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Analyzing the role of housing and welfare institutions in inequality formation in the 

postwar era with insights from Nordic welfare regimes 

 

Abstract 

In the past 10 year, the inequality discourse has been greatly shaped by Piketty’s 

capital accumulation theory presented in Capital in the 21st Century. Although it has 

popularized the capital-income dichotomy in inequality research, the missing role of 

institution has severely restricted the model’s explanatory power. Illuminated by the 

concept of factor concentration and the decomposition analysis in recent literature, 

this thesis will analyze the role of one special form of capital -housing- in inequality 

formation. The omnipresent influence of government (or institution) in housing 

welfare allocation will be explained. Moreover, it will pay extra attention to the Nordic 

countries who are arguably featured with high degree of equality and deep state 

intervention. It will be shown the inequality measured by some indices is surprisingly 

high in those societies. However, after taking into consideration their welfare regimes 

the measuring methodologies, the results do not seem so gloomy. The universalistic 

embodied in their system and a relatively stronger macro level welfare state are not 

reflected in the data but are effective in defending housing-related welfare. The thesis 

aims at incorporating welfare states theory and housing economics literature into 

inequality discourse. It will be demonstrated that the welfare institution in a society 

has strong effect on shaping wealth and ultimately welfare distribution. Through this 

empirical discussion, the importance of including qualitative literature in interpretating 

quantitative results will be emphasized.  

Keywords: wealth equality, political economy, housing economics, welfare states, 

Nordic models 
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I. Introduction 

The past decade has witnessed an intensified debate on inequality issue across the 

world. Movements such as the ‘Occupy War Street’ explicitly revealed public’s 

discontent over the ‘unequal’ status quo. As for the academia, many influential works 

have introduced fresh views and arguments to the inequality discourse. The best 

example perhaps is Thomas Piketty’s Capital in the twenty first century. Since being 

published in 2012, it has drawn exceptional attention from both the academia and the 

general readers. This success is remarkable considering it is such a lumbersome book 

with rather professional content. Despite the controversies over the robustness of 

Piketty’s theory, its popularity without doubt reflects the worries and discontent over 

the distribution issue in the contemporary world. The ‘rich getting richer’ mechanism 

described in the book and the gloomy prediction on the return of patrimonial economy 

appears to echo with many widely observed phenomenon, ranging from the stagnated 

labor wages to surging wealth of the technology tycoons. Nevertheless, inequality is a 

multifaceted problem and many socio-economic factors are too often entangled 

implicitly in the relevant discussion. When examining closely, it would be realized that 

understanding inequality is trickier than it first appears. 

One highlight of Capital in the twenty first century is the dichotomy of treating capital 

and labor income separately. This fragmentation treatment has since become a 

common framework for economic inequality study. While stressing on the role of 

growing gains from assets, Piketty does not illustrate the underlying driving forces 

directly. Leaving aside this ambiguity, in the subsequent book Capital and Ideology, he 

proposed a ‘participatory socialism’ which advocates a global progressive tax system to 

abolish capitalism gradually. Even though Piketty has successfully ‘put distribution back 

at the center of economics’ (Piketty, 2015), the seemingly ultimate solution bypasses 

the complicated mechanism of inequality formation and results in unrealistic solutions. 

Importantly, he has mainly focused on the market force and omitted the role of 

institution in shaping disparity.  
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A decomposed analysis on different sectors of economy could reveal a detailed picture 

of inequality evolution and the contribution of institutional forces. Apart from Piketty, 

there exist abundant research that focus more narrowly on different sectors of the 

economy and analyse the detailed evolution of wealth distribution. The term 

compositional inequality (Ranaldi, 2021) has been coined to frame a sectionalized 

discussion of disparity. In particular, the expanding housing sector have drawn broad 

attention in explaining widening domestic wealth gap. As an essential composition for 

both household balance sheets and the entire economy, the drastic change it has 

experienced deserve close-up research.  Meanwhile, housing market is a domain that 

far from perfect as assumed in neoclassic theory, which is still prevalent in economic 

equality research. The thesis will demonstrate that many inequalities related to 

housing are to a large extent caused by poor management, rather than the 

unstoppable force of capitalism.  

This thesis will argue that housing welfare institution of a society is crucial for its 

equality. In addition to the lack of decomposed reasoning, another major criticism 

around Piketty’s work is the omission of the redistribution process in the economy. 

Failing to take transfers into consideration make his gauge a weaker indication on the 

true well-being of households/individuals. This avoidance has eclipsed the role of 

government in the formation of unequal distribution. Concentrating on the ‘untamed’ 

economic force cannot provide a thorough picture of the inequality evolution. The 

oversimplification of ‘capital’ accumulation and ignorance of redistribution both 

suggests the lack of institution in Piketty’s theory. This thesis aims to stress the role of 

institutional elements in shaping the unequal situation.   

Given the pursuit for equality and the concern for rising inequity, it is natural to turn to 

the more equal area in the world for inspiration. The Nordic countries generally rank 

high in various of indicators of equality. Also, their economies feature great state 

intervention and redistribution. An empirical review of the Scandinavian welfare states 

with a focus on their housing sector is a good chance to illustrate the role of housing 
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capital and the role of institution in inequality analysis. This thesis attempts to 

incorporate literature on housing economics and welfare regimes into inequality 

discourse in an explicit way. By doing so, it proposes a channel for institution to enter 

the theory of inequality formation.   

Apart from analyzing the ‘artificial’ side of inequality development, this thesis attempts 

to demonstrate the importance of boundary when discussing inequality issue. Many 

arguments in the inequality turn to quibble over the things such as definition and 

measurements. Inequality itself is a subject concept with different implications to 

different people. Setting the preconditions and acknowledging the limitation of 

quantitative results is essential for a rigorous debate.  

The thesis is arranged as such, next section will review the inequality discourse in the 

recent 10 years which highlights the peculiar role of housing sector. The third session 

will proceed to bring in the role of institution into equality debate. It will begin with 

introducing the concepts of compositional inequality and factor concentration. The 

welfare regime in both broad and confined terms and Nordic model will be reviewed. 

Section IV gives a comprehensive discussion of housing sector in the postwar era. 

Through this analysis, the institutional force in shaping housing related disparity will be 

presented. The fifth section will take a detailed look at the astonishingly disappointing 

inequality indices in Nordic countries. It will be articulated that the indices have limited 

power in capturing the welfare regimes of these countries and the real situation is 

likely to be better. After that, section VI will discuss the omitted yet equally relevant 

issue in housing inequality. The final part concludes.  

II. Inequality discourse review   

The term ‘inequality’ is nerve-racking. Most people tend to estrange the idea of being 

‘unequal’ unconsciously. Nevertheless, the word itself embodied more complicated 

information than the first impression it leaves. Recognizing the complexity of inequality 
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is part of the equality agenda. This section reviews the common debates concern 

inequality and set the topics this thesis focuses on.  

2.1 The boundary of this thesis 

To begin with, there are equality of opportunity and equality of outcome. The former 

has too often been abused to justify the absence of the latter. In the arena of economic 

research, it is not rare to see arguments that support the skewed wealth distribution 

based on ‘fair play’ rationale. They claim that the disparity is the outcome of efficient 

and fair market competition thus should not be questioned regardless of the cruelness 

(Granaglia, 2019). But this stance oversimplified the concept of ‘fairness’. As Atkinson 

(2017, p10) forcefully articulated in his book Inequality: What Can be Done?, when the 

prize of game is set unequally, a fair game’s result is usually not satisfying. Meanwhile, 

many people would sympathize with those gain less from the competition. In another 

word, the equality of outcome requires attention sometimes because of egalitarian 

values instead of rationality. Lastly, unequal results could lead to distortion in 

competition process therefore damage the so-called equal opportunity. This might 

because of counterproductive behavior spurred among the ‘loosing’ side (Bartling, 

Grieder and Zehnder, 2015). Alternatively, the winner could wield the power they 

gained to change the rule of game, as Stiglitz (2013) explained in his work The Price of 

Inequality. It is especially typical in the field of politics where rich group could promote 

policies to their favor by pouring money into election and propaganda.   

For the listed reasons and beyond, the equality of outcome does matter regardless of 

how it has been approached. While acknowledging the significance of a leveling 

playground, this thesis will discuss mainly the disparity in the resulted distribution in 

the economy. The unequal consequence is easier to quantify in contrast to the more 

ideological ‘equal chance’. For similar reason, economic inequality is the primary target 

here. Among all types of inequality discourses, the economic equality is perhaps the 

easiest to quantify. The equity issues regarding health, education, mobility and 
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environment etc. are all relevant yet harder to measure. The subjectivity problem that 

hunts most inequality research could also be more severe in these domains.  

In contrast, monetary inequality is easier to capture using data. Statistics is the 

footstone of modern scientific research. Since the second world war, most countries 

have established the dataset for economic analysis. The statistics on income, wealth, 

tax, GDP etc. could reflect the financial condition of research subjects well. There are 

too many unobserved differentiations in terms of health condition, education path etc, 

putting more obstacles in making comparisons. Apart from the (relative) convenience 

in calibration, monetary inequality functions as a decent proxy for other unbalanced 

resources distribution. 

Figure 1. Correlation between life expectancy and GDP (Bolt and van Zanden, 2020) 
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For instance, it could be seen in figure 1 that the GDP per capita has a strong predicting 

power over the life expectancy across countries.  

While economic inequality research is indeed endowed with relatively easier numerical 

measurements and provides a glimpse of other disparity, this is not to state that 

discussing economic inequality is completely immune to imprecision. In effect, it is one 

of the aims of this thesis to reflect the limitation of economic statistics in inequality 

discourse. It will be demonstrated that there is no perfect data or measurement and 

they need to be explained with qualitative literature. Recognizing the incompetence of 

figures and being aware of the unknown could be as crucial as presenting the ‘known’. 

Lastly, a country will be one unit of study and be compared with other nations. 

2.2 Starting from Piketty’s Capital in the twenty-first century and its criticism 

It is vital to distinguish between income and wealth inequality before the discussion 

begins. While the income often refers to the annual gain from a certain factor of 

production (either capital or labor in this thesis), it is a ‘flow’ concept. Correspondingly, 

wealth is the term that describes the ‘stock’. The stock concept reflects the well-being 

of individuals/households better as it is larger in quantity yet less volatile. Wealth is 

also more relevant when it comes to housing sector that will be analyzed. This thesis 

will mostly focus on the inequality of wealth distribution. However, the boundary is 

frequently broken as income does have an implication for wealth. As income is easier 

to estimate and is a reflection of immediate monetary status of individual/household, 

it will still be used in part of the analysis.  

There are many indices that could measure wealth inequality. The widely used Gini 

coefficient could range from 0 to 1 where lower figure indicate less wealth differences 

among subjects. But this figure only measures the relative inequity in distribution. 

When the absolute wealth changed, Gini coefficient could stay the same. Another 

common angle that is perhaps popularized by Thomas Piketty is to examine the 

proportion of wealth earned by different wealth quantiles. A society where wealthiest 

1% possess 35% of the total wealth, as the case in the US (Wolff, 2012), is more likely 
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to induce anger compared to the one where top 1% owes 10%. This measurement 

might be more impactful. Indeed, the well-known slogan in the Occupy Wall Street 

movement is ‘we are the 99% (with 1% resources)’. However, it can be easily seen that 

numbers from this perspective are more vulnerable to interpretation. There is no fixed 

standard stating what portion of share should be recognized as ‘equal’. It is only when 

comparing across groups or time that these statistics make more sense.  

Unfortunately, there is no perfect measurements of wealth inequality or probably 

inequality of any kind. Indices all have strengths in characterizing certain aspects of 

monetary inequality while overlook the others. Besides the systemic imprecision 

caused by index design, data collection is also troublesome. Household wealth is hard 

to calculate sometimes even for themselves. Top wealth groups tend to underreport 

their financial status (Shine and Webber, 2019). This is not to degrade the significance 

of quantitative studies. Economic inequality discussion must live with imperfections in 

data. As Milanović (2016a) quoted Alfred Marshall (1901, in Milanović, 2016a), ‘in my 

view every economic fact, whether or not it is of such a nature as to expressed in 

numbers, stands in relation as cause and effect to many other facts; and since it never 

happens that all of them can be expressed in numbers, the application of exact 

mathematical methods to those which can is nearly always a waste of time, while in 

the large majority of cases it is positively misleading.’  

