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Abstract

This work examines trends and developments of Italian household financial investments
before, during and after the Great Recession. We first of all document the very low
fraction of households that invest in the financial markets and how this fraction de-
clined strongly during the last 15 years. In order to explain these patterns, we focus on
the role of risk aversion, participation costs, trust and financial literacy in determining
risky investment attitudes. We provide a theoretical discussion of how these factors can
determine non participation and we address the issue empirically, by means of an econo-
metric analysis. Coherently with the literature and the predictions of the theory, we find
that poorer, lower educated and more risk averse households are less likely to hold risky
financial assets. They are also more likely to have exited the stock market following
the financial crisis of 2007-2008, possibly reflecting a loss in wealth, given the fixed
participation cost. We also conjecture that a decrease in the level of trust following the
financial crisis is a concurrent driver of the drop in participation and the main reason of

the exit of richer and better educated households.
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Introduction

Household portfolios started drawing researchers’ attention during the *90s. Since then,
a large literature has developed, focused on understanding the drivers of household fi-
nancial decisions. Campbell (2006) in his presidential address to the American Eco-
nomic Association, coined the term "household finance" to define the branch of eco-
nomics devoted to study how households use financial instruments to attain their objec-
tives. The development of the field has been sustained by the increasing availability of
household level comprehensive data on income, consumption, wealth and its composi-
tion. Moreover, interest in the topic has been driven by the significant expansion of the
set of financial saving instruments available to households during the *90s. Households
participation in the stock market, either directly or indirectly through managed invest-
ment accounts, increased significantly, both in Europe and the United States. (Guiso et al.
(2002b)) refers to this as the "the phenomenon of the spread of the equity culture". They
point out three factors that have been especially important: increasing competition in
the financial sector, privatization of public utilities and pension reforms. In addition to
these public policies, further incentives for the households to invest in the stock market
came from the financial sector itself. Maybe due to the pressure of growing competition,
and certainly thanks to technological innovations, financial intermediaries expanded the
set of services offered in order to attract new customers. With the diffusion of mutual
funds, even small investors could invest in a diversified portfolio, managed profession-
ally. Lastly, we want to point out that the unprecedented stock market boom experienced
during the ’90s in almost all Western countries has probably been a further incentive to
invest in equity, given that, at the same time, interest rates fell significantly, especially
in Europe.

Such transformation of household portfolios has been very evident also in Italy.

Guiso and Jappelli (2002) reports how the participation rate to the stock market of Ital-



ian households had traditionally been low, compared to other industrialized economies.
The median household financial savings were typically in the form of transaction ac-
counts and short term government bonds, and its portfolio poorly diversified. After
the complete liberalization of capital movements, and the privatization of many public
companies during the *80s and 90’s the fraction of households holding stocks rose from
4.5% in 1989 to 7.3% in 1998. Similarly, participation rate in mutual funds increased
from 2.8% to 10.6%. Such trends were so striking that |Guiso and Jappelli (2002) in
their analysis state that "although some of these features [regarding low participation]
remain, it appears that Italian households are now in the course of a transition that will
lead to a configuration more closely resembling other advanced industrial economies".
However, such trend stopped abruptly after the stock market crash of 2001. Between
2002 and 2014 there has been a steady decline in the fraction of households participating
to the stock market, both directly and indirectly through mutual funds. Moreover, the

gap in participation between Italy and other advanced economies has remained wide.

This thesis investigates Italian households attitude towards risky financial invest-
ment. In particular, there are two questions that we address: first, why investment in
risky assets is so limited in Italy compared to other advanced economies? Second,
which are the factors that have caused such a strong reversal in the upward trend of the
late 1990s? The former question has been widely investigated in the literature. A large
fraction of the households, indeed, do not own stocks neither directly nor indirectly.
Such feature has been largely documented both in Europe and in the United States,
and has become known as the stock market participation puzzle (Haliassos and Bertaut,
1995). The "puzzle" comes from the fact that, in the presence of a positive equity pre-
mium and in the absence of frictions, each expected utility maximizing investor should
hold equity. In the literature, many different factors have been considered in order to
explain the puzzle. A popular explanation relies on participation costs. In her seminal
contribution, |Vissing-Jgrgensen! (2004) shows that if investors face a fixed cost to invest
in the stock market, such cost would determine a wealth threshold below which invest-
ing is not optimal. Thus, fixed costs are able to explain the strong correlation between
financial wealth and stock market participation. However, only a fraction of households
participate even at high levels of wealth. This issue can be partly addressed if we con-
sider two components of participation cost: a monetary component, that may represent

