
July 12, 2016  -  PICKING ON PIKETTY 
 
A few years ago we could not stop reading and hearing about the French economist 
Thomas Piketty. Why? Because his research claimed the middle class has made little 
progress over the last 100 years. The left jumped on that as proof of their Hobbesian 
view on contemporary American life and culture. 
  
They did the same with the Card & Krueger study that claimed raises in the minimum 
wage would not cost jobs. That's been well debunked, but the canard is brought out 
every election. Krueger was responsible for the 'cash for clunkers' program that was 
part of the liberals war against the poor. Somehow it made sense to him our economy 
could advance by destroying wealth. So, we paid for the destruction of tens of 
thousands of cars. And the used cars, important to the poor, went up in price. That 
kind of failure has to be recognized.  What do we do with an academic who is usually 
wrong? Krueger became the head of the administration's Council of Economic 
Advisors. 
  
Writing in Commentary, Tim Kane lays out some of the foolishness in Piketty's 
book. His article is titled "Piketty's Crumbs." In the article he shows us some pictures 
from 1910.  
Three years ago, Thomas Piketty’s Capital in the Twenty-First Century (2013) made its author 
the most famous economist in the world. The book caused a sensation by highlighting rising 
income and wealth inequality in the United States and Europe, especially in its jarring claim that 
inequality is just as bad today as it was a hundred years ago. Piketty writes: "The poorer half of 
the population are as poor today as they were in the past, with barely 5 percent of total wealth in 
2010, just as in 1910. Basically, all the middle class managed to get its hands on was a few 
crumbs." ...  

... How much money would you demand to give up modern public goods such as highways or 
emergency fire and ambulance services? How much is air conditioning worth to you? What 
about penicillin? Entertainment of any kind that is not live? The ability to travel to Australia from 
Minneapolis in a day’s time for the price of five men’s suits? Recorded music, movies, and cable 
television? How much would you have to be paid to surrender the Internet for a month? No 
Facebook. No Netflix. No email. No Google searches. No Google Maps. 

These are Piketty’s crumbs. Here are some others. 

It is doubtful that anyone in my old Ohio neighborhood on the west side of Columbus was a one 
percenter. My mother worked as a "lunch lady" at the local elementary school and later as a 
secretary for Xerox. My father worked at a grocery store before enlisting in the military. They 
never complained, but, as my mother says, "We ate a lot of Hamburger Helper." 

I remember hot summer days before many people with middle incomes could afford an air 
conditioner. I remember how dramatically it changed our quality of life, too. AC is ubiquitous and 
cheap today, but is it a crumb?�My mother slept in on one Christmas in, I think, 1978, on orders 
from my father. She awoke to find that he had bought and installed our first dishwashing 
machine. As an economist, I try to think about how to measure the value of that washing 
machine, but I am at a loss. Surely, it was worth more than it cost. There’s a notion of consumer 



surplus in welfare analysis, but that fails to capture the extra-economic utility people actually 
experience. 

I remember getting one of the nation’s first cable television systems—30 channels instead of 
three, including CNN (which debuted in 1980) and HBO and ESPN. A movie "costs" $15 to see 
at the theater, yet we have millions of hours of broadcasting piped over cable every month at no 
marginal cost. ... 

... The most compelling photo from the first decade of the 20th century comes from a street in 
Manhattan. A dead horse, clearly malnourished, had collapsed and was awaiting collection. This 
was a common occurrence in cities everywhere, as horse-drawn commerce and transportation 
remained predominant. Indeed, there are a half dozen other carriages—not automobiles—in the 
background. What compels are the eight boys at play in the sewer a few feet from the dead 
horse. Two older boys are standing and staring at the photographer, while the younger boys are 
barefoot and seated along the gutter, splashing. Nearby wooden buildings are in shambles, 
windows wide, shutters hanging askew. The streets and sidewalks are bricked and worn down. 

The germ theory of disease was barely a half-century-old when this photo was taken. Antibiotics 
would be discovered decades later, and widely used only when these boys were adults, 
assuming they survived the Great War and the plague of 1918. ... 

... I asked my mother what it would take for her to give up air conditioning for a year. She lives in 
Florida, and she didn’t have to think long to name her price. "Nine million dollars."�What does 
all this mean? It means the inequality debate is a slippery slope almost by design, cleverly 
limited to ensure that free-market advocates will never have the high ground except the one 
afforded by sheer common sense. The way to win the argument is simply to ask about those 
crumbs of progress that progressives ignore. Ask if critics of capitalism actually believe progress 
can happen (child labor laws, voting rights, electrification, hot showers) and can continue. 

Second, it means that economic theory is falling short, because it cannot successfully measure 
progress over the long term. What economists call consumer surplus—the difference between 
what you are willing to pay for something and its actual price—is a fraction of the value we 
experience, but Piketty doesn’t even count consumer surplus. To paraphrase Oscar Wilde, 
progressive economists know the price of everything, but the value of nothing. Scholars who 
research income trends should no longer ignore positive externalities which are tiny year to year 
but extraordinarily large decade to decade. The political stakes are too high, and inequality 
debate too central, for us to pretend the foundations of microeconomics are firm. If Nordhaus is 
right, intangible gains are many multiples greater than median incomes. 

For voters, this means we should pause in our rush to "fix" capitalism. Yes, modern economies 
in Europe, Asia, and the Americas are imperfect, but recognize that they have enriched 
everyone in intangible yet vital ways. Does this mean, as the sharp-witted economist Brad 
DeLong charges, that I am saying we shouldn’t care about inequality? Maybe a better way to 
frame it is that the inequality you’ve been told about is almost certainly an illusion. If poorly 
measured inequality is the price of progress—mothers and babies alive, blood transfusions, civil 
rights, ice cubes in summertime, and, yes, Facebook—it is a very small price indeed. 

