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“The rich,” said Ernest Hemingway to F. Scott Fitzgerald,” are different than you and me.”  “Yes,” said Fitzgerald, “they have more money.”

While chatting long distance with a financial entrepreneur in London I asked, “How much wealth would you need today to retire and live off your money for the rest of your life?”  “I know my exact number,” he said.  “It’s twenty million.”  I said, “That means you could put all the money in, say, an S&P 500 index fund and, using my ultra conservative rule of 2%, spend $400,000 a year, after taxes and adjusted up or down to account for inflation, with only a small probability of ever using up your fortune.”  (The derivation for the rule of 2% will be explained in a future column.)  In his early forties, married and with three small children, this sounded good to him.  
What’s your “number” and what are the chances of getting there?  To answer this it helps to know:  How many people are at or above any given high wealth level?  This is a question I’ve been asked often.  This month’s column will examine the answer for the United States.

We focus on the U.S. because it’s the largest economy and is the country with which I’m most familiar.  The approach can be adapted to other countries.

John D. McDonald’s View of Wealth Levels

In 1970 the famous American fiction writer, John D. McDonald, characterized levels of wealth in his Travis McGee series.  As I recall, his economist co-hero Meyer Meyer said $100,000 was “adequate” and $250,000 was “comfortable,” whereas $1,000,000 was “substantial.”  To have $5,000,000 was “impressive.”  Since inflation has cut the real buying power of the dollar by a factor of about five, McDonald’s corresponding year 2000 numbers would be about five times as large with $500,000 as “adequate,” $1,250,000 as “comfortable,” $5,000,000 as “substantial,” and $25,000,000 as “impressive.”  You can see that using my 2% rule, or even a 5% rule, the amount available to spend each year seems rather too little to be the sole support of the lifestyles corresponding to these descriptions.

         Dinesh D’Souza, writing in Forbes 
 offered the year 1999 classification in Table 1:

Table 1  D’Souza’s (1999) Classification of Income and Wealth in the U.S.

	
	Income
	Wealth
	Number of Households

	Superrich
	$10 million+
	$100 million+
	5,500


	Rich
	$1-10 million
	$10 million-100 million
	142,0002

	Upper-middle
	$75,000-1 million
	$500,000-10 million
	

	Middle
	$35,000-75,000
	$55,000-500,000
	32 million


	Lower-middle
	$15,000-35,000
	$10,000-55,000
	

	Poor
	$0-15,000
	$0-10,000
	


How Much Money Is There?


When my younger daughter Karen was three, she had two pennies and noticed her two year old brother Jeff had two dimes.  So she said, “Jeff, let’s put all our money together and divide it in half.”  They did and Karen instantly made 450%, whereas Jeff lost 45%.  He was lucky!  It only cost him 9¢ to learn a lesson he never forgot.


In their monumental work, Triumph of the Optimists, 101 Years of Global Investment Returns, Dimson et al give market capitalizations for various world stock markets at the start of 2000.  For the U.S. they give $17 trillion (numbers are rounded off by me) and a world total of $36 trillion (their Table 2-1).  They give the total value of the U.S. bond markets as $15 trillion and a world total of $31 trillion (their Table 2-2).
Using Dimson et al’s $17 trillion in stocks,
 $15 trillion in bonds, plus my rough guesses of $15 trillion for real estate, and $9 billion for personal property, my rough guess for the wealth of the U.S. in the year 2000 is a total of $56 trillion dollars.
  Taking the U.S. net worth as $56 trillion and assuming the U.S. has about 35% of the globe’s total net worth leads to a year 2000 estimate of $160 trillion for the market value of the world.  It reminds me of a sign I saw posted on a U.C.I. physics professor’s door saying, “Earth people, this is God.  You have thirty days to vacate.  I have a buyer for the property.”

Please note that estimates of national wealth and the distribution of wealth and income are problematical.  The result varies with what’s counted and how it’s counted, and much data is not available.  For instance, how big is the underground economy?  What’s the value of privately held non-traded businesses?  How much of the national wealth consisting of patents, copyrights and innovation is being counted?  Most household labor is not monetized, hence is not customarily counted in national income.

   Moreover, we’re working with a moving target.  After the bursting of the dot.com bubble in the U.S., generally associated with the NADSAQ all time high on March 10, 2000, the total value of listed stocks has fallen in 2003 to perhaps ten to eleven billion dollars, and continues to fluctuate.  Meanwhile plummeting interest rates have increased the market value of bonds, while low mortgage rates and the flight from equities have boosted residential real estate prices.  The total U.S. wealth in 2003 is probably fairly close to, but nominally larger than, what it was in 2000.  

What if we divided it up so everyone had the same amount?  With 280 million people sharing equally a little more than $56 trillion we’d each end up with about $200,000.  Guessing that about one-third of this belongs to the government, this lets each of us own about $133,000 worth of real estate, personal property and stocks and bonds.
  Of course, as has been widely noted, even if we did divide the wealth equally, it would soon be reallocated unequally.  Some would spend, some would save.  Some would work to earn and accumulate more and some would enjoy some time off.  Some would be lucky and some would be unfortunate.  At any moment in our society there is an inequality in the distribution of wealth and we expect that, to a certain extent, this will be so.  Since you presumably want to be one of the more fortunate wealth holders in this society of inequality, let’s see how many people have already gotten to where you want to be.

