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Book Review by Allan H. Meltzer

Too Much Hype Chasing Too Little Wisdom
Capital in the Twenty-First Century, by Thomas Piketty, translated by Arthur Goldhammer.

Belknap Press, 696 pages, $39.95

In capital in the twenty-first century 
Thomas Piketty makes an ambitious argu-
ment about how capitalism doesn’t do what 

we want or expect. A revised edition might 
comment on a more modest idiosyncrasy: his 
daunting book became a bestseller, despite 
asking readers to work through almost 600 
pages of graphs and recondite arguments about 
such topics as “The Ups and Downs of Ricard-
ian Equivalence.” As Capital shot up the charts 
this spring, Amazon informed disappointed 
buyers it had no more bound copies to ship 
them, and the publisher ordered six additional 
printings to meet the unanticipated demand. 
By writing the “big-think book of the moment,” 
the New York Times reported, Piketty has 

“ joined the rare company of the ultraserious big 
thinker whose big idea truly commands the 
public stage.”

An economics professor at France’s School 
for Advanced Studies in Social Sciences, Pik-
etty summarizes Capital ’s argument by con-
tending that

a market economy based on private 
property, if left to itself, contains 
powerful forces of convergence associ-
ated in particular with the diffusion of 
knowledge and skills, but it also con-
tains powerful forces of divergence, 
which are potentially threatening to 
democratic societies and to the val-

ues of social justice on which they are 
based.

Piketty covers some of this material insuf-
ficiently, however. He has very little to say, for 
example, about how the diffusion of knowl-
edge and skills has given workers in the early 
21st century wages 30 times larger than those 
received by their counterparts in the most ad-
vanced economies of the early 19th century. 
And Capital asserts strenuously, but demon-
strates unpersuasively, that “divergence”—a 
growing gap in the economic circumstances 
and market power of the few who are rich 
vis-à-vis the many who are not—is a threat to 
capitalist economies.

First let’s look at the merits. pik-
etty has done a real service to the public 
and the economics profession by col-

lecting and assembling data on income growth 
and distribution over a long period. Many will 
use the data in the future, but we must hope 
that they recognize, as Piketty does repeat-
edly, that the data are very crude. Also, Pik-
etty reminds us that economics alone does 
not determine our future. Like Adam Smith, 
Friedrich Engels, and other early inquirers, he 
places economics among other social sciences, 
explaining candidly that the data are so rough 
partly because the concepts they measure 
sprawl across more than one science. 

His use of, as opposed to his presentation 
of, this data is far more problematic. Piketty 
draws on many available sources of informa-
tion, but some of these change considerably 
over time, and others are very limited as to 
what they reveal and what they don’t address 
at all. How much can we really learn about the 
distribution of income in the century or more 
before there was an income tax? What’s more, 
there were many years in which the income 
tax applied to only a small part of the popula-
tion. And, of course, when tax laws changed, 
so did the income reported on tax forms.

Wealth data have the same problems, along 
with others unique to that economic category. 
How does anyone know the valuation over 
time of privately held assets? Who values the 
old masters, for example, some of which are 
held by families for generations? And how do 
we get a time series or a decadal estimate of 
owner-operated businesses? Can anyone hope 
to adjust the data for the changing rules about 
tax rates and inter vivos gifts? How does Pik-
etty assign the market value of pension funds 
and health plans? These are just a few of the 
questions that invite skepticism, especially 
about his wealth distributions.

I do not doubt that the distribution of 
wealth is highly skewed, but it becomes less 
skewed if it includes Social Security and pri-
vate pension wealth. Piketty excludes them. 
Most of the saving in advanced economies is 
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done by people with high incomes. Piketty 
never makes a clear statement of the evidence 
showing that the wealth distribution in capi-
talist countries poses a large social cost, al-
though he clearly believes that. There is no 
doubt that he desires greater equality, but 
there is no analysis of the trade-offs involved 
in creating or being a more egalitarian society.

More serious, i believe, is his de-
cision to discuss the spread in the 
distribution of income using pre-

tax income data, leaving out the effect of re-
distributive transfer programs. Table 1 shows 
the consequences. By 2010, the after-tax and 
transfers share received by the highest 1% 
of earners was back close to where it was in 
1989. And for the lowest quintile, the share 
was between the 1979 and 1989 shares. Fur-
ther, Piketty never discusses the large changes 
in people’s position over time from bottom to 
top and top to bottom within the income dis-
tribution. Positions are not frozen: most peo-
ple occupy more than one quintile of the in-
come distribution over the course of a lifetime. 
We might hope for even greater mobility; but 
first we must explain what we see. 

