at
20%. The proportion of people who belonged
to the wealth upper class — around 240 million
people in total — even fell slightly to 7.1%. The
majority of the population (2.4 billion people
or 73% of the total population of the Asian
countries) still owned less than EUR 7,600 and
therefore belonged to the wealth lower class
in global terms. With society aging increas-
ingly, further efforts are therefore needed to
accelerate wealth-building across all income

brackets.

Economic Research
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Financial assets of Australian households
grew by 6.5% or EUR 200 billion last year.
Growth in private savings thus slowed notice-
ably year on year (2016: +9.3%), but was still
well above that in New Zealand (+3.8%) and
even slightly above the average for all indus-
trialized countries (+6.5%). Australian private
financial assets came to almost EUR 3.3 trillion
in total at the end of 2017.

This asset growth was based on all three ma-
jor asset classes: holdings of cash, demand
and savings deposits were up 4.8% or EUR 33
billion, while receivables from insurance com-
panies and pension funds rose by 7.0% or EUR
124 billion. The latter represent the dominant
pillar in Australia’s asset portfolio, with a share
of justunder 58%. Households invested around
EUR 102 billion in this asset class last year, the
bulk of their total volume of savings (EUR 141
billion). This was the highest figure since 2007.
However, in the context of a further increase in
bond yields, value gains declined from almost
EUR 102 billion in 2016 to roughly EUR 22 bil-
lion, which meant that overall growth in this
asset class slowed by 4.3 percentage points.
In contrast, Australians are somewhat hesitant
to invest in securities, which has caused their
share in total financial assets to decline by
more than 10 percentage points to just under
19% since the record high reached in 2005. In
net terms, households disposed of shares or
investment fund units worth a total of almost
EUR 103 billion or around EUR 4,600 per cap-
ita in the period from 2007 to 2012. The net

figure has become positive again since then,
but came to only EUR 2.2 billion or EUR 90 per
capita last year. Private investors nevertheless
benefited from a positive performance on the
capital market. After moving sideways in the
first nine months of the year, Australia’s lead-
ing index finally began to make up for lost
ground in the last quarter and was up 7.0%
by the end of the year. Households achieved
value gains of around EUR 36 billion or almost
EUR 1,500 per capita, well above the average
for the last decade (around EUR 21 billion an-
nually in total). Overall, i.e. including inflows
of funds, securities holdings grew by 6.6% last
year. Of the total increase of EUR 200 billion
in financial assets, EUR 141 billion (70%) thus
related to households’ own savings efforts
(inflows of funds) and EUR 59 billion (30%) to

changes in the value of the portfolio.

In contrast, households in neighboring New
Zealand were much more willing to take risks
when it came to investment. Securities ac-
counted for the lion’s share of almost 69% of
private financial assets at the end of 2017, of
which more than half comprised direct hold-
ings of equities. However, the majority of these
consisted of non-listed shares and other own-
ership interests. Households therefore barely
benefited from strong growth of around 17%
on the New Zealand stock exchange. Growth
in this asset class slowed further in 2017, from
+4.0% in the previous year to +1.6% or almost
EUR 6 billion. Another reason for this relatively
sluggish development could be that investors
realized gains and sold securities; however,
no official statistics are available for flows of

funds.
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New Zealand citizens held one-fifth of their
savings in the form of cash, demand and sav-
ings deposits, holdings of which grew by 7.1%
or just under EUR 7 billion last year. Receiva-
bles of households from insurance companies
and pension funds, which accounted for about
11% of financial assets, recorded the strongest
growth among the three major asset classes
of 11.8% or around EUR 6 billion. In total, sav-
ings in New Zealand rose by nearly EUR 19
billion to EUR 516 billion over the course of the
year, representing growth of 3.8% compared
with 2016.

