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Concentration of wealth and power in the hands of a dynastic 
elite is the historical norm for non-capitalist systems wherever 

there is an economic surplus to be appropriated 

ÅAncient city states 

ÅRoman Empire 

ÅFeudalism 

ÅNorth Korea 

Åetc 
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Is capitalism different? 

Å Adam Smith optimistic: invisible hand, laisser-faire policies, and growth driven by rapid 
technical progress would continually undermine the position of an unproductive elite as 
newly-created wealth was in the hands of a rising entrepreneurial group that was open 
to talent. 

Å David Ricardo pessimistic: ownership of the crucial scarce factor, land, by an 
unproductive hereditary aristocracy would enable that group to appropriate for itself a 
growing share of the economic product in the form of rent, leading eventually to a 
stifling of capitalist accumulation and growth 

Å Marx extremely pessimistic: capitalist production relations just a mask for the age-old 
practice of exploitation 

Å Early neoclassicals ƻǇǘƛƳƛǎǘƛŎΥ ŀ άƧǳǎǘέ ǇǊƛƳŀǊȅ ŘƛǎǘǊƛōǳǘƛƻƴ ŘŜǘŜǊƳƛƴŜŘ by marginal 
product under competitive condition should hold inequality in check, and the actual 
distribution of incomes can be adjusted by taxes and transfers => the welfare state 

Å Later neoclassicals (trending towards neoliberalism) ideologically optimistic: suspicious 
of the welfare state, insistent on the role of the rich in creating growth and jobs, tending 
to blame the poor for poverty itself as well as their own condition, forgetful of the 
adding-up problem 

Å Piketty pessimistic: absent the redistributive apparatus of the welfare state (or some 
equivalent countervailing institutional setup), the equations that describe the 
underlying dynamics of capitalism lead to the emergence and entrenchment of the 
familiar pattern of ŘȅƴŀǎǘƛŎ ŜƭƛǘŜǎ ƘƻƭŘƛƴƎ ŀ ŎƻƳƳŀƴŘƛƴƎ ǎƘŀǊŜ ƻŦ ǘƘŜ ŜŎƻƴƻƳȅΩǎ ǿŜŀƭǘƘ 
and collecting a substantial rental share of the product.  I.e. capitalism is not different.  
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Piketty in three sentences 
  
1. The economic logic of a capitalist market system with 

private wealth plus inheritance leads to a highly 
unequal, but stable, social order with a patrimonial 
rentier class at the top. 

 
2.  Whether this social order is compatible with 

democracy depends on what a democratic society is 
prepared to tolerate. 

 
3.  If the capitalist distributional equilibrium does not lie 

within the boundaries of democratic tolerance, one or 
other has to give. 
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His conclusion: 

tΦртоΥ άLŦ ǿŜ ŀǊŜ ǘƻ ǊŜƎŀƛƴ ŎƻƴǘǊƻƭ ƻŦ ŎŀǇƛǘŀƭƛǎƳΣ 
ǿŜ Ƴǳǎǘ ōŜǘ ŜǾŜǊȅǘƘƛƴƎ ƻƴ ŘŜƳƻŎǊŀŎȅέΦ 
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So  
ÅIŀǾŜ άǿŜέ ƭƻǎǘ ŎƻƴǘǊƻƭ ƻŦ ŎŀǇƛǘŀƭƛǎƳΚ 
ÅIƻǿ ŘƻŜǎ άŘŜƳƻŎǊŀŎȅέ ŎƻƳŜ ǘƻ ōŜŀǊΚ 
ÅAre there policy or institutional fixes? 



