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Introduction 
• We will seek to answer 3 questions in this lecture:

1. Why has the capital/income ratio returned to historically 
high levels?
• i.e. what are the determinants of wealth/income ratios?

2. Why is it structurally higher in Europe than the US?
3. What does this suggest about the future?



Determinants of W/Y ratio
1. Slower growth and higher savings (primarily retained 

corporate earnings)
• Long-term

2. Privatizations of public wealth since the 1970’s short-
term

• Short-term
3. Acceleration of real estate and stock market prices 

since the 1990’s 
• Short-term



Determinants of β
• Piketty’s ‘law’ of capital states that the capital/income 

ratio is related to the savings rate and the growth rate.
• • β = s/g

• • β = capital/income ratio
• • S = savings rate
• • G = growth rate

• If a country saves 12% of its national income and it’s 
economy is growing by 2%, β = 600%



Low growth

• Decreased growth (especially population) and a higher 

savings rate (households & corporate) is primarily 

responsible for the comeback of capital 

• And the variation between Europe and USA 

• If growth falls to 1% and the savings rate equals 12% then 

β= 1200% 

• Conversely if growth increases to 3% and the savings rate 

equals 12%, what will β equal?



The case of Ireland
• But does more capital not mean better investment? 

• From 2000-2008 the total capital stock for investment 
increased from 228bn to 447bn. 

• 72% of the increase went into housing (188bn). 

• Of the 50bn that went into productive investment 75% 
was coordinated by the public sector, State (33bn)

• Productive private sector investment made up a meagre 
17bn.



β = s/g
• This gives a good account of structural evolution of capital 

over the very long-run. 

• It must assume asset-prices move in tandem with 
consumer prices. But do they? 

• It also assumes a stable savings rate. 

• It does not explain the political shocks to capital.



Capital since 1970



Return of capital
• The data clearly shows a comeback of private capital (low 

growth and higher savings = patrimonial capital for 
Piketty).

• But note the boom-bust cycles of capital assets 
• The Japanese speculative bubble in the 1990’s 
• The dot-com crash in the US in early 2000’s 
• The property crash in the late 2000’s 
• The tech bubble today (post QE)

• Do asset prices balance out over the long-run?



Savings since 1970



Corporate/household savings



Privatisations
• The decrease in public wealth equals equals around 1/5th 

or one quarter the increase in private wealth. 

• The case of Italy is particularly clear. 
• The wealthy lend to government and buy their assets. 

• At a global level the biggest privatisations took place in 
the former Soviet Bloc. 

• The public-private capital was completely reversed. Think 
about the rise of Russian Oligarchs (buying very cheap 
public assets).



Privatisations



The rebound in asset prices



Apple



Asset prices
• The price of capital is shaped by a whole host of 

unobservable factors. They are not ‘natural’. 

• The book value and market value will diverge depending 
on a countries political and legal institutions. 

• But the rebound in asset prices (stocks and real estate) 
accounts for between one third and one quarter of the 
increase in the capital/income ration.



Conclusion
• For mainstream liberal economists the comeback of capital can 

be explained by β = s/g and complemented by privatisation and 
rising asset prices. 

• In a world of financial globalization every country is owned by 
another country to some extent. 

• International cross-national investments are a central 
characteristic of our contemporary world
• Particularly in small open economies like Ireland 

• Piketty does say much about the change in the ideological and 
ideational climate underpinning public policy. Nor does he say 
much about global financial capital.



The future?