In the case of economic inequality, many different indices have shown that the world is 

getting more unequal in monetary term.  
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Figure 2. Extreme wealth inequality: top 0.001% vs. bottom 50% wealth share, 1995-

2021 (World Inequality Database, 2021)  

 

Figure 2 contrasts the share of household wealth for the richest 0.001% and the poorer 

half in the world. It is striking to observe that the wealth is so concentrated that such 

few people earn more than twice of half of the entire population on this planet. What 

is more disturbing is the ascending trend of the top group’s properties.  

Although wealth status is more of interests as argued in previous part, there is more 

barriers in acquiring the real figure of how much each household owes compared to 

income. Most of the research, like the calculation in figure 2, would concentrate on the 

‘super rich’ as a proxy for the distant wealth world. The numbers of billionaires have 

been rising. According to Oxfam (2022), the covid-19 pandemic has witnessed the birth 

of more than 500 new billionaires. In the beginning of 21st century, they occupied 

around 5 percent of the world wealth, but the number has tripled now (Oxfam, 2022). 

These shocking figures are easy to obtain as they show on media frequently. However, 

when it comes to the slightly less rich group, estimating their assets becomes trickier. 

Due to the difficulty in measuring the wealth, income data could be utilized as indicator 

for wealth divergence. Moreover, income disparity is generally modest compared to 

wealth (Bogliacino and Maestri, 2016). An increase in income inequality thus might 

imply a larger divergence in wealth.  
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Figure 3. Income inequality increased in most, but not all OECD countries  

Gini coefficients of income inequality, mid-1980s and late 2000s (OECD, 2021)

 

Figure 3 originated from OECD’s evaluation on income inequality across its members. 

The Gini coefficient for income increased for most of the countries. If income diverges, 

wealth certainly has a smoother channel to get concentrated. Although income is used 

as an indicator here for worsening economic inequality and it usually does not show as 

depressing comparison as wealth data, income statistics are not perfect either. There 

are two main approaches of estimating household income. The first is to deduct 

retrospectively using tax data. Researchers such as Tony Atkinson and Thomas Piketty 

adopted this method. Tax data arguably reflects the object numbers, yet the rich tend 

to have more channels to avoid tax payments. The potential omission could be huge. 

The other way of imputing is to use household survey data as Branko Milanović applied 

in the Global Inequality. Though saving the assiduous work of number-crunching and 

tax rule checking, it can still suffer from the underreport issue in the better-off group. 

Despite the imperfections in data, evidence from multiple angles does suggest an 

increasing inequality trend.   

Many comprehensive research regarding economic equality problem were published 

since 2010. Apart from the aforementioned Inequality: What Can be Done? by Tony 
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Atkinson and The Price of Inequality by John Stiglitz, Branko Milanović’s Global 

Inequality: A New Approach for the Age of Globalization proposed a new perspective 

by treating global mobility as a force of shaping wealth distribution. These books all 

provide thorough review of the inequality development in the recent decades. 

Nonetheless, the most influential or famous one perhaps is Thomas Piketty’s Capital in 

the twenty-first century and the following work Capital and Ideology. The book is 

characterized by the immense volume of data that covers nearly all countries that 

produce available data and it could be dated back to 18th century. A vital reason why 

Piketty’s work is so widely circulated is perhaps because he proposed a straightforward 

model. Capital in the twenty-first century introduced a ‘fundamental law of capitalism’ 

that suggests ‘the rich getting richer’ mechanism is inherited and unstoppable. This 

depressing theory has several key variables 

β: capital value to national income 

β=K/Y 

α: share of capital income in Y 

α=r*β 

where K is the capital stock and Y represents the national income.  thus denotes the 

capital stock relative to national income. After introducing the parameter r that stands 

for the return on capital. The share of capital income in the annual national income () 

could be expressed by the multiplication of r and K/Y. Piketty claims that the yearly 

national income, generally calculated as the GDP of a country, is now expanding at a 

slower pace for most advanced economies. At the same time, the profit from capital r 

is high. When r>g (GDP growth rate), the capital share in national income () would 

continue to increase. Given this deduction, the owner (mostly the rich) of capital will 

get richer while those rely on labor income mainly will feel squeezed.  

This division of capital/labor share is by no means novel to economic analysis. But 

Piketty has revitalized this perspective in inequality discourse. While looking at wealth 

quantiles and indices such as Gini coefficients presents an outlook of how unequal the 
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distribution is, dividing the shares into capital and labor draws us closer to the 

underlying force that shapes this situation.  

One of the stylized facts of economic growth proposed by Kaldor (1957) is the stable 

capital income share in the economy. Obviously, Piketty’s first fundamentally implies 

that this is not the case. But his argument is in accord with the trends felt by public.  

It seems that relying on wage has become more and more insufficient. According to 

Piketty’s calculation, the ratio of capital to income has now bounced back from a 

temporary decline during the world war era in 20th century. 

FIGURE 4. THE WORLD CAPITAL/INCOME RATIO, 1870-2010 (PIKETTY, 2014) 

 

Figure 4 shows the capital/income ratio in the long run with a drop around 1950s. It 

needs to be emphasized that the ascending part of the curve is merely a prophecy. 

Nevertheless, there are evidence supporting this worrisome projection. Many studies 

have pointed out the declining share of labor globally (see for example Karabarbounis 

and Neiman, 2014). This trend has generally been attributed to the capital-augmenting 

technology change (ibid) and globalization process that facilitates exploitation of cheap 
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labor (Elsby, Hobijn and Sahin, 2013). Given that the labor income is stagnated, the 

rising inequality appears to be caused directly by the widening gap of capital wealth.  

2.3 Decomposing capital share 

As section 2.2 explained, the expansion of capital share contributed to the rising 

income inequality and ultimately the wealth inequality more than the labor share. 

While blaming the overall capital gain in his model, Piketty does not reveal the 

underlying engine for this phenomenon. He summarized the trend and attributed it to 

the nature of capitalism. This condemnation on capitalism itself has incited discontent 

among many economists (see for instance Acemoglu and Robinson, 2015). To 

understand the mechanism of this change and to find a potential solution, it is 

insightful to decompose the capital share further.  

Piketty (2014) studied the private capital gain development against national property 

share. He declares that many nations have seen the expansion of private wealth 

(Piketty, 2014, p.141). The return on capital could also be classified according to where 

it got distributed. It can take the form as revenue of enterprises. It might also turn into 

the part of income for households that is not salary. Following this division, Rognlie 

(2015) has analyzed the public sector (corporations) and the private sector separately 

in terms of the capital share in income.  

One of the major criticism Piketty received is the infinite capital accumulation that 

breaches basic economic law. It is almost impossible that capital could keep 

substituting labor in the production while the return stays high (Summers, 2014). 

Dismantling the composition of capital gains provides a detailed outlook. It is 

important to pause here and states the situation of mainstream inequality studies.  

Most of the research on economic inequality are centered around the developed 

world. It is not surprising considering how heavily these analyses rely on complicated 

dataset. Poorer regions generally have less state power to produce sufficient data or 

tend to decorate the numbers. Among the rich nations being studied, the United States 

perhaps goes through most scrutinization. On the one hand, it has arguably suffered 
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from more extreme unequal growth compared to its cohort (Stiglitz, 2013). On the 

other hand, the attention it received is because of the detailed raw statistics it could 

offer. After observing the same trends of resurging capital share for both public and 

private sections, Rognlie (2015) utilizes the American corporates’ records and further 

decomposes the income on capital for public sector.  

FIGURE 5. DECOMPOSITION OF NET CAPITAL SHARE OF CORPORATE SECTOR VALUE-ADDED, UNITED 

STATES, 1950–2010 (ROGNLIE, 2015)

 

Figure 5 depicts the contribution of land, equipment and structures to capital revenue 

in the public sector of the United States. Noting the solid black line represents the 

residual item named as the pure profits. This is the part of corporate gains from capital 

that cannot be explained by traditional factor price theory. What more intriguing is 

that this component accounts for nearly all the rise in capital revenue since 1980s 

while other factor profits remain rather stable. It needs to be emphasized that Rognlie 

applied net capital share instead of the gross share in the calculation. The net concept 

takes into consideration the asset deterioration therefore is a better approximation of 

the pure gain from the business. Indeed, one obstacle to the capital accumulation 
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theory is the natural worn-out of production factor that Piketty did not include in his 

model (Mankiw, 2015). 

Coming back to the climbing corporate capital, this finding is in line with other research 

on abnormal company profits. Stiglitz (2013) warns that many enterprises now wield 

their power to change policies in their favor and obtain ridiculous benefits. Firstly, this 

conflicts with the ‘reinvest all you earn’ hypothesis that is vital to Piketty’s capital 

accumulation theory. Secondly, the surging mark-ups is intertwined with the income 

disparity problem debated in labor economics. For instance, (Song et al., 2018) reveals 

that around two-thirds of income gap on similar position could only be explained by 

inter-firm difference. This implies a huge non-productivity compensation for certain 

vocations. Tracing back to the origin of this distinguished paycheck firms offer their 

staff, it could result from certain bargaining power that differentiate some corporates 

from the other and help them to acquire extra profits or rent (Furman and Orszag, 

2015). 

Now it could be seen that the rising capital share could not be attributed to the 

inexorable market force as claimed by Piketty. Economic analysis indicates that there is 

rent, mark-ups or pure profits that could not find their place under competitive market 

hypothesis. There should be a place for noneconomic elements in explaining the 

widening wealth gap.  

While the public sector capital accumulation is a source of concern, it is yet still 

ambiguous how those markups transfer into the wealth of individuals. In another word, 

how this surge in capital revenue influences the wellbeing of people is not obvious. 

Correspondingly, the asset status of households reflects their wealth condition in a 

more direct way. 

For the ordinary people, housing is the most valuable asset they would ever owe in 

their entire life (Schwartz, 2012). It is also the most common form of wealth, especially 

for the middle class (Causa, Woloszko and Leite, 2019). Isolating the housing wealth 

from other forms of capital income for private sector is a rational solution.  
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Figure 6. Housing and Non-housing Components of Average Net Capital Share 

of Private Domestic Value-Added, G7 Countries, 1950–2010 (Rognlie, 2015) 

  

Figure 6 comes from Rognlie’s estimation of the household capital income composition 

for the G7 economies. Apparently, there is an ascending tendency for the housing 

component while the non-housing part fluctuates around a stable level.  

This finding resonates the widely recognized phenomenon of booming housing prices 

in the recent decades. Knoll, Schularick, and Steger (2017) document the housing price 

development for more than 10 developed economies since the end of 19th century. 

The long-run perspective shows that the housing prices have doubled or even tripled 

since 1950s for many nations. It is worrying not only because the evidence indicates 

housing sector is potentially contributing to wealth inequality, but also housing has 

multiple implications for the well-being of individuals that go beyond their monetary 

implication. Section III will discuss the significance of real estate in more details.  

The paper by Rognlie implies that the driving forces for the widening wealth gap could 

lie in the corporate markup for public sector and the housing asset for private 
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counterpart. For the former factor, it is hard to be incorporate the finding into market-

force explanation such as Piketty’s. For the latter, the housing sector is heavily 

intervened by governments thus far from the ideal ‘efficient market’ either. These 

findings suggest non-market force such as policies deserve a room in deciphering the 

deteriorating inequality situation as Stiglitz (2013) advocated in his book. 

III. Introduce institution into economic inequality discussion 

3.1 compositional inequality  

Piketty’s claim that increased capital stock would widen inequality relies on the 

presumption that richer people earn more from assets than from labor income. This is 

indeed the case in real life (Milanović, 2016a). However, an ever-growing capital sector 

does not lead to wealth inequality unavoidably in theory. As Milanović (2016b) 

summarizes, three preconditions need to be met for capital accumulation to be 

bonded with widening wealth gap. First, the rate of return on capital (r) should stay 

high enough that the increased weight of capital in total income (K/Y) is not offset. 