Some key ideas and definitions 

ÅWhen Piketty ǎǇŜŀƪǎ ƻŦ άŎŀǇƛǘŀƭέ ƘŜ ƳŜŀƴǎ ŀƭƭ ŀǎǎŜǘǎ ǘƘŀǘ ȅƛŜƭŘ ƛƴŎƻƳŜ 
as a right of ownership, however the assets were acquired 

Å¢Ƙƛǎ ƛǎ ƳǳŎƘ ōǊƻŀŘŜǊ ǘƘŀƴ ǘƘŜ ƳŀƛƴǎǘǊŜŀƳ όƴŜƻŎƭŀǎǎƛŎŀƭύ ŜŎƻƴƻƳƛǎǘΩǎ 
notion of capital as just a factor of production - an assemblage of 
machines, buildings, blueprints etc 

Å At any point in time, part of the total stock of wealth (capital) will have 
been accumulated by the productive hard work and entrepreneurship 
of the current owners; but  

ïanother part of the wealth stock will have accrued from capital 
gains and other windfalls; and 

ïthe long run tendency is for wealth owners to be rentiers whose 
incomes derive from asset ownership per se, not from direct 
productive effort 

Å Private property rights, and the right of inheritance, are fundamental to 
the secure long-run private appropriation of rents => capital is 
ultimately a social relation embedded in law 
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Production versus appropriation 

ÅAll individuals/groups/classes stand in some 
relation to the product on two dimenions: 
ïProduction: participation or non-participation in 

the productive process via direct effort or 
contributed resources 

ïAppropriation: the exercise of a right to receive, 
and consume or save, a share of the product 

 

ÅThis distinction is fundamental to Piketty 
though he never really spells it out 
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Stock of 
wealth/capital 

 ̡

Assets made 
available for 
production Stock of labour 

Productive 
effort 

Production 

National income 

r x ɓ 1-(r x ɓ) 

tƛƪŜǘǘȅΩǎ distribution model 
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Rents Labour income 

Asset owners collect rent as 
their payoff for not withholding 

assets from production 



Owners of wealth (capital) appropriate to themselves a share 
ƻŦ ǎƻŎƛŜǘȅΩǎ ǘƻǘŀƭ ǇǊƻŘǳŎǘ όƛƴŎƻƳŜύ ōȅ right.  Appropriation is 
separated from production and is driven simply by the rent 

claim r x ɓ 
 

ÅPiketty ǳǎŜǎ ŀ ƎŜƴŜǊŀƭƛǎŜŘ ŜŎƻƴƻƳƛǎǘΩǎ ŎƻƴŎŜǇǘƛƻƴ 
ƻŦ ǘƘŜ ŎŀǘŜƎƻǊȅ άǊŜƴǘέ  
ïNot just the return on land (or scarce natural 

resources) 

ïwŜƴǘ ƛǎ ǘƘŜ άǳƴŜŀǊƴŜŘ ƛƴŎǊŜƳŜƴǘέ ǘƘŀǘ ŀŎŎǊǳŜǎ ǘƻ ǘƘŜ 
owner of anything that is scarce, simply by virtue of 
that scarcity => society can be held hostage with rent 
as the ransom 

ÅAll actual human effort in the production process 
Piketty classes as labour ς including CEOs 
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Moral arguments about whether rentiers/the 
ǊƛŎƘ ŀǊŜ άŘŜǎŜǊǾƛƴƎέ ƻǊ ƴƻǘ ŀǊŜ ōŜǎƛŘŜ ǘƘŜ Ǉƻƛƴǘ 

ÅΨ5ŜǎŜǊǾƛƴƎƴŜǎǎΩ ŜǊƻŘŜǎ with time ς even 
successful entrepreneurs morph into rentiers 
as they age 

  

ÅHeirs receive their wealth without having to 
undertake productive effort. 
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Stock of wealth/capital ̡  

Production 

National  
income 

tƛƪŜǘǘȅΩǎ wealth accumulation model 
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Rents 
 h= r x ɓ 

Labour income 
1-(r x ɓ) 

Capital-ƻǿƴŜǊǎΩ 
consumption 

Capital-
ƻǿƴŜǊǎΩ ƴŜǘ 

saving 
sk.r.ɓ 

 
Saved 
wealth 
 

 
Inherited 
wealth 

 

 
Capital 
gains 

 

[ŀōƻǳǊΩǎ  
consumption 

ɲ S̡  Ғ ǎΦ hҒ s.r.̡  

Capital gains/losses 
can produce big 

swings in ̡ 

[ŀōƻǳǊΩǎ  
net saving 
sk(1-r.ɓ) 