  
  
From NewsAlert we learn about some of Piketty's factual errors.  



Leftist economist Thomas Piketty , is yet another of a long line of economists , who know 
nothing about history. Economist Robert Murphy busts Piketty for his wrong take on American 
economic history. Here's Thomas Piketty from his book Capital in the Twenty-First Century 
pages pages 506-507: ... 
  
  
More from Forbes.  
Given the excitement that Thomas Piketty’s new book, Capital in the Twenty-First Century, has 
stirred up within the political left, the French economist probably should have titled it Fifty 
Shades of Inequality. 

In Capital, Piketty presents a painstakingly researched case for doing what progressives ranging 
from Paul Krugman to Barack Obama want to do anyway, which is to raise taxes and expand 
the power and reach of government. Unfortunately for liberals, Piketty gets almost everything 
wrong, starting with the numbers. ... 

... If America’s welfare population (along with their lifestyles) were put in a time machine and 
sent back to the France of 1870, they would be viewed by the ordinary people of that time as a 
strange new aristocracy. 

Our welfare recipients would be envied for their (comparatively) ample and varied food, 
(comparatively) large dwelling units, (comparatively) huge selection of clothing, amazing 
creature comforts (e.g., electric lights, indoor plumbing, air conditioning, washing machines, 
etc.), ability to travel at 80 miles an hour, capability to communicate with each other at the speed 
of light, and access to dazzling entertainment via flat panels on their walls. 

However, what the ordinary French citizens of 1870 would probably be most envious of 
regarding our welfare population is their immunity to common infectious diseases, as well as 
their ability to easily cure the ones that they did get. And, of course, the ordinary people of 1870 
France would envy our welfare recipients for the fact that they enjoyed their incredible lifestyle 
without having to work. 

We can stop this line of discussion here. The point is that Piketty’s painstakingly researched 
numbers are worthless, because they ignore the existence of the modern welfare state. Our 
various welfare programs redistribute a huge percentage of national income, and, therefore, for 
the purposes of Piketty’s comparisons across time, they redistribute the beneficial ownership of 
capital. 

Now, let’s move on to the (many) other things that Piketty gets wrong. ... 

... Piketty claims that his tax system would not impact economic growth or entrepreneurial 
innovation. However a comparison between France and the U.S. renders this assertion 
laughable. For reference, France, already has a wealth tax, as well as a much higher marginal 
income tax rate than the U.S. (75% vs. about 43%). 

Of the 100 most valuable corporations in the world, 44 are based in the U.S., and 5 are based in 
France. This means that the U.S., which has less than 5 times the population of France and less 
than 6 times the GDP, has created almost 9 times as many “Top 100” companies. 

The comparison is even more lopsided in terms of the total market capitalizations of the two 
countries’ “Top 100” companies, with a ratio of more than 13:1 in favor of the U.S. 



These comparisons are just the warm-up. The real shock comes when you look at when each 
country’s “Top 100” companies were started. 

The last time that France created a “Top 100” company was 100 years ago: Total Petroleum, in 
1924. And, Total was founded at the initiative of the French government. The most recent 
private French venture in today’s global “Top 100” is L’Oreal, which was founded in 1909. 

In contrast, one U.S. “Top 100” company (Facebook) was founded only 10 years ago. Another, 
Google, which was started in 1998 by two guys in a dorm room at Stanford University, has a 
market cap approaching that of all 5 of France’s “Top 100” companies added together. 

In the 90 years since Total was founded, the U.S. created 17 of its 44 “Top 100” companies, 
including 1 in the 2000s, 2 in the 1990s, 4 in the 1980s, and 4 in the 1970s. 
 
The progressives want us to believe that high taxes don’t impact growth and innovation. Sure, 
Professor Piketty. Right. Uh-huh. ... 

... In believing in their own omniscience, progressive intellectuals fall into the trap described so 
brilliantly by George Gilder in his book, Knowledge and Power. They seek to intervene in 
systems that they do not, and inherently cannot, understand. 

In the final analysis, progressivism is simply the time-release form of communism. This is fine 
with progressives like Piketty, because they truly believe that the only thing wrong with soviet 
communism was that it was run by Stalin, rather than by them. Give them another chance 
(starting with an 80% marginal income tax rate and a global wealth tax), and this time they will 
get it right. 

  
  

 
 
 

  
  
Commentary  -  Economy 
Piketty's Crumbs 
Inequality economists know the price of everything but understand the value of nothing. 
by Tim Kane 
  
Three years ago, Thomas Piketty’s Capital in the Twenty-First Century (2013) made its author 
the most famous economist in the world. The book caused a sensation by highlighting rising 
income and wealth inequality in the United States and Europe, especially in its jarring claim that 
inequality is just as bad today as it was a hundred years ago. Piketty writes: "The poorer half of 
the population are as poor today as they were in the past, with barely 5 percent of total wealth in 
2010, just as in 1910. Basically, all the middle class managed to get its hands on was a few 
crumbs." 
These two sentences sum up a profound irony—the central contradiction of modern 
progressives. They do not believe in progress. A century ago, America’s first progressives 
believed very much in the power of their reforms. Theodore Roosevelt was proud to protect the 
environment. John Dewey was busy promoting universal education. Alice Paul was busy fighting 