fees or other transaction costs, and an heterogeneous, non monetary component, cor-
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INTRODUCTION

responding to the time and efforts (opportunity costs) needed in order to acquire the
knowledge and the information necessary to invest. In this way the participation cost
explanation can also rationalize the correlation between stock market participation and
financial literacy (van Rooyj et al., |2011). Indeed, investors with a limited knowledge
of financial markets and investment opportunities may need to spend more time and
efforts in order to acquire the information they need. However, there are two features
of the data that are difficult to reconcile with this explanation: first, even if these costs
are heterogenous, to justify the non participation of rich and literate households they
should be extremely high. Second, participation costs are unlikely to have increased
during the last 15 years in Italy, thus they are unlikely to have caused the drop in the
participation rate. A third evidence that cannot be explained considering only participa-
tion costs relates to the wide cross country heterogeneity in stock market participation.
The fixed participation costs story cannot account for such differences, unless we as-
sume that there are also extreme differences in the level of these costs by country. Such

assumption seems clearly implausible.

In order to explain these patterns, the literature explored other hypotheses. A first
one, on which we will focus in chapter two, is that many households do not participate
due to a lack of trust in the financial system. The correlation between trust and stock
market participation has been emphasized by Guiso et al.|(2008). They develop a model
in which trust is modelled as a subjective probability of being cheated in the stock
market. Given fixed participation costs, a decrease in the level of trust increases the
wealth threshold and decreases the optimal share upon investment. Hence, trust can
explain the low participation rate of the wealthy, and at the same time, if it has changed
during the years, it can also provide an explanation of the decline in the participation rate
over the years. (Guiso et al. (2008) show also that there is a high correlation between the
level of trust measured by the World Value Survey and the participation rate observed at
the country level. Thus, trust as a cultural factor can explain also the large differences
in household risk taking behaviour in different countries.

However, we also analyze alternative explanations. In particular, we take into ac-
count the fact that households may have reduced their investment in risky assets as a
consequence of an increase of the background risks to which they are exposed. Bottazzi
et al. (2006) show how the long reformation effort of the public pension system has

increased household expected retirement age and lowered expected replacement rate.
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They also find a partial substitution effect of pension wealth and private wealth, and
that households with lower expectations about future pension wealth tend to accumu-
late more wealth. In a second study, |Bottazzi et al. (2011]) focus on the portfolio effect
of these pension reforms. Once again, they find that the response has been stronger
among individuals that have lower expectations about their future. Overall, households
responded by increasing their wealth invested in safe assets and real estates. How-
ever, Bottazzi et al.| (2011) do not find significant effects on stock market participation.
Overall, their results seem suggesting that background risk related to pension wealth
expectations is unlikely to be the main cause of the reduction in risky investments. An-
other source of background risk can also be income uncertainty. As shown by |Gollier
(2002), income risk may lead to a larger share invested in the risk free assets. Taking
into account income risk may explain the decline in participation after 2007, and espe-
cially after 2012, when unemployment increased dramatically. But, although between
2002 and 2007 unemployment was declining, we still see a decline in the participation
rate in those years. A third source of background risk considered in the literature is the
substantial share of wealth invested in housing. In most industrialized economies, home
ownership rates exceed the 50%. Moreover, the main residence typically represents the
bulk of household wealth, with average shares ranging from 50 to 70%. Since the sem-
inal contribution by (Grossman and Laroque| (1990) many studies predicted that housing
should reduce household demand for risky assets, since it increases household exposure
to risk and illiquidity. |Coccol (2005) proposes a life cycle model in which households
optimize their expected utility from consumption and can invest in housing, risk-free
and risky financial assets. In his framework, investing heavily in housing reduces finan-
cial wealth, thus lowering the potential benefit from stock market investing, and may
lead to non participation. He finds also that house price risk crowds out stock holding,
especially for what concerns households with low financial wealth.