Only a marginal contribution 



Stock of wealth/capital ̡  

Production 

National  
income 

tƛƪŜǘǘȅΩǎ wealth accumulation model assuming 
no savings from labour income 
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Rents 
 h= r x ɓ 

Labour income 
1-(r x ɓ) 

Capital-ƻǿƴŜǊǎΩ 
consumption 

Capital-
ƻǿƴŜǊǎΩ ƴŜǘ 

saving 
sk.r.ɓ 

 
Saved 
wealth 
 

 
Inherited 
wealth 

 

 
Capital 
gains 

 

[ŀōƻǳǊΩǎ  
consumption 

ɲ S̡  = s.h  = s.r.̡  

Piketty seems to 
make the 
kaleckian 

assumption that  
s = sk = 1 

Capital gains/losses 
can produce big 

swings in ̡ 



The separation of wealth (capital) and its income stream from 
productive activity breaks a key link in the neoclassical 

justification for income distribution 

ÅLƴ ǘƘŜ ƴŜƻŎƭŀǎǎƛŎŀƭ ƳƻŘŜƭΣ ŎƘŀƴƎŜǎ ƛƴ άŎŀǇƛǘŀƭέ 
and the profit rate are tied directly to the 
growth of income 

 

ÅBut putting tƛƪŜǘǘȅΩǎ capital data against 
aŀŘŘƛǎƻƴΩǎ ƎǊƻǿǘƘ Řŀǘŀ ǎƘƻǿǎ ǘƘŀǘ ǘƘŜ ƭƛƴƪ 
ŘƻŜǎƴΩǘ ǿƻǊƪ ǿŜƭƭ 
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The huge swings in ̡ do 
not  correlate well with 
long-term growth paths 

Piketty argues that an 
equilibrium ̡  existed until 
about 1910 but was then 
disturbed by political and 
institutional innovations 

The long-run growth 
rate of income is pretty 
stable, accounted for 
by population growth 
and technical progress . 
Piketty ǎŜǘǘƭŜǎ ŦƻǊ ƎҒн҈ 
ǇΦŀΦ ŀǎ Ƙƛǎ ΨǇǊƻŘǳŎǘƛƻƴ 
ŦǳƴŎǘƛƻƴΩ 



tƛƪŜǘǘȅΩǎ big stylised facts: r > g is the long-run norm and  r is 
4-5% over the long run; g for the next century looks like 1-2% 
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The twentieth 
century was a 
rude shock! 



Now two questions follow: 
ÅCan an equilibrium ̡ be theoretically established, and 

if so what is it likely to be? 
ïtƛƪŜǘǘȅΩǎ ŀƴǎǿŜǊ ƛǎ ȅŜǎΣ ŀƴŘ ƛǘΩǎ ƭƛƪŜƭȅ ǘƻ ōŜ ŀǊƻǳƴŘ р-6 

times income, with an associated wealth-owners claim to 
appropriate rent without participating in production 
 

ÅWhy might the equilibrium of ̡ and r have been so 
disturbed in the twentieth century? 
ïtƛƪŜǘǘȅΩǎ answer is partly war and depression, but more 

fundamentally new political forces: universal suffrage and 
the welfare state 
ïThe neoliberal assault on progressive taxation and welfare-

state constraints on the exercise of market power open the 
way for the free-market equilibrium to reassert itself 
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tƛƪŜǘǘȅΩǎ theoretical accumulation equilibrium 

ÅPreliminaries: 
ïThe unit of account for each year is the current money 
ǾŀƭǳŜ ƻŦ ǘƘŀǘ ȅŜŀǊΩǎ ƻǳǘǇǳǘΦ  

ïThe monetary value of capital (wealth), rents, and 
output itself are all divided by that value of income 
ŀƴŘ ǘƘŜǊŜŦƻǊŜ ƳŜŀǎǳǊŜŘ ƛƴ ΨƻǳǘǇǳǘ ȅŜŀǊǎΩΣ ŀǾƻƛŘƛƴƎ 
deflators and exchange rates 

ïThe capital/income ratio ɓ is a number of output-
years (always >1) 

ïWe abstract from capital gains and losses and assume 
that the only source of wealth accumulation is saving 
(this obviously means that the pure model is not a 
complete story for the real world!) 
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Determining the capital/income ratio ̡ 

ÅIŀǊǊƻŘΩǎ growth equation with fixed capital/output 
ratio:    Ὣ  

can be rearranged to get (Solow 1956, Phelps 
1961): 


ί

Ὣ
 

ÅTaking s and g as exogenous, this gives tƛƪŜǘǘȅΩǎ 
long-run equilibrium value for ̡ (the 
wealth/income ratio). 