Economists learn early that consump-
tion, not income before taxes and transfers, 
is a main concern of consumers. Present and 
future consumption depend on the after-tax 
and transfers share, called disposable income. 
I cannot think of a valid reason for using in-
come before taxes and transfers in all Piketty’s 
calculations. He is wrong, and it is misleading.

Inheritance is one of Piketty’s main con-
cerns. He quotes frequently from Balzac’s nov-
els about the problem of heirs living idle lives as 
rentiers. But how real is this now? The Rock-
efeller, Mellon, Morgan, and other fortunes of 
the turn of the century went not to perpetu-
ate family wealth but to expand and upgrade 
the National Gallery of Art, the Metropolitan 
Museum, and other famous institutions like 
the Metropolitan Opera. Then there are col-
leges and universities, and art museums and 
other cultural institutions around the coun-
try. Bill Gates and Warren Buffett have given 
much of their wealth to charitable foundations, 
encouraging others around the world to do the 
same. If that doesn’t happen in Piketty’s native 
France, perhaps the problem is that the incen-
tives for donating are wrong. Piketty points out 
that the annual inheritance in France is about 
2.5% of total private wealth…but never makes 
clear why this is a cause for alarm. 

Piketty is not a complete Marxist. He 
shows, for example, that Marx’s claim about 
capital satiation (excessive capital stock) is 
unlikely to be true. But he makes the same 
two major errors that Marx made. First, he 

focuses almost entirely on capital and income 
from capital. His major point is that the re-
turn earned by capital has been about 5% for 
much of recorded history. If so, it is almost 
always above the growth rate of income, caus-
ing capital to accumulate over time. Like 
Marx, he believes the rentier capitalists will 
gobble up more of the slowly growing income 
as the income distribution shifts ineluctably 
in their favor. “The central thesis of this book,” 
Piketty writes, “is precisely that an apparently 
small gap between the return on capital and 
the rate of growth can in the long run have 
powerful and destabilizing effects on the 
structure and dynamics of social inequality.”

ers, accountants, engineers, lawyers, doctors, 
and scientists. 

The second Marxian error that Piketty re-
peats is neglect of voting as a means of setting 
the tax rate. The United States, the United 
Kingdom, and Sweden had marginal tax rates 
at 90% or higher for many years. Voters chose 
to reduce those rates because they collected 
little revenue and reduced investment and 
growth. Piketty urges a return to the very 
high marginal rates, less to raise revenue for 
the government, the obvious purpose of a tax 
system, than to express disapproval of the 
people with the highest incomes. The fact that 
France has a higher marginal tax rate than 
Germany and other countries helps to explain 
why its economy has remained stagnant for a 
decade. Ambitious young French men and 
women have moved to London, Frankfurt, 
and Berlin, where opportunities are greater 
and the future seems brighter.

Much of the most productive capital in 
the 21st century is so-called human capital, 
the skills honed by advanced education or by 
practice. Piketty recognizes human capital 
when he writes: “All of these countries [Japan, 
South Korea, Taiwan, and China] themselves 
financed the necessary investments in physi-
cal capital and, even more, in human capital, 
which the latest research holds to be the key 
to long-term growth.” This seems to con-
tradict his main theme: it isn’t income from 
capital but from educated labor that provides 
incentives for growth. It becomes a major de-
terminant of the spread between top and bot-
tom in the distribution of income.

Most analyses propose improved educa-
tional opportunities as a means of spurring 
growth and benefitting the disadvantaged. 
I would add the desirability of greatly in-
creased on-the-job training, both at work and 
in vocational schools. Piketty doesn’t men-
tion education or training. He prefers much 
higher marginal income tax rates and a uni-
versal wealth tax.

