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Purpose and relevance

Research question

The question:

Does higher inequality imply an increase in leverage by low-income
households?

One possible (common) answer:
Yes!
Key mechanism: These households wish to borrow to keep up with
wealthier households → Demand side.

The paper’s answer:
No! It actually implies a decrease in leverage by low-income
households. High-income households are the ones who increase.
Key mechanism: Credit is more (less) difficult to access for low
(high) income households when inequality is high → Supply side.
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Purpose and relevance

Key mechanism in detail

Banks cannot observe borrower’s ability to meet debt obligations.

They take observed income as a signal: higher income means
higher ability to pay.

Signal is stronger when inequality is higher.

So banks give more importance to it and enable relatively
more access to credit to high-income households.

They do so in two ways:

→ By charging lower interest rates;

→ By denying loans less often.
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Purpose and relevance

Relevance of the subject

Impact of higher inequality on household leverage is at the core of
connection between financial crises and rises in inequality.

[Rajan (2010), Fitoussi and Saraceno (2010), Atkinson and
Morelli (2011), Kumhof et al. (2015))]

→ Crucial to understand if link is true, to assess if policies aimed at
reducing inequality may be key at preventing financial crises.

Ability of households to borrow after a transitory shock is at the
core of ability to perform consumption smoothing.

[Krueger and Perri (2006), Iacovello (2008), Jappelli and
Pistaferri (2010)]

→ Crucial to understand if consumption smoothing may not be
possible for low-income households in high inequality times.
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Main strengths

Both empirical and theoretical analysis.

Several different dimensions of debt, beyond aggregate
borrowing.

Thorough discussion and assessment of (almost) all elements of
the “story”.

Original empirical approach by focusing on regional variations in
inequality instead of time variations at the national level.

Use of rich, fairly unexplored, dataset.

Paper written in a clear, organized and pedagogical way.

Vanda Almeida (PSE) Ineq. and household borrowing 19 Nov 2015 6 / 9



Main strengths

Both empirical and theoretical analysis.

Several different dimensions of debt, beyond aggregate
borrowing.

Thorough discussion and assessment of (almost) all elements of
the “story”.

Original empirical approach by focusing on regional variations in
inequality instead of time variations at the national level.

Use of rich, fairly unexplored, dataset.

Paper written in a clear, organized and pedagogical way.

Vanda Almeida (PSE) Ineq. and household borrowing 19 Nov 2015 6 / 9



Main strengths

Both empirical and theoretical analysis.

Several different dimensions of debt, beyond aggregate
borrowing.

Thorough discussion and assessment of (almost) all elements of
the “story”.

Original empirical approach by focusing on regional variations in
inequality instead of time variations at the national level.

Use of rich, fairly unexplored, dataset.

Paper written in a clear, organized and pedagogical way.

Vanda Almeida (PSE) Ineq. and household borrowing 19 Nov 2015 6 / 9



Main strengths

Both empirical and theoretical analysis.

Several different dimensions of debt, beyond aggregate
borrowing.

Thorough discussion and assessment of (almost) all elements of
the “story”.

Original empirical approach by focusing on regional variations in
inequality instead of time variations at the national level.

Use of rich, fairly unexplored, dataset.

Paper written in a clear, organized and pedagogical way.

Vanda Almeida (PSE) Ineq. and household borrowing 19 Nov 2015 6 / 9



Main strengths

Both empirical and theoretical analysis.

Several different dimensions of debt, beyond aggregate
borrowing.

Thorough discussion and assessment of (almost) all elements of
the “story”.

Original empirical approach by focusing on regional variations in
inequality instead of time variations at the national level.

Use of rich, fairly unexplored, dataset.

Paper written in a clear, organized and pedagogical way.

Vanda Almeida (PSE) Ineq. and household borrowing 19 Nov 2015 6 / 9



Main strengths

Both empirical and theoretical analysis.

Several different dimensions of debt, beyond aggregate
borrowing.

Thorough discussion and assessment of (almost) all elements of
the “story”.

Original empirical approach by focusing on regional variations in
inequality instead of time variations at the national level.

Use of rich, fairly unexplored, dataset.

Paper written in a clear, organized and pedagogical way.

Vanda Almeida (PSE) Ineq. and household borrowing 19 Nov 2015 6 / 9



Main strengths

Both empirical and theoretical analysis.

Several different dimensions of debt, beyond aggregate
borrowing.

Thorough discussion and assessment of (almost) all elements of
the “story”.

Original empirical approach by focusing on regional variations in
inequality instead of time variations at the national level.

Use of rich, fairly unexplored, dataset.

Paper written in a clear, organized and pedagogical way.

Vanda Almeida (PSE) Ineq. and household borrowing 19 Nov 2015 6 / 9



Some clarification questions

1 Purpose and relevance

2 Main strengths

3 Some clarification questions

4 Some reflections and suggestions

Vanda Almeida (PSE) Ineq. and household borrowing 19 Nov 2015 6 / 9



Some clarification questions

Sample and measurement choices

Sample restricted to households for whom household head’s age
is between 20 and 65 and with positive income?

→ May lose important information on young workers, unemployed and
pensioners.

Income measure considered? With or without capital gains?
Before or after taxes and transfers?

→ This may be crucial for the results and is not discussed.

No scale adjustment considered? Only household level?

→ Idem.
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Some clarification questions

Methodology and main mechanism

P90P10 chosen as inequality measure?

→ Looks at only two points of the distribution. Can give very different
results of top income shares or more global measures like Gini.

Income rank and inequality level kept at 2001 values?

→ What if significant changes occurred between 2001 and 2012?

Information contained in the income signal stronger when
inequality is higher? Why do banks lend at all to low-income
housholds?

→ Not clear what the intuition is.

Vanda Almeida (PSE) Ineq. and household borrowing 19 Nov 2015 8 / 9



Some clarification questions

Methodology and main mechanism

P90P10 chosen as inequality measure?

→ Looks at only two points of the distribution. Can give very different
results of top income shares or more global measures like Gini.

Income rank and inequality level kept at 2001 values?

→ What if significant changes occurred between 2001 and 2012?

Information contained in the income signal stronger when
inequality is higher? Why do banks lend at all to low-income
housholds?

→ Not clear what the intuition is.

Vanda Almeida (PSE) Ineq. and household borrowing 19 Nov 2015 8 / 9



Some clarification questions

Methodology and main mechanism

P90P10 chosen as inequality measure?

→ Looks at only two points of the distribution. Can give very different
results of top income shares or more global measures like Gini.

Income rank and inequality level kept at 2001 values?

→ What if significant changes occurred between 2001 and 2012?

Information contained in the income signal stronger when
inequality is higher? Why do banks lend at all to low-income
housholds?

→ Not clear what the intuition is.

Vanda Almeida (PSE) Ineq. and household borrowing 19 Nov 2015 8 / 9



Some clarification questions

Methodology and main mechanism

P90P10 chosen as inequality measure?

→ Looks at only two points of the distribution. Can give very different
results of top income shares or more global measures like Gini.

Income rank and inequality level kept at 2001 values?

→ What if significant changes occurred between 2001 and 2012?

Information contained in the income signal stronger when
inequality is higher? Why do banks lend at all to low-income
housholds?

→ Not clear what the intuition is.

Vanda Almeida (PSE) Ineq. and household borrowing 19 Nov 2015 8 / 9



Some clarification questions

Methodology and main mechanism

P90P10 chosen as inequality measure?

→ Looks at only two points of the distribution. Can give very different
results of top income shares or more global measures like Gini.

Income rank and inequality level kept at 2001 values?

→ What if significant changes occurred between 2001 and 2012?

Information contained in the income signal stronger when
inequality is higher? Why do banks lend at all to low-income
housholds?

→ Not clear what the intuition is.

Vanda Almeida (PSE) Ineq. and household borrowing 19 Nov 2015 8 / 9



Some clarification questions

Methodology and main mechanism

P90P10 chosen as inequality measure?

→ Looks at only two points of the distribution. Can give very different
results of top income shares or more global measures like Gini.

Income rank and inequality level kept at 2001 values?

→ What if significant changes occurred between 2001 and 2012?

Information contained in the income signal stronger when
inequality is higher? Why do banks lend at all to low-income
housholds?

→ Not clear what the intuition is.

Vanda Almeida (PSE) Ineq. and household borrowing 19 Nov 2015 8 / 9



Some clarification questions

Methodology and main mechanism

P90P10 chosen as inequality measure?

→ Looks at only two points of the distribution. Can give very different
results of top income shares or more global measures like Gini.

Income rank and inequality level kept at 2001 values?

→ What if significant changes occurred between 2001 and 2012?

Information contained in the income signal stronger when
inequality is higher? Why do banks lend at all to low-income
housholds?

→ Not clear what the intuition is.

Vanda Almeida (PSE) Ineq. and household borrowing 19 Nov 2015 8 / 9



Some reflections and suggestions

1 Purpose and relevance

2 Main strengths

3 Some clarification questions

4 Some reflections and suggestions

Vanda Almeida (PSE) Ineq. and household borrowing 19 Nov 2015 8 / 9



Some reflections and suggestions

Results taken as evidence against “keeping up behaviour”. But
can’t we think of keeping up at the top? The “less rich”
borrowing to mimic the very rich?

If not keeping up, what is the motivation for high-income
households to increase leverage? It is not just because they
can that they will.

If increase in leverage by high-income households is higher than
decrease by low-income households, link between inequality
and total leverage may still hold.

Would be useful to have section on “stylised facts”. How did
debt actually evolve, overall and for different sections of the income
distribution? How did inequality evolve, overall and by region?
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