Unequal neighbors
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Private debt is
alarmingly high

The outbreak of the financial crisis initially
halted rapid growth in Australia’s private debt,
which until then had rocketed at a double-dig-
it rate on the back of stable economic devel-
opment, rising incomes and easier access to
credit. At the same time, the average savings
rate shot up from just 0.7% in 2007 to 7.4% in

Growth in financial assets by asset class, 2017/2016 in %
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2009. The rate hovered at around the 7% mark
until 2014 but since then has tended to decline
again, most recently dropping to 2.9%. After
growth in liabilities also dropped to a histor-
ically low level of 3.4% in 2012, debts have
since begun to rise faster again, with liabilities
increasing by an average of 6.1% per year or
around EUR 390 billion in total. In 2017 there
was a rise of 6.1%, while disposable incomes
grew by only 1.9%. Relative debts of Austral-
ian households, measured as a percentage
of disposable income, have increased again
significantly in the last three years in particu-
lar — primarily owing to a rise in mortgage
debt, although modest growth in incomes has
also played a part. In 2017 alone, the ratio
of debts to incomes climbed from 180.7% to
188.6%. Average liabilities per capita came to
EUR 62,380 in Australia, twice the average for
industrialized countries; worldwide, only Swit-
zerland, Denmark and Norway exceed this

figure.

The credit boom was fueled in particular by
rapid growth in house prices. According to the
OECD, the nominal house price index in Aus-
tralia has climbed almost 27 points to 142.5
(2010 =100) in the last three years alone, com-
pared with an average rise of ,only” 18 points
to 127.1 for all OECD countries. Low interest
rates continue to help households to offset
rising costs for ever larger loans. The ratio of
interest payments to disposable income re-
mained relatively stable in the final quarter at
8.9%, in line with the comparatively low level
of the previous three years (average of 8.7%).
The highest level to date was 13.2%, which was
recorded in the third quarter of 2008. Regu-

latory measures introduced by the Australian
supervisory authority and steps to tighten
lending standards helped to curb a further
deterioration in the resilience of household
balance sheets. Although the proportion of
non-performing household loans has recent-
ly risen slightly, it has remained at a relatively
low level (NPL ratio below 1%). This suggests
that the overall quality of outstanding loans is
high. Nevertheless, the household sector has
become more vulnerable, given that debts
have risen again while growth in incomes has
been only very moderate. Potential reductions
in income, higher interest rates and an end to
the house price boom could become a risk,
particularly for households with high levels
of debt. At least in Sydney, where there had
been a positive explosion in prices, the hous-
ing market already seems to be cooling, with
house prices there falling slightly in the second
half of 2017.

Developments in New Zealand tell a very sim-
ilar ,debt story”. Households there were also
forced to massively reduce their borrowing as
aresult of the financial crisis. The ratio of debts
to incomes, which had peaked at 158.6% in
mid-2009, noticeably declined in subsequent
years. Only in 2012, when credit growth ac-
celerated significantly, did the ratio begin to
rise again, climbing from 145.6% to 168.1% at
the end of 2017. Debts grew by 6.5% or almost
EUR 8 billion over the course of last year. De-
spite this, New Zealand still had a much lower
debt ratio than Australia. Liabilities per capita
came to an average of EUR 26,130, less than

half the figure for Australia.
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A property boom has also occurred in some
regions of New Zealand over the last few
years. In particular, growth in net immigro-
tion has fueled demand for home ownership,
pushing up house prices. If the market were
to become overheated, this could harbor the
risk of a sharp price correction, which could
threaten financial stability. This is because
properties and mortgages are the dominant
assets on the balance sheets of households
and banks. New Zealand's central bank has
already taken various measures in recent
years with the aim of cushioning the impact
of a price correction on the property market.

In particular, the limit on loan-to-value ratios

Rising house prices drive debt growth
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that has been in force since October 2016 ap-
pears to be having an effect. Nominal growth
in house prices slowed to an average of 10.1%
in 2017, compared with 18.0% in the previous
year. This lower house price inflation contribut-
ed to a slight slowdown in credit growth from
8.2% in 2016 to 6.6%. However, debts in the
household sector remain the biggest single
risk to the financial system, as New Zealand's
central bank emphasizes once again in its lat-

est report on financial stability.
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Differences in the ratio of
assets to liabilities

Looking at the region as a whole, half of the
population had high net financial assets in a
global comparison, i.e. an average of more
than EUR 45,600 per capita, at the end of
2017. In North America this proportion came
in at 41%, whereas ,only” around 35% of the
population of western Europe falls into this
category. In terms of the national distribution

of wealth, the richest 10% of Australian house-

holds own around 45% of total private assets,
while the proportion in New Zealand comes
to almost 50%. The average for industrialized

countries is estimated at 51%.