 

ÅIf g=2% and s=12% then in the steady-state growth 
equilibrium ɓ = 6 years of income 
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That equilibrium is stable  

 

That is, in the long run, an untaxed, unregulated competitive 

capitalist economy with 2% structural growth and a 12% saving 

rate will accumulate wealth up to, but not beyond, the level at 

which the wealth/income ratio is 6.  Here is tƛƪŜǘǘȅΩǎ major 

claim to a Nobel prize in economics. 
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An important implication is that the equilibrium share of total 
national income appropriated by rentiers is similarly determined by 

the accumulation equations ς not by productive contribution 
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/ŀǇƛǘŀƭΩǎ share of income is given by h = r x ɓ.   
(If ǿŜŀƭǘƘ ƛǎ ŦƛǾŜ ȅŜŀǊǎΩ ƛƴŎƻƳŜ ǘƘŜƴ ǘƘŜ ǊŜƴǘ ǎƘŀǊŜ ƛǎ р Ȅ р Ґ нр%) 

 
In the long run ɓ = s/g, so h  = (s x r)/g. 

 
This means that the stock of wealth, and the rent share of 
income (hence capital/labour inequality) 
ïare higher for higher s 
ïare higher for larger r 
ïare higher for smaller g 

 
Rapid growth with a low rate of return is equalising 



The neoclassical expectation has been that in the long 
run r = g 

ÅDiminishing marginal product of capital-as-a-factor-of-
production tends to push down r 

ÅThen capital accumulation and capital/labour inequality are 
checked well short of tƛƪŜǘǘȅΩǎ predicted ̡  values 

Å  h= (s x r)/g  reduces to h  = s  

ÅPiketty agrees this is theoretically possible ς άǘƻƻ ƳǳŎƘ 
ŎŀǇƛǘŀƭ ƪƛƭƭǎ ŎŀǇƛǘŀƭέ ŀƴŘ ŀƎǊŜŜǎ ǘƘŀǘ Ƙƛǎ ǎǘȅƭƛǎŜŘ ŦŀŎǘ r > g can 
hold in practice only if capital accumulation pushes labour 
out of productive employment, rather than forcing down 
the marginal product of capital 

ÅThis is a matter of the elasticity of substitution of capital for 
labour being greater than 1 
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The equations can be put into a simple 
Excel model 

ÅJust to illustrate, set some parameter values: 

ïg = 2% 

ïs = 12% 

ïr = 5% 

ïTime horizon = 200 years 
 

22 



23 

Income grows steadily at 2% p.a. 

Income grows steadily at 2% p.a. 
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Capital grows, but at a falling 
rate which eventually will drop 
to 2%, equal to the income 
growth rate g 

Capital grows, but at a falling 
rate which eventually will drop 
to 2%, equal to the income 
growth rate g 



25 

The capital-income ratio rises 
towards its eventual value of 6 

/ŀǇƛǘŀƭΩǎ ǎƘŀǊŜ ƻŦ ƻǳǘǇǳǘ ǊƛǎŜǎ 
towards its eventual value of 
30% 



So far, so good. BUT what does this all 
mean for inequality across people? 