Second, capital revenue must be concentrated. If capital is evenly distributed across 

population, rising capital share benefits everyone equally. Third, capital income must 

be concentrated in the better-off group. If it is controlled mainly by the poor, rising 

capital share will have equalizing effect at least in the beginning. The three 

prerequisites highlight the importance of distribution of income sources (labor or 

capital). To analyze this, Ranaldi (2021) has traduced the concept of income 

composition inequality and creates the income-factor concentration (IFC) index to 

measure the disparity of income sources across population. The IFC ranges from 0 to 1, 

it is high in ‘classic capitalism’ society where wealth groups at extremes have 

completely different income source. For instance, to use Marxist term, capitalists earn 

revenue from capital while labor only have wages. On the contrary, an evenly allocated 

factors suggest everyone earns same portion of income from difference sources. This is 

named as ‘homoploutic capitalism’. But in contemporary world ‘liberal capitalism’ is 

more prevailing where income is raised from both factors of production. (Ranaldi and 
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Milanović, 2021). Analyzing economic inequality through this lens allows institutions to 

enter the discourse. This is because the distribution of capital implies abundant 

information of institutional arrangements in a society. This thesis will follow this novel 

perspective and articulating the governmental influence in shaping housing-related 

inequality.  

3.2 capital and wealth inequality in Nordic countries 

In equality discussion, it is enlightening to think of regions that appear to be more 

equal. Their institutional characteristics could shed some lights on sewing the 

inequality gap. The Nordic countries are famous for their egalitarianism. Indeed, they 

tend to perform well in equality evaluations.  

Figure 7. Income inequality and unemployment rate for OECD countries 

Gini index for household disposable income and employment rates, 2014 or latest 

available year (Pareliussen, Hermansen, André and Causa, 2018) 

 

The five Nordic nations are labelled in red triangles in figure 7. They are Finland, 

Denmark, Sweden, Norway and Ice land. It can be seen that compared to their fellow 
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OECD members, these countries have a low disposable income inequality measured by 

Gini coefficient. At the same time, they enjoy higher employment rate.  

Since Iceland is a smaller country both in terms of GPD and population relative to the 

other four Nordic countries, this thesis will not discuss much about its inequality 

situation. Another trait that comes hand in hand with being ‘equal’ is the heavy state 

intervention in Scandinavian countries. Their institutions are characterized by high 

welfare and great redistribution. This is another channel for introducing the role of 

government into the inequality discussion. As previously mentioned, most of the 

inequality research have a biased focus towards the developed world especially the 

United States. The image of Nordic countries often appears as a bundle of unclarified 

concepts. This thesis will attempt to materialize the role of welfare states in wealth 

inequality discourse. Particularly, it will analyze their housing policies and try to 

interpret how the government interventions foster or suppress the wealth inequality.  

While the Nordic income equality indicated by Gini appears to live up to their 

reputation, there is evidence to believe that the wealth distribution is not the case. 

Applying IFC index in Piketty’s theory, equality in countries with low IFC is immune to 

rising share of capital since al people would benefit at the same magnitude. A high IFC 

score could be worrying as the society exhibits a clear ‘class structure’ (ibid). It also 

potentially implies a wealth inequality hazard as assets constitutes wealth.  

Interestingly, the study points out that the Nordic countries tend to have high level of 

IFC, which might suggest severe wealth concentration. This is clearly contrasting the 

egalitarian impression Scandinavian countries usually give and inconsistent with the 

low-income Gini documented in figure 3 and 7.  

Figure 8. Income inequality measured by Gini V.S. income-factor concentration (IFC) 

index (Ranaldi and Milanović, 2020) 
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Figure 8 presents the income inequality and the IFC index. Nordic countries are labelled 

in red triangles. Apart from Sweden, all three other countries could be grouped as high 

capital concentration with low-income inequality. This finding indicates that capital 

revenue contributes to a large portion of income inequality in Nordic countries.  
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Figure 9. Composition of top one percent income share in Scandinavian countries 

(Søgaard et al., 2018)

 

Indeed, it could be seen from figure 9 that capital income in the form of interests or 

dividends are important for 3 Nordic nations listed. The increasing trend of their 

income could be largely attributed to the capital sector.  

As suggested before, a high IFC might implies high wealth inequality. Some other 

research also supports this ‘broken’ impression of Scandinavian nations. Credit Suisse’s 

(2021) wealth data book records that in 2007, the top 10% wealthiest people occupy 

nearly 70% of the entire wealth in the nation in Sweden, making it as unequal as the 

United States if focusing on wealth density only.  

So far, the evidence points to a result that Nordic countries seem to have a low income 

inequality but a relatively worrying wealth disparity. This observation will be supported 

by other studies in the later sections. It will be shown that this is related to the housing 
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distribution in these nations. The real well-being of households is protected from this 

disparity by the relatively solid welfare regimes.  

3.3 welfare regime theories and defining Nordic models 

i. Esping-Andersen’s classic categorization 

On a lot of occasions, the term ‘welfare state’ is used almost interchangeably with 

‘Nordic model’. However, welfare regimes could take many forms and there exist very 

differently constructed system other than the Nordic version. Gøsta Esping-Andersen 

published his influential book The Three Worlds of Welfare Capitalism in 1990. Even 

though receiving much criticism for the oversimplification and impreciseness, it has 

become the foundation of welfare model classification. According to Esping-Anderson, 

the welfare capitalism could be categorized into three groups based on their degree of 

decommodification and social stratification (Bambra, 2007). The two criteria fit into an 

analytical framework called private-public mix (Esping‐Andersen, 1999), which refers 

to the roles of different sectors such as family, state, market in generating welfare. 

Decommodification indicates how much market is responsible for providing basic 

safety nets such as pension and health case. Social stratification assesses the role of 

states in promoting or impeding social mobility.  

Under these criteria, there exist three types of welfare regimes. The first one is those 

countries that offers the highest degree of universal welfare. The social-democratic 

states are characterized with low stratification, high decommodification as well as 

small reliance on family. Three out of the four Nordic countries, namely Sweden, 

Norway and Denmark belong to this group. On the other side of the spectrum is the 

liberal regime which follows the liberal economic ideology. Typical examples could be 

found in Anglo-Saxon regions such as the UK and the US. It stresses the reliance on 

private sector to provide welfare and the very limited aids are means tested, which 

suggests they are only provided for those proved to be in need. Naturally, it has low 

level of decommodification and high stratification. The conservatism or Christian 
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democracy (Ferragina and Seeleib-Kaiser, 2011) lies between the first two systems. 

Many continental European countries such as Germany and France fall into this 

category. Importantly, Finland is the only Nordic country that is classified into 

conservative welfare state instead of social democratic in Esping‐Andersen’s book. But 

many other theoretical frameworks originated from his work classify Finland with its 

Scandinavian peers as social-democratic (see Bambra, 2007). 

When proposing the three worlds of welfare capitalism, Esping-Andersen focused on 

the 18 OECD countries only. As the typology gains its influence in welfare studies, 

critics argue there are countries that does not belong to any of the three groups. For 

instance, the welfare structure of many Eastern Asian territories such as Japan and 

Singapore rely on family and voluntary provision of benefits and forms a Confucian 

welfare regime (ibid). Similarly, Mediterranean countries are also famous for their 

social bond in in terms of family and community (Askeland and Strauss, 2014). Apart 

from demand on more indicators and categories, there are also criticisms based on its 

analytical framework (Deeming, 2016). The reality is that welfare systems vary from 

country to country with traits that beyond generalization. Even for the same nation, it 

is a dynamic formation instead of static construction.  

ii. welfare attitudes approach 

In addition to this classic typology, welfare attitude is also an interesting reflection of a 

nation’s welfare fundamentality. JæGer (2011) shows that the attitudes towards 

welfare across nations could be well classified based on two dimensions. The first is the 

support for redistribution which indicates how much the public thinks government is 

responsible for resource reallocation. The second is the view on deservingness which 

defines what type of situation should be regarded as qualified for aid. It has been 

shown that Nordic countries show high degree of support for an unconditional welfare 

regime. This aligns with the social-democratic definition in Esping-Andersen’s theory 

since they stress the unconditional help provided by the state. As will be shown in the 

section V, this universalism is embodied in the Nordic housing system. 
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iii. micro V.S. macro welfare states 

There is another way of treating welfare states that provides special insight for this 

study. Unlike the previous two systems that are derived from welfare regime literature, 

the third approach is directly related to the housing welfare. Schwartz (2012) has 

proposed that the soundness of welfare states at micro or macro level both have 

implications for the health of housing sector. He explains that the malfunctioning 

welfare at macro level is characterized by insufficient regulation on financial sector. 

This will encourage dangerous activities such as predatory lending and bring instability 

to housing sector, which is deeply entangled with mortgage market. At a micro level, 

incomplete insurance provided by the state would stimulate excess demand for 

housing. Homeownership, as the following section will discuss, could bring more 

problems and uncertainties and is not as desirable as it seems.  

IV. Housing  

Housing has long been regarded as an important component of welfare regime 

(Torgersen, 1987). Jim Kemeny (1981) has theorized the relationship between 

homeownership and welfare structure it originates from. There is large volume of 

research exploring the relations between housing and welfare states. However, there is 

relatively scarce efforts made into combing them with inequality analysis. This section 

attempts to detect the effect of institutions in housing-related wealth disparity. Noting 

that the institution here refers to the housing welfare regime in a general term. 

Section II has presented the most widely debated theory in economic inequality 

discourse during the past 10 years. Piketty proposed a ‘fundamental’ rule of capitalism 

and claimed that the accumulation of capital is causing the wealth disparity. It was 

pointed out this statement does not explain the underlying mechanism of capital 

evolution in a persuasive manner. The concept of compositional inequality introduced 

in section III draws our attention to the capital distribution. Some promising new 

research has attempted to analyze the evolution of different types of capital. The 

abnormal rents for the corporations and the expanding housing wealth have been 
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underlined for deciphering the intensified role of capital. Neither of the sector’s 

expansion could be well fitted into Piketty’s market-force interpretation. The thesis 

targets at the housing wealth which has direct implication for household’s well-being. 

Meanwhile, assets on real estates involves a market that is deeply permeated by the 

government (Kemeny, 2006). This thesis takes the stance that economic inequality 

cannot be purely attributed to capitalism or the market force. There are man-made 

mistakes and inefficiencies that leads to the status quo. Housing sector is thus an 

essential domain to study both an important component of household wealth and the 

impact of regulations in reshaping it. From now on, it will take a detailed look at 

housing sector and discuss how policies contribute to the housing wealth disparity. In 

particular, it will examine the rules related to real estate in Nordic welfare states where 

greater government interventions are at force.  

4.1 Rising house price and housing wealth distribution overview  

The unaffordable housing is no new topic in the contemporary world. No matter 

because of the rising land price or the booming population, owing one’s home seems 

to become an impossible mission for younger generations. To substantiate this 

pressure felt by most people, Knoll, Schularick and Steger (2017) have created a house 

price database for most of the developed world.  
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Figure 10. Historical house price trend for selected advanced economies (Knoll, 

Schularick and Steger, 2017) 

 

Figure 10 pictured 4 out of 14 nations’ housing price growth since the end of 19th 

century. The price has been inflation-adjusted and presents a more realistic historical 

comparison. It could be observed that though increasing in general, the housing price 

remained rather stable before 1950s. Besides, it was around the start of this century 

that the real house price picked up substantially. Now the price is almost fourth times 

as expensive as in mid 20th century. Automatically, this leads to the concern that 

generational gaps could exist given how differentiated prices homebuyers face at 

different eras.  
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Firstly, it needs to be stressed that housing ownership has not always been a universal 

thing that the majority would aim for and treat seriously. The enthusiasm for homes 

nowadays sometimes makes it hard to remember that even in 19th century, most 

people still paid to kings and lords for living on their lands (Brown, 2019). After the 

second world war, most nations started to encourage housing ownership and through 

various of approaches such as expanding mortgage availability, the housing ownership 

in more than 15 advanced countries increased from 40% to 60% in the second half of 

20th century (Jordà, Schularick and Taylor, 2014). However, as the price of homes 

grows at a faster pace than income, the youngsters are contributing to a declining 

housing ownership rate. A common phenomenon reflecting this situation is how 

millennials tend to be the tenants of baby boomers (The Economist, 2020b). In the 

United States, those who were born between 1946 to 1964, namely the baby boomers 

(Encyclopaedia Britannica, 2020), accounts for around a fifth of population yet owes 

more than 40% of the housing (Jones, 2020). 

