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Capital in the 21st Century, Thomas Piketty (2015) 
 

There are 2 main sources of wealth: inheritance and 
earnings (derived from either capital or labor). An economy 
based on private property and free markets always leads to a 
division of labor. There is a global convergence process where 
emerging countries are catching up with developed ones, even 
when substantial inequalities remain between poor and rich 
countries. There is no evidence that the catch-up process re-
sults from investments by rich countries in poor countries. 

National income growth comes from both population 
growth and income growth per individual. When the capital 
rate of return significantly exceeds the economic growth rate, 
inherited wealth grows faster than income and GDP. Those 
with inherited wealth must save some of their income from 
capital to see it grow more quickly than the economy. In such 
conditions, inherited wealth will dominate that amassed from 
labor so that capital concentration will increase. 

The capital stock in a nation may be divided by in-
come flow. This capital/income ratio is denoted by β. (If the 
total capital stock of a country is 6X the national income, β = 
6).  National capital is defined as the sum of public and private 
capital. Government debt, which is an asset for the private 
sector and a liability to the public sector, nets out to zero if 
every country owns its government debt. Domestic capital 
usually measures the value of capital stock (the buildings and 
firms located within a country). Net foreign capital usually 
measures a country’s wealth with respect to the rest of the 
world and the assets owned by other parts of the world.  

In both World Wars, the US net foreign asset position 
reversed itself. Before 1913, it was negative but in the 1920s 
turned positive and remained so till the 1970s and 1980s. The 
belligerents were financed by the US and therefore ceased to a 
debtor of Europe and became a creditor.  

Savings Rate (s) is the fraction saved of total national 
income. National Income Growth Rate (g) is the growth in 
income every year. β = s/g. 

The income share from capital outside of labor is in-
creasing. For readers and novelists in the 19th century, the cor-
respondence between annual rent and wealth was obvious. The 
growth of the middle class was the main structural transfor-
mation of wealth distribution in the 20th century. Public poli-
cies and 2 World Wars that followed from them played a ma-
jor role in reducing inequalities in the 20th century.  

Income inequality can be broken into 3 sections: ine-
quality in labor income, inequality in capital ownership along 
with the income which gives rise to it, and the interaction be-
tween the 2. Income from labor is never equitably distributed. 
In every society, income inequality results from both inequali-
ties of income and capital. The more these are unequally dis-

tributed, the greater the inequality total. The significant ine-
quality of income compression over the 20th century was en-
tirely due to diminished income from capital [so much of 
which was destroyed in 2 world wars]. A century ago, Europe 
was more unequal than the US, but the US now leads the de-
veloped world in terms of inequalities of income. 

R is the return on investment. Throughout human his-
tory r > g until WW1 and will perhaps be again in the 21st cen-
tury, depending on the shocks, institutions and public policies 
put into place in regulating capital and labor relationships. 
Until the 18th century, capital mainly consisted of land but 
now includes industry, real estate and financial. Wealth con-
centration remains high even if it is less extreme than a centu-
ry ago and we are slowly returning to more inherited wealth.  

The fundamental divergent forces may be summed up 
in terms of inequality where r > g and this has nothing to do 
with imperfections of the market and will not go away as mar-
kets get competitive and more free. The notion that unrestrict-
ed competition will end inheritance and make the world to 
more meritocratic is a dangerous illusion.  

Some events are delayed by increased life expectan-
cy: people study longer, begin working later, retire later, in-
herit later and die older. However, the relative significance of 
inherited wealth does not change. For large investors, r is 
higher mainly because of better strategies, not cronyism. The r 
> g inequality, together with the return inequality on capital as 
a function of initial wealth, may lead to extreme and lasting 
capital concentration.  

Large public debts favor the rich. They prefer to lend 
money to the government instead of paying more taxes. Debt 
reduction requires a combination of inflation, strictness and 
taxation. Without financial transparency, information sharing, 
and real accounting, economic democracy is impossible. And 
with no right of intervention in corporate decision making, 
there is no use for transparency.  

The r > g inequality implies that accumulated wealth 
grows faster than wages and output. Inevitably, the entrepre-
neur becomes a renter and dominates those who own nothing 
but their labor. When there is a low growth rate, wealth will 
accumulate more quickly (from r) than labor and will accumu-
late more in the top percentile--hence increasing inequality.  

[The rich are getting richer, and the richest are get-
ting richer fastest. The gap between the haves and the have-
nots has also been growing among companies. Returns at the 
most profitable firms are about 10X those in the middle of the 
distribution; in the 1990s they were just 3X larger. Network 
effects may not be the only forces at work, as many businesses 
have recently become more concentrated. In some respects, 
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Facebook and its ilk resemble utilities—the kind of firm 
whose profits are normally limited by regulation. Buffett and 
Gates have recruited more than 100 billionaires to join them in 
pledging to give away most of their fortunes, which is redistri-
bution of a sort. But humanity is also served by markets that 
support healthy competition (Economist/freeexchange).] 

 
[This is a short primer on the role and value of finan-

cial capital and why slowing growth will accelerate income 
inequality. Soaring inequality concentrates income in the hand 
of those who tend to save, which is a deleveraging affect. 
Does this reflect an advance of the Kingdom of God? To him 
who has shall more be given.] 

   
 