for a woman’s right to vote. They succeeded. Today, neo-progressives would have us forget all 
that, and maybe it’s because economic hindsight is anything but clear. 
As a professional economist, I find myself haunted by Piketty’s book. After reflecting on the 
issue many, many times, attending conferences, and reading dozens of scholarly papers, I keep 
coming back to his disturbing comparison of our time to the year 1910. Why 1910? He could 
have picked 1960 or 1800, I suppose, but the year 1910 seemed to float in the back of the mind 
like a silent paradox. Have we nothing but crumbs to show for a century of capitalism? 
One way to value the progress enjoyed by everyday people is to imagine having to do without 
all of the material things we have that our ancestors lacked. How much money would you be 
willing to accept to give up indoor plumbing for a year? Having water on tap in every home in 
2010 offers us no point of comparison to 1910. The current crisis of toxic tap water in Flint, 
Michigan has caused an uproar, but it’s in part a story that shows how much we take clean tap 
water for granted. Most homes have five or more taps between the kitchen, bathroom sinks, 
shower, and washing machine. The cost of tap water across the United States is roughly half a 
penny per gallon, which is surely far less than the actual value we get from it. But few homes in 
1910 had any taps. Treating water with chlorine to cleanse it of toxins was first done in 1908. 
How much money would you demand to give up modern public goods such as highways or 
emergency fire and ambulance services? How much is air conditioning worth to you? What 
about penicillin? Entertainment of any kind that is not live? The ability to travel to Australia from 
Minneapolis in a day’s time for the price of five men’s suits? Recorded music, movies, and cable 
television? How much would you have to be paid to surrender the Internet for a month? No 
Facebook. No Netflix. No email. No Google searches. No Google Maps. 
These are Piketty’s crumbs. Here are some others. 
It is doubtful that anyone in my old Ohio neighborhood on the west side of Columbus was a one 
percenter. My mother worked as a "lunch lady" at the local elementary school and later as a 
secretary for Xerox. My father worked at a grocery store before enlisting in the military. They 
never complained, but, as my mother says, "We ate a lot of Hamburger Helper." 

I remember hot summer days before many people with middle incomes could afford an air 
conditioner. I remember how dramatically it changed our quality of life, too. AC is ubiquitous and 
cheap today, but is it a crumb?�My mother slept in on one Christmas in, I think, 1978, on orders 
from my father. She awoke to find that he had bought and installed our first dishwashing 
machine. As an economist, I try to think about how to measure the value of that washing 
machine, but I am at a loss. Surely, it was worth more than it cost. There’s a notion of consumer 
surplus in welfare analysis, but that fails to capture the extra-economic utility people actually 
experience. 

I remember getting one of the nation’s first cable television systems—30 channels instead of 
three, including CNN (which debuted in 1980) and HBO and ESPN. A movie "costs" $15 to see 
at the theater, yet we have millions of hours of broadcasting piped over cable every month at no 
marginal cost. 

I remember the invention of the VCR, soon forgotten when the DVD took its place. And who 
could forget the first computer their parents bought in the late 1970s, expensive and hopelessly 
limited by today’s standards?�These are Piketty’s crumbs, too, things that add value invisible to 
economic metrics. 



For Americans with distinct memories of life in 1980 or 1940, technical charts about inequality 
cannot possibly describe the difference in their lives made by these crumbs. Blue-collar families 
worked too hard and achieved too much to be told that an air conditioner and a dishwasher are 
nothing but crumbs. They know what life was like without seat belts and orthodontics. They, not 
some abstract economic philosophy of free markets, built the country. So when neo-
progressives question capitalism in America, they are ultimately questioning the values and 
choices of middle-class workers who toiled to purchase all those invaluable little luxuries. 

To be sure, the flaw in inequality accounting is not Piketty’s alone. It is fundamental to 
microeconomic analysis. So much of what makes life worth living cannot be measured in 
dollars. The point is that if those things could be measured, they would probably show how 
much richer everyone has become. 

1910 IN PICTURES 

Maybe history, not economics, has the answer. Howard Zinn, the leftist polemicist and author of 
The People’s History of the United States, challenged people look back in time with a wide 
unfiltered lens. Published in 1980, Zinn’s book is touted as "the first scholarly work to tell 
America’s story from the bottom up—from the point of view of, and in the words of, America’s 
women, factory workers, African Americans, Native Americans, working poor, and immigrant 
laborers." 

 

                                                      Arnao family on Hitchen’s Farm 



Consider the note scrawled on the back of a photo taken in Seaford, Delaware in May 1910. 
"This photo shows what was formerly a chicken coop, in which during the berry season the 
Arnao family live on Hitchen’s farm. Seventeen children and five elders live here. Ten youngest 
children range in age from 3 to 13." The photographer was Lewis Hine, a teacher in New York 
City. Hine took around 40 plates (photos) per year—fewer in number than the photos my fourth-
grader took of her parakeets on a recent Saturday. But photography was young in 1910, and 
Hine realized his images could be a powerful tool for social change. He was hired by a 
progressive organization to travel and document child labor around the United States, images 
that are freely available in an online collection. They reveal young lives cut short, ruined lungs, 
broken backs, and poverty almost beyond our imagination. 

 

    Henry Sharp ‘Shorpy’ Higginbotham, a ‘greaser’ 



In December 1910, Hine wrote this description for another photograph: "Shorpy Higginbotham, 
a ‘greaser’ on the tipple at Bessie Mine, of the Sloss-Sheffield Steel and Iron Co. in Alabama. 
Said he was 14 years old, but it is doubtful. Carries two heavy pails of grease, and is often in 
danger of being run over by the coal cars." According to the historian Joe Manning, who dug up 
other records, Henry Sharp "Shorpy" Higginbotham had six brothers and three sisters. His father 
died a few years after the photo was taken. Shorpy survived the trenches of World War I but 
was "crushed by a rock" in a mining accident just two months after getting married. 