Apart from this generational void the surging housing price cause, it is of this thesis’ 

interest whether the price cause the wealth disparity across broader population. 

Naturally, when the price of an asset fluctuates, there emerges winners and losers to 

the game. The framework of IFC index could be applied here. If the concentration of 

housing is positively correlated with wealth concentration, that is, if the owners of 

houses are mostly those on the lower ladder of wealth distribution, the up movement 

of price would expand less well-off’s portfolio. In this case, the current trend might be 

pro equality. If the opposite is true, higher price would shun more poor households 

from owing properties and exacerbate the disparity. Therefore, rising share of housing 

asset in domestic capital income does not suggest its relationship with wealth 

inequality explicitly. The connection between expanded housing sector and the wealth 

inequality requires deeper exploration. Imminently, the distribution of housing across 

wealth quintiles needs to be examined.   
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In addition to the impact of allocation on effective wealth distribution, the calculation 

of housing worth also deserve pondering. Going back to the starting point of this 

thesis, it was found that the rising capital share in private sector probably could be 

attributed to the increased book value of housing. This rising capital to income ratio is 

vital to Piketty’s inequality-creating mechanism. Nevertheless, it has been challenged 

that it is the rent instead of housing price that should be inserted in the model (Bonnet 

et al., 2014). It was argued that only the ‘productive’ capital matters to the wealth 

accumulation and housing price is not as relevant as rent from this perspective. This 

adds another layer of ambiguity to the role of housing in inequality evolution. Clearly, 

there needs to be more discussion on what kind of data should be applied for analyzing 

housing wealth and how the result should be interpreted. Afterall, it is the real well-

being of households that we are concerned of. Data and models are merely 

methodologies for us to gauge it thus only those ‘effective’ indices should be analyzed. 

4.2 The peculiarities of housing and its implications for inequality  

The beginning part of section III has already given a taste of the complexity of housing 

sector. This session will continue to illustrate its special traits in the context of post-war 

economy. It will argue that housing sector is an essential topic in wealth inequality. 

Meanwhile, its peculiarities require extra caution in the methodologies and 

interpretation in inequality discourse.   

Housing is special for the modern economy. It is a consumption good that needed by 

nearly everybody in a society. It is an asset that could be regarded as a form of saving. 

It is also a collateral that is subject to credit rules and deeply intertwined with the 

financial market. It is a source of government revenue and its price fluctuation is 

connected with the business cycle of the entire economy (Leamer, 2007). However, it 

has not always been in the center of the economy in history. In 1700s, the dominant 

type of asset was farmland and the leading position was taken by factories since 

industrial revolution (The Economist, 2020a). In the second half of 20th century, 
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housing accounts for around 20% of the total GDP (Belsky and Prakken, 2004) and 

became the single most important asset class.  

i. Housing distribution and wealth inequality  

From the domestic point of view, housing is an unavoidable topic at one point or 

another in life. For most of households, particular the middle class, it is the major form 

of wealth appear on their balance sheet (Jordà, Schularick and Taylor, 2014). In the 

context of economic inequality, housing is a major component of domestic capital 

wealth. As discussed in the second section of this thesis, housing assets in total are 

growing steadily in the recent decades. The trend has attracted speculation over its 

responsibility for wealth inequality. However, increased values of real assets do not 

lead to skewed wealth distribution straightforwardly. In the contemporary world, most 

of the individuals earn money from both labor and capital (Milanović, 2016a). When 

the price of a certain asset increases, the interpersonal wealth inequality is set in 

motion only when this asset is unevenly distributed across population (Milanovic, 

2016b). While the absolute income disparity would widen beyond doubt, the relative 

well-being could remain the same. This draws the attention to the weight of housing in 

portfolios across households with differentiated wealth level. A working paper from 

the OECD (Causa, Woloszko and Leite, 2019) has analyzed the balance sheets of 

households within the organization. In this research, the authors compare the share of 

housing wealth with total net wealth share to estimate the role of housing in wealth 

distribution. It is found that the imbalance in wealth is more severe than housing. That 

is to say, housing has less weight in richer group’s portfolio while the middle class and 

the less wealthy households stock more wealth in the form of housing. However, it is 

not true to assume that the less equity a household owes, the heavier portion housing 

would contribute. Instead, the housing contribution to wealth exhibits a hump shape 

distribution from the richest to the poorest household (Piazzesi and Schneider, 2016). 

The most well-off families have more worth stocked in other forms of assets. But for 

the poorest households, owing a home is beyond their power. Therefore, housing is 
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the most significant asset to the middle class. Wolff (2012) goes through the US data 

during the Great Recession and finds out that the median wealth dropped prominently 

in the crisis. The disaster in housing market destroyed the net worth of middle class 

most saliently. 

Figure 11. The correlation between net wealth and net housing wealth for OECD 

countries (Causa, Woloszko and Leite, 2019) 

 



31 
 

This varied importance of housing to domestic wealth accumulation is reflected in 

figure 9. In all three graphs, the blue lines simulate the ideal condition where housing 

wealth is proportional to total wealth. In another word, it is perfect compositional 

equality in terms of housing. From panel C it can be observed that housing is 

underweighted for the wealthiest 10%. For both middle class (middle 60%) and the 

poorer groups (bottom 40%), housing is overweighted in their possessions.  

Putting aside the discussion of home ownership rights, this tilted housing distribution 

nonetheless ameliorates wealth disparity. If all housing assets were to be removed 

from domestic balance sheets, the net wealth disparity would deteriorate. An evidence 

that bolsters this leveling role of housing is the correlation between housing ownership 

and wealth inequality. In their report on OECD countries, Causa, Woloszko and Leite 

(2019) also points out that nations with higher housing ownership exhibits lower 

wealth disparity in general.  

At first glance, it seems that encouraging housing ownership would introduce an 

equalizing power into wealth inequality. But there exist some puzzling observations. 

The Nordic countries have been spotted in the low home ownership but relatively high 

wealth inequality category (ibid). This clearly contradicts the general ‘happy’, if owning 

homes is considered as crucial to happiness as in many mainstream discussions, and 

egalitarian images they gave to the outsiders. Their welfare regime might help to 

explain. It is argued that for countries with more complete social insurance and public 

housing, the middle and bottom wealth group would have less incentive to accrue 

assets (Fessler and Schürz, 2018). As mentioned previously, housing is a relatively 

trivial component of the rich’s portfolio. In the context of welfare states, the social 

services provided by the states function as a public insurance and the main 

beneficiaries are the less well-offs. Therefore, when the public services grow more 

sophisticated in a society, the richest group does not adapt their asset portfolio 

dramatically. In contrast, middle- and lower-income clusters would rely more on social 

housing instead of pursuing their own homes. As a result, the wealth inequality on 

https://www-tandfonline-com.libproxy.ucl.ac.uk/author/Sch%C3%BCrz%2C+Martin
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book appears to be worse than in those societies with higher housing ownership. 

However, this certainly does not mean the disparity increased in these nations in a 

concerning way. Public housing is not private equity and would not appear on 

household’s portfolio in statistics. But people living there do benefits as those who owe 

their homes. This finding provides another example that sometimes ‘statistically 

unequal’ is not as severe as it seems. The figures used in wealth inequality debates 

must be interpreted with background information. Additionally, government subsidies 

and redistribution have their role in the inequality discourse. Although it might be in 

shadow or in an indirect way. This linkages between welfare states and housing wealth 

will be articulated in more details in section V in this thesis.   

ii. Housing price and wealth inequality  

Now going back to the relationship of housing and inter-household wealth inequality. 

As the major asset for household, housing is crucial since it could function as a major 

wealth buffer for ordinary people. When facing severe shocks such as unemployment, 

the saving in the form of real estate could be used to liquidize the family (Benito, 

2007). Unfortunately, it has been clarified that housing assets are not evenly 

distributed across wealth groups. As a result, the fluctuation in price does have an 

impact on wealth inequality. In another word, the relative size of their ‘cushions’ would 

be reshaped during price movements.  

What does housing value volatility means for the households? Intuitively, when a 

person’s equity becomes pricier it suggests she becomes better-off and is capable of 

consuming more goods. However, for housing this implication is not as simple as for 

other financial assets. Most of the people owe houses to live in it rather than waiting 

for a better price to sell it. It is true that housing could be a form of an investment, but 

the risks involved tend to be too big for average households. To begin with, there is 

high transaction costs for selling a property. Finding buyers, going through legal 

documents, using agents etc. all take time and money. If possessing only one house, 

the sellers will usually need to buy a new place around the same time in a market 
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where they sell the old home. The benefits from the price difference occurred over a 

long-time span could therefore be limited in this scenario. Because of the ‘indivisibility’ 

and ‘nontradablity’, housing as an asset is hard to be arbitraged (Piazzesi and 

Schneider, 2016). Moving also involves emotional disturbance and often requires 

changes in other aspects of life such as job. In this sense, housing is not a very 

‘fungible’ asset (Ansell, 2014). Even though the price movement shift the domestic 

wealth status in figure unambiguously, its impact on the real well-being of households 

is harder to predict. To put it in another word, there exists a mismatch between 

housing value and its owners’ real wealth situation. Here, ‘wealth situation’ refers to 

the consumption capability.  

In the discussion above, housing price appears to be an inefficient reflection of the 

well-being of its owner. Even when one’s total wealth appears to increase because of 

an increase in market price, the margin could not be cashed out easily. But it also does 

not suggest one’s situation is entire static unless she sells the property. To understand 

the role of housing in inequality analysis, deciphering the nebulous housing value is an 

unavoidable challenge. After all, it is the real-life quality instead of the numbers that 

matters to the equality discussion. Nevertheless, understanding housing’s intrinsic 

importance is a multifold and tricky problem. Firstly, housing has wealth effects as all 

other forms of properties. When the price of an asset rises, the owner would feel 

‘richer’ even if they do not get the profits immediately by selling it. Nonetheless, 

because of this subjective distortion, they have a tendency to consume more normal 

goods (Aladangady, 2017). From this angle, the uncashed housing wealth fluctuation 

still has life-quality implication for the households. The concept marginal propensity to 

consume (MPC) describes the asset wealth effect on consumption. It has been 

extensively researched on in macroeconomic. Using data from 1960 to 2010, it was 

argued that in the United States, for 1 dollar increase in the housing value, there is an 

immediate effect on consumption of a 2 cents increase (Carroll, Otsuka and Slacalek, 

2011). This effect would continue to be in place and reach to 9 cents per dollar (ibid). 

The MPC of housing equity is claimed to be larger than other category of financial 
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assets (Caceres, 2019). For this reason, housing price increase has been regarded as a 

good sign for a healthy economy (Bank of England, 2019). The synchronization of 

housing market and the entire economy provides another motivation for monitoring 

the real estate price. As the biggest component of aggregate demand (Helander, 2014), 

its volatility would have an amplified reflection in the gross production.  

Apart from the direct stimulation on consumption by making the owners ‘feeling 

richer’, increased housing value could enlarge household budget in another way. 

Housing as an equity could be used as collateral. In collaterized lending, the credit 

available will be expanded if the collateral it falls on becomes more valuable. Housing is 

indeed the most common asset that household borrow against (Aladangady, 2017). It 

was revealed that there exists a co-movement between housing price and household 

debts (Oikarinen, 2009), which could be interpreted as an evidence of housing price’s 

credit-boosting effect. As noted previously, there is an immediate and a lagged result 

of housing wealth effect (Caceres, 2019). The collaterizability of housing is precisely 

why housing wealth effect persist beyond immediate impact and is more prominent 

compared to other financial assets (Buiter, 2008). Utilizing the US data again, evidence 

has been found that the MPC is particularly large for households subject to strict credit 

constraint (ibid). Similar pattern has been noticed in Finland as well (Helander, 2014). 