One last factor that is worth mentioning in this discussion is the role of expectations
about the stock market return and volatility. Clearly, lower expected return and higher
volatility reduce the risk-adjusted equity premium, lowering the incentive to invest in
risky assets. There has been significant recent work about measuring and interpreting

household expectations about equity returns and stock market volatilityﬂ Using sub-

'See Manski (2004) for a discussion about how to measure and interpret household expectations
in a survey context. He shows that responses to probabilistic expectations questions are predictive for
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INTRODUCTION

jective probabilities of the likelihood of positive equity returns elicited in the Survey
of Economic Expectations | Dominitz and Manski (201 1)) postulate the presence of three
different types of households, on the basis of their expectations. One is the random
walk type, which assumes that returns are i.i.d. over time and uses the historical mean
return to predict future returns. Then, they distinguish between a persistence type, who
thinks that recent trends will persist over time, and, conversely, a mean reversion type,
who predicts that recent trends will reverse in the future. Concerning the Italian case,
expectations of persistence may explain the increased participation during the boom and
the drop in participation that followed the 2001 and 2008 stock market crashes. Unfor-
tunately, questions on expected returns have not been asked consistently throughout the
years in the Survey on Household Income and Wealth that we use in this thesis and they
are available only for the post-crisis period, that is, in 2008, 2010 and 2012. Moreover,
there are issues with the quality of the data. Many households do not answer to the
questions, or give inconsistent answers. We observe also a large fraction of households
that report to attach a zero probability to a positive return of the stock market in the
following years. We conjecture that this is due to a combination of poor understanding
of the questions and a deep lack of trust in the stock market. Such issues, unfortunately,
limit our possibilities of analysis; anyway, the role of expectations needs to be kept in
mind.

Our empirical analysis addresses both the issue of the scarce participation in the
stock market and the issue of the decline in participation over the years. Regarding the
former, we estimate the likelihood of holding risky assets through a static logit spec-
ification. Given the availability of panel data, we employ different specifications in
order to account for individual unobservable effects. Our approach is closely related to
Miniaci and Weber (2002)). We compare the results of a pooled logit model in which the
unobservable heterogeneity is assumed negligible with those of two models in which
such heterogeneity is treated as a fixed and a random effect. Consistently with their
results, we find that poorer, lower educated and more risk averse households are less
likely to participate in the stock market. Moreover, participation is hump shaped over
the life cycle, and differs broadly by geographic area, with the likelihood of owning
risky assets that is much lower for households resident in the south. Also the relation-

ship between the three models is similar to what reported in[Miniaci and Weber] (2002)).
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The coefficients estimated from the pooled logit model and the random effect model are
similar in sign and magnitude, but a likelihood ratio strongly rejects the null hypothesis
of zero serial correlation of the error term within households. Regarding the logit model
with fixed effect, or conditional logit, we face the same difficulties they report in esti-
mating the coefficients of variables that change little over time, such as age and family

composition.

The models described above share the assumption that the idiosyncratic error terms
are serially uncorrelated over time. Thus, they are static models and do not allow to
consider the relationship of current ownership status and past ownership. In principle,
this relationship could be taken into account in dynamic panel data models. However,
the estimation of dynamic panel data models presents two crucial issues: it requires
assumptions on the initial conditions of the process and it usually requires long time
series in order to distinguish between true and spurious state dependence (Miniaci and
Weber, 2002). In order to avoid these issues, we follow Bilias et al.| (2010) and resort
to a bivariate probit model to estimate jointly the probability of participating in two
consecutive periods. The analysis estimates first of all a strong correlation between past
and actual ownership status, on the order of 0.6, thus confirming the need to account
jointly for both decisions. The results on the determinants of stockholding are in line
with the predictions of the static models. We then focus on entry, exit and inertia in
stock market participation. Using data from the Panel Study of Income Dynamics for the
periods 1994-1999 and 1999-2004, Bilias et al.| (2010) find a strong inertia in ownership
status. We instead find that inertia is less prevalent in Italy, and that households at
each level of wealth and education have significant probabilities to exit the stock market
during the periods 2006-2010 and 2010-2014. Conversely, the probabilities of entering
is very low. Thus, inertia is strongly prevalent among non participants, but much less
common among participants. Consistently with the estimates in Bilias et al. (2010), we
find that the probability of exit (entry) decreases (increases) with wealth, income and
education.

We argue that a drop in wealth led to the decrease in participation of poorer house-
holds, given the fixed participation cost. We conjecture that the decline in the participa-
tion of richer and better educated households is due to a decrease in the level of trust.
However, due to the scarcity of the data on trust and expectations, and the difficulty of

measuring background risk, we cannot disentangle these factors, and assess their indi-
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INTRODUCTION

vidual importance.