Friedrich hayek saw the problem 
very differently. Instead of a growing 
rentier class that shoved its way ever up-

ward, he said that the luxuries of today become 
tomorrow’s necessities. In 1955 economist Si-
mon Kuznets described, on the basis of data 
about the distribution and growth of income, 
the “Kuznets Curve”: Unskilled workers enter 
the labor force, earning low wages but acquir-
ing skills. At first the low wage and increas-
ing profits widen the income distribution. As 
workers’ productivity increases, so does their 
income, causing the spread in the income 
distribution to narrow. That describes the 
United States in the 19th and 20th centuries, 

Table 1
Selected Income Shares, 1979–2010

Before Tax (%) Year
                          1979     1989    2007     2010
Lowest 20% 6.2 4.9 4.8 5.1

Middle 20% 15.8 15.0 13.4 14.2

Highest 20% 44.9 49.3 54.6 51.9

Highest 1% 8.9 12.2 18.7 14.9

After Tax (%)  Year
                          1979     1989    2007     2010
Lowest 20% 7.4 5.7 5.6 6.2

Middle 20% 16.5 15.7 14.3 15.4

Highest 20% 42.0 47.3 51.4 48.1

Highest 1% 7.4 11.8 16.7 12.8

Source: Congressional Budget Office (2014)

Piketty never asks why the sup-
posed crisis of capitalism has not hap-
pened anywhere in the past 200 years. 

The ratio of capital to income, his main con-
cern, has equaled its current levels in the past. 
Since it did not continue to rise then, there 
is good reason to believe it will not continue 
to rise now. In the United States and the ad-
vanced economies of Europe, investment is 
relatively low. Instead of the immiseration 
of the working class, which Marx predicted, 
workers’ incomes rose and the distribution of 
income narrowed as capitalism brought ris-
ing productivity, increased skills, and higher 
incomes for middle-class workers. People 
saved, using some of their newly acquired 
wealth to educate their children to be teach-



Gloomy Terrors and Hidden Fires
The Mystery of John Colter and Yellowstone
By ronald M. anGlin and larry e. MorriS

“Readers new to Colter will be intrigued, while those familiar with his standing will be pleased to finally see a definitive biography of  
this noteworthy American pioneer.” —bOOklist

October 2014 • 270 pages | 978-1-4422-2600-5 • $35.00 • Cloth | 978-1-4422-2601-2 • $34.99 • eBook

The Pity of War
England and Germany, Bitter Friends, Beloved Foes
By Miranda SeyMour

“Miranda Seymour’s [stories] have a hypnotic effect. Imagine yourself  outside a café overlooking a seaside esplanade. The mood is 
elegiac: nostalgia shot through with a sense of  foreboding…. A vivid, well-researched book.” —bbc histOry maGazine

December 2014 • 528 pages | 978-1-4422-4174-9 • $32.00 • Cloth | 978-1-4422-4175-6 • $31.99 • eBook

Woodrow Wilson and World War I
A Burden Too Great to Bear
By richard Striner

“Richard Striner has written not only an incisive critique of  Wilson’s wartime leadership, but a primer on how presidents must plan 
for the unthinkable at every turn, and be ready to respond.” —Clay Risen, neW yOrk times

2014 • 310 pages | 978-1-4422-2937-2 • $40.00 • Cloth | 978-1-4422-2938-9 • $39.99 • eBook

Churchill and de Gaulle
The Geopolitics of Liberty
By Will MorriSey

“[This] learned and eloquent book reveals the myriad ways in which the two greatest statesmen of  the twentieth century provided 
a humane and spirited defense of  liberty even as they opposed the armed tyrannies that did so much to menace freedom in their 
time.” —Daniel J. Mahoney, Augustine Chair in Distinguished Scholarship, Assumption College

November 2014 • 448 pages | 978-1-4422-4119-0 • $85.00 • Cloth | 978-1-4422-4120-6 • $84.99 • eBook

Harry Hopkins
FDR’s Envoy to Churchill and Stalin
By chriStoPher d. o’Sullivan

“[A] valuable and readable addition to the recent upsurge of  studies about a president and his indispensable adviser as they 
fought America’s last ‘good war.’” —Warren F. Kimball, Robert Treat Professor of History, Rutgers University

November 2014 • 210 pages | 978-1-4422-2220-5 • $35.00 • Cloth | 978-1-4422-2222-9 • $34.99 • eBook

Gangsters and G-Men on Screen
Crime Cinema Then and Now
By Gene d. PhilliPS

“Whether you’re a longtime fan of  gangster films or relatively new to the genre, this comprehensive and very enjoyable book has 
something for you.” —bOOklist

2014 • 204 pages | 978-1-4422-3075-0 • $38.00 • Cloth | 978-1-4422-3076-7 • $37.99 • eBook

