
Ad
ve

r

Journal of Money, Credit and Banking / Volume 40, Issue 5 /  pp. 929-965

Household Debt and Income Inequality, 1963–2003

First published: 19 July 2008

https://doi.org/10.1111/j.1538-4616.2008.00142.x

The author thanks two anonymous referees, Zvi Hercowitz, Dirk Krueger, José Víctor Ríos Rull, and Mirko Wiederholt,
as well as seminar and conference participants for suggestions that improved the paper. Part of this research was
conducted at the European Central Bank as part of the ECB Research Visitor Programme; the author would like to
thank the ECB for hospitality and support.

Abstract

LITERATURE CITED 

Aiyagari, S. Rao. (1994) “Uninsured Idiosyncratic Risk and Aggregate Saving. Quarterly Journal of Economics,
109, 659–84.

Aizcorbe, Ana M., Arthur B. Kennickell, and Kevin B. Moore. (2003) “Recent Changes in U.S. Family Finances:
Evidence from the 1998 and 2001 Survey of Consumer Finances. Federal Reserve Bulletin, 89, 1–32.

Autor, David, Lawrence F. Katz, and Melissa S. Kearney. (2004) “ U.S. Wage and Consumption Inequality Trends:
A Re-Assessment of Basic Facts and Alternative Explanations.” Working Paper, Massachusetts Institute of

MATTEO IACOVIELLO

PDF

I construct an economy with heterogeneous agents that mimics the time-series behavior of the
earnings distribution in the United States from 1963 to 2003. Agents face aggregate and
idiosyncratic shocks and accumulate real and �nancial assets. I estimate the shocks that drive the
model using data on income inequality, aggregate income, and measures of �nancial liberalization.
I show how the model economy can replicate two empirical facts: the trend and cyclical behavior of
household debt and the diverging patterns in consumption and wealth inequality over time. While
business cycle �uctuations can account for the short-run changes in household debt, its prolonged
rise of the 1980s and the 1990s can be quantitatively explained only by the concurrent increase in
income inequality.
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