The thesis is organized as follows. The rest of this introduction presents some
macroeconomic trends as a background for the following analysis. Chapter one is de-
voted to the analysis of the evolution of household portfolios over time and their cross
sectional features. It also includes an international comparison between Italian house-
hold portfolios and the evidence from other European countries and the United States.
Chapter two introduces the stock holding puzzle, and presents the theoretically expla-
nations developed by the literature. In particular, the focus is on participation costs and
trust. We simulate a portfolio choice model that includes both factors, and we analyze
the predictions of the model in terms of participation and share invested upon participa-
tion. Chapter three is devoted to the empirical estimations. In the last chapter four we

draw our conclusions.

Macroeconomic developments in Italy

Before analysing the evidence from household level survey data, it may be useful to fo-
cus on the trends of the main macroeconomic indicators of the Italian economy during
the last two decades. First of all, these years saw a very sluggish economic growth in
Italy, and today the real GDP is very close to the value it had at the end of the last cen-
tury. Figure[I|shows the annual real gross domestic product growth rate. As can be seen,
growth has been relatively low between 1997 and 2006 and collapsed in the following
ten years, in which the Italian economy has been hit by the financial crisis in 2007-2008
and by the sovereign debt crisis in 2011-2012. Italy has been particularly affected espe-
cially by the latter crisis due to the fragility of its banking system and its heavy burden
of public debt. Years 2014 and 2015 saw a very mild recovery of the Italian economy,
especially relative to the other Euro area economies. Households have been particularly
hit during the 2011-2012 crisis. Figure [2| shows the unemployment rate in the period
2001-2015 for the whole working age population, and for the age classes 15-24 and
25-34 years old. The aggregate unemployment rate reached its lowest level in 2006,
slightly above 6%, and then increased steadily between 2007 and 2014. It increased by
two percentage points between 2007 and 2011. Afterwards, the increase has been about
two percentage points per year in 2012 and 2013, and the unemployment rate reached

12.7%. Youngest households have been disproportionally affected, with the unemploy-
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Figure 1: Annual Real GDP growth rate.
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Figure 2: Unemployment rate by year.
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INTRODUCTION
ment rate in 2014 as high as 42.7% and 18.6% for workers in the 15-24 and 25-34 age
groups, respectively. The surge in unemployment has been accompanied by a strong
contraction of households aggregate expenditure, as can be seen in figure[3] Intuitively,
aggregate consumption and GDP are closely correlated. The drop in consumption is
particularly strong in 2008-2009, and especially in 2012, when it dropped by almost

four percentage points.

Figure 3: Household final expenditure annual growth rate, in percent. Source: Istat.
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Celidonti et al.|(2016)) show that the drop in consumption has been particularly strong
for younger households and it is only partially explained by the worsening of the labour
market conditions.

For what concerns asset prices, which play an important role in generating fluctua-
tions in household wealth, figure {] show the evolution of real property prices in various
Euro area countries and in the United States. As can be seen there is wide heterogeneity
in the dynamics of house prices across countries. The boom-bust cycle in some Euro
area country is much stronger than in the United States. The magnitude of the increase
in real house prices in Spain and, to a lesser extent, in France and Ireland is striking. We

notice also that the bust has been very strong in Ireland and Spain, while prices remained
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at very high levels in France. Although with different magnitudes, such boom-bust pat-
tern is common to almost all countries, with the exception of Germany and Austria, in
which we do not observe an increase in the first half of the 2000s, and Belgium, in which
instead prices continued to grow even during and after the crises. We notice also that
in 2007 house prices started to decline some quarters earlier in the U.S. than in Europe.
Moreover, for some countries such as Italy and the Netherlands, the drop in house prices

has been only mild before 2011-2012, and it became larger afterwards.

Figure 4: Real residential property price indexes by country.
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We want to conclude this section presenting some statistics relative to the financial
markets. Figure [5| shows the interest rate paid on government Treasury Bills with 12
months maturity and bonds with 10 years maturity, starting from 1991. We first of all
notice the strong decline in the interest rates occurred during the *90s. At the beginning
of the ’90s, interest rates were very high in Italy. Combined with the heavy burden of
government debt, they made the country very vulnerable. The country entered a mone-
tary crisis, and the interest rates went up in response to strong devaluation pressure on
the lira. Italy was in the end unable to keep the fixed exchange rate, and the monetary

crisis led to the exit from the European Monetary System, that since 1979 had estab-
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Figure 5: Rate of return of government securities with different maturities.
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lished a fixed regime for the exchange rates. In the second half of the *90s, thanks to the
efforts to stabilize public finance, and the establishment of the monetary union, interest

rates declined substantially.

