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“Myron,” said Steven Belotti, “what do you have more of – money or brains?”  Scholes replied,
 “Brains, but it’s getting close!”


For fun, we’re going to offer a tool, the W.Q. or “wealth quotient,” analogous to the I.Q., for you to use to answer Belotti’s question for anyone who’s wealth you can estimate, including yourself.  But first we continue our story from the last issue.

How would Table 2 of the previous column (included here for reference as the first two columns of Table 3) look if applied to your city, county, region or state?  If your area were average then you could simply multiply the estimated number for the U.S. by the percentage living in your area.  Orange County, California, where I live had, in the year 2000, about 2.8 million people or 1% of the total U.S. population so the numbers were easy.  Just move the decimal point two steps to the left in Table 3, getting a corresponding table just for Orange County, which, for instance, indicates about 40,000 millionaires.  But the distribution of the rich tends to vary widely across the country.  Some areas, like Redmond, Washington, the home of Microsoft, or Silicon Valley, California, a center of the dot.com revolution, or the “financial capital of the universe,” Manhattan, New York, N.Y., each have far more than their share, while other regions consequently must be underrepresented.  Guessing that Orange County has about twice its share,
 we use 2% of the numbers in Table 3 to estimate 80,000 millionaires, 110 centimillionaires, etc. for Orange County.
Some of the superrich call $100 million a “unit” and proudly announce when they have their first unit,
 as in “the first unit is the hardest.”  My February 2000 edition of a publication called the Rich Register (see www.richregister.com) lists 1,916 people/households in this select group, along with a background capsule for each.  Although the data base is continually updated from public sources and each book is printed to order from the then current data base, Table 3 suggests that only about 35% of these centimillionaires are listed.  Why are so many missing?  I know many people who are listed and I also know many who qualify and are not included.  Those I know who are in the book have generally been identified in the news or listed as owners of blocks of assets in public companies.  On the other hand, many of the unlisted centimillionaires I know are hedge fund managers whose wealth, accumulated through fees and compounding, is typically only partially described in private partnership documents with limited circulation.  Moreover this wealth may be divided among two or more such entities, some of which may be abroad (“offshore”).


A companion book, the Junior Rich Register, lists people/households with wealth in the range from $25 million to $100 million.  My February 2000 edition lists 1,885 names, whereas Table 9.1 estimates there are about 40,000 – 5,500 = 34,500 which qualify.  This suggests that almost 95% of those who should be on the list are not there.  I sometimes add missing names and wealth figures for people that particularly interest me.  

Here are two examples that illustrate the problems of producing such lists.  A few years ago I learned that a friend who had started a technology company four years earlier now owned stock worth $100 million.  As tech stocks fluctuated, his net worth fluctuated between $40 million and $100 million.  He certainly qualified at the time for one of my two Rich Register books but was in neither.  (He sold most of his stock before the dot.com collapse and so remains wealthy.)  Note that if he had been discovered by the Rich Register, he might pop in and out of one book or the other as the price of his stock fluctuated.  Another non-listee was Dick Cheney, the CEO of Halliburton, whose financial affairs became front page news in August 2000 when he became the Republican Vice Presidential nominee.  He left Halliburton with a $20 million goodbye package of options and other compensation, and a net worth I estimated at $70 million.  A few months earlier when my Junior Rich Register was printed, Cheney easily made the $25 million cutoff but his affairs were not so publicly known and he wasn’t spotted.


Part of the difficulty in making lists of the very rich comes from their frequent understandable desire for privacy or for secrecy.  One Southern California member of the Forbes 400 who I met was irate when he learned that he was on the list.  He told a banker that spilled his financial information to Forbes that if it happened again their relationship would be terminated.  Why?  He didn’t want his family members kidnapped for ransom, nor he didn’t want to be besieged by an endless stream of pests with venture capital projects, or by constant pleadings to fund worthy causes.  A noted charitable giver, he prefers to make his own selections.  Curiously, he is often notably (inconsistently?) uncharitable when dealing with his tenants and his employees.

How Much Are You Worth?


To see where you stand on the ladder of wealth, and to sharpen your thinking for what’s to come, I’d like you to take a moment, if you haven’t already, to estimate your or your household’s net worth.  Just make a simple estimate for the value of what you own, i.e. your assets, and what you owe, i.e. your debts and other liabilities.  The difference is your economic net worth.  All you need is a pencil, a piece of scratch paper, and a few minutes.  Don’t do any research, don’t consult any records.  When you don’t know exact numbers just estimate or guess.  If you’re rather uncertain, just put in a low value for various items or categories that you own and a high value for what you owe, leading to a conservative value for what you’re worth.  Alternately, for assets and liabilities of uncertain value you could put in high and low estimates.  Using the total of low estimates for assets, minus the total of high estimates for liabilities, gives a lower bound for net worth.  A similar procedure gives an upper bound.

This quick assessment gives you a rough idea of where you would stand on the wealth ladder of Table 3.  Later on you may want to make a more accurate balance sheet, which I usually do about once a year, typically after I’ve completed my income tax return because then I have most of the information I need readily at hand.  If you do a series of balance sheets, say about once a year, you’ll get a picture of how your wealth is changing.  The difference from one year to the next shows you the change in your economic net worth after all your income, expenses including taxes, and gains and losses in the value of property.