 

Another chilling picture from another photographer in 1910 shows what a real chain gang looks 
like. The caption reads: "Chain gang of convicts engaged in road work, Autumn 1910. Pitt 
County, North Carolina. The inmates are quartered in the wagons, which are equipped with 
bunks and move from place to place as labor is utilized. The central figure is J.Z. McLawhon, 
county superintendent of chain gangs. The dogs are bloodhounds used for running down any 
attempted escapes." 

Look closely and you see the shotguns and the sad unlucky prisoners who are tasked with 
holding the dogs that hunt down their fellows. Chain gangs often housed poor blacks who 
couldn’t pay simple fines and became indentured to the state indefinitely. Slavery, as Zinn might 
remind us, didn’t end so suddenly as we were told. Progress has been hard, and slow. Yet who 
would trade today’s race relations for yesteryear’s? 



 

The most compelling photo from the first decade of the 20th century comes from a street in 
Manhattan. A dead horse, clearly malnourished, had collapsed and was awaiting collection. This 
was a common occurrence in cities everywhere, as horse-drawn commerce and transportation 
remained predominant. Indeed, there are a half dozen other carriages—not automobiles—in the 
background. What compels are the eight boys at play in the sewer a few feet from the dead 
horse. Two older boys are standing and staring at the photographer, while the younger boys are 
barefoot and seated along the gutter, splashing. Nearby wooden buildings are in shambles, 
windows wide, shutters hanging askew. The streets and sidewalks are bricked and worn down. 

The germ theory of disease was barely a half-century-old when this photo was taken. Antibiotics 
would be discovered decades later, and widely used only when these boys were adults, 
assuming they survived the Great War and the plague of 1918. 

  

LIFE, DEATH, AND EXTERNALITIES 

If material progress is difficult to measure, immaterial progress is impossible to measure, yet is 
arguably much more valuable—things like increased health, greater liberty, and deeper social 
connections. Although the most common fatal conditions of 1910 have been cured, try to 
imagine getting a cancer diagnosis a century ago. The five-year survival rate for breast cancer 
today is 91 percent, according to data from the National Cancer Institute, much better than the 
75 percent rate in 1975. But in 1910, the survival rate was zero. You only survived breast cancer 
if you were misdiagnosed. 

And consider the dangers of birth in 1910. Of every 100 births, one mother died. According to 
the Centers of Disease Control, 10 percent of newborns died before their first birthday. In the 



century since, infant mortality declined by over 90 percent, while maternal mortality declined by 
99 percent. 

Yet how does one factor mortality into gross domestic product? That narrow economic metric 
ignores the real terror and insecurity of procreation before modernity. Can you imagine how 
much we would have to pay a pregnant, middle-class American woman today to face the 
mortality odds of 1910? She does not pay for medical safety in this sense. The psychological 
absence of mortal terror in 2010 medicine is not included in the list price. 

Medical progress is what economists call a "positive externality." You may be vaguely familiar 
with the term externality because it is evoked often in environmental debates. When a dirty 
factory belches pollution into the river, or when a vulgar patron screams to himself in the library, 
others pay the "social cost" for the negative externality. In cases involving oil tankers and 
pristine coastlines, the costs are clear. Lawsuits and government regulations are meant to 
"internalize" such costs and make the economy run more fairly. But what about positive 
externalities? Those are mostly ignored as a matter of policy. 

Now, to be sure, positive technological externalities are encouraged by governments—in the 
form of intellectual property rights. Without copyright protections that make it possible for people 
who produce intellectual work to prosper from it, we wouldn’t be able enjoy Downton Abbey or 
Guardians of the Galaxy or the music of Adele. Without patents, commercialization of inventions 
would be radically slower. However, allowing creators to charge monopoly rents for their 
creations is a far cry from giving them full compensation for the associated social gains. If a 
doctor invents a pill tomorrow that extends productive human life by 5 percent, will he reap 5 
percent of the world’s labor income? 

Piketty neglects positive externalities entirely. To be fair, there is one passage in Capital that 
could be interpreted as a discussion of tech externalities, but it reflects poorly on the author. He 
mocks the "cult of Bill Gates" and admits knowing frankly nothing about what exactly Gates did 
to earn so much money. His message is that Gates, and all wealthy software entrepreneurs, are 
riding for free on the shoulders of giants because none of their innovations would be possible 
without the work of thousands of hardware engineers. Piketty must be unaware how widely 
shared Microsoft’s stock is among its employees and how well hardware engineers have been 
compensated upstream and downstream from the Seattle company, including the thousands 
who worked at Intel, Dell, Cisco, and Hewlett-Packard, to name a few. Many became 
millionaires with Microsoft stock options, and many more worldwide piggy-backed on the 
publicly traded stock. What’s strange is that Piketty misses the irony: Capital in the Twenty-First 
Century was composed by his own free-riding on desktop software applications: word 
processing and spreadsheets. Will Piketty be sharing his royalties with Microsoft engineers? 

Everyone alive today is free-riding on technology, yet none of these social gains are included in 
Piketty’s income data. Think about the free riding we get from medical science, and then narrow 
it down to just one medical innovation. Leave aside Alexander Fleming’s discovery of penicillin 
on September 28, 1928. Leave aside the introductions of vaccines for yellow fever in 1935, 
influenza in 1945, polio in 1955, and the measles, mumps, and rubella in the 1960s. Leave 
aside, too, the development of pretty much every painkiller known to man (except aspirin and 
alcohol)—all developed after 1910.�Just think about blood. 