From the figure we can gauge the magnitude of the sovereign debt crisis in Italy.
The interest rate paid on 12 months treasury bills peaked at 6.08% in November 2011,
while it was just 1.97% in April. After that, in the chart it is very evident the effect of
the loose monetary policies conducted by the ECB, and in particular after January 2015,
with the beginning of quantitative easing and the monthly purchase of public (and, in
a following phase, also private) bonds. Since March 2015 the rate paid by the Italian

government has been below 1%, and it became negative after November 2015.

Finally, we look at the stock market performance. The stock market in Italy has
been traditionally thin and relatively illiquid compared to other advanced economies.
However, since the ’80s it underwent a process of development and transformation,
partly as a consequence of the process of privatization of public companies that started

in the ’80s, with their subsequent listing on the market. Then, after 1995, it boomed:
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(a) Annual series of the Italian nominal stock index.
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(b) Monthly FTSE MIB and Standard and Poor’s indices.
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INTRODUCTION

as can be seen in figure at the beginning of the new millennium the value of the
stock index was almost 10 times its value in 1980. Guiso and Jappelli (2002) show
that between 1989 and 1998 the fraction of people investing directly in stocks almost
doubled, while the number of households investing in mutual funds or holding corporate
bonds increased from 2.84% to more than 10%, and from 1 to 6%, respectively. After
the burst of the "dot-com" bubble in 2001-2002, another period of very high growth
started, and the FTSE MIB index reached its historical peak in 2007, before the collapse
that followed the financial crisis.

Figure [6b] compares the monthly series of the FTSE MIB index with the Standard
and Poor’s index for the U.S. for the last twenty years. Both series are normalized to
100 at the beginning in December 1997. From the figure it is clear that the two indices
have been strongly correlated until 2009, even though the Italian index presents a higher
volatility. After 2010, however, the paths of the two series do not seem to be correlated
anymore, with the Standard and Poor’s that recovered and reached historical maxima,
while the FTSE MIB is even today far below the level it was in 1997.

2Information on the dataset can be found inJorda et al|(2016).
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The microeconomic environment

This chapter will present evidences on household portfolios from three main sources of
data: the Survey of Household Income and Wealth (SHIW) conducted by the Bank of
Italy, the Eurosystem Household Finance and Consumption Surveyﬂ (HFCS) conducted
by the European Central Bank (of which also the SHIW is part) and the Survey of Con-
sumer Finance (SCF) run by the Federal reserve Board of Governors. The three datasets
share a similar structure, and provide detailed information on sociodemographic charac-
teristics, income and wealth composition. The SHIW began in 1960s, but single waves
are available on a consistent basis since 1987. In our study, we focus on nine waves
collected with biannual frequency from 1998 to 2014. On average, the SHIW collect
information on 8,000 households in each wave and has a panel component whose size
increased throughout the years. We will exploit it in our empirical application. [Faiella
and Gambacortal (2007)) provide an in depth description of the survey design and the
weighting process. The sample is drawn in two stages, municipality and households.
In the first stage, municipalities are stratified by region and size and are divided into
self representing units if the number of inhabitants exceeds 40,000 people, and non self
representative units. Then, households are drawn randomly within the municipalities.
Weights are adjusted in order to accounts for different features of the survey. First of
all, weights account for the survey design, and represent the inverse of the probability
to be drawn, for each household. Secondly, non response is not random in the SHIW

and is more frequent among wealthy households. This is a well known issue that arises

! An in depth description of the survey methodological aspects can be found in|Eurosystem Household
Finance and Consumption Network| (2016a) while a presentation of the second wave results is given in
Eurosystem Household Finance and Consumption Network| (2016b)
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1. THE MICROECONOMIC ENVIRONMENT

in survey context. The set of weights provided in the SHIW account also for the non
response process. Thirdly, some corrections are needed for panel households. Weights
are corrected in order to consider attrition in the panel and the autocorrelation in income
and wealth observed for panel households. Finally, weights are adjusted to replicate
the same characteristics as the population in terms of sex, age, municipality size and

geographical area.