If we only look at the assets side of the wealth
balance sheet, then at the end of last year,
Australions had average per capita finan-
cial assets of EUR 134,460, putting them 23%
ahead of their neighbors in New Zealand
(EUR 109,700 per capita). Following deduc-

tions for liabilities, however, the latter are in

Australian debt well above industrial country average
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a much better position: due to the relatively
high debt burden, Australian financial assets
fell to only EUR 72,080 per capita in net terms,
whereas in New Zealand, average per capita
assets came in at EUR 83,570 in net terms. This
means that Australian households are more
indebted than their counterparts in New Zea-
land in both absolute and relative terms. For
each euro borrowed in Australia, there were
assets worth EUR 2.20, while households in
New Zealand had EUR 4.20 in assets for each
liability of one euro. This is also reflected in the
ratio of debt to GDP. At the end of 2017, the
ratio of private debt to nominal economic out-
putin Australia was the second-highest world-
wide at 131.2%, after Denmark at 132.1%, and
was around 52 percentage points above the
average for industrialized countries (78.7%). In
New Zealand, on the other hand, the ratio is
only beginning to come close to this level, at
75.4%.

In the global league of the highest net per cap-
ita financial assets, New Zealand isin eleventh
place, after Canada, and two places ahead of
Australia. Compared with 2000, however, the
country has fallen two places, whereas Aus-
tralia has climbed from 18th to 13th place.
This reflects the fact that not only debts, but
also assets have risen significantly in Australia,
growing by an average of 8.4% per year since
the end of 2000, compared with an average
of 6.2% in New Zealand.
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Appendix A: Methodological comments
General assumptions

The Allianz Global Wealth Report is based on data from 53 countries. This group of countries cov-
ers 91% of global GDP and 68% of the global population. In 43 countries, we had access to statis-
tics from the macroeconomic financial accounts. In the other countries, we were able to estimate
the volume of total financial assets based on information from household surveys, bank statistics,

statistics on assets held in equities and bonds, and technical reserves.

In some countries, it is still extremely difficult to find data on the financial assets of private house-
holds. Let’s take the Latin American countries as an example. For many countries, the only infor-
mation that can be found relates to the entire private sector or the economy as a whole, which is
often of only limited use as far as the situation of private households is concerned. In addition to
Chile, Columbia has fairly good data that can be used to analyze the financial structure of private
household assets. In Argentina, for example, we were able to estimate financial assets with the

help of data on bank deposits and insurance reserves.

In order to rule out exchange rate distortions over time, the financial assets were converted into

the national currency based on the fixed exchange rate at the end of 2017.

Statistical distinctions

The process associated with the introduction of the European System of Accounts 2010 (ESA 2010)
in September 2014 involved updating and harmonizing the guidelines governing the prepara-
tion of many macroeconomic statistics. The new requirements also apply to the macroeconomic
financial accounts. One change relates to private households: under the ESVG 2010 regulations,
the two sectors ,Private households” and , Private organizations without pecuniary reward” are no
longer grouped, but are now reported separately. This also has implications for the Allianz Global
Wealth Report, which takes data from the macroeconomic financial accounts as a basis where
available. For many countries, however - particularly those outside of the European Union - there
is no separate data available for these sectors in general, or at least not at present. So in order to
ensure global comparability, this publication analyzes both sectors together under the heading

Lprivate households”.
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Determination of wealth bands for
global wealth classes

Lower wealth threshold: there is a close link between financial assets and the incomes of private
households. According to Davies et al. (2009), private individuals with below-average income tend
to have no assets at all, or only very few. It is only when individuals move into middle and higher

income groups that they start to accumulate any assets to speak of.

We have applied this link to our analysis. Countries in the upper-middle income bracket (based
on the World Bank’s country classification system) therefore form the group in which the average
assets of private households has reached a relevant volume for the first time. This value marks the

lower threshold for the global wealth middle class. How high should this value be?