This proves that housing wealth effect could be realized and perhaps is stronger 

through boosting credit capability of households. Overall speaking, about 25% variation 

in personal spending could be linked to housing value fluctuation (Belsky and Prakken, 

2004). However, this observation is alerting because again it suggests the housing price 

increase has an ununiformed influence on households with different wealth levels.  

So far, all analysis point to the vulnerability of less rich households when confronting 

housing market fluctuation. The first reason is the magnitude of housing wealth. Since 

the housing equity is relatively (not absolutely) smaller portion on the rich’s balance 

sheet, price volatility unambiguously poses larger shock to those who owe housing as 

their major assets. It has also been indicated the impact could indirectly exhibited 
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through credit constraint. When housing price increases, households tend to consume 

more. This wealth effect is partly based on illusion and might induce over 

indebtedness. The endowment effect refers to the cognitive distortion of owners who 

feel their asset is more valuable than it actually is (Ganti, 2019). It has been argued that 

this effect is more obvious for the families who face stricter budget constraint (Berger 

et.al, 2015, in Aladangady, 2017), i.e., the poorer quintiles. Consequently, when the 

housing price increase, the poorer households might tend to consume more because of 

both more available credits and the subjective illusion. This would expose them to 

higher financial risks.  

Through the discussion above, it seems that when the housing price increase, the less 

wealthy households with home ownership could benefit from increased consumption. 

However, a considerable part of this boosted consumption might be sitting on 

unreliable foundation such as misjudgment or borrowing that is subject to financial 

instability. In another word, the housing price uncertainty is riskier to the less well-off 

than to the rich. This result is in accord with observations in recent years. As 

mentioned before, the median wealth in the US has dropped significantly during the 

sub-prime mortgage crisis. It was attributed to the high weight of housing in their 

balance sheet and increased indebtedness during the credit crunch (Wolff, 2012).  

The previous discussion has concentrated on the wealth effects of housing. In this 

context, housing is treated more similar to other forms of financial asset with 

implication on owners’ consumption constraints. Nevertheless, housing is also a 

consumption good that possess intrinsic value to the households. Now the question 

moves on to if the market housing price reflects this value correctly. Given the 

magnitude of housing wealth and its interconnectedness with financial market, the 

deviation from its real value is perhaps easier and more problematic. The infamous 

housing bubble describes the unreasonable and unsustainable high price of real 

estates. To detect a bubble, there needs to be a measurement of fundamental value of 

housing first. Generally, the fundamental of housing is calculated as the sum of 
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discounted future rent (Krainer and Wei, 2004), corresponding to the definition of 

financial asset price. To estimate if there is a bubble in the housing market, the price-

rent ratio (similar to price-dividend ratio) could be traced. Nevertheless, judgement 

based on this index is by no means reliable. According to the intrinsic value approach of 

asset valuation, the housing price should be the sum of all discounted future rent 

(Andrle and Plašil, 2019). Therefore, if the real interest rate (the discounted value) here 

decreases or a certain benefit makes homeownership more superior to renting, the 

price to rent ratio could reach a higher level permanently (Bonnet et al., 2014). 

In Piketty’s (2014) capital accumulation theory, housing price from national accounts is 

applied to calculate this chunk of capital wealth. Rognlie’s (2015) decomposition 

analysis used the same data source and indicate that the widening gap in wealth can 

almost be explained entirely by rising housing wealth. However, it has been criticized 

that it is the rent that matters for the disparity of capital wealth (Bonnet et al., 2014). 

For those who does not owe their homes, rent is unarguably the cost of living in an 

asset. Correspondingly, it represents the landlord’s revenue from housing capital. As 

for the homeowners, rent could be regarded as the opportunity cost which they save 

from living in their own property. This measurement is more congruent with the rate of 

return concept for other equity. The rate of return on housing is exactly the inverse of 

price to rent ratio. Bonnet et al. (2014) has shown that this ratio has been decreasing 

for most of the countries.  
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Figure 12. Rent to price ratio (inverse of price-rent ratio) for selected OECD countries 

(Bonnet et al., 2014) 

 

It is clear from figure 12 that except for Germany, the return on housing represented 

by rent-price ratio has been declining noticeably since 1990s.  

To calibrate with Piketty’s capital accumulation theory, the authors show that housing 

price would not be relevant after introducing rent into the formula.  

𝐻𝑜𝑢𝑠𝑖𝑛𝑔 𝑐𝑎𝑝𝑡𝑖𝑎𝑙

𝑖𝑛𝑐𝑜𝑚𝑒
= ℎ𝑜𝑢𝑠𝑖𝑛𝑔 𝑝𝑟𝑖𝑐𝑒 ∗

𝐹(𝑞𝑢𝑎𝑛𝑡𝑖𝑡𝑦;𝑞𝑢𝑎𝑙𝑖𝑡𝑦)

𝐼𝑛𝑐𝑜𝑚𝑒
   (1) 

𝑟 =
𝑉𝑎𝑙𝑢𝑒 𝑜𝑓 𝑟𝑒𝑛𝑡𝑠

𝐻𝑜𝑢𝑠𝑖𝑛𝑔 𝑝𝑟𝑖𝑐𝑒
  (2) 

𝑟 ∗
𝐻𝑜𝑢𝑠𝑖𝑛𝑔 𝑐𝑎𝑝𝑖𝑡𝑎𝑙 

𝑖𝑛𝑐𝑜𝑚𝑒
=

𝑉𝑎𝑙𝑢𝑒 𝑜𝑓 𝑟𝑒𝑛𝑡𝑠

𝐻𝑜𝑢𝑠𝑖𝑛𝑔 𝑝𝑟𝑖𝑐𝑒
∗ ℎ𝑜𝑢𝑠𝑖𝑛𝑔 𝑝𝑟𝑖𝑐𝑒 ∗

𝐹(𝑞𝑢𝑎𝑛𝑡𝑖𝑡𝑦;𝑞𝑢𝑎𝑙𝑖𝑡𝑦)

𝐼𝑛𝑐𝑜𝑚𝑒
  (3) 

α=r*β  (4) 
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Equation (3) is the combination of equation (1) and (2). This is simply a simulation of 

Piketty’s capital accumulation engine described in equation (4), which has already been 

discussed in section II before. The final result suggest that housing price is absent in the 

capital share (), only the rent value and intrinsic value of housing (function of quantity 

and quality) matters.  

It has been shown that the expanded housing sector due to rising housing price does 

not contribute to the wealth accumulation as Piketty claims. Nevertheless, the 

substantial increase in housing price is linked to wealth disparity in another way. The 

divergence of housing price and rent is a widely spotted phenomenon across countries.  

 

 

 

 

 

 

 

 

 

 

 

 

 



39 
 

Figure 13. increased price to rent ratio for selected developed countries and their 

superstar cities (Hilber and Mense, 2021) 

Figure 13 indicates the price to rent ratio index for 4 developed countries. This is the 

opposite of rent to price ratio shown in figure 10. Similarly, the price has increased 

more compared to rent with only one exception that is Japan here. It needs to be 

highlighted that the divergence is especially big for their superstar cities. This 

phenomenon has been attributed to the strict constraints over housing construction 

(Hilber and Mense, 2021). The next subsection would discuss this phenomenon and 

government policies causing it in more detail. Focusing on the impact of this price-rent 

difference on disparity, when the housing price increases, it would made it harder for 
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those who are willing to buy house to enter the market. Particularly, young people and 

the low-income households would suffer the most (Buiter, 2014).  

4.3 Channels for government intervention in housing distribution  

Subsector 4.1 has introduced the housing price development and housing assets 

distribution. Their relevance in inequality debates were discussed as well. Subsection 

3.2 unfolded these two aspects and analyzed the special traits of housing equity. It is 

reasoned why special attention is required when interpretating housing-related 

disparity issue. Specifically, it has been explained that housing is distributed unevenly 

across wealth percentiles thus house price movements have implication for wealth 

(re)allocation. The poorer households seem to be more vulnerable in front of housing 

market volatility. Besides, while price may have certain wealth effects, rent is more 

relevant when considering residence welfare and wealth accumulation. The continuous 

and widely observed divergence between housing price and rent also raise more 

questions about the resource’s allocation issue. All of these findings suggest that the 

wealth inequality related to housing is not as straightforward as Piketty’s capital 

accumulation theory suggests. The distribution pattern, the difference between price 

and rent, the intertwined wealth effect problem etc. all requires non-economic 

theories to describe the real welfare that inequality research aim at explaining. Factors 

other than market power needs to be brought into the framework of explaining the 

status quo. This thesis put strong emphasis on the role of government in shaping the 

economic inequality related to housing. A lot of time those interventions are in 

shadow. Nevertheless, it exhibits power through tax, propaganda, credit regulation, 

construction rules etc. Government’s shade is everywhere in shaping housing 

inequality.  

This session will discuss in detail the potential tunnels through which the government 

affects the distribution of housing related welfare. It has been argued that housing 

sector is one of the major fields of failed policies in the post war era (The Economist, 

2020e). First, how policies contribute to the housing price increase would be explored 
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from both the supply and demand side. As shown in the previous sections, housing 

price has unbalanced wealth effects for different wealth percentiles. It might also 

cause homeownership disparity across generations. Second, it will review 

governments’ regulation or deregulation on financial market. These actions manipulate 

the housing market in a less direct way by changing the credit availability. It has to be 

stressed that these policies and motivations are entangled with each other. The 

division here is only to allow easier discussion. It is the synthesis of those interventions 

that shape the housing status the contemporary world faces.  

i. Evolution of housing sector overview 

Till now, this thesis has been referring to the unaffordability of housing in the modern 

society and its impact on inequality. The reason behind this disturbing phenomenon 

has not yet been discussed properly. As most of the goods, housing price increase 

could be explained by the rise in demand and the short in supply. It will be argued that 

government plays a significant role from both sides. The time of discussion will be from 

second world war to now. This is the period where homeownership accrues more 

weight in the economy and public discourse. As the thesis concentrates on the 

developed world, an era with no major warfare also eliminates the exceptional 

structural changes or temporary shocks that might limit implication for normal time. 

Meanwhile, the financial deregulation in 1980s and the great recession in 2007-2008 

will be paid extra attention to. 
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Figure 14. aggerate housing price evolution for 14 developed economies, 1870-2010 

(Knoll, Schularick and Steger, 2017)  

 

As shown in figure 14, the housing price in developed world has surged since 1950s. 

meanwhile, its growth rate clearly outpaces the real GDP, implying a potential 

deterioration of unaffordability issue.  
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Figure 15. (A) Geography of increase in house ownership, 1940-1960 (Fetter, 2014) 

(B) Homeownership rate in the US, 1900-2020 (Chambers, Garriga and Schlagenhauf, 

2013) 
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As shown in figure 15 (A) above, this time was when the housing ownership took off in 

the US. The rise in homeownership is especially quick for the urban area (Fetter, 2014). 

From 1940s to the beginning of this century, the homeownership rates in the US and 

UK reached 70% from less than a half (The Economist, 2020f). Figure 15 (B) gives a 

more impactive long-term trend of the homeownership development in the US. 

Importantly, this drastic change in the homeownership rate also warns that comparing 

the housing sector across time requires extra caution and perhaps do not make sense 

occasionally. The pattern of housing distribution in population varies across time 

without doubt. Not to mention to contrast modern housing sector with its 18th century 

counterpart as Piketty attempted to do in his book.  

ii. explaining the surging housing price from supply and demand perspectives  

Leaving the government aside for a while, changing social conditions in the second half 

of 20th century affected the housing sector without doubt. Most importantly, the post-

war developed world has experienced significant population growth. In the US for 

instance, the famous baby boomers came onto the stage in the first 20 years after 

1945 (Encyclopaedia Britannica, 2020). Urbanization also accelerated at this time 

(Nash, 1985). Meanwhile, household structures adapted as the composition of 

population and social norms evolved. For example, youngsters tended to leave home 

and had their own place earlier (Fetter, 2014). These demographical shifts formed a 

natural push force for the upward movement of housing price. Additionally, it has been 

pointed out that during industrial revolution, the advancement in transportation 

enlarged the feasible diameter of living from workplaces (The Economist, 2020d). But 

the growth in practical transporting speed stagnated in the 20th century. When the 

influx of people into cities and general population growth were combined with faster 

cars and trains, the boundary of city expands considerably. However, the slowdown of 

transportation development constrains the expansion of cities and put pressure on 

land usage in the cities. More workers want jobs in the center, yet it is inconvenient to 

live too far way from the original boundary of towns. This deduction has been proved 
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by other research. Miles and Sefton’s (2017) model presents that when the 

technological development of travelling cannot catch up with local economic growth, 

real housing price would increase.  

