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Boom-Busts and the Rich: 
Saving, Wealth and Inequality 



Re-examining the US crisis 

 

 

 Do we really understand what caused the crisis and 
slow recovery? 

 

 Conventional narrative: Leverage cycle of the middle 
class 



Growing Inequality 



Middle-class Borrowing 



Real Estate Boom and Bust 



Puzzle 1: Growing Inequality, Falling Saving 



Puzzle 2: Borrowing by the Rich 



Puzzle 3: Counter-cyclical Saving 



Two questions 

 

 

 Why just focus on debt, ignoring assets purchased? 

 

 Why focus on middle class, when bulk of income and 
wealth gains accrued to rich? 

 

 Perhaps these are the missing keys… 

 



The Rise of Wealth 



Role of Assets 



Return of the Wealth Effect? 



Wealth Effect 



Theory to Empirics 

Estimating the consumption rate function 



Simple Model,Good Fit 
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Figure 2.7. Consumption rate: actual and fitted

Sources: 



Simulated Consumption Growth 



Consumption: Key Role of Wealth 



Role of the Rich 



 Calibration 

 

 

 MPC out of income: 0.65 (rich); 0.85 (middle class) 

 

 MPC out of wealth: 0.027 



Consumption: Key Role of Rich  



Explaining Role of the Rich 



What just happened? 

 

 Used textbook model, reasonable calibration 

 

 We reversed the conventional narrative! 

 

 Real story of the boom and bust lies not with middle 
class and its debt but rather in the rich, and their net 
assets! 



Resolving the Puzzles 

 Why did saving fall as income distribution shifted 
toward high-saving rich?  

 Because the wealth of the rich boomed, reducing their 
incentive to save 

  

 How did households increase saving when their 
incomes were falling?  

 Because it was the rich who scaled back consumption when 
wealth fell; it was easy for them 

 



Implications of Two Narratives 

 How busts end  

 Debt narrative: when households pay down debts or housing 
prices recover 

 Wealth narrative: when wealth is restored, perhaps because 
stock prices recover 

 

 Role of monetary policy 

 Debt narrative: largely ineffective .  

 Wealth narrative: important, because it can affect asset prices  

 



A Portent? 



 

 

 

 THANK YOU! 