In assessing your net worth, please allow for the fact that the spread between replacement value and liquidation value is often very high for real property – often as much as 10% to 20%.  For instance I buy a $100,000 painting from Sotheby’s and pay $7,000 more in sales taxes, for a total of $107,000.  If I were to sell it the next day through Sotheby’s for $100,000, paying $10,000 in commissions, the net proceeds would be $90,000.  My cost is $107,000 but for a net worth calculation I only count my anticipated net proceeds, $90,000 in this example.  The spread between $90,000 and $107,000, a difference of $17,000 or 17% of the “base” price of $100,000, is what you could lose in a round of buying and selling.  It’s that way with houses, cars, art, jewelry, etc.  In contrast, the spread in listed securities is typically only a small fraction of a percent, for a correspondingly small markdown.  This contributes to their high turnover and to their liquidity, which increases their appeal as stores of wealth.

Wealth, which I think of as economic net worth, shows how rich you are now whereas income measures how much money your wealth, labor and ingenuity are currently generating.  A major part of aggregate wealth increase, especially at the higher wealth levels, comes from return on investments:  the appreciation of stocks, bonds, real estate, collectibles, etc.  So it makes sense to me to choose wealth, not income, as the measure of how rich someone is.  However, as is shown by examples like the movie star who leaps to fame and starts making $20 million per year, income may indicate very large future wealth.
We could, of course, fit a Pareto distribution to the data for high incomes and develop a similar analysis.  In a future column I may do this and use the results to compare the high income distribution with the high wealth distribution.

Which Do You Have More of, Money or Brains?

“Intelligence” is commonly described by a number called the I.Q. or intelligence quotient.  It’s measured by “intelligence tests” and test scores are typically transformed (preserving order) so to be approximately normally distributed 
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Thus every I.Q. number corresponds to a percentile rank and vice versa.  Now we define the wealth quotient, or W.Q., by first determining the wealth percentile rank.  For wealth levels of $1 million or more, we can do this by using Table 3.  Then the I.Q. number corresponding to this wealth percentile rank is what we’ll call the W.Q.


So with this playful interpretation, if Myron’s wealth at the time in question were, say, $50 million, his wealth percentile rank
 would have been about 1 - 14,800/(110 million) or about 99.985%.  This is about +3.65 standard deviations from the mean giving a corresponding I.Q., hence the W.Q., for this percentile rank of about 158.  Then more brains than $50 million of money would suggest an I.Q. greater than 158.


Table 3, which includes Table 2 from our previous article as its first two columns, illustrates this for the right tail of the U.S. wealth distribution, $1 million and up.

Table 3  Estimated Wealth Quotient (W.Q.) for Wealthiest U.S. Households, Year 1999
	Wealth Level W :

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

Households Having This Much
	Percentile

(Out of 110 million)
	Standard

Deviations

Above Mean
	W.Q. for

this Percentile


	$1
	million
	4,000,000
	96.36
	1.79
	129

	$5
	million
	400,000
	99.636
	2.68
	143

	$10
	million
	148,000
	99.866
	3.00
	148

	$20
	million
	55,000
	99.9500
	3.29
	153

	$25
	million
	40,000
	99.9636
	3.38
	154

	$50
	million
	14,800
	99.9866
	3.65
	158

	$100
	million
	5,500
	99.99500
	3.89
	162

	$125
	million
	4,000
	99.99636
	3.97
	164

	$250
	million
	1,480
	99.99866
	4.20
	167

	$625
	million
	400
	99.999636
	4.49
	172

	
	
	
	
	
	



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.

I mentioned earlier my friend who started a technology company, and whose wealth fluctuated between forty and a hundred million, corresponding to W.Q. values from 157 to 162.  His I.Q.?  He’s a member of the highest I.Q. society in the world, the Mega Society, which takes its name from the requirement that members’ I.Q.s be “one in a million.”  That’s about 4.75 standard deviations above the mean, or an I.Q. of 176.  Actually, I believe the de facto cutoff
 for its score or so of members is about 173, or about one in 400,000.  So my friend will have to make it onto the Forbes 400 list if he wants his W.Q. to equal his I.Q.  With about two hundred million U.S. adults we would expect about 500 of them to be eligible to join him in the Mega Society.  Four billion adults worldwide yield about 10,000.

Remember not to take all this too seriously.  Both I.Q. and wealth are “fuzzy” numbers, complicated by caveats, uncertainties, and contingencies.  And remember, even though you probably can’t change your I.Q. (as tested) drastically, there’s a lot you can do about your W.Q., as we’ll discuss in future columns.
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� Lowenstein, page 84.


� One could count and see what percentage of those listed in the Forbes 400, the Rich Register and the Junior Rich Register live in Orange County, to get a rough guess at the correct percentage to use over the ranges covered by these sources.  California as a whole, with about 12% of the U.S. population, had 24.5% of the Forbes 400, 23% of the centimillionaires in the Rich Register, and (note the shift in percentage) 13% of the $25 million - $100 million group in the Junior Rich Register.


As of March 2003, The Rich Register and Junior Rich Register had been combined into a single Rich Register listing 4,800 names with net worths from $25 million to over $40 billion.


� Rosenberg, page 92.


� An awkwardness: we’re identifying individuals with their households, hence the divisor of $110 million, rather than, say, 200 million or so for all U.S. adults.  Alternately we could simplistically pretend all the wealth in a household belongs to just one individual and only rank those (approximately 110 million) individuals.


� There’s a hierarchy of high I.Q. societies starting with the lowest, Mensa, whose cutoff, I believe, is the 98th percentile, and progress upward with ever higher cutoffs, capped by the Mega Society.
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