ÅIf all wealth assets are owned collectively (the early 
ǎƻŎƛŀƭƛǎǘ ƛŘŜŀƭύ ǘƘŜƴ ŀƭƭ ǎƘŀǊŜ Ŝǉǳŀƭƭȅ ƛƴ ǘƘŜ ŜŎƻƴƻƳȅΩǎ 
rents ς or alternatively, rents can be abolished (set r = 0) 
and all income can then be appropriated directly by 
productive labour 

ÅIf wealth is privately owned but equally distributed 
όaŀǊƎŀǊŜǘ ¢ƘŀǘŎƘŜǊΩǎ άǎƘŀǊŜ-ƻǿƴƛƴƎ ŘŜƳƻŎǊŀŎȅέύ ǘƘŜƴ 
again all individuals get equal shares in rents, plus 
whatever they earn from productive endeavour 

ÅIf wealth is privately held by a subset of the population, 
then this group constitute a rentier class and income 
inequality follows 
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Concentration of private wealth in Piketty 

ÅtƛƪŜǘǘȅΩǎ model of the equilibrium ̡ ŘƻŜǎƴΩǘ ǘŜƭƭ ǳǎ Ƙƻǿ ǿŜŀƭǘƘ 
ownership is distributed 

ÅBut Piketty argues that there are dynamic forces in the market 
economy that will tend to concentrate wealth holdings, just as 
happened in ancient, slave and feudal societies: 
ïEconomies of scale in managing wealth portfolios 
ïSpecial advantages of having large collateral  when borrowing to 

acquire new assets 
ïEconomies of scope in wealth: larger portfolios can be more diversified 

ÅHe has only limited direct data to test this: US college 
endowment funds 

ÅBut for an indirect test, he goes to the income distribution data 
and focuses on the income shares of the very top end of the 
income distribution: the 1%  (and the 0.1%, the 5%  and the 10%) 

ÅIf wealth is equally distributed, then high income shares would 
not rise closely in tandem with ̡ 
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Top 1% share 
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Ψ/ƻƴǘƛƴŜƴǘŀƭΩ ŎƻǳƴǘǊƛŜǎ ǎƘƻǿ ƳǳŎƘ ƭŜǎǎ ŘǊŀƳŀǘƛŎ ǘǳǊƴŀǊƻǳƴŘ  
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Emerging economies are like Anglos except for Colombia  

30 



Now consider recent developments in New Zealand 
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Step-change in income inequality 1987-1994; then minor variations to 2013 

Data from Bryan Perry Household incomes in New Zealand:Trends in indicators of inequality and hardship 1982 to 2013, Wellington: 
Ministry of Social Development, July 2014, Table D.10 p.109 



P80/P20 ratio 
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Bryan Perry Household incomes in New Zealand:Trends in indicators of inequality and hardship 1982 to 2013, Wellington: Ministry of 
Social Development, July 2014, 2014  Figure D.11 and Table D.7 and D.8 
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http:// union.org.nz/sites/union.org.nz/files/CTU_income_gap.pdf , based on data from 
http://topincomes.g-mond.parisschoolofeconomics.eu/#Database :    

Strong concentration 
of income at the very 
top during the Gini 

step change 

http://union.org.nz/sites/union.org.nz/files/CTU_income_gap.pdf
http://union.org.nz/sites/union.org.nz/files/CTU_income_gap.pdf
http://topincomes.g-mond.parisschoolofeconomics.eu/#Database
http://topincomes.g-mond.parisschoolofeconomics.eu/#Database
http://topincomes.g-mond.parisschoolofeconomics.eu/#Database
http://topincomes.g-mond.parisschoolofeconomics.eu/#Database


Direct data on wealth is scarce but points to rising inequality 

Å Wealth Gini scores are typically two to three times 
those for income.  

Å In New Zealand, those in the top income decile 
receive close to 25% of gross income, while those in 
the top wealth decile hold 50% of the total wealth.   

