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Introduction 
Core questions to think about this week:

• What is economic growth? 
• What is national income? 
• What is labour income? Capital income?
• What is direct (market) income? What is disposable (post-

market) income?
• What is national wealth? 
• What is private wealth? Public wealth?
• What is the difference between income and wealth?
• Why is wealth always more unequally distributed than income? 
• Why are we focusing our analysis on income and wealth 

shares, rather than Gini coefficients? 



Introduction 
• Political economy was born in the 19th century when moral 

philosophers began to ask questions about:
• How nations prosper?
• How do nations accrue their wealth?
• How should this wealth be distributed?
• What are the determinants of capitalist development?
• What’s the relationship between the state and the market.

• The contribution of the WID database to political economy is to 
provide us with 200 years of data on income and wealth distribution.
• The conclusions are clear. We are experiencing levels of within country 

inequality not seen since the patrimonial societies of the 19th century. 

• But before we analyze the history of capitalist democracy we need to 
have a a clear quantifiable and comparable measure of things:
• Wealth and income



National income
• National income is the sum of all income available to the residents of a country in 

a given year.
• regardless of the legal classification of that income. 

• It can be broken down into:
• Labour income (wages, salaries, bonuses)
• Capital income (rent, dividends, interest, profit, royalties)
• National income = labour + capital income. 
• Typically, we can also think of national income as wages, profits and rent
• Top incomes = income accrued to top 1% 

• Income that is accrued can be either spent or saved (re-invested).
• Albeit at very different interest rates. 

• Your annual salary = annual income
• Your annual savings = small pocket of wealth

• Unearned income is typically associated with the interest/rent accrued to owners 
of property or financial assets. 

• This is what concerns Piketty.



Labour/capital income
• There is a big difference between direct income 

(market/pre-tax) and disposable income (post-tax).

• Market income = what you earn before taxes. This is often 
called direct income.

• Post market income = what you receive after taxes. This 
is often called disposable income.

• In some countries, direct market incomes are highly 
unequally distributed, but disposable income ,much less 
unequally distributed.
• Progressive income taxes



Distribution of Individual Market Incomes in Ireland, 2016

From € To €
No. of 

individuals
% of total 

individuals
Average income € % of all income

0 10,000 546,133 18.6% 4,949 2.9%

10,000 20,000 661,921 22.5% 14,820 10.4%

20,000 30,000 564,214 19.2% 24,872 14.8%

30,000 40,000 441,448 15.0% 34,616 16.2%

40,000 50,000 265,480 9.0% 44,593 12.5%

50,000 60,000 165,919 5.6% 54,563 9.6%

60,000 70,000 94,061 3.2% 64,622 6.4%

70,000 100,000 115,755 3.9% 81,768 10.0%

100,000 150,000 49,718 1.7% 119,259 6.3%
150,000 200,000 15,368 0.5% 171,551 2.8%
200,000 275,000 9,259 0.3% 231,198 2.3%
Over 275,000 10,224 0.3% 547,378 5.9%

2,939,500 100.0% 32,170 100.0%

Top 10% 294,385 10.0% 108,179 33.7%

Top 1%* 29,395 1.0% 323,906 10.1%

Top 0.5%* 14,698 0.5% 456,104 7.1%

Top 0.1%* 2,940 0.1% 1,120,145 3.5%



Ireland
• 60% of the population receive taxable income of less than 

€30,000

• 75% of income earners earn € 40,000 or less

• 90% of income earners in Ireland earn less than €90,000. 

• 10% of all income is received by the top 1%

• The top 0.1% of earners, almost 3,000 individuals, receive 
3.5% of all the market income in Ireland.







National wealth
• Income is a flow. Wealth is a stock (it’s something you own). Piketty uses

the terms capital and wealth interchangeably.

• Wealth is the sum total of non-human assets that can be exchanged on 
some market. 
• What decides the value of a Damien Hirst artwork?
• Who decides the price of Apple stocks?
• The market! The price someone is willing to pay.

• National capital/wealth is the sum total of non-financial assets (land, 
buildings, real estate, machinery) and financial assets (stocks, bonds) 
less debt in a given nation (our measures are ‘national’ based).

• In any given country, the total stock of capital can either be publicly or 
privately owned:
• National capital = public and private capital. 

In liberal capitalist democracies, capital is almost entirely privately owned.



Household wealth in Ireland 
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Wealth/income ratio
• The wealth/income ratio is the total amount of capital 

divided by total yearly income (β). 
• If a countries total capital stock is equal to 6 years national income 

we write β = 600%. 

• When the rate of return on capital exceeds economic 
growth the capital/income ratio grows (R>G).
• In the long run, this is heavily correlated with national savings rates. 

In the short run, it is heavily correlated with price fluctuations. 

• A high capital/income ratio is not a bad thing in-itself. We 
all want to live in wealthy societies.
• What matters is how it is distributed! No one want to live in a 

society whereby all wealth is owned by one family.



Distributional tables
• In the study of inequality, researchers usually divide up the population 

into quintiles, to assess their share of national income (bottom 20%, 
top 20% and so on), or deciles (top 10%, bottom 10%).

• Quintile = 20% of the population
• Decile = 10% of the population
• Percentile = 1% of the population

• We will mainly make reference to the bottom 50%, middle 40%, top 
10%, and top 1%.

• Discussing inequality with reference to distributional tables, rather 
than the Gini coefficient provides a much more visceral understanding 
of how income and wealth is distributed.

• See the distributional tables in the world inequality report.
•



R>G mechanism

• In the book you are reading, Piketty proposes a theoretical 
mechanism to explain the rise and fall of the wealth/income 
ratio. The theory is R>G.

• He suggests the following:
• When the rate of return on capital (r) is equal to economic/wage 

growth (g) then the capital/income ratio remains stable.
• When the rate of return on capital (r) exceeds economic/wage growth 

(g) then the capital/income ratio rises. Wealth accumulates.

• This is what we observe in the USA and Europe since 1980.

• But how do we calculate the rate of return? Different assets 
yield very different rates of interest.







Wealth shares



Discussion 
• To understand these concepts think about the Jane 

Austen novel ‘Pride and Prejudice’. Or the film.

• The aristocratic characters constantly remark that the rate 
of return on land in their rural societies was 4-5%. 
• The landed English gentry were perfectly aware how much they 

need to own (or marry into) if they were to live well.

• This is unearned income or ‘rent’ accrued from owning 
land (rather than employment or entrepreneurial activity).
• Piketty argues that we are returning to this ‘patrimonial capitalism’.

• Why might this be a problem for capitalist democracy?



ECONOMIC/POPULATION GROWTH



Introduction 
• Why are some countries rich and some countries poor?

• Population growth
• Economic growth

• An annual growth rate of 1% compounded over 30 years 
is equivalent to a growth rate of 35%.
• What is an annual growth rate of 3.5% over 30 years?

• All of this is called the law of cumulative growth and 
crucial for understanding the inequality R>G.



An annual growth 
rate equal to…

.. is equivalent to 
a generational 
growth rate (30 

years) of...

…i.e. a 
multiplication by 

a coefficient 
equal to…

…and a 
multiplication 

after 100 years by 
a coefficient 
equal to…

…and a 
multiplication 

after 1000 years 
by a coefficient 

equal to…

0.1% 3% 1.03 1.11 2.72

0.2% 6% 1.06 1.22 7.37

0.5% 16% 1.16 1.65 147

1.0% 35% 1.35 2.70 20 959

1.5% 56% 1.56 4.43 2 924 437

2.0% 81% 1.81 7.24 398 264 652

2.5% 110% 2.10 11.8 52 949 930 179

3.5% 181% 2.81 31.2 …

5.0% 332% 4.32 131.5 …

Table 2.2. The law of cumulated growth

An annual growth rate of 1% is equivalent to an annual growth rate of 35% per generation (30 years), a multiplication 
by 2.7 every 100 years, and by over 20 000 every 1000 years. 



Population growth
• The demographic growth rate from year 0 to 1700 was 

less than 0.1 percent  (and wiped out by famine)

• Demographic growth accelerated from 1700 onwards
• Advancement in medical technology and sanitary conditions 

• The USA went from a population of 3 million in 1780 to 
300 million in 2010
• Whereas in France it only doubled, from 30 to 60 million

• Why does this matter?
• Population growth plays an equalizing role in wealth distribution
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Figure 2.2. The growth rate of world population 
from Antiquity to 2100 
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The growth rate of world population was above 1% per year from 1950 to 2012 and should return toward 0% 
by the end of the 21st century. Sources and series: see piketty.pse.ens.fr/capital21c.



Economic growth
• This observation on the equalizing role of growth makes 

more sense when applied to economic growth
• In a period of rapid economic growth it would be naive to only rely 

on inheritance. It would be wise to seek work and employment.

• Conversely with slow growth, inherited wealth and past 
wealth (old money) takes on more importance in society.
• For Piketty declining growth is the main factor leading to wealth 

inequality in the advanced capitalist democracies (R>G).

• What explains the period of strong economic growth (and 
social mobility) from 1945-1975?
• Politically and economically inclusive democratic institutions. 
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The rate of return to capital (after tax and capital losses) fell below the growth rate during the 20th century, 
and may again surpass it in the 21st century. Sources and series : see piketty.pse.ens.fr/capital21c 

Figure 10.10. After tax rate of return vs. growth rate at the world level, 
from Antiquity until 2100  
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The growth rate of world output surpassed 4% from 1950 to 1990. If the convergence process goes on it will 
drop below 2% by 2050. Sources and series: see piketty.pse.ens.fr/capital21c. 

Figure 2.5. The growth rate of world output from Antiquity until 2100 
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Average annual growth 
rate Per capita world output Europe America Africa Asia

0-1700 0.0% 0.0% 0.0% 0.0% 0.0%

1700-2012 0.8% 1.0% 1.1% 0.5% 0.7%

incl.: 1700-1820 0.1% 0.1% 0.4% 0.0% 0.0%

         1820-1913 0.9% 1.0% 1.5% 0.4% 0.2%

         1913-2012 1.6% 1.9% 1.5% 1.1% 2.0%

1913-1950 0.9% 0.9% 1.4% 0.9% 0.2%

1950-1970 2.8% 3.8% 1.9% 2.1% 3.5%

1970-1990 1.3% 1.9% 1.6% 0.3% 2.1%

1990-2012 2.1% 1.9% 1.5% 1.4% 3.8%

1950-1980 2.5% 3.4% 2.0% 1.8% 3.2%

1980-2012 1.7% 1.8% 1.3% 0.8% 3.1%

Table 2.5: Per capita output growth since the industrial revolution

Between 1910 and 2012, the growth rate of per capita output was 1.7% per year on average at the world level, including 1.9% 
in Europe, 1.6% in America, etc. 

Sources: see piketty.pse.ens.fr/capital21c



Discussion

• What type of institutions and public policies are likely to 
lead to inclusive economic growth?

• Is it better to have a home, be economically secure and 
be employed in an authoritarian regime than be 
unemployed, economically insecure, unemployed and 
homeless in a liberal democracy?

• Does free market capitalism even need democracy?



Structural change; Labour market

Agriculture Manufacturing Services Agriculture Manufacturing Services

1800 64% 22% 14% 68% 18% 13%

1900 43% 29% 28% 41% 28% 31%

1950 32% 33% 35% 14% 33% 50%

Table 2.4: Employment by sector                                                                                                      
in France and the United States, 1800-2012

France
(% of total 

employment)

United States

1950 32% 33% 35% 14% 33% 50%

2012 3% 21% 76% 2% 18% 80%

Sources: see piketty.pse.ens.fr/capital21c.

In 2012, agriculture made 3% of total employment in France, vs. 21% in manufacturing and 76% in the services. 

Construction - 7% of employment in France and the U.S. in 2012 - was included in manufacturing.



Secular stagnation

• Here comes the bad news….20th century growth rates 

were the exception not the norm. 

• The implication is that governments cannot rely on economic 

growth alone to realize democratic aspirations.

• What explains secular stagnation?

• There are lots of competing explanations. One question to consider 

is whether capital is running out of places to invest? 

• Since the 1990’s the policy response has been to 

liberalize and de-regulate global finance markets

• In simple terms: from Keynesianism to Neoliberalism
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Figure 2.3. The growth rate of per capita output 
since the industrial revolution
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The growth rate of per capita output surpassed 4% per year in Europe between 1950 and 1970, before 
returning to American levels. Sources and series: see piketty.pse.ens.fr/capital21c 



Conclusion 

• What generated the most recent wave of growth?

• Credit

• Financialization

• Private debt 

• This has been continued since the financial crisis

• Governments and central banks stepped in to save the system

• The outcome is a massive increase in the money supply

• $4 trillion in the US alone. But no inflation?

• Where will the next bubble emerge - China?

• What about zero growth and climate action?