Section one and two of this chapter focus on Italian households, and describe the
main trends over time in household portfolios as well as their main cross sectional fea-
tures. Section three provides an international comparison, in which we exploit two other
data sources: the second wave HFCS dataset and the 2013 SCF. The HFCS is an har-
monised survey coordinated by the European Central Bank and it is representative at
the Euro area level. Two waves have been collected so far, with reference periods corre-
sponding to approximatively 2009-2010 and 2013-2014. The second wave is available
since December 2016, and provides detailed data on demographic characteristics, in-
come and wealth for more than 80,000 households in all the Euro Area countries except
Lithuania, plus Hungary and Poland. There are still differences across countries re-
garding the reference period and especially the degree of oversampling of wealthy
households. Such differences are due to the fact that, when possible, the HFCS ex-
ploited already established surveys, such as the Italian SHIW (in which no ovesampling
takes place) or the Spanish EFF (in which, instead, oversampling is extensive) [’| Yet,
it is a unique data source for researchers and policymakers, that allows to study Euro
area households as a whole. The only survey comparable in terms of coverage is the
Survey on Health, Ageing and Retirement in Europe (SHARE), that however includes
only households aged more than 50.

The SCF is one of the most intensively used household level dataset and it is avail-

able in a consistent format since 1983. It is run with a three year frequency by the

2Reference period in the HFCS is mainly 2013-2014, with the exception of Spain for which data refer
to 2011. Specifically, the reference period is 2014 for Belgium, Germany, Austria, Italy and France. Data
for the Netherlands and Ireland refer to 2013.

3Vermeulen| (2014) provides an overview on the differential under reporting within the HFCS, given
the substantial cross country differences in the methods used to oversample wealthy households. Further
work by [Vermeulen| (2016) estimates the top tail of the wealth distribution in different countries and
provide insights on the magnitude of this problem in different countries. Italy, Austria and Germany are
the countries in which the wealth of the top 1% is more underestimated. Moreover, he shows that under
reporting is much stronger for financial than real assets.
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Federal Reserve Board of Governors and is probably the best data source on American
household portfolios. With respect to other sources, such as the PSID or the HRS, the
SCF is characterized by the high oversampling of wealthy households, that allows it to
be representative also of the very rich households ﬂ Both the HFCS and the SCF resort
to multiple imputation to estimate missing answers; hence, in computing statistics, we

will take this into account following the methodologies in Rubin (2004).

1.1 Household portfolios over time

This first section is devoted to the description of he evolution of Italian household port-
folios over time. In first place, it is useful to look at how the socio demographic charac-
teristics changed in the SHIW during the last decades. The entire following discussion
will be based on variables aggregated at the household level. It is straightforward that
family structure is crucial for decisions regarding consumption, wealth allocation and
labour supply. Thus, demographic changes have a strong effect in shaping the evolution
of household wealth, income and consumption.

In table we present the summary of the sample demographic characteristics
throughout the years. All the information at the individual level (sex, age, education,
work status) are referred to the reference person. To have more homogeneity we always
consider the husband or male partner as reference person, in order to reduce spurious
variability in household head’s characteristics over time, since the recording practices
changed over time.

During the last decades, fertility rate in Italy decreased dramatically and population
ageing is very evident in the sample: there is a steady increase in the proportion of
households with reference person aged 70 or more and an almost proportional decrease
of young households, younger than 40 years old. At the same time, average household
size decreased during the observed period, with a rise in the number of single households
and couples. Throughout the years we can observe a strong reduction in the percentage
of households whose head has no formal education or less than the compulsory level
of schooling. Indeed, this share goes from 37.9 % in 1998 to 24.0% in 2014. At the

same time, we observe an increase in the fraction of households with secondary or

“For a description of the SCF and the oversampling that takes place in it, see Kennickell| (2005)
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Table 1.1: Household composition and demographic characteristics, in percent.