Å The limited data available on wealth mobility points 
strongly to low mobility / high immobility for those 
with very high wealth. 
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Bryan Perry, Household incomes in New Zealand: Trends in indicators 
of inequality and hardship 1982 to 2013 Ministry of Social 
Development July 2014 p.20., https://www.msd.govt.nz/about-msd-
and-our-work/publications-resources/monitoring/household-
incomes/index.html  
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Bryan Perry, Household incomes in New Zealand: Trends in indicators of inequality and hardship 1982 to 2013 Ministry of Social 
Development July 2014 p.20, https://www.msd.govt.nz/about-msd-and-our-work/publications-resources/monitoring/household-
incomes/index.html  
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36 Jeff Cope (Principal Economic Statistician, Statistics NZ),  Measuring Household Distributions  

within a National Accounts Framework , May 2013 

The great disequalising of 1989-94 pushed low-income groups into dis-
saving.  As of 2007 we see: 
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Jeff Cope (Principal Economic Statistician, Statistics NZ),  

Measuring Household Distributions  
within a National Accounts Framework , May 2013 



38 

Jeff Cope (Principal Economic Statistician, Statistics NZ),  

Measuring Household Distributions  
within a National Accounts Framework , May 2013 



Source for data:   http:// www.rbnz.govt.nz/statistics/tables/c18/hc18.xls      

Bottom line: poor non-property-owning households have seen 
their balance sheets weakening for over two decades 
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http://www.rbnz.govt.nz/statistics/tables/c18/hc18.xls
http://www.rbnz.govt.nz/statistics/tables/c18/hc18.xls
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All that local story feels as though it was all driven by local 
policies and changes 

ÅLǘΩǎ ƎƻƻŘ ŦƻǊ ǘƘŜ ƴŀǘƛƻƴŀƭ ŜƎƻ ŀƴŘ ǘƘŜ ǎŜƭŦ-
importance of policy wonks to run all the rising-
inequality narrative as if we were a closed 
economy 

 

ÅIn fact, however 
ïǿŜΩǊŜ ŀōƻǳǘ ŀǎ ƻǇŜƴ ŀǎ ȅƻǳ Ŏŀƴ ƎŜǘ 

ïwe can see wealth, people and ideas pouring in and 
out across our borders; and 

ïThe data says cross-country convergence is for real: 
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Putting New Zealand into the international context: Pareto coefficients 
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Source: http://topincomes.g-mond.parisschoolofeconomics.eu/#Database 
accessed May 2014 

όbƻǘŜ ŦǊƻƳ .Ǌƛŀƴ 9ŀǎǘƻƴΩǎ 
work: Prior to 1937 

companies and trusts were 
included as persons in NZ 

data) 

Two observations: 
Å NZ is at the lower end of the anglos 
Å The sharp step change here 1987-94 

was closely coordinated with other 
countries => ?? What were the 
linkages? 

http://topincomes.g-mond.parisschoolofeconomics.eu/#Database
http://topincomes.g-mond.parisschoolofeconomics.eu/#Database
http://topincomes.g-mond.parisschoolofeconomics.eu/#Database


Think of the forces driving inequality  in wealth ownership, 
hence personal income concentration - the top 1% story 

ÅCulture, institutions, policy approaches and policy 
settings of key parameters such as tax rates have 
a tendency to converge across countries but 
especially across cultural convergence clubs such 
as the anglos 
ÅThe richest people are the most internationally 

mobile 
ÅThere is a lively transnational managerial culture 

covering both business and government 
ÅSo one could perhaps expect the top 1% fraction 

to converge? 
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ŀƴŘ ǿŜ ƎŜǘΧΦ 
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ŀƴŘ ǿŜ ƎŜǘΧΦ 

όbƻǘŜ ŦǊƻƳ .Ǌƛŀƴ 9ŀǎǘƻƴΩǎ ǿƻǊƪΥ tǊƛƻǊ 
to 1937 companies and trusts were 

included as persons in NZ data) 



And the 0.1% shares: 
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tƛƪŜǘǘȅΩǎ NZ data 
stops at 1989 

Dodgy pre-1937 



Turn now to the wealth stock 

ÅtƛƪŜǘǘȅΩǎ work has focused on large rich countries over 
a couple of centuries 
ÅPiketty and Zucman 2013 produced wealth stock data 

for Australia from 1960 to 2011 
ÅFor New Zealand I have located at this stage only 

limited data:  
ïCapital stock from 1950 
ïHousehold wealth from 1979 
ïInternational investment position from 1978 but thorough 

data only from 1989 
ïGovernment net worth from mid-1990s 

Å Recall the patterns Piketty found elsewhere: 
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