Few people survived surgery at the dawn of the 20th century. Surgery was invasive. Sepsis was 
common. There were was no blood supply. Indeed, the very idea of a "blood supply" is a 
modern one. It wasn’t until 1901 that blood types—A, B, AB, and O—were first discovered. 



Blood could not be stored for transfusions in 1910, and not because refrigerators had yet to be 
invented. Blood naturally coagulates outside the body within minutes, so doctors had mere 
minutes to transfuse blood from a donor to a patient before the stuff gummed up the needle, 
tubes, and funnels. The very rare exception was to find a donor who would allow a major artery 
to be levered up out of his skin, severed, and then sewn into a wealthy patient’s vein. 

Early experiments with anti-coagulants proved fatal because the chemicals were toxic. A 
German doctor named Richard Lewison challenged skeptics and continued to test different 
chemicals in different ratios to find a non-fatal blood thinner, using animal subjects to prove the 
concept. In 1915, he discovered the right mix—a small amount of sodium citrate—allowing 
donor blood to be stored for days and used on demand. 

The invention was resisted by the medical establishment for years. There was a cultural bias 
against donors and fears about sharing blood between the races. Would just one drop make you 
an African? Logistics were a problem, too. Where would the blood be stored in mass quantities 
to accommodate dozens or hundreds of surgeries? 

A century later, the United States has a vast blood infrastructure that supplies a patient in need 
every two seconds. The American Red Cross, which provides just under half of the blood supply 
in the U.S., reports that 41,000 donations are needed every day, 15.7 million donations per 
year. Other innovations have extended the shelf life of donated red blood cells to 5-6 weeks. 

How do economists calculate the gains of all those lives? They don’t. 

LET THERE BE LIGHT 

The workplace in 1910 offers another stark contrast with 2010. In the crowded tenements of 
New York City where dozens of immigrant families toiled, men, women, and children crowded 
around tables near the windows and strained their eyes to see what they were sewing. The 
industry exploited young women with no recourse to vote for change because they had no right 
to vote and precious few labor rights.�Much has changed between 1910 and 2010, particularly 
when one considers an event that riveted Americans at the time: the Triangle Shirtwaist Factory 
fire in Greenwich Village that killed over a hundred shirtwaist factory workers in early 1911. It 
was preceded by a failed strike during which many of the young factory women were beaten by 
paid thugs. Triangle is remembered because most doors were locked from the outside to keep 
girls in place during factory hours, locks that trapped them inside when the fire came. 

The typical workplace in the U.S. today is much safer. And well lighted. Your office probably has 
four or more overhead bulbs bathing every corner with the light of the noontime sun. That light 
costs pennies, but how much is it worth? 

After years of obsessive research into that question, William Nordhaus published a paper in 
1996 that challenged this "Achilles heel" for economists: measuring incomes across times of 
technological change. "Estimates of real income are only as good as the price indexes are 
accurate," he said. And "most of the goods we consume today were not produced a century 
ago." Nordhaus was already a famous economist, co-author of the leading introductory textbook 
in the field and a distinguished critic of environmental pollution. But his 1996 paper revealed 
dramatic technological progress in the ways people light their homes at night, especially the 
acceleration during the industrial revolution. 

Nordhaus opened our eyes to the advent of kerosene lamps in the 1860s (which probably saved 
whales from extinction). He accounted for dozens of innovations over the centuries in candle-



making, lamps, and electrification. But his biggest insight was translating the nominal costs of 
light in terms of a day’s work, pithily concluding that "an hour’s work today will buy about 
350,000 times as much illumination as could be bought in early Babylonia." 

Comparing the most recent data to the Piketty baseline, Nordhaus calculates a true price of light 
for a filament lamp has declined to one percent of what it was in 1910. That’s not even 
comparing the fluorescent revolution since the 1990s, which has led to an improvement of 
another order of magnitude. All told, light costs less than one-tenth of one percent now than it 
did when Shorpy and other children were mining coal a century ago. The deeper message of 
Nordhaus’s research is that standard economic measures of GDP and prices were failures at 
measuring real progress. He wrote: 

We travel in vehicles that were not yet invented that are powered by fuels not yet produced, 
communicate through devices not yet manufactured, enjoy cool air on the hottest days, are 
entertained by electronic wizardry that was not dreamed of, and receive medical treatments that 
were unheard of. If we are to obtain accurate estimates of the growth of real incomes over the 
last century, we must somehow construct price indexes that account for the vast changes in the 
quality and range of goods and services that we consume, that somehow compare the services 
of horse with automobile, of Pony Express with facsimile machine, of carbon paper with 
photocopier, of dark and lonely nights with nights spent watching television, and of brain surgery 
with magnetic resonance imaging. 

Other economists have expanded upon this insight, none with more wit than Don Boudreaux. 
Using a 1956 Sears catalog he bought on eBay in 2012, Boudreaux applied the hours-of-work 
approach to pricing a dozen products over half a century. Neglecting the quality improvements 
entirely, Boudreaux still found that the cost reductions ran 75 to 95 percent. The cheapest 
television set in 1956 was six times more expensive in hours of work than the lowest priced 
2012 model—and the newer one is in color, has two more inches of screen, higher resolution, 
lower weight, better sound quality, durability, and a remote control. Washing machines were five 
times more expensive during the fifties. Refrigerators, nine times more. 

Refrigeration did not even exist in 1910. In fact, as I’ve spent time researching innovations that 
have reshaped modern living, I’ve discovered that Piketty could hardly have picked a worse year 
for contrast. As Wikipedia will tell you, key innovations that led to the refrigerator for domestic 
use occurred in 1913, 1914, and 1916. In that decade, Frigidaire was founded. Of course, a 
home unit in the 1920s often cost more than an automobile, but prices came down and made 
the refrigerator a standard appliance in middle-class homes by the middle of the 1950s. 

Today, the penetration of refrigerators has reached essentially 100 percent of all homes, rich 
and poor, just as it has for microwave ovens and vacuum cleaners. Even poorer, developing 
countries such as Thailand, China, and Brazil have refrigerator penetration rates between 70 
and 95 percent. 

The global market for appliances was over $300 billion in 2013, according to a study published 
by Citi. That’s just one third the size of the market for consumer electronics, but I would wager 
that appliances are valued much more highly. Again, value—not only price—is the key to 
Piketty’s crumbs. The whole paradigm of incomes and prices leads to the false conclusion that 
cheap modern goods are crumbs. 

How much do you personally value refrigeration? Imagine no leftovers, cheese, or produce in 
your home. And without a freezer, you could not enjoy ice. I found a two-door model on sale for 
$435. If we count the cost of electricity to power the refrigerator 24 hours a day, seven days a 



week, assuming a modern, efficient model running at 350 kilowatts per hour (kWh), it adds five 
dollars per month. Keep in mind, modern units use one quarter of the energy of models from the 
1980s. All told, a refrigerator will cost you $500 this year, at most. 

Here’s the vital question: Would you accept ten times that amount in cash to give up 
refrigeration? The reason you are likely to say no is that you value refrigeration much more than 
it costs. Yet it looks like a crumb to economists because income comparisons over time neglect 
utility. Adam Smith called this the paradox of value. 

Most would say the biggest difference between 2010 and 1910 is not in medicine or lighting, or 
Sears appliances, but in the climate in which we live every day—the interior climate of homes, 
offices, and vehicles. I’m talking about air conditioning. 

"Until the 20th century, Americans dealt with the hot weather as many still do around the world," 
writes Will Oremus in Slate. "They sweated and fanned themselves." It wasn’t until 1902 that a 
New Yorker named Willis Carrier invented the process of "conditioning" the humidity in air, and 
not until 1922 that he developed a giant system of machines that cooled air for human comfort. 
Far too big and expensive for home use, the invention was deployed in public for the first time in 
Rivoli Theater in Times Square during the summer of 1925. As the technology diffused and 
improved, it was primarily experienced in public venues such as hotels and movie theaters. Now 
air conditioning has become so ubiquitous, so common, that we take it for granted. 

I asked my mother what it would take for her to give up air conditioning for a year. She lives in 
Florida, and she didn’t have to think long to name her price. "Nine million dollars."�What does 
all this mean? It means the inequality debate is a slippery slope almost by design, cleverly 
limited to ensure that free-market advocates will never have the high ground except the one 
afforded by sheer common sense. The way to win the argument is simply to ask about those 
crumbs of progress that progressives ignore. Ask if critics of capitalism actually believe progress 
can happen (child labor laws, voting rights, electrification, hot showers) and can continue. 

Second, it means that economic theory is falling short, because it cannot successfully measure 
progress over the long term. What economists call consumer surplus—the difference between 
what you are willing to pay for something and its actual price—is a fraction of the value we 
experience, but Piketty doesn’t even count consumer surplus. To paraphrase Oscar Wilde, 
progressive economists know the price of everything, but the value of nothing. Scholars who 
research income trends should no longer ignore positive externalities which are tiny year to year 
but extraordinarily large decade to decade. The political stakes are too high, and inequality 
debate too central, for us to pretend the foundations of microeconomics are firm. If Nordhaus is 
right, intangible gains are many multiples greater than median incomes. 

For voters, this means we should pause in our rush to "fix" capitalism. Yes, modern economies 
in Europe, Asia, and the Americas are imperfect, but recognize that they have enriched 
everyone in intangible yet vital ways. Does this mean, as the sharp-witted economist Brad 
DeLong charges, that I am saying we shouldn’t care about inequality? Maybe a better way to 
frame it is that the inequality you’ve been told about is almost certainly an illusion. If poorly 
measured inequality is the price of progress—mothers and babies alive, blood transfusions, civil 
rights, ice cubes in summertime, and, yes, Facebook—it is a very small price indeed. 

  
  
  



News Alert 
Leftist Thomas Piketty, Another Economist Who Gets Historical Facts Wrong. 
President Herbert Hoover Raised Top Rate to 63% in 1932 Which Keynesian 
Economist Gets Wrong Hurting His Argument.  
by Steve Bartin 
  

 
Leftist economist Thomas Piketty , is yet another of a long line of economists , who know 
nothing about history. Economist Robert Murphy busts Piketty for his wrong take on American 
economic history. Here's Thomas Piketty from his book Capital in the Twenty-First Century 
pages pages 506-507:  
[T]he Great Depression of the 1930s struck the United States with extreme force, and 
many people blamed the economic and financial elites for having enriched themselves 
while leading the country to ruin. (Bear in mind that the share of top incomes in US 
national income peaked in the late 1920s, largely due to enormous capital gains on 
stocks.) Roosevelt came to power in 1933, when the crisis was already three years old 
and one-quarter of the country was unemployed. He immediately decided on a sharp 
increase in the top income tax rate, which had been decreased to 25 percent in the late 
1920s and again under Hoover’s disastrous presidency. The top rate rose to 63 percent in 
1933 and then to 79 percent in 1937, surpassing the previous record of 1919. 
Economist Robert Murphy explains:  
(1) The top rate was lowered to 25 percent in 1925, not exactly “the late 1920s” and 
certainly not by Herbert Hoover. (I think the brief 24 percent rate in 1929 was a one-off 
adjustment in the surtax, but I am not certain and I’m not going to go look it up right 
now.) 
 
(2) The top rate was jacked up to 63 percent in 1932, not 1933, and it was done by Herbert 
Hoover, not by FDR. (Note that the 63 percent rate applied to the 1932 tax year, so we 
can’t rescue Piketty by saying he was referring to the first year of impact rather than the 
passage.) 
 
(3) The top rate was raised to 79 percent in 1936, not 1937. (If you want to cross-reference 
another source, this page also agrees that the 79 percent rate kicked in in 1936.) 
 
Now if there had just been one instance of Piketty being off by a single year, I would 
excuse it by saying maybe he got mixed up in interpreting how US tax laws work. But to 
say (or did he merely imply?) that Hoover was the one to lower tax rates to 25% is just 
crazy; Hoover wasn’t inaugurated until March 1929, and the top rate was lowered to 25% 
back in 1925. 



 
Furthermore, notice that this isn’t an “arbitrary” screwup on Piketty’s part: On the 
contrary, it serves his narrative. It would be really great for Piketty’s story if the right-
wing business-friendly Herbert Hoover slashed tax rates to boost the income of the 1%, 
thereby bringing in a stock bubble/crash and the Great Depression. Then FDR comes in 
to save the day by jacking up tax rates. Except, like I said, that’s not what actually 
happened. 
 
 
As Megan Mcardle reminds us:  
Hoover did not tighten up on spending. According to the historical tables of the Office of 
Management and Budget, spending in 1929 was $3.1 billion, up from $2.9 billion the year 
before. In 1930 it was $3.3 billion. In 1931, Hoover raised spending to $3.6 billion. And in 
1932, he opened the taps to $4.7 billion, where it basically stayed into 1933 (most of 
which was a Hoover budget). As a percentage of GDP, spending rose from 3.4% in 1930 
to 8% in 1933--an increase larger than the increase under FDR, though of course 
thankfully under FDR, the denominator (GDP) had stopped shrinking.  
Herbert Hoover: the father of the New Deal, no matter what your tenured professor tells you.  
  
  
  
  
  
  
  
Forbes 
Thomas Piketty Gets The Numbers Wrong 
by Louis Woodhill 

Given the excitement that Thomas Piketty’s new book, Capital in the Twenty-First Century, has 
stirred up within the political left, the French economist probably should have titled it Fifty 
Shades of Inequality. 

In Capital, Piketty presents a painstakingly researched case for doing what progressives ranging 
from Paul Krugman to Barack Obama want to do anyway, which is to raise taxes and expand 
the power and reach of government. Unfortunately for liberals, Piketty gets almost everything 
wrong, starting with the numbers. 

Piketty claims that capitalism is in crisis, because the importance of capital in our economy is 
growing, the “Top 10%” owns most (70%) of it, and the “Bottom 50%” owns almost none (5%) of 
it. However Piketty’s numbers ignore the capitalized value of Social Security, Medicare, and our 
other welfare state programs. These programs are huge, and they disproportionately benefit the 
“Bottom 50%.”  

Social Security and Medicare are “pay as you go” social programs (which Piketty calls 
“PAYGO”). While Social Security and Medicare may not add anything to the physical capital of 
the economy as a whole, from the point of view of the individuals enrolled in the programs, they 
represent capital. Specifically, the Social Security and Medicare contributions function as forced 
savings, and the benefits function as annuities. And, Piketty certainly counts annuities owned by 
“the rich” as part of their wealth. 



Social Security and Medicare are structured such that the capital accumulation from the forced 
savings of the lower income classes is heavily augmented by subsidies paid for by the higher 
income classes. 

The ultimate example of this might be the case of the first Social Security benefits recipient, Ida 
May Fuller, who was definitely not in the “Top 10%.” 

Ms. Fuller received about $180,000 in Social Security benefits, in return for a bit more than $400 
in contributions (both numbers in today’s dollars). And, she also received 10 years of Medicare 
coverage for nothing. 

Living requires income. In Piketty’s model, there are only two kinds of income: income from 
labor, and income from capital. Because Ms. Fuller didn’t work for the last 35 years of her life, 
she must have lived off income from capital. Ms. Fuller must therefore have owned significant 
capital (in the form of her claim on the Social Security Administration) when she retired in 1939. 
Because Piketty’s wealth distribution numbers do not take this form of capital into account, they 
are simply wrong. 

But wait! Social programs are just promises by the government to pay, and they could be 
repudiated at any time. 

Yes, but government bonds are also nothing more than government promises to pay, and 
Piketty counts them as private wealth. Government bonds can be (and have been) repudiated, 
both directly (Argentina, Greece) and via inflation (almost everywhere). 

Because high earners receive a return on their contributions that is lower than the interest rate 
on federal debt, the entire “unfunded liabilities” of Social Security and Medicare must logically 
arise from the benefits promised to the “Bottom 50%.” Let’s see how taking these unfunded 
liabilities into account would affect Piketty’s numbers. 

Piketty estimates that, in 2010, the U.S. had total national wealth of about $54 trillion. The “Top 
10%” owned 70% of this, the “middle class” (the next 40%) held 25% of the total, and the 
“Bottom 50%” owned 5%. 

If we assume that the (75-year) unfunded liabilities of Social Security and Medicare ($9.6 trillion 
as of 2010) will ultimately be dealt by taxing “the rich” (i.e., the “Top 10%”), then the true U.S. 
wealth distribution in 2010 was actually much different than the one that Piketty describes. 

After adjustment for the capitalized value of Social Security and Medicare, in 2010, the “Top 
10%” actually owned 52.2% of national wealth, not much more than the 50% observed for this 
group in 1970s – 1980s Scandinavia, which was the society with the lowest inequality that 
Piketty has ever found. And, the “Bottom 50%” really held 22.8% of total wealth, close to the 
25% that Piketty believes would pertain in an “Ideal Society.” (See Table 7.2 in Capital.) 

But wait! There’s more! Specifically, there is a lot more to the U.S. welfare state (which Piketty 
calls “the social state”) than just Social Security and Medicare. 
 
Because Piketty presents (purportedly) comparable data from 1870 to 2010, and draws 
comparisons between the Belle Epoch (1870 to 1914) and the present, it is literally shocking 
that Piketty ignores the impact of welfare programs on the effective distribution of capital. 



Piketty cites literature from around 1900 to make points about inequality of wealth. Many of the 
characters in the novels of Jane Austen and Honore de Balzac did not work, and never 
expected to work. Work was simply not a part of the lives of people in their social class. 

This lifestyle was made possible by the Austen/Balzac characters’ ownership of capital, the 
rents from which provided them with annual incomes of 50 to 100 times that of the average 
citizen of the time. So, for Piketty, the big deal about owning capital is that it provides income 
that you don’t have to work for. 

Well, the U.S. currently has more than 100 million working age people that don’t work. Many of 
these people are being supported by family members, but there are millions of adults (18 – 65) 
that are living off our welfare state (including Social Security Disability). Because these people 
don’t have labor income, in Piketty’s model, they must be paying their bills with capital income. 

Hmmmm. People that are able to live for years, if not their entire lives, without working. Sounds 
like characters in a Jane Austin novel, doesn’t it? 

But wait! Jane Austen’s characters were rich, and people on welfare in the U.S. are poor, right? 
Well, let’s see. 

If America’s welfare population (along with their lifestyles) were put in a time machine and sent 
back to the France of 1870, they would be viewed by the ordinary people of that time as a 
strange new aristocracy. 

Our welfare recipients would be envied for their (comparatively) ample and varied food, 
(comparatively) large dwelling units, (comparatively) huge selection of clothing, amazing 
creature comforts (e.g., electric lights, indoor plumbing, air conditioning, washing machines, 
etc.), ability to travel at 80 miles an hour, capability to communicate with each other at the speed 
of light, and access to dazzling entertainment via flat panels on their walls. 

However, what the ordinary French citizens of 1870 would probably be most envious of 
regarding our welfare population is their immunity to common infectious diseases, as well as 
their ability to easily cure the ones that they did get. And, of course, the ordinary people of 1870 
France would envy our welfare recipients for the fact that they enjoyed their incredible lifestyle 
without having to work. 

We can stop this line of discussion here. The point is that Piketty’s painstakingly researched 
numbers are worthless, because they ignore the existence of the modern welfare state. Our 
various welfare programs redistribute a huge percentage of national income, and, therefore, for 
the purposes of Piketty’s comparisons across time, they redistribute the beneficial ownership of 
capital. 

Now, let’s move on to the (many) other things that Piketty gets wrong. 

Piketty seems to assert that it is possible (starting from here) to greatly increase the value of 
society’s capital without, at the same time, greatly increasing its income. This is the only way 
that the capital/income ratio could double, as Piketty predicts that it will in the 21st century. 
However, the “Produced Assets” numbers from the U.S Bureau of Economic Analysis (BEA) 
belie Piketty’s thesis. 

As shown below, the GDP yield from nonresidential assets (valued at “market”) has remained 
fairly constant over the past 62 years, oscillating around a mean value of about 44%. 



 

There is a lot to this chart. For now, just note that the BEA data contradicts Piketty’s prediction 
of an endlessly growing ratio of capital to national income. It also suggests that our growth rate 
is not limited to the 1.5%/year that Piketty projects. We could grow faster if we accumulated 
nonresidential assets faster. And, we could accomplish this by giving our companies and 
entrepreneurs an environment that is more conducive to investing capital within the U.S. 

As an aside, residential assets produce a GDP return of about 8%. Even at this low rate of 
capital productivity, residential assets can produce the 5% return on capital for their owners that 
Piketty expects. This is because, as the BEA does the numbers, producing housing services 
(from existing residential assets) doesn’t require any labor. 
 
Piketty predicts that a slowdown in population growth will reduce the maximum sustainable 
growth rate of GDP. In saying this, Piketty buys into the superstition that: 

GDP growth rate = labor force growth rate + productivity growth rate 

The equation above is an accounting identity, and it is true by definition. However it is not an 
accurate description of cause and effect. At least for real GDP growth rates between 0% and 
4%, the correct equation is: 

GDP growth = 0.44 nonresidential asset growth + 0.08 residential asset growth 



Labor has little to do with economic growth. Capitalism is about capital and knowledge. If 
businesses have strong incentives to invest in the U.S., they will produce fast GDP growth here, 
with the available labor force. 

Of course more investment and faster GDP growth will lead to rising wages, and the higher pay 
will pull more people into the labor force. This is why we have never actually observed sustained 
productivity growth of more than 2% per year. 

Here is another important point to which Piketty seems oblivious. How can