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Thomas Piketty’s book Capital in the Twenty-First Century is, in the author’s own words, a
book about the history of the distribution of income and wealth.1 Among other interesting
and important facts, the book quantifies the evolution of wealth inequality and wealth
concentration over time and across a number of countries. Wealth is highly concentrated, and
its distribution is skewed with a long right tail;2 a small number of very rich individuals hold
a large share of total wealth in the economy. The book documents that the share of aggregate
wealth in the hands of the richest individuals displays a U shape over time, trending downward
for most of the twentieth century and then increasing from the 1980s onward (figure 1). In
other words, wealth has become more concentrated over the past 35 years.

Although Piketty discusses a number of

mechanisms affecting wealth inequality—
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a higher rate of output growth reduces
wealth concentration by increasing labor
earnings and, therefore, saving by individuals whose main source of income is

labor earnings. In Piketty's view, the effect
of these two forces is big, and changes
in the rate of capital taxation and output growth can explain the dramatic
evolution of wealth concentration over
the past century. Importantly, according
to Piketty, it is the difference between the
net rate of return on wealth and the
output growth rate that affects wealth
inequality. Furthermore, he does not
distinguish between changes in the rate
of output growth due to changes in total
factor productivity (TFP)3 rather than
in the population growth rate.
We recently published a National Bureau
of Economic Research working paper
on Piketty’s book and macroeconomic
models of wealth inequality.4 In this
Chicago Fed Letter, we provide a brief
summary of the two main contributions
of that paper.5 First, the paper examines
the existing literature on models of
wealth inequality through the lens of
the facts and ideas in Piketty's book and
highlights both what we have learned so
far and what we still need to learn in
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ly increasing in wealth,
as documented by
order to reach more definitive conclusions Dynan, Skinner, and Zeldes7 and,
about the mechanisms shaping wealth
more recently, Saez and Zucman.8 In adconcentration. Second, it explores the
dition, Gabaix et al.9 show that these
quantitative importance of the mechamodels imply a transitional dynamics
nism proposed by Piketty by evaluating of wealth concentration that is way too
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penditure shocks (including, possibly,
In the first part, in which we take stock medical and nursing home expenditures
of the existing models of wealth induring retirement) and, in some cases,
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the wealth distribution is well approxiThe comparative advantage of this litmated by a Pareto distribution.6 This
erature is its emphasis on understandstrand of the literature provides the
ing the forces that shape differences in
main theoretical underpinning for the
saving behavior and rates of return and
mechanism, emphasized in Piketty's
on quantifying the importance of such
book, according to which wealth conheterogeneity in accounting for wealth
centration increases with the difference inequality in rich quantitative models.
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Previous work has convincingly emphaon wealth r and the trend rate of growth
sized that entrepreneurial activity (Cagetti
of aggregate output g. Multiplicative
and De Nardi10), a luxury-good bequest
idiosyncratic random shocks to the rate
motive (De Nardi11), heterogeneity in
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anism that generates wealth concentra- Smith; Hendricks12), and high earnings
tion in this class of models. While Piketty risk for top earners (Castaneda et al.13)
sees the rate of output growth as unhelp explain the high degree of wealth
ambiguously reducing wealth concenconcentration (De Nardi, Fella, and Paz
tration, according to some of these models Pardo14 investigate the latter point using
output growth due to TFP increases
tax data on earnings). Among these,
can either reduce or increase wealth
entrepreneurial activity and luxury
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bequests appear to be the most promising.
However, it is not clear to what extent
each of these forces interacts with the
others and jointly contributes to wealth
inequality because, at least so far (with
the exception of De Nardi and Yang15),
most of these forces have been studied
in isolation. There is also work to do
in determining to what extent these
quantitative frameworks can match the
observed large differences in wealth
inequality both across countries and
over time. Promising work by Kaymark
and Poschke16 shows that these models,
appropriately matched to data, succeed
in explaining the evolution of wealth
inequality and top wealth shares in the
United States over the past 50 years. More
specifically, they show that increasing
wage dispersion during this period is a
major driver of trends in inequality and
that changes in taxes and transfers to
seniors account for nearly half the observed increase in wealth concentration.
In the second part of our paper, we assess
both the strength of the (r–g) force and
the extent to which, as conjectured by
Piketty, it is the difference between the rate
of return on capital and output growth
that drives wealth concentration. We
carry out our analysis within a rich quantitative model that can account for the
observed inequality in both wealth and
earnings. We show that changes in the
rates of return on capital and TFP have
only small effects on wealth inequality,
while changes in output growth due to
population growth have very large effects.
The key intuition is that the rate of return and the TFP growth rate affect all
households in a similar way. In contrast,
a change in the population growth rate
affects different categories of individuals
through two main channels. First, changes
in the population growth rate affect
the number of people among whom a
bequest is divided and, therefore, the
average bequest size. If, for instance,
the population growth rate decreases,
inherited estates tend to be larger and,
since richer people leave larger bequests,
a reduction in population growth generates more wealth inequality. Second,
a fall in the population growth rate changes
the demographic structure and, in

particular, it increases the fraction of
older people, who tend to be richer.
Thus, the rate of return on capital and
output growth are not perfect substitutes
in their effects on wealth concentration
when output growth is due to population growth. In fact, an increase in the
rate of return on capital raises wealth
concentration substantially less than a
fall in the rate of population and output growth by the same amount.
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