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Motivation



Fact 1: Increase in the Wealth-to-Output Ratio
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Fact 2: No Increase in the Capital-to-Output Ratio
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= Increase in the wealth-to-output ratio driven by valuation effects
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Motivation: Inequality and Wealth Dynamics

e Increase in top income inequality (Chancel et al., 2022)
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Motivation: Inequality and Wealth Dynamics

e Increase in top income inequality (Chancel et al., 2022)
+

e Saving rates rise with income (Dynan et al., 2004; Straub, 2019)

4

" savings — " wealth-to-output

e Standard preference for wealth:
e helps match high saving rates at the top (Gaillard et al., 2024)

e positive correlation inequality / capital stock (Michau et al., 2025)

e This paper: insatiable preference for wealth to explain facts 1 and 2

— marginal utility of wealth always above a strictly positive value
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e Agents differ in labor productivity and initial endowments
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In a Nutshell

e Agents differ in labor productivity and initial endowments

Upper bound on consumption — high-productivity agents with diverging wealth over time
and bounded consumption, referred to as Scrooge McDuck

They hold a surplus wealth without a consumption motive — supports a rational bubble

Rate of return > growth rate:
e diverging bubble-to-output but converging capital-to-output
e diverging wealth inequality

Policy relevance: small wealth tax prevents bubble and  capital
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Relation to the Literature

e Preference for wealth: Carroll (2000), De Nardi (2004), Kumhof et al. (2015), Mian et al. (2021a),
Elina and Huleux (2023), Morrison (2024), Fella et al. (2024), Michau et al. (2025)

— Insatiable preferences to capture investmentless ' in wealth

e Inequality: Bourguignon (1981), Castafieda et al.(2003), Piketty (2014), Benhabib et al. (2015), Gabaix
et al. (2016), Stachurski and Toda (2018), Cioffi (2021), Hubmer et al. (2021), Gaillard et al. (2024)

— Non-zero mass of agents holding a diverging wealth

e Rational bubbles: Samuelson (1958), Tirole (1985), Ono (1994), Kamihigashi (2007), Farhi and Tirole
(2012), Martin and Ventura (2012), Michau et al. (2023), Hirano and Toda (2024)

— Unique bubbly equilibrium where r?2Pe ~ g
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Model Setting

e Cobb-Douglas production function with three factors of production:
e L;: rent-generating factor infinitely-lived and in fixed supply, L; = 1 Vt, with price Q;

e K;: capital stock, with return R;

e N;: labor supply with productivity Z;, paid wage W;
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Model Setting

e Cobb-Douglas production function with three factors of production:
e L;: rent-generating factor infinitely-lived and in fixed supply, L; = 1 Vt, with price Q;

e K;: capital stock, with return R;

e N;: labor supply with productivity Z;, paid wage W;

l=@=
¢ Normalization by (Z; ;) l—av, which grows at rate gg: xp = — 2%

0]
(ZtNt) I—«

e Two types of infinitely-lived agents, i € {1,2}:
e ranked in decreasing order of labor supply, ¢’, and initial endowments

e holding K, capital units and L}, units of the rent-generating factor at the end of period ¢
e total wealth: AQJrlE K{+1 + QtL;;Jrl
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Preferences

e Utility function with insatiable preference for wealth (x > 0)
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e () > 1 — marginal propensity to save increases with income
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Preferences

e Utility function with insatiable preference for wealth (x > 0)

e . o . Cl—@ al—n
tz:;ﬁ U(cl,aly)  with  U(c,a) = 170—#1/)177]—#/&3

e () > 1 — marginal propensity to save increases with income

e Insatiable preferences for wealth — upper bound on optimal consumption, ¢;

1 [o.¢] S

s ‘EH‘J'
D — E 5] | | — K
1+ gt41 ( 1 i‘gt+j+1> ]

s=0 j=1

=

Ct’: < Ct with Ct =

minimal marginal utility of saving
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Numerical lllustration