Every Army Man Is with You
The Cadets Who Won the 1964 Army-Navy Game, Fought in Vietnam, and Came Home 
Forever Changed
By nicolauS MillS

“[A]n insightful recounting of  a classic football game that was far more than an athletic contest; it marked a turning point for our 
country, about to be torn apart by Vietnam, and a turning point for the athletes who played the game, about to be immersed in the 
Vietnam cauldron.” —Daniel W. Christman, Lieutenant General (Retired), USA; 55th Superintendent, West Point

November 2014 • 200 pages | 978-1-4422-3985-2 • $37.00 • Cloth | 978-1-4422-3986-9 • $36.99 • eBook

Richard Nixon and the Vietnam War
The End of the American Century
By david f. SchMitz

“This strong, scholarly study will find its readership among both academics and American history buffs.” —Publishers Weekly

2014 • 186 pages | 978-1-4422-2709-5 • $38.00 • Cloth | 978-1-4422-2710-1 • $37.99 • eBookWWW.rOWman.cOm | 800-462-6420 

New and Critically Acclaimed from



Claremont Review of Books w Fall 2014
Page 51

mmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmmm

and the experience of Korean, Cuban, and 
other immigrants to America recently. And it 
broadly describes the experience of many oth-
er countries including, most recently, China. 
There, labor has moved from farm to factory, 
becoming more productive overall, but mark-
edly more productive in some cases and only 
marginally more productive in others. 

Piketty cites Kuznets’s work but dismisses 
it as overly optimistic, expressing a prefer-
ence for Marx’s pessimism despite producing 
no evidence (because there is none) that pro-
ducer capital (as opposed to human capital) 
has greatly increased. Most of Piketty’s charts 
show that real estate wealth has grown rap-
idly. Surely, however, most of the increase in 
real estate assets results from the increase in 
labor income that spread home ownership far 
down the income distribution. We learn that 
French data offer no evidence of a rising share 
of income going to owners of capital, the de-
spised rentiers.

The reader who relied entirely on Capital 
in the Twenty-First Century would never know 
that democratic capitalism is the only system 
humans have developed that maintains both 
growth in living standards and freedom for 
individuals. Because it is a human institution, 

it is imperfect. Libraries are full of books pro-
posing improvements, some practical, others 
utopian. Except in periods of crisis, voters re-
ject most of these changes. Ordinary citizens, 
that is, seem to understand what Piketty and 
his admirers do not: democratic capitalism 
deserves to be judged on the basis of wheth-
er it is the best system available, not the best 
imaginable.

It is impossible, as a consequence, not 
to despair about the praise scores of re-
viewers have heaped on this wordy, repeti-

tious book. One Nobel laureate in economics, 
Paul Krugman, praised Capital as “a magnifi-
cent, sweeping meditation” that “integrates 
economic growth, the distribution of income 
between capital and labor, and the distribution 
of wealth and income among individuals into 
a single frame.” A second, Robert M. Solow, 
titled his review, “Thomas Piketty Is Right,” 
and called the book a “new and powerful con-
tribution.” Joseph Stiglitz, yet another winner 
of the Nobel prize in economics, wrote that 
Capital “lends further weight to the already 
overwhelming body of evidence concerning 
the soaring share of income and wealth at the 
very top” and “raises fundamental issues con-

cerning both economic theory and the future 
of capitalism.” Branko Milanovic, formerly a 
senior economist at the World Bank, praised 
Piketty: “we are in the presence of one of the 
watershed books in economic thinking.”

To read these encomiums is puzzling, and 
then troubling. For the past two generations 
economists taught their students to derive 
policy recommendations from formal models 
that account most successfully for the relevant 
evidence. Surprisingly, they now endorse Pik-
etty, who resorts to stories from 19th-century 
French and English literature time and again 
at points in his argument when evidence is 
required but never provided. Why do they 
lavishly praise a book that makes no effort to 
meet this most basic standard? Has the aca-
demic profession become so politicized that it 
praises a bad book because the author strong-
ly favors more and much greater income re-
distribution? The self-satisfied “reality-based 
community” is all too ready to inhabit a con-
genial fantasy.

Allan H. Meltzer is the Allan Meltzer Univer-
sity Professor of Political Economy at Carnegie 
Mellon University and a Distinguished Visiting 
Fellow at the Hoover Institution.
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