Year 1998 2000 2002 2004 2006 2008 2010 2012 2014
All Households 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Sex

Male 717 716 77.0 757 758 750 742 719 709
Female 223 224 23.0 243 242 250 258 281 29.1
Age

<25 4.5 4.4 3.6 4.6 4.1 4.6 4.0 3.8 3.6
26-40 28.1 288 287 289 283 275 261 252 227
41-55 29.7 285 282 280 284 277 289 285 30.1
56-70 269 262 266 254 245 256 257 262 26.1
70+ 10.8 121 129 13.0 147 147 153 164 175
Education

No education/Primary 379 371 362 331 298 283 256 251 240
Secondary 544 548 56.1 587 613 621 633 637 633
Tertiary 7.7 8.2 7.7 8.2 9.0 9.7 11.1 112 127
Household size

1 19.5 202 221 246 249 264 249 283 293
2 260 275 262 280 284 292 304 279 273
3 236 230 221 212 215 201 195 194 193
4 223 214 218 196 185 180 187 177 178
5+ 8.7 7.9 7.7 6.6 6.7 6.3 6.5 6.7 6.3
Number of income recipients

1 440 460 478 49.6 483 488 478 5311 532
2 419 408 40.0 394 40.6 41.0 43.0 386 380
3+ 140 132 122 11.0 11.1 10.2 9.1 8.2 8.8
Housing status

Owner outright 60.7 6277 619 596 609 587 583 566 582
Owner with mortgage 5.7 6.3 7.1 8.5 82 107 104 109 10.1
Renter 228 209 209 217 209 213 21.1 21.8 207
Usufruct or free 10.8 10.1 10.1 102 10.0 9.3 102 108 11.1
Work status

Employee 369 380 382 407 41.6 416 412 405 395
Self Employed 144 138 139 127 122 11.8 122 108 10.6
Retired 419 423 423 409 413 420 40.7 405 404
Other not working 6.8 5.8 5.6 5.7 4.9 4.6 5.9 8.1 9.5
Region of residence

North 480 468 46.6 4777 484 481 484 4877 474
Center 191 196 199 203 199 21.0 199 189 202
South and islands 329 335 335 320 317 308 316 324 324

Individual characteristics refer to the household head. Statistics computed using survey weights.
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compulsory schooling (63.3% in 2014) and in particular in the share of those with a
university degree, from 7.7% in 1998 to 12.7% in 2014.

In table|l.1|is very evident the huge unemployment shock that hit Italian households
during and after the 2011-2012 recession following the sovereign debt crisis. Indeed,
in 2012 and 2014 we observe an increase in the share of families with only one source
of income, that peaks in 2014 at 53.2%. However, it should be remembered that this
is in part due to the decrease in average household size, a trend reflected in the steady
reduction of the families with three or more income recipients. The magnitude of the
unemployment shock can also be gauged from the statistics relative to the working status
of the reference person. The fraction of not working (and not retired) decreased steadily
from 1998 to reach 4.6% in 2008, but then it rose up to 9.6% in 2014. Another striking
evidence regards the number of self employed household heads, which were 14.4% of
the sample in the 1998 wave and just 10.6% in 2014.

Finally, table [I.1] presents the statistics related to the status of the main residence.
First of all, as we will see later, Italian households have typically been characterize by
a high home ownership rate by international comparison. The fraction of homeowners
(as the sum of owners outright and with mortgage) has changed slightly throughout the
years observed, between 67 and 69%. However, the composition of this group changed:
the share of outright home owners decreased, reaching 56.6 % in 2012, while at the same
time, there has been a strong rise in the number of households with a mortgage on their
main residence. Such share almost doubled during the period observed, from 5.7% in
1998 to almost 11% in 2012. There are at least two reasons that may help in explaining
such pattern in the share of indebted home owners. First of all, as we will discuss more
in depth in the following, it may be seen in the light of the long run trend of financial
development and increasing availability of financial products already highlighted by
Guiso and Jappelli (2002)) in their analysis on the SHIW waves of the *90s. Second, as
we have seen in figure[5|the low interest rates that followed the entrance in the monetary
union reduced the burden of interest payments, making it more convenient to buy a
house through debt.

Figure|l.1|shows the level of median and mean real net wealth over the years. From
the chart it is evident how wealth increased steadily up to 2006 and then it slightly
decreased in 2008. Then it peaked in 2010 and subsequently drop significantly in 2012
and 2014, almost going back to the values of early 2000s. It is especially evident the
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Figure 1.1: Mean and median net wealth.
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difference in the magnitude of the impact of the two crises, the financial crisis of 2007-
2008 and the sovereign debt crisis of 2011-2012. As we have seen before, the effects of
the latter have been much stronger.

