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Introduction  

•  In all societies income inequality can be decomposed into 
three terms: 

•  Inequality in income from labour 
•  Inequality in income arising from the ownership of capital 
•  And the interaction between these two terms 

 
•  The causal mechanisms and normative justification 

underpinning each of these is different. 



Vautrin’s Lesson 
•  Vautrin explains to Rastignac that it is illusory to think that social success 

can be achieved through study, talent and effort. 
 
•  Vautrin claims that even if Rastingnac is talented and learns brilliant 

medical skills, he will never become wealthy.  
•  By contrast, the best strategy for social success is inheritance.  

•  On this basis he encourages Rastignac to marry Mademoiselle Victorine. 

•  But to do this he must first murder her brother, to ensure that she gets the 
inheritance. Rastingnac is prepared to marry without love or affection but 
is not quite prepared to commit murder.  

•  The key question being proposed by this moral dilemma is whether it 
pays to work if inheritance matters more 

•  Under such conditions why not be immoral and appropriate capital by whatever 
means? 



The key question: work or inheritance?  
•  In 19th century Europe the question of work did not arise. All that mattered 

was the size of one's wealth and the size of one's fortune,  
•  whether acquired through inheritance or marriage. 

•  The shock of WW1 brought these patrimonial societies to an end.  
 
•  Our capitalist democracies are founded on the normative belief that 

inequalities based on merit are more justified than other inequalities 
 
•  The core question to ask yourself over the coming weeks is whether we 

live in a society where inheritance and the social class into which you are 
born matters more than hard work and merit?  

 
•  Do we live in a meritocracy? 



Inequalities with respect to labor & capital 
•  In the case of labour what matters is; the supply and demand 

for different skills; the state of the educational system; the rules 
and institutions of the labour market; the strength of trade 
unions; and the structure of collective bargaining. 

•  Note: in the study of economics these political institutions are generally 
considered a rigidity that block the presence of competitive labor 
market forces. What policy implications emerge from this?  

•  In the case of unequal income from capital what matters is; 
cross-national differences in capital markets; savings and 
investment behavior; laws on inheritance; and the operation of 
housing-rental and finance markets. 



Inequality of labour income 
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In societies where labor income inequality is relatively low (such as in Scandinavian countries in the 1970s-1980s), the top 10% most well paid receive about
20% of total labor income, the bottom 50% least well paid about 35%, the middle 40% about 45%. The corresponding Gini index (a synthetic inequality index
going from 0 to 1) is equal to 0.19. See technical appendix.
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Table 7.1. Inequality of labor income across time and space

Share of different groups                          
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Analysis  
•  In societies where wage inequality is low (Scandinavia in the 

1970's), the top 10% received 20% of labour income, the 
middle 40% took 45% and the bottom 50% took 35%. 

•  In real terms: if average pay is €2,000 per month, the top 10% would 
take €4,000 (the top 1% would take €6,000) the bottom 50% would 
take €1,400 and the middle 40% would take €2,250. 

•  The one country that stands out from table 7.1 is the USA 
where the inequality of labour income has broken historical 
records. 

•  In real terms: in the USA where average pay is $2,000 per month, the 
top 10% take $7,000 ($24,000 for the top 1 percent), the middle 40% 
take $2,000 and the bottom 50% take $1,000. 



Analysis  
•  Think about these magnitudes. In Sweden the bottom half of 

the population earn $1,400 whereas in the USA it is $1,000. 

•  This 40 percent difference is a significant amount.  

•  Women are significantly over-represented in the bottom 50 
percent, which suggests that class-based inequalities are also 
gender-based income inequalities. 

•  Looking at table 7.1 we can probably conclude that it is better 
to be a low to middle-income wage earner in western Europe 
than to be a low wage earner in the the USA. 

•  Why do different countries have different attitudes toward social 
inequalities? 



Inequality of capital ownership 
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Table 7.2. Inequality of capital ownership across time and space
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In societies with "medium" inequality of capital ownership (such as Scandinavian countries in the 1970s-1980s), the top 10% richest in wealth own about 50%
of aggregate wealth, the bottom 50% poorest about 10%, and the middle 40% about 40%. The corresponding Gini coefficient is equal to 0.58. See technical
appendix.

0.33 0.73 0.85Corresponding Gini coefficient 
(synthetic inequality index) 0.58 0.67



Analysis  
•  Table 7.2 shows that inequalities with respect to wealth and capital 

ownership are even more extreme. 

•  In Europe the top decile typical own 60% of wealth, the middle class 
own 35%, whereas the bottom 50 percent own little more than 5% of 
wealth. 

•  In the US, the top decile typically owns 70% of wealth, the middle 
class own 25%, whereas the bottom 50 percent also own little more 
than 5% of wealth. 

 
•  In real terms, if average net wealth is $200k (divided into real estate and 

financial assets) this would imply that in the US: 

•  The top decile own capital worth $1.2 million 
•  the top centile own capital worth $5 million. 
•  The poorest 50 percent would have net wealth of less than $20,000. 



Analysis  
•  The importance of housing as a form of wealth decreases the further 

one goes up the income distribution.  
•  Housing is the asset investment of the middle class, whereas true wealth 

almost always consist of financial and business assets. 

•  The growth of middle class was the principle structural transformation 
of the distribution of wealth (and politics) in the 20th century. 

•  In the 19th century, and right up to WW1, there was no middle class. 
Almost 90% of national wealth was owned by the top 10 percent.  
•  The vast majority of a society's assets were owned by an elite minority. 

•  Nevertheless, table 7.2 shows that inequality in the ownership of 
capital remains extreme (the top decile own 60 percent of national 
wealth in Europe and 70 percent in the USA). 



Inequality of total income 
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Table 7.3. Inequality of total income (labor and capital) across time and space
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In societies where the inequality of total income is relatively low (such as Scandinavian countries during the 1970s-1980s), the 10% highest incomes receive
about 20% of total income, the 50% lowest income receive about 30%. The corresponding Gini coefficient is equal to 0.26. See technical appendix.
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Analysis  
• Democratic societies are clearly capable of accepting 

extreme concentrations of capital ownership 
•   because capital-income only constitutes one quarter to one third of 

national income.  

• But if the same level of inequality (top decile owning 90 
percent of all output) applied to total income then surely a 
democratic revolution would occur? Or would it? 

•  Table 7.3 shows that the USA may set a new record on 
income inequality by 2030. The top decile may take 60 
percent of income whereas the bottom half of the 
population would barely get 15 percent. 



Inequality of total income: two worlds 
•  There are two ways for a society to achieve a very 

unequal distribution of total income: 

•  19th century Europe was a hyper-patrimonial society where high 
incomes from capital (and inherited wealth) dominated. 

•  The new high levels of inequality in the USA  emerge from high 
incomes from labour income (super-managers). Some call this a 
‘hyper-meritocratic’ society. 

• But is it based on merit, effort and work? 



Conclusion  
•  Lets return to our opening question on the role of merit 

versus inheritance.  

•  How are each of these income inequalities justified?  

•  It is the justification of inequality that matters most in a 
democratic society. 

•  This is what’s called the problem of distributive justice. 
•  See John Rawls and other normative political theorists.  