There is another side of life that went through dramatic change at that time. It was 

argued that during that period, the productivity in other non-housing consumption 

goods increased significantly while the price stayed stable (Chambers, Garriga and 

Schlagenhauf, 2014). In opposite, the productivity in housing sector did not improve 

much. As a result, housing became more affordable for income earners thus the price 

had room to rise. 

Apparently, a lot of factors were in motion at that time to push up the housing price 

and homeownerships. In addition to the natural changes listed above, the government 

policies facilitate the trend as well. 

Housing could be regarded as the combination of land the construction built on it. No 

matter which component’s cost increases, the intrinsic value of housing could climb up 

correspondingly.   
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Figure 16. Value of housing stock, housing structures and land calibrated with GDP in 

the US (Piazzesi and Schneider, 2016) 

 

Figure 16 draws the trends of housing structures and land cost from 1960 in the United 

States. Noticeably, the value of land traces the evolution of residential home cost 

closely. It could be said that increased land cost explains most part of expansion in 

housing value.  

It seems that to recognize government intervention from the supply side, it would be 

insightful to explore its policies over land and housing construction. Indeed, more land 

usage restrictions have been introduced compared to previous era in order to prevent 

urban sprawl and preserve nature (Scott and Walker, 2018). 
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Figure 17. houses built per 1000 people for advanced economies since 1950s (The 

Economist, 2020g) 

 

It is shown in figure 17 that the house building rate dropped dramatically since 1970s. 

Similarly, Aastveit, Albuquerque and Anundsen (2019) show the elasticities of housing 

supply fell sharply in the US since 1990s. This is the result of building restrictions that 

came into effect in many advanced countries in the postwar era. Using the US example 

again, it was found out that the state-level constraints on land usage has been 

tightened from 1950s to 2010s, especially for superstar cities such as New York 

(Herkenhoff, Ohanian and Prescott, 2018). Nevertheless, this policy orientation partly 

reflects many residents’ attitudes. The abbreviation NIMBY (not in my back yard) 

describes the fact that existing residents generally oppose the new construction in 

their neighborhood. Fischel (2005) articulated in his book that homeowners would be 

active participants in local affairs to defend their living condition as well the value of 

their houses. This motivation usually turns the residents into conservative in front of 

new projects proposals in the neighborhood. Consequently, when the portion of 

housing ownership rises, the rate of construction would drop in fear of deteriorating 

life quality or asset prices.  
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The power of restrictions in tightening housing construction could be confirmed 

through a comparative analysis. According to The Economist (2020g), there are roughly 

3 types of planning systems for building residences. The first is autocratic where 

governments hold dominant positions in permitting construction. This regime exists in 

countries such as Russia and Singapore. Indeed, they tend to build more homes in a 

short span of time. The second is rule-based regime commonly found in European 

countries. Under this system, requirements need to be met for constructing permission 

but once admitted, residents do not have veto power. The system that set most 

barriers among the three is the discretionary planning system which is adapted by 

many commonwealth nations (Cheshire and Hilber, 2019). This is the type of system 

that NIMBYism could find it way in decision-making. Residents’ attitude could shape 

the housing construction-decision to a great extent. It might be coincidence, but it was 

indicated that housing price has increased most sharply in countries with the last type 

of regime (The Economist, 2020g).  

Although the incentive to protect environment is good, it has led to inefficiency in the 

economies and hardship for younger generations to owe their home. For instance, the 

‘Second Home Initiative (SHI)’ approved in Switzerland put restriction on building new 

home in the seasonal tourist spots. It is found out that this regulation indeed reduced 

the construction thus avoid some damage to the natural reserves. However, it also 

raises the local unemployment rate (Hilber and Schöni, 2020) thus has a negative 

impact on the local economy. 

Because of housing’s contribution to overall economy growth, these actions against 

new housing construction possess another layer of implication for the distribution 

issue. Herkenhoff, Ohanian and Prescott (2018) find out that potential deregulation on 

land usage could promote the productivity by around 7% in the US. This would be 

achieved mainly through a more effective redistribution of capital across the country, 

through deconcentrating the capital in metropolitans or removing resources from 

declining areas. Hence, loosening regulations on land usage could not only ease the 
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tense in housing supply, reduce housing price, but also ameliorate the regional 

imbalance that many countries suffer from.  

It is now clear that regulations over land and residence construction exert upward 

pressure for housing prices on demand side. From the demand perspective, 

government policies have also created excessive motivation for buying house and 

ultimately, raised housing price. Overall speaking, a pro-ownership ideology 

(Christophers, 2019) could be detected beyond many of the policies. As Kohl (2018) 

points out, in the first two decades after the world wars, politicians in the west were 

more likely to regard homeownership as political goals. The major motivation behind is 

the beneficial spill-over effects of owning homes (Andrews and Sánchez, 2011), 

especially the so-called wealth effects that could potentially stimulate the economy. 

There are multiple tools policymakers could use to encourage housing ownership over 

other forms of living. 

Firstly, favorable tax rules and subsidies are frequently used to nudge household into 

buying homes. These preferential treatments could take many forms. The most 

common one is perhaps the mortgage interest tax relief. This rule allows the 

homeowners to deduct the mortgage payment from their taxable income before 

paying income tax (Kagan, 2021). As a result, some taxpayers might degrade the tax 

rate they are facing while paying for mortgage. There is another implicit form of tax 

relief. In many western countries, investing in house is tax-free in contrast to taxed 

gain from other financial assets (Figari, Verbist and Zantomio, 2019). This judgement 

might seem astonishing at first glance. If living in one’s own home save the rents, 

owing a property could be seen as investing in an asset that generate dividends 

equalized to the effective rent the owner is saving. This is exactly the rationale for 

using rent instead of housing price to estimate housing capital return as discussed in 

section 3.2. However, this form of revenue from capital, or the imputed rent is not 

subject to any taxation.  



50 
 

As all kinds of tax, housing related tax treatments could cause distortion to the market. 

Apart from the objections based on overall efficiency argument, there are many views 

claiming that these benefits are in fact skewed to the rich. Even though housing is a 

larger component of median- and low-income household’s balance sheet, the absolute 

value of housing wealth is still generally larger for the wealthy group. Amornsiripanitch 

(2022) notes that in the US the tax paid by cheap houseowners are effectively 50% 

higher than those paid for more expensive properties. This made the property tax 

practically regressive and the rich benefits unproportionally more. If the mortgage 

interest tax rate were to be removed, it is predicted that the homeownership would 

decrease slightly while the overall welfare increase (Cho and Francis, 2011). However, 

there is no sufficient evidence suggests removing the preferential tax treatments could 

reduce wealth inequality. These reliefs do help some low-income groups to buy homes 

after all. A possible exit path is to design a property tax more proportional to 

household income level rather than eliminating or increasing the tax for all wealth 

quintiles (Amornsiripanitch, 2022). 

One more time, removing this pro-homeownership tax rules that distort the market 

have two layers of implications for the welfare issue. As stated above, it could directly 

cool down the mania for owing houses and relieve the housing affordability issue. In 

another indirect way, recognizing that it is a form of tax exemption, restoring neutral 

tax treatments could provide another source of government revenue and this would 

possibly reduce the tax burden on labor (Figari et al., 2017). 

iii. mortgage market and housing sector 

Government’s pro-ownership ideology is strongly embodied in another domain of 

policy interventions. During the past half century, the financial system has evolved 

drastically. Easier access to credit in contemporary world has been widely cited as a 

main reason of rising homeownership (see for example Jordà, Schularick and Taylor, 

2014). Nevertheless, this development is not as wonderful as it sounds. The truth is 

financial institutions create more channels for wealth to be distributed unevenly. It was 
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pointed out sharply that development of financial sector has been going hand in hand 

with the economic inequality trend since 1980s (Kaldor, 2021). 

Mortgage market has gone through fundamental changes since the second world war, 

especially since the deregulation wave witnessed in the west around 1980s (Cassis and 

Drach, 2021). In the first decade after the second world war, housing mortgage market 

outpaced all other capital market growth and institutions became the dominant lender 

in contrast to the dispersed personal debt holders (Snowden, 2014). In 1960s, the 

invention of mortgage-backed securities transformed the system from depository 

financed to capital market financed (Green, 2014). This thesis will not go through the 

details of the evolution. Generally speaking, the mortgage rules have moved towards 

shorter processing time, longer time for payments, lower entrance requirement etc. 

The loosening financial regulations enabled mortgage innovations and introduce more 

households into the house-purchase arena. For instance, it is calculated that extending 

mortgage repayment period from 20 to 30 years pushed up homeownership by more 

than 10% in the US (Chambers, Garriga and Schlagenhauf, 2013).  

These eased rules make getting mortgage more easily and low-income, high-risk 

households start to have access to loans. The trend is clearly reflected in the debt to 

GDP ratio at national level and the household indebtedness level. 
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Figure 18. (A) Bank lending to GDP from 3 different sources, average for 17 advanced 

economies, 1870–2011 (Jordà, Schularick and Taylor, 2014) 
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(B) Aggregate household debt and mortgage debt as a fraction of GDP (Piazzesi and 

Schneider, 2016) 

 

Figure 18(A) depicts the evolution of bank loans to GDP ratio for the advanced world. 

Again, postwar era witnessed the surging significance of bank lending. The volume of 

domestic debt and mortgage debt as a portion of GDP in the US is shown in figure 18 

(B). It could be seen how drastically this share has increased particularly in the prelude 

of financial crisis. Not surprisingly, mortgage is the major component of household 

liability (Financial Times, 2022). This adds extra significance of home mortgage to 

household welfare.   

Naturally, those freshly acquired credits can be expected to flood into the housing 

market as planned and stimulate the housing sector. There is abundant evidence that 

corroborates this guessing. A study on 20 OECD countries provides strong evidence on 

the correlation between mortgage liberalization and housing boom (Agnello, Castro 

and Sousa, 2019). Oikarinen (2009) analyses the 30-year data since 1975 in Helsinki and 

underlines the forecasting power of domestic debt to GDP ratio over house price 

increase.  
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As a result, ubiquitous credits boost the homeownership unambiguously. In the United 

State, the innovations in mortgage market in the direction that mainly create easier 

credits, could account for more than half of the expansion in homeownership in the 

decade since 1994 (Chambers, Garriga and Schlagenhauf, 2009). 

Unfortunately, the universality of cheap credit does not come at no price. Since more 

low-income or high-risk individuals that are previously rejected are now able to join the 

financial sector, risks start to pile up as well. The most tragic example would be the 

great recession induced by 2007-2008 subprime mortgage crisis. As discussed in the 

previous section, the poorer household suffers more compared to the rich counterpart 

as housing weight more heavily in their domestic portfolios. Highly leveraged balance 

sheets expose low-income groups to a financial market that is more volatile than 

before. Unfortunately, this is riskier for them than for wealthier household (Godechot, 

2020). While the monitoring responsibilities were not taken properly, governments 

deserve all the criticism over insufficient supervision and poor management over the 

banking sectors.  

Apart from the deregulation in the financial market to assist more credit issuing, 

government could also influence housing-related distribution through monetary 

policies, particularly by adjusting the interest rate. Expansionary monetary policy has 

been blamed for boosting the housing market and allows subprime mortgage 

accumulation (Agnello, Castro and Sousa, 2019).  