In the literature it is well known that household portfolios are very simple and not

much diversified (see (Guiso et al.,[2002a), (Campbell, 2006) or more recent evidences
from (Campbell, 2016), among others). Table [I.2] shows the participation rate for de-

tailed categories of debt and real and financial assets. As one would expect, deposits

in the form of checking and saving accounts are the most widespread item, with a par-
ticipation rate increasing throughout the years reaching 93.2% in 2014. Such increase
highlight the process of financial development and access to financial instruments that
took place in Italy in the last decades. Remarkably, however, even in 2014 there is al-
most a 7% of households that do not own an account. It is interesting to note that at the

end of the "90s the most participated items were government bonds and life insurance.

\Guiso and Jappelli|(2002)) show that government bonds, especially with a short maturity,

traditionally represented the most common saving instruments for Italian households,

and they report that in 1989 the participation rate in this category was higher than 25%.
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This was also due to the high interest rates paid by the government during the ’80s.
During our sample period the participation to government bonds decreased steadily, and

in 2012 only 4.3% of households hold short term government bonds.
Table [[.2] reports also the statistics related to the participation to the stock mar-

ket. First of all, such participation may be direct or indirect, through mutual funds and
managed accounts. Participation to the stock market (direct or indirect) peaked in 2000-
2002, with more or less 9% of households directly holding shares of listed companies
and 11% holding stocks indirectly through mutual funds. Afterwards, these rates de-
clined substantially, and in 2014 only 3.6% of Italian families holds stocks of listed
Italian firms. Similarly, only 6.8% of households participates in mutual funds in 2014.
However, investment in mutual funds may be characterized by very different degrees of
riskiness, as the availability of funds ranges from monetary and liquidity funds to more
aggressive equity funds.

Turning to more illiquid forms of savings, the evolution of participation rates in life
insurance products and voluntary pension funds is one of the most evident transforma-
tions occurred to Italian household portfolios during the sample period. Indeed, in 1998
life insurance policies were surprisingly widespread, with more than 20% of the sample
owning one or more of such policies. Such rate declined fast, especially between 2002
and 2004, and reached 8.5% in 2014. For what regards pension plans, instead, the pat-
tern is opposite, with an increase over the years. Particularly significant is the increase
between 2008 and 2010, when the participation rate almost doubled. In order to explain
such evolution, it is necessary to refer to the process of reformation that interested the
Italian pension system, started in 1992 with the Amato reform and continued through-
out the year with the Dini reform (1995) and, finally, the Monti reform in 2011. Such
reformation effort was mainly due to public finance consideration. The Italian pension
system was traditionally very generous, based on a defined benefit structure and fea-
turing high replacement rate and substantial benefits and generous provisions for early
retirement. Such generosity, combined with a population that was ageing, made the
social security system clearly unsustainable at the end of the *90s. The reforms were
thus aimed to reduce the burden for public finance and to ensure long term stability
to the system. Such process imposed a substantial reduction of expected replacement
rates and increased the need for saving for retirement of Italian households. Attanasio

and Brugiavini (2003) estimate how indeed the 1992 reform has been followed by an
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Table 1.2: Participation rates in percent. Statistics computed using survey weights.

Year 1998 2000 2002 2004 2006 2008 2010 2012 2014

Financial assets
Transaction and savings accounts 85.6 85.0 857 859 892 89.0 91.6 928 932

Certificates of deposits 3.7 2.0 1.2 1.0 1.3 1.8 2.5 1.6 1.8
Postal saving certificates 59 54 48 5.7 5.9 6.0 53 56 54
Short term government bonds ! 9.0 98 7.5 5.3 6.8 7.5 6.1 4.3 5.2
Long term government bonds > 56 44 35 34 33 33 3.1 33 3.6
Other bonds 5.1 57 60 57 64 70 82 71 6.8
Mutual funds 9.6 11.6 10.8 8.1 77 63 62 46 59
Listed shares 7.1 92 90 68 58 56 45 39 36
Non listed shares 1.5 1.2 10 07 09 09 09 08 08
Managed accounts 2.7 2.9 2.0 1.8 1.4 1.3 1.5 22 09
Life insurance 236 199 180 126 138 135 114 97 85
Voluntary pension 79 120 8.6 8.1 8.3 87 157 132 132
Other financial assets 3 20 22 23 26 23 20 2.1 2.5 1.7

Real assets

Main residence 664 690 690 681 690 692 687 675 682
Other real estate 264 246 225 222 219 231 253 266 233
Private business 131 119 127 153 137 139 124 127 13.0
Valuables 783 86.1 883 887 874 892 856 841 839
Vehicles 78.1 79.6 80.8 83.0