ESONn4022: Inequality and Society

11. Inequality and capital







Inequality of income

* Individual level (organizations, states)
* Artificial phenomenon, not ,,natural®, not moral

e Consists of income from labour + income from capital (+ their
interaction)

* Legitimization — personal effort vs. Inheritance, meritocracy vs.
Plutocracy

* What is the relative importance of inequality of income from labour
vs. of income from capital? How has it changed?



Evolution of inequality

* Inequality of income from capital always bigger
* May be reduced via public policies (two world wars)

e Rise since 1970°s and 1980°s

* What mechanisms are in play? Inherited wealth — cumulative effects /
different effects on wage in different settings

* Which social class is dominant? Which one is lower, middle, upper?

* Top centile — large groups with power



Figure 48-3: Power Elite Models

a. C. Wright Mills's model. 1956 b. G. William Domhoff's model, 2009



Which type of inequality

Training Leaders

Four of the eight presidents and more
than one third of the 22 PMs who served
under France’s current constitution were
trained at ENA.

@ Attended ENA Didn't attend ENA

/ Presidents Prime ministers

Emmanuel Macron

(2017-present) L

Francois Hollande
(2012-2017)

Nicolas Sarkozy
(2007-2012)

Jacques Chirac

(1995-2007) eo00®

Francois Mitterrand

(1981-1995) (X X X ]

Valéry Giscard D'Estaing
(1974-1981) o

Georges Pompidou
(1969-1974)

Charles de Gaulle
(1959-1969)

Notes: French presidents and prime ministers serve
concurrently. Twenty-three dots are shown because
Jacques Chirac served as prime minister under two
presidents. Alain Poher was interim president in
1969. Several prime ministers and presidents
completed their studies before ENA was created.
Source: French government

Photos: Zuma Press (2); Agence
France-Presse/Getty Images (2);

Reuters (1); Getty Images (3)



Income inequalities

TABLE 7.1.
Inequality of labor income acvoss time and space

Low inequality

Share of different groups in

(=Scandinavia,  Medium incquality  High inequality  Very high inequalicy

total labor income 19705-19808) (= Europe 2010) (= US r010) (= US 20307)

The top 10% (“upper claws”) 10% 14% 35% 45%
Including the top 1% ("dominant class”) 3% B 2% 17%
Including the next 9% (“well-to-do class™) 15% 8% 1% 18

The middle 40% (“middle class™} 45% 45% 30% 3%

The bottom so% (“lower class™) 5% 304 25% 10%

Corresponding Gini cocfficient (synthetic 0.9 0.20 0.16 0,46

inequality index)

Note: In societies where labor income mequalivy s relatively low fsuch asin Seandiavian voantreies i the m=os 1a8os), the top wme most well paid receive about 2o% of

total labor mcome: the bottom sow least well paid about 16: the middle g0t abont 45%. The correspanding Gini index (svnehene inequaliey index with values trom

ot ) s equal to sy, See the onbine technal appendix,

TABLE 7.2,
Inequality of capital ownership across time and space

Low incquality Medium inequality ~Medium-high Very high
Share of different groups in (never observed; (= Scandinavia, incquality High inequality inequality
total capital ideal sociery?) 1970s-1980s) (= Europe 2010) (= US 2010) (= Europe 1910)
The top 10% “upper class” 30% 50% 60% 70% 90%
Including che top 1% 10% 20% 25% 15% 50%
(“dominant class”)
Including the next 9% (“well- 20% 10% 35% 35% 40%
to-do class™)
The middle 40% (“middle class™) 45% 40% 35% 25% 5%
The bottom s0% (“lower class”) 25% 10% 5% 5% 5%
Corresponding Gini coefficient 0.33 ‘058 0.67 0.73 0.85

(svnthertic inequality index)

Nore: In societics with “medium” inequality of capital ownership (such as Scandinavian countries in the 1970s-1980s), the cop 10% richest in

wealth own about

so% of aggregate wealth: the battom so™ poorest about 10%; and the middle 40% abour 40%. The corresponding Gini cocthicient is equal to o.58. Sec the online

technical appendix.
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FIGURE 9.2. Income incquality in Anglo-Saxon countries, 1910-2010

The share of top percentile in total income rose since the 19705 in all Anglo-Saxon
countries, but wich different magnirudes.

Sources and series: see pikerry.pse.cns.fr/capitalzic.
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FIGURE 9.3. Income inequality in Continental Europe and Japan, 1910-1010

As compared to Anglo-Saxon countrics, the share of top percentile barely increased
since the 19705 in Continental Europe and Japan.
Sources and series: see pikerry.pse.ens.fricapiralzrc.



Logic of inequality

* Traditional societies — negative correlation bwetween income from
capital and income from labour

* Modern societies - positive correlation bwetween income from
capital and income from labour

* Income from labour more important (2/3 — 3% of national income)

* Rise of patrimonial middle class/fell of the share of top class —
transformation of the distribution conflict (decline of the society
based on inheritance of capital)



Aristocracy vs. capita

PRINCE CHARLES

Another British Royal Found With
Offshore Connections

Prince Charles’ private estate held an undisclosed interest in an
offshore company that could have benefited from his campaigning for
changes to climate change rules.