Consumption and Wealth - Type 1 Agents
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Consumption and Wealth - Type 1 Agents

e For sufficiently large x, €; binds...
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e ... and type 1 agents are Scrooge McDuck with diverging wealth / bounded consumption
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Surplus Wealth and Rational Bubble

e Part of Scrooge McDuck agents’ wealth does not finance consumption — surplus wealth
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Surplus Wealth and Rational Bubble

e Part of Scrooge McDuck agents’ wealth does not finance consumption — surplus wealth
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t+1 t+1 i R 1+
j=1 [To—1 Re+s 8t

e Price of the rent-generating factor is decomposed into:
e a fundamental component, f; — present value of future dividends
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Surplus Wealth and Rational Bubble

e Part of Scrooge McDuck agents’ wealth does not finance consumption — surplus wealth
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e Price of the rent-generating factor is decomposed into:

e a fundamental component, f; — present value of future dividends
e a rational bubble, b;

_ VYi+j .
qt = i B T T =
io1 [Tsz1 Revs 70 [s—1 Res

e Proposition 1: The rational bubble coincides with the aggregate surplus wealth.
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Bubble and Capital Stock
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Bubble and Capital Stock

Bubble , b; Capital Stock, k;
I I I
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e If « is large enough, diverging bubble (// Fact 1) and converging capital (// Fact 2)
e Crowding-out by the bubble: higher wealth but lower capital under high «

e Asymptotically, R > 1 + g — lower capital stock <= lower consumption 10/14



Relation to Piketty (2014)

e In a bubbly equilibrium, wealth of type 2 agents converges to a strictly positive level

— diverging wealth inequality path driven by the top
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Relation to Piketty (2014)

e In a bubbly equilibrium, wealth of type 2 agents converges to a strictly positive level

— diverging wealth inequality path driven by the top
e Piketty (2014) : r > g = diverging wealth inequality

e Michau et al. (2025): Diverging wealth inequality = capital accumulation and r — g
with standard preference for wealth

e This paper: general equilibrium model with r > g and diverging wealth inequality
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Model Implications




Inequality and Capital Stock
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Inequality and Capital Stock

Asymptotic Capital Stock, k
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e 7 income inequality can trigger a bubbly equilibrium
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Wealth Tax

e Wealth tax: fraction 7, of wealth, redistributed equally to HH
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Wealth Tax
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Wealth Tax

e Wealth tax: fraction 7, of wealth, redistributed equally to HH

e If b; diverges, so does tax collection — bubbly eq. ruled out
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e Small wealth tax can  capital stock by eliminating the bubble 13/14
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Conclusion

e Key elements:
e Insatiable preference for wealth — Scrooge McDuck agents with diverging wealth and bounded
consumption

e Rational bubble — diverging wealth, but converging capital stock

¢ Implications:
e Saving Glut of the Rich (Mian et al., 2021b) % * capital

e Small wealth tax — * capital

e Next steps:

e Quantitative and welfare exercises

e Output gap in the case of an insufficiently large bubble + implications for public debt
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Appendix - Household Optimization Problem

e Budget constraint:

¢+ a1 (1 + ger1) = Reay + ('wy
e Euler equation:
i —0 i -7
(ciq1) (at41 — 2) . K
1+ ge41 1+ g1 1+ gt

—0
¢t = BRey
e Transversality condition:

(a£+1 - Q)_n Tk

1+ g+

0
lim B8t|c =~ — a4 =0.
t—>ooB 5 t+1
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Appendix - Capital Income Taxation

e Net-of-depreciation capital income and rents taxed at a rate 7,

e Post—capital income tax rate of return, Rfflt'KlT =14+(1- Tr)(akffll —9)
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Appendix - Capital Income Taxation

e Net-of-depreciation capital income and rents taxed at a rate 7,
e Post—capital income tax rate of return, Rfflt'KlT =14+(1- Tr)(akffll —9)

e Capital stock under wealth vs. capital income taxation (given asymptotic tax level):
e Asymptotic equivalence between the two taxes when the initial equilibrium is non-bubbly

e No equivalence in the bubbly case: wealth tax rules out a bubble

Low x — Non-Bubbly in All Cases High x — Bubbly except under Wealth Tax
5.2 sF =
5 B Capital Income Tax
& 4.8 B & 6 - —— Wealth Tax
4.6 | n - - - No Tax
4.4 _ v |E
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