In terms of income, households with incomes that correspond to between 75% and 150% of av-
erage net income are generally considered to constitute the middle class. According to Davies et
al.,, households with income corresponding to 75% of the average income have assets that corre-
spond to 30% of the average assets. As far as the upper threshold is concerned, 150% of average
income corresponds to 180% of average assets. Consequently, we have set the threshold values
for the middle wealth class at 30% and 180% of average per capital assets. If we use net financial
assets to calculate the two thresholds, we arrive at an asset range of between EUR 7,600 and EUR
45,600 for the global middle wealth class in 2017. The gross thresholds lie at EUR 9900 and EUR
59,700.

Individuals with higher per capita financial assets then belong to the global high wealth class,

whereas those with lower per capita financial assets belong to the ,low wealth” class.

These asset bands can, of course, also be used for the purposes of country classification. Countries
in which the average net per capita financial assets are less than EUR 7,600 can be referred to
as ,low wealth countries” (LWCs). ,Middle wealth countries” (MWCs) are all countries with aver-
age net per capita financial assets of between EUR 7,600 and EUR 45,600; finally, all countries
with even higher average net per capita financial assets are described as ,high wealth countries”
(HWCs).
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HWC MWC LwcC
Australio* Bulgaria* Argenting***
Austria* Chile* Brazil***
Belgium* Ching*** Colombia**
Canada* Croatia* India*
Denmark* Czech Republic* Indonesia***
France* Estonia* Kazakhstan **
Germany* Finland* Mexico***
Ireland* Greece* Perur**
Israel** Hungary* Romania*
[taly* Latvia* Russia**
Japan* Lithuania* Serbig***
Netherlands* Malaysia** Slovakio*
New Zealand* Norway* Thailand***
Singapore* Poland* Turkey*
Sweden* Portugal* Ukraine***
Switzerland** Slovenia*

Taiwan** South Africa*

United Kingdom*
USA*

South Korea*

Spain*

*2017 asset balance sheet
**Extrapolation based on 2016 asset balance sheet

***Approximated based on other statistics
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Appendix B::

Financial assets by country

Argentina
Australia
Austria
Belgium
Brazil
Bulgaria
Canada
Chile

China
Colombia
Croatia
Czech Republic
Denmark
Estonia
Finland
France
Germany
Greece
Hungary
India
Indonesia
Ireland
Israel

Italy

Japan
Kazakhstan
Latvia
Lithuania
Malaysia
Mexico
Netherlands
New Zealand
Norway
Peru
Poland
Portugal
Romania
Russia
Serbia
Singapore
Slovakia
Slovenia
South Africa
South Korea
Spain
Sweden
Switzerland
Taiwan
Thailand
Turkey
Ukraine
United Kingdom
USA

World

in EUR bn

99
3,288
659
1,348
1,950
69
4,668
423
24,273
266
59
226
886
28
331
5,389
6,046
268
159
1,957
306
377
725
4,407
14,338
27
29
40
499
873
2,452
516
483
111
486
397
129
892
15
719
71
43
577
2,853
2,153
1,400
2,213
2,571
607
292
28
7,604
67,650

168,275

Gross financial
assets

2017, yoyin %
39.8
6.5
33
1.6
134
4.6
6.5
73
14.0
13.0
2.6
44
5.8
114
4.8
4.6
51
5.8
75
11.5
109
3.0
54
4.1
4.0
4.2
6.3
119
8.6
8.8
-0.2
3.8
6.1
11.6
6.1
33
7.0
8.2
29
89
55
43
123
8.2
2.4
6.1
59
6.3
6.2
139
14
3.0
85

7.7

Net financial
assets

EUR per
capita EUR per capita
2,240 1,400
134,460 72,080
75,460 53,980
117940 93,580
9,320 6,290
9,760 7,680
127,470 87,390
23,450 17,200
17,220 13,540
5,420 3,570
14,080 9980
21,280 15,290
154,560 88,270
21,660 13,740
59,850 30,230
82,930 59,100
73,630 52,390
24,010 14,000
16,310 13,400
1,460 1,290
1,160 650
79,250 47,440
87,150 68,710
74,240 58,610
112,470 92,000
1,460 730
14,650 11,010
13,700 9,850
15,770 8,350
6,760 5,590
143,950 95,880
109,700 83,570
91,050 23,410
3,440 2,590
12,730 8,270
38,470 22,500
6,530 4,520
6,200 4,590
1,670 800
125960 90,650
12,980 6,190
20,720 14,260
10,180 7,770
55,960 30,220
46,450 29,730
141,280 98,380
261,100 173,990
108,820 90,260
8,790 4,330
3,620 2,040
640 530
114,890 82,360
208,500 168,640
33,160 25,320

Gini coefficient of
wealth distribution

in %
0.69
0.59
0.70
0.57
0.74
0.68
0.65
0.73
0.53
0.73
0.62
0.62

0.67
0.65
0.66
0.73
0.58
0.62
0.66
0.76
0.70
0.65
0.58
0.55
0.63
0.74
0.66
0.71
0.72
0.64
0.65
0.58
0.70
0.58
0.66
0.64
0.68
0.65
0.65
0.48
0.60
0.78
0.56
0.58
0.79
0.64
0.65
0.68
0.69
0.62
0.74
0.81

12.180

GDP

EUR per capita

10,130
47,550
41,670
38,180
7920
7,060
38,420
13,020
7,490
5,280
11,410
18,540
50,200
17,270
40,190
35,230
39,770
16,120
12,340
1,640
3,160
59,180
36,520
28,790
31,610
6,580
13,800
14,370
8,790
6,810
42,690
34,670
62,690
5,560
12,400
18,640
8970
9,140
4,260
46,810
15,560
20,340
5,400
26,400
25,270
46,790
67,240
20,760
5,640
8,350
1,830
34,370
49,760

12,180
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Appendix C: Global ranking

... by net financial assets per capita (in EUR)

Switzerland
USA
Sweden
Netherlands
Belgium
Japan
Singapore
Taiwan
Denmark
Canada
New Zealand
UK
Australia
Israel
France

Italy
Austria
Germany
Ireland
Finland
South Korea
Spain
Norway
Portugal
Chile
Czech Rep,
Slovenia
Greece
Estonia
China
Hungary
Latvia
Croatia
Lithuania
Malaysia
Poland
South Africa
Bulgaria
Brazil
Slovakia
Mexico
Russia
Romania
Thailand
Colombia
Peru

Turkey
Argentina
India
Serbia
Kazakhstan
Indonesia
Ukraine

Welt

173990
168,640
98,380
95,880
93,580
92,000
90,650
90,260
88,270
87,390
83,570
82,360
72,080
68,710
59,100
58,610
53980
52,390
47,440
30,230
30,220
29,730
23,410
22,500
17,200
15,290
14,260
14,000
13,740
13,540
13,400
11,010
9980
9,850
8,350
8,270
7770
7,680
6,290
6,190
5,590
4,590
4,520
4,330
3,570
2,590
2,040
1,400
1,290
800
730
650
530
23330
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Switzerland
USA
Denmark
Netherlands
Sweden
Australia
Canada
Singapore
Belgium
UK

Japan
New Zealand
Taiwan
Norway
Israel
France
Ireland
Austria
Italy
Germany
Finland
South Korea
Spain
Portugal
Greece
Chile
Estonia
Czech Rep,
Slovenia
China
Hungary
Malaysia
Latvia
Croatia
Lithuania
Slovakia
Poland
South Africa
Bulgaria
Brazil
Thailand
Mexico
Romania
Russia
Colombia
Turkey
Peru
Argentina
Serbia
Kazakhstan
India
Indonesia
Ukraine

Welt

261,100
208,500
154,560
143,950
141,280
134,460
127,470
125,960
117940
114,890
112,470
109,700
108,820
91,050
87,150
82,930
79,250
75,460
74,240
73,630
59,850
55,960
46,450
38,470
24,010
23,450
21,660
21,280
20,720
17,220
16,310
15,770
14,650
14,080
13,700
12,980
12,730
10,180
9,760
9,320
8,790
6,760
6,530
6,200
5,420
3,620
3,440
2,240
1,670
1,460
1,460
1,160
640
31,068
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