By Will Fitzgibbon

Image: Dan Marsh via Flickr
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[ for change in law to hide
et her private wealth

The Rothschild family is quietly taking the Geneva-based
wealth manager private - the end of a piece of stock
exchange history.

Monarch dispatched private solicitor to Prince Charles.
secure exemption from Lransparency law

by David nd Rob Evans

The family behind Edmond de Rothschild is delisting the Swiss private bank after
clinching nearly 100 percent of its shares and beginning a squeeze-out, it said on
Monday. The share will trade on October 22, 2019 for the last time.

Le nom de la famille de Spoelberch sort a son tour des "Panama Papers"

Entreprises & Start-up

PANAMA PAPERS >

Spanish king’s aunt admits to owning company named

& ADVERTORIAL
Belga in Panama Papcrs The move represents an end to an unlikely listing: at 44,000 Swiss francs Thursday, 18 March 2021 10:20
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priciest. More recently, the stock had traded near 13,000 francs, second in
absolute value to chocolate producer Lindt & Spruengli, which costs 80,000
francs.

Investor Perk

The delisting also shuts investors off from an unusual annual perk: a visit to the
so-called Chateau Rothschild, a small castle built in 1858 /59 in Pregny-
Chambeésy outside Geneva, which belongs to the Rothschild family and houses
the widow of founder Edmond de Rothschild.

Instead, shareholder meetings will now be a family affair overseen by Benjamin
de Rothschild - son of Edmond - and his wife and CEO of the wealth

manager, Ariane Rothschild. The castle will reportedly pass to the canton of
Geneva when the 56-year-old Swiss banking scion dies. The surrounding
gardens will be open to the public and combined with the adjoining Parc de

of the Ox
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INCome-pased
billionaires?

Broadly, a score of 1 to 5 means an individual inherited their wealth, while 6 to10

indicates they built their own company or established their fortune on their own.

A score of 1, for example, means that someone inherited their fortune and hasn’t
actively worked to increase it. This includes super-rich heirs such as Alice Walton and
Lukas Walton, the daughter and a grandson of Walmart founder Sam Walton,
respectively. Only 26 people on The Forbes 400 scored a 1 this year, accounting for 6.5%
of the list.

Conversely, a score of 10 indicates that someone was born into poverty or the lower

middle class, and faced substantial adversity or discrimination. Newcomer Noubar

Afeyan, chairman and cofounder of Covid vaccine-maker Moderna, is an example of

this. Born in Beirut, Lebanon, to Armenian parents, he and his family fled the Lebanese 75 Flon Musk & @elonmusk - 15. 4.
Civil War in 1975. ﬁ

This year, only 118 people on The Forbes 400 scored a 1 through 5, which means that
70.5% of the list is self-made. It’s a significant shift from 1984, when less than half of g\if:l“#.l"‘m 10 Fabeuary 2022 | S02PM EST
the list was self-made. Still, much of the list—160 people—comprises people who scored
an 8, indicating they are self-made, but came from a middle-class or upper-middle-class Twitter Inc. owm
background. In other words, even many of the self-made members of The Forbes 400 04'21 Review: Investments Continue To Fuel Multi-Year Transition
grew up with at least some advantages in life. The four richest people in the U.5.—

Amazon founder Jeff Bezos, Tesla CEO Elon Musk, Facebook CEQO Mark Zuckerberg

and Microsoft cofounder Bill Gates—all have 8s. TWIR  imfrceTaues $3000  Prco:$37.83  Downsde 207%

SELF-MADE SCORES ON THE 2021 FORBES 400

Here is how many members of The Forbes 400 got each self-made score.

SELF-MADE SCORE NUMBER OF FORBES 400 MEMBERS

1 26 O 19,4tis. 11 248tis.
2 21

3 17

4 27 M rrorie

> 7 George Soros

s 13 Founder, Soros Fund Management LLC
7 31 Real Time Net Worth

® 160 HEISE s :

9 50

10 28

Source: Forbes reporting Forbes
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A Maze of Money

One of the biggest political operations in 2012 took place outside the campaign finance system, involving a network of politically active nonprofits backed by
the billionaire industrialists Charles and David Koch and other conservative donors. Seventeen allied groups in the coalition raised at least $407 million, much
of which was spent on get-out-the-vote efforts and ads attacking President Obama and congressional Democrats, according to tax filings and campaign

finance reports. Many of the funds were transferred to LLC subsidiaries, known as disregarded entites, that are wholly owned by the recipient groups. The
network also gave millions to other outside groups allied with the GOP.

U.S. presidential elections 2012
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Inequality and its discontents

 Very high inequality closer to that of labour income
inequality

* Too high wealth concentration — revolution

* Depends on the legitimation of the system +
repression

* Two ways to inequal society (may coexist): Society
of rentiers vs. Society of superheroes

* Globalization cleavage (winners x losers of
globalization), Great Recession protests, OWS...