Even though recently it seems the volume of mortgage has passed their peak, another 

worrying problem emerges. The shadow banking is expanding considerably these years 

and replacing traditional banks in making mortgage loans for households to finance 

home-purchase (The Economist, 2020a). It is reported that the shadow banking sector 

has grown 75% since 2010 (Cox, 2019).  
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Figure 19. portion of housing mortgage made by shadow banking in the US (Seru, 2019) 

 

It can be seen in figure 19 that currently shadow banks issue nearly 60% of total 

housing mortgage in the US. As shadow banking is not subject to regulation as 

traditional banking sector, it poses more unforeseeable risk to the financial sector. The 

danger is asymmetrically high for poorer households as they are subject to more 

constraints when applying for loans from traditional regulated sector.  

4.4 the justification for pro-ownership policy: housing wealth effect and asset-based 

welfare 

It was briefly mentioned that the governments across world have been encouraging 

housing ownership since the second world war. Most of the discussed policies that 

could influence wealth inequality are motivated by the pro-ownership ideology. The 

major rationale for this tendency is the famous wealth effect housing arguably entails. 

It is hoped that the booming housing sector could stimulate the economy. However, 

how powerful is this effect in reality is questionable. It has been indicated that the 

spending effect of house price boom is two-fold (Attanasio et al., 2009). The first is the 

direct effect because of the increased wealth. Calomiris, Longhofer and Miles (2009) 

argue that this effect at the aggregated level is rather small, given house price 

fluctuations create both winners and losers. It only redistributes the housing wealth 
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from the ‘short housing’ (whose current housing value fall behind the present 

discounted value of lifetime housing consumption) to the ‘long housing’ (Buiter, 2008). 

Indeed, as shown in the quantitative analysis (Carroll, Otsuka and Slacalek, 2011), this 

immediate effect is almost negligible. The second layer of wealth effect is shown after 

a while and is achieved through expanded credits. This is the dominant component of 

the observed housing wealth effect (ibid). However, Calomiris, Longhofer and Miles 

(2009) believes this is only because of a change in perceived future prosperity under 

the permanent income hypothesis. From either channel, the housing wealth effect 

seems to be a misinterpretation. What is real in this dynamic, is households do tend to 

borrow more against their housing and get more involved in the loan market.  

Another motivation for promoting homeownership is the ideology of asset-based 

welfare (ABW). This form of welfare is also labelled as ‘social investment strategy’ in 

contrast to the ‘traditional protectivist approach’ where states provide pensions etc. 

(Lennartz, 2017). The basic idea is that through investing in housing properties, 

individuals smooth their wealth over the life cycle. Homes also function as a buffer for 

shocks. However, it has been sharply pointed out that this model relies on dangerous 

presumptions such as perfect decision-making and constant demographic patterns 

(Montgomerie, 2015). Most importantly, it requires positive economic growth with 

rising housing price. It overlooks the fact the housing market fluctuations bring side 

effects to households. 

To sum up, it is likely that the economy-augmenting effect of housing is merely an 

illusion. How reliable housing is as an alternative to state-provided insurance (such as 

pension) is also questionable. More disturbingly, passion for homeownership could 

draw households into the turbulence of housing-related finance. Households get 

overindebted to enter the market. The housing price boom and bust make their wealth 

fluctuate more. The loosening credit constrains due to house price illusion could 

further trap them with excessive borrowing. It seems that the assumed benefits of 

homeownership do not deserve the accompanying high risk, the premise of 
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government interventions in housing sector is potentially shaky. To put in another way, 

the entire housing welfare regime is orientated from a dubious motivation.  

Section IV has discussed the significance of housing to the modern economy and its 

peculiarities. As the most essential domestic asset, it is posing an unavoidable topic 

when analyzing inter-household wealth inequality. Adapting the lens of factor 

concentration, it is shown that the uneven distribution of housing could be a wealth 

equalizer but also implies unequal vulnerabilities. The rising housing price and housing 

related indebtedness has exposed the less wealthy group to financial instability and 

potential widening wealth inequality. This is nonetheless far from a natural 

phenomenon generated by market process. Government policies have an undeniable 

responsibility for this misery. Through the analysis above, it is shown that statistics can 

be misleading. It must be interpreted with qualitative research to recognize the broad 

historical and social context. This is especially important when comparing inequality 

across time. Most importantly, this section has shown how permeated the ‘institution’ 

is in inequality formation. Theories that focus on the market force solely would omit a 

huge chunk of the real picture.  

After analyzing the potential channels through which states could shape the wealth 

distribution by largely focusing on the Anglo-Saxon world, the next section will proceed 

with a special focus on the Scandinavian welfare states. Arguably, these Nordic nations 

are subject to more government regulations. It would be enlightening to explore if 

their institutions have any superiorities in ameliorating the distribution problem or 

counterintuitively, if something is disguised by the pretty equality statistics.    

V. Nordic welfare states and housing  

Nordic model is usually bonded with egalitarianism, state intervention and extensive 

welfare. However, those broad concepts are referred to too frequently without being 

defined concisely. In inequality discourse, most of the research has been focusing on 

the developed world, especially G7 or the US alone. Nordic nations are the superstars 

that do not got much attention in equality debates-they are being cited as the 
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exemplary students, yet a cursory team reward is what they often get. Certainly, there 

are a considerable volume of research on the Nordic regimes. But most of the time 

they seem to be only compared with their peers while being isolated from other 

comparative analysis. This thesis has been focusing on the housing and wealth 

inequality in OECD countries. In many research, the evidence is drawn from the United 

States. As clarified previously, this is largely due to the fact that mainstream inequality 

research centered around this largest and arguably, one of the most unequal nations. 

From section V, the discussion will rotate onto the housing-related sectors in the four 

Nordic countries, Denmark, Norway, Sweden and Finland. It attempts to provide a 

glimpse of Nordic models in terms of their welfare provision. Specifically, it will 

examine the housing-provision pattern and government regulation on mortgage in 

Nordic nations.  

5.1 wealth inequality and housing welfare in Nordic regions 

Subsection 3.2 has noted that high IFC (income-factor concentration) index is spotted 

in 3 out of 4 Nordic countries of interest here. For the only exception Sweden, the IFC 

is also around average. This leads to a concern over the wealth inequality within the 

nations. Additionally, the discussion in section 4.2 (i) mentioned that in OECD 

countries, higher housing ownership rate appears to be correlated with low wealth 

inequality. This relationship has been visualized as well.  
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Figure 20. Homeownership and wealth distribution for OECD countries (Causa, 

Woloszko and Leite, 2019) 

 

Figure 20 presents the correlation between wealth and homeownership rate in the 

certain country. Noting that the percentages on y axis of panel A and B is ascending 

from top to bottom. The more wealth the middle 60% and the bottom 40% hold, the 

more equal the society’s distribution is regarded in general. Nordic countries do not 

stand out as role models in this analysis. Meanwhile, the wealth distribution seems as 

unequal as the previous observation suggests. It could be seen that Finland, Norway 

and Sweden clustered in the middle in all three panels, which suggest they are neither 

too unequal nor too equal in terms of wealth distribution compared with their OECD 

peers. The most counterintuitive thing is the position that Denmark holds in the graph. 
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It shows up in the top left corner for all wealth categories. This unambiguously 

suggests that Demark has a high degree of wealth disparity in the selected group. It has 

a bottom 40% people owning nothing but debt, middle class is relatively hollow with 

only approximately 25% of wealth for 60% of population. The top 10% richest people 

possesses nearly 65% of the total wealth. This discovery on the wealth disparity 

situation of four Nordic nations are certainly distinguished from the egalitarian 

impression they tend to leave. Meanwhile, it also deviates remarkably from the low 

level of income inequality measured by Gini coefficient (as shown in figure 3, Nordic 

countries are the most equal cluster).  

It has been reviewed that the social-democratic Scandinavian nations generally favor a 

high degree of unconditional welfare (JæGer, 2011). Given this attitude, accessible 

accommodation should constitute a crucial part of policy targeting. Intuitively, one 

might assume that imply high homeownership rates to be observed in the 

Scandinavian nations. This has been proved faulty with the evidence above. Indices on 

other aspects of housing welfare also raises concern for Nordic housing welfare. 

Figure 21. OECD countries housing cost overview (OECD, 2021a) 

(A) Real house price index 

 

(B) Real rent index 
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(C) OECD household housing cost burden, rent or mortgage as a composition of 

disposable income  

Figure 21 has provided a glimpse over the housing affordability issue in OECD 

countries. In (A) and (B) real housing price and rent evolution are recorded. The Nordic 

countries locate around the middle of the distribution. Residence cost in terms of 

housing price or rent is neither to expensive nor too low among OECD nations. 

However, the problem becomes ostentatious when taking budget into consideration. 

The weight of housing cost (in terms of mortgage payment or rent price) to diposable 

income is dipicted in figure 21 (C). Nordic countries can be found in the left side of the 
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list which suggests a high rent espenditure compared to other OECD members. For 

those who has standing mortgage, the disadvantage does not seem to be obvious. In 

particular, Sweden has one of the lowest motgage payment burden in this study.  

Government spending over housing is another proxy for assessing the completeness of 

housing welfare.  

Figure 22. OECD governments expenditure on housing allowance (OECD, 2021b) 

 

Figure 22 ranks the government spending on housing allowance for OECD countries. It 

needs to be stressed that this is only one form of state subsidy for housing. One more 

time, it could be seen that Nordic countries do not stand out particularly in terms of 

generous housing allowance. 

So far, the housing welfare situation in Nordic countries appear to be ordinary. 

Homeownership has been labelled as a wealth equalizer since it boosts the portfolios 

of median- and low-income households (Causa, Woloszko and Leite, 2019). The 

Scandinavian nations examined have at most an average homeownership according 

OECD report (ibid). The housing price and rent ranks average yet contributes to a larger 

proportion of disposable income than most OECD nations. This observation cast doubt 

on the housing affordability situation in Nordic nations. Lastly, it was hoped that a 
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stronger state aid would fit the Nordic housing system more to the stereotypes. But 

the government aid at least in terms of housing allowance appears to be moderate as 

well.  

Nevertheless, it would be too hasty to draw the conclusion that the housing system in 

Nordic regions is completely malfunctioning. Encouraging them to raise 

homeownership to combat capital inequality would also be problematic. 

Homeownership is not the ultimate solution to wealth disparity and ultimately, 

citizens’ welfare. As the following section will argue, the welfare institution in 

Scandinavian nations provide protections in a more subtle way.  

5.2 why housing-relate welfare in Nordic countries is not as poor as it appears 

i. measurement problem 

In the very beginning of this thesis, it has been emphasized the data for studying 

economic inequality is always subject to imprecision and systemic error due to 

methodology. When comparing across countries, this problem could be prominent as 

the standards in data collection varies immensely. Furthermore, wealth is more 

difficult to estimate than income given its complexity. Besides the general problems in 

quantifying inequality, there are also specific reasons for explaining the poor 

performance of Nordic nations in the previous housing welfare provision.  

Firstly, there is difference in definition of ‘homeownership’. There exists tenure form 

that is neither owning nor renting. The OECD report referred to before (Causa, 

Woloszko and Leite, 2019) does not specify the definition of housing ownership. 

Another calculation from OECD already shows a different result.  
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Figure 23. Housing tenure types and distribution for OECD members (OECD, 2022) 

 

In figure 23, ‘ownership’ is further divided into ‘own outright’ and ‘own with 

mortgage’. Countries on horizontal axis are arranged in a descending way by the 

portion of ‘own outright’ among all tenure forms. Outright owners do not have any 

liabilities related to the housing property right. It is the type of housing ownership with 

the strictest definition. Noticeably, Denmark’s homeownership rate is not as low as 

recorded in the previous OECD reports. Combing two types of ownership, it surpasses 

50% compared to the 45% in figure 20. This small exercise that compares the same 

data from different reports of same institutions already shows a conflict. The 

classification of tenure forms could be more complicated. For instance, broadly 

speaking, there are two major categories of housing welfare to solve affordability 

problem for households with difficulties. Tenant-based policies sponsor the households 

directly to lower the monetary burden. Place-based policies offer social housing that 

usually have lower-than-market rent (Englund and Flam, 2021). However, there is no 

social housing in Sweden. This might sound striking as social housing is an important 

form of public aid for housing affordability issue by targeting at low-income groups. 

However, a detailed look would indicate that Swedish municipalities should provide 

housing for everyone based on universalism, that is, it cannot be means tested (Baleo, 
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2019). To give another example, members of housing cooperative organizations hold 

effective equity right even though the residence belongs to the legal entity (Karlberg & 

Victorin 2004, in Ruonavaara, 2008). This ‘tenant ownership’ is commonly found in 

Norway and Sweden. Where would this type of tenure appear in cross-country 

analysis? Beyond the significant differences of tenure forms that might be comparable 

across countries, language also pose a natural barrier. None of the four Nordic 

countries use English as their first language. The complicated housing terms are subject 

to translation controversies as well (Ruonavaara, 2008). Within the Scandinavian 

regions, the differences in housing regimes are also huge. A detailed review is given by 

Jensen (2013). Furthermore, tenure is merely a proxy for the real social-economic 

condition the occupant face. It is normal that similar or identical tenure form entails 

differentiated process (Ruonavaara, 2008). 

Furthermore, one index turns to show part of the story while distribution assessment 

requires a wholistic picture. From figure 23, it could be seen that the Scandinavian 

countries clustered in the end of the ranking. Combined with an average overall 

ownership, this suggests that a larger portion of Nordic house-occupiers have 

unfinished mortgage. Since mortgage contract could channel financial risk to 

households more easily, this high mortgage indebtedness might make Nordic 

households more vulnerable confronting financial crisis theoretically. However, there is 

another set of indicators.  
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Figure 24. OECD housing cost burden for bottom and middle income households (OECD, 

2021a) 

(A) median rent (private market and subsidized rent) as a share of disposable 

income 

 

(B) median mortgage burden (principal repayment and interest payments) as a share of 

disposable income 

 

Figure 24 shows a stratified housing cost analysis for the bottom and 3rd quintile 

income group. In figure (A), four countries of interest are still above average in terms of 

housing burden for middle and low income group. However, the severeness is not as 
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scary as the overall trend shown in figure 21. What more interesting is the mortgage 

burden recorded in figure (B). It appears that mortgage constitues a relatively smaller 

part of disposable expenditure for middle and lower income quintiles in Scandinavian 

countries. There is no statistics for Denmark. For Sweden, only data for the 3rd quntile 

is shown but the ratio is well below all other samples. As for Finland and Norway, the 

share of mortgage repayment is very similar for those in the middle and in the bottom.  

These contrasts might suggest that even though rent and mortgage payment is heavy 

for Nordic citizens in general, there might exist aid for the less well-off to alleviate their 

financial stress. Additionally, lower mortgage burden for median and low income 

groups means smaller financial instability. Overindebtedness due to housing is a 

widely-observed phenomenon for developed world. It has been discussed in section IV 

that mortgage tend to constitutes a larger portion for the less-well off and in case of 

economic shock, the highly leveraged balance sheet render them into poverty more 

easily. Therefore, a low mortgage burden for median and bottom income quintiles in 

Scandinavian countries is a good sign among other worrisome findings. However, it 

must be stressed that this is merely an conjecture based on one data source. More 

evidence from regulatory literature and quantitative proof are required before drawing 

a conclusion.  

ii. decent micro level welfare state 

The second argument is related to the micro level welfare state illustrated in section 

3.3 (iii). Schwartz (2012) lists that the erosion of welfare state could partly explain the 

mania for homeownership in the western world. This erosion includes not being able to 

construct a market with fair distribution of income or achieve equality through 

redistribution. In either way, disparity in economic outcome pile insecurity over 

individuals. To name one example of degrading welfare support, pension across 

developed world has been reduced in one way or another due to the imbalances in 

government finance in recent decades (Blau, 2016). The thesis has shown that 

homeownership does not necessarily lead to well-being and inequality. Causa, 
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Woloszko and Leite (2019) state that housing is a wealth equalizer. This is because rich 

people do not owe more housing proportional to their wealth, but homeownership will 

expand the portfolio of those in the middle and bottom dramatically. The Nordic 

countries do not have an outstanding rate of homeownership. It could be argued that if 

more Scandinavian households buy homes, the wealth inequality might decrease. 

However, this observation could also indicate that housing wealth is not as important 

to Nordic citizens. In essence, housing is a form of saving and a hedge against risk 

(Piazzesi and Schneider, 2016). Given this function, if the expected risk in the future is 

low or there exist other forms of insurance for economic shock, people might not rely 

on housing wealth as heavily.  

Indeed, a large inequality in private net worth has been documented for countries that 

achieve higher degree of income equality through redistribution (Pham-Dao, 2016). 

This is exactly the situation for the Nordic countries. Applying a life-cycle model, Pham-

Dao (2016) reveals that the differences in welfare provision When the public safety net 

against unemployment, retirement etc. is complete enough, the less wealthy spectrum 

in population will not be as anxious in cushioning themselves by private saving. The so-

so homeownership could imply a relatively well-functioning micro welfare state in 

Nordic countries.  

iii. decent macro level welfare state 

According to Schwartz (2012), the macro level welfare state erosion would also have 

implications for housing related inequality. It regards banning financial sector’s illegal 

transactions, predatory lending etc. as a form of social protection (Schelkle, 2012). The 

regulations encourage financial market segregation and protects it from economic 

downturn (Schwartz, 2012). However, the developed world has generally gone through 

massive financial deregulation since 1980s (Edey and Hviding, 1995). The loosen rules 

spurred financial products innovation and expansion of banking sector. Consequently, 

the systemic risk in the market increases. To some degree, the degradation of welfare 

support at micro level facilitates the degradation at macro level. When the economic 
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inequality widens, the richer group tend to have excessive resources to wield in 

political arena. As Stiglitz (2013) articulated, money plays a more and more vital rule in 

policymaking in the US. Underregulated financial services provide the wealthier decile 

more channels to proliferate their assets and further enlarge the wealth gap. 

Figure 21 and 23 document the relatively low mortgage burden for low and median 

income households in Nordic nations, which might suggest wealth of vulnerable 

households is more shielded from turbulence. Indeed, Scandinavian countries generally 

recover well after the 2007-2008 recession apart from Denmark (Denmark's National 

Bank, 2018). The effective management of the crisis has been largely attributed to a 

tigher regulation over banking sector since the financial crisis in 1990s (see Holmqvist 

and Turner, 2014, Gylfason et al., 2010). There were also other precautious measures 

taken to cool down the onwership mania. For instance, Aamo (2018) mentions that tax 

reform on reducing mortagage interest dedcution was introduced in Norway in late 

1980s. Finnish households also only experienced a mild wealth decline largely thanks to 

the stability of housing price amid the recession (Kocziszky, Benedek and Szendi, 2018). 

Overall, it seems that the welfare state at a macro level in Scandinavian countries is 

generally well-functioning. It has shown a strong stabalizing power over the financial 

and housing market that sheids households, particularly the less well-off, from 

housing-related wealth volatility.  

These postive sides of micro and macro welfare states for sure contributes to the well-

being of citizens. They are related to housing market and homeownership but could 

not be reflected in the indices that measure the quality of housing welfare institutions. 

Ironically, because of their existence, the homeownership might appear to be low and 

contributes to a higher capital inequality across the population. However, it has been 

shown that the housing welfare regimes or the wealth inequality in Nordic countries 

are not as bad as the figures suggest.  

Section V has discussed the seemingly high capital inequality and low homeonwership 

in the Nordic nations. It was summarized their housing welfare tend not to outperform 
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their OECD peers when being measured in many indices. In some occasions, it is even 

worse than most nations. However, a careful examination suggests that the figures 

cannot reflect the welfare regime and wealth inequality in these nations. There is 

complicated forms of public housing that could not be categorized well in quantitative 

analysis. More importantly, a well-functioning social safety net would lead to more 

rational attitudes towards homeownership. A relatively more stable financial 

environment in Scandinavian countries shield the households wealth from economic 

instabilities. These factors all contribute to wealth inequality but in a more subtle, un 

quantifiable way. 

VI. A brief discussion of the undiscussed 

The thesis concentrates on institutional factors in shaping wealth inequality through 

housing sector. It has tried to confine the discussion within the domain of economic 

inequality. Wealth inequality is the primary focus but income-related indices are also 

adapted due to data availability issue etc. Even though the thesis has been attempting 

to interpretate the observations in a contextualized way, there is still potential 

ambiguity and imprecision. For instance, it has overlooked the household heterogeinity 

issue. Different nations tend to have differentiated standards in standardize household 

wealth from raw survey data. Cross sectional comparisons could easily be biased 

because of unawareness in this methodological nuances.  

An important omission in this theis is the non-monetary inequality induced by housing. 

In effect, inequalities in those domains are probably more widely debated than the 

pure economic implications. Housing policies are usually linked with social molibity 

discussion. It has been warned that the provision of public housing in Nordic countries 

would consolidate racial and class division (Noack, 2018). 

Although the arguments in the main body generally defend Nordic welfare states, 

there is worrying signs suggest a degradation. It is noted that the housing provision has 

been shifting from a universalic approach towards more market-oriented and means-

tested solution (see for example Holmqvist and Turner, 2014). The housing price has 
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been climbing and exacerbating the affordability issue (It is possible that Nordic nations 

are only lagged behind what have been oberved in most western countries 

temporarily.  

VII. Conclusion  

The inequality discourse in the past has been hugely influenced by Piketty’s Capital in 

the 21st Century. It has successfully brought the distribution problem to the center of 

economic debate. Despite an concise model it provides for explaining the inequality 

formation, it is too cursory to capture the detailed story. As a result, the proposed 

solution of strikingly high tax rate seems to naïve for the real life. A decomposed 

analysis on different economic sectors is needed to understand the precise origin of 

wealth inequality. It is pointed out housing sector has been expanded drastically and 

could account for nearly all increase in capital assets for domestic sector. Additionally, 

the thesis takes the stance that the disparity in today’s societ cannot be blamed 

entirely on the nature of capitalism as Piketty claims. There needs to be a position for 

institution in explaining the status quo.  

The peculiarities of housing sector has been demonstrated in the fourth section. It has 

experienced growing significane to the economy in the postwar era and have strong 

implication for wealth inequality. Since 1950s, the developed world has witenessed 

booming housing price, increasing homeownership and expanded mortgage sector. It 

has been argued that the pro-ownership government policies have largely shaped this 

status quo. However, these policies have been based on a contentious premise. Firstly, 

it is hoped that the housing wealth effect could stimulate the economy. Whether this 

assumed effec exists is subject to discussion. Second, homeownership has been 

advocated as a substitue for state welfare provision. But the realization of this function 

requires unrealistic preconditions such as constant demographic pattern. In effect, the 

pro-onwership ideology has contributed to increased housing price and intensified 

affordability issue. It also gets households more involved in the financial turbulence 

through mortgage market. Moreover, this risk appears to be higher for the poorer 
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families. To sum up, the government interventions in housing based on faulty 

motivations exacerbated the wealth inequality issue. 

The theories of welfare states and Nordic model has been reviewed. It is shown that 

Nordic countries have a surpringly high wealth inequality. This could partly be 

explained by their moderate homeownership. They also exhibits limited state aid for 

solving housing affordability issue. However, it is demonstraed that the housing 

welfare regimes exist in a way that cannot be captured by the quantitative indices. 

Sepcifically, Nordic countries have stronger state safety net against aging and economic 

shocks which reduces the overreliance on housing as a buffer. It is also indicated that a 

macro level welfare system that ensues financial stability have shielded households 

with mortgage debt. This undetectable welfare regimes have fostered a heathier 

attitudes towards homeownership and reduced wealth flutuation of households 

particularly for poorer wealth quintiles. Untimately, it contributes to the wealth 

equality.  

Through the analysis, it has been shown that housing welfare institution is omnipresent 

in shaping the wealth distribution. Additionally, the figures related to inequality needs 

to be interpreted with qualitative literature to give a wholistic picture of the real 

situation.  
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