How Many of Us Are Millionaires?


A million dollars still sounds like real money, even though it doesn’t buy nearly what it once did.  In fact, due to inflation it would take wealth of about $20 million today
 to be equivalent to just $1 million a little over a century earlier, in 1900.  How many of us in the U.S. have a net worth of one million dollars today in the year 2003?  No one knows exactly because comprehensive information on personal wealth is difficult to collect.  Much of it is not available, not reported, or deliberately hidden to avoid taxes, theft, criminal prosecution, or simply for personal privacy.  Most of the information that is available really applies to household units, of which there are currently about 110 million in the U.S.  We’ll talk about households from now on when we discuss how many wealth holders there are at the highest levels.  Some of these very wealthy households only consist of one person and most of the rest have a single economically dominant individual, so counting very wealthy households probably is close enough, for thinking purposes, to counting wealthy individuals.


The better estimates of the number of U.S. households worth at least one million dollars in 2000 range from three to five million.
  We’ll use a middle value of four million for then and now.  Having almost 4% of households worth a million dollars or more suggests that’s a goal which is within reach.  


The richest man in the world at the start of the twenty first century was William F. (Bill) Gates, the co-founder and largest shareholder of the Microsoft Corporation (MSFT), whose fortune at one point made him the first human to ever achieve a net worth of more than one hundred billion dollars, an amount exceeding 1% of the entire Gross National Product of the United States at the time.  Gates led the list of the 400 richest people in the U.S., as catalogued once a year by Forbes magazine.  For the year 1999 Forbes
 reported 267 American billionaires and the cutoff for the superrich 400 was $625 million.


Investors I deal with are typically not just millionaires but multimillionaires with fortunes of 5, 10, 25, 50, 100 million dollars and up.  Perhaps like them you sometimes wonder how many households have reached these rarified heights.  The great Italian economist Vilfredo Pareto studied the distribution of income and came up with a formula in 1897 that seems to describe fairly well how many top wealth holders have reached various levels.  The form of the formula is 
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 means “raise to the power of.”  To find the constants 
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we need to know the estimates for two cases,
 as we already do for the year 1999, namely that four million households are worth at least one million dollars and 400 households are worth at least $625 million.  The formula turns out with this data to be 
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. The formula gives us Table 2.
Table 2  Estimated Numbers of Wealthiest Households, United States, Year 1999

	Wealth Level W :

This Amount or More
	Estimated Number N  of U.S.

Households Having This Much


	$1
	million
	4,000,000

	$5
	million
	400,000

	$10
	million
	148,000

	$20
	million
	55,000

	$25
	million
	40,000

	$50
	million
	14,800

	$100
	million
	5,500

	$125
	million
	4,000

	$250
	million
	1,480

	$625
	million
	400

	
	
	



As you can see, each increase of five times in wealth level reduces the number of qualifying households by a factor of ten.  Since the formula is only an estimate, the calculated numbers of households are rounded to show just the first three significant digits.  For other years with a different number of millionaires and a different cutoff for the Forbes 400 list, we can find the corresponding Table in a similar fashion.  (Continued in the next issue.)

References.
1. Dimson, Marsh and Staunton, Triumph of the Optimists, 101 Years of Global Investment Returns, Princeton University Press 2002.

2. Inhaber and Carroll, How Rich Is Too Rich?  Income and Wealth in America, Praeger, New York and London, 1992.
� Forbes, Oct. 11, 1999, page 60.


�  My estimate.


� It was estimated that 37 million households had a net worth of at least $50,000 in 1999.


� A second source for the $17 billion figure is BARRA, quoted in the July 3, 2000 issue Forbes’ “Markets and Forecasts” section.  Page 275.


� The U.S. Bureau of Economic Analysis, at http://www.bea.doc.gov, estimates U.S. fixed assets and consumer goods as $27.9 trillion for year end 1999, $29.7 trillion for year end 2000, and $31 trillion for year end 2001.  See Table 1.1, Current-Cost Net Stock of Fixed Assets and Consumer Durable Goods.  The values are not inconsistent with our rough guess in the text.  It includes equipment, structures, software and durable goods owned by business, government and consumers, but very large value sectors like land and goodwill are not counted.  Goodwill is the difference between the value of a company as an operating business (“alive”) and its liquidating (“dead”) value.  See, e.g. Barron’s Dictionary of Finance and Investment Terms, by Downes and Goodwan, Barron’s, N.Y. 1985.


� Forbes, Oct. 2, 2000, page 156, gives U.S. household wealth as $42 trillion, or an average of about $150,000 per capita or about $400 thousand for each of about 104 million households.


� An advanced search at www.google.com on the exact phrase “inflation calculator” yields many sources, for various countries.


� Forbes, October 11, 1999, page 52.


� Forbes, October 2, 2000, page 158.


� Since the Pareto formula only fits the extreme right tail of the wealth distribution the wealth levels for the two chosen data points must be high enough to qualify.  For an extended discussion of the Pareto formula, see Inhaber and Carroll.  For the use of interpolation between income data points using the formula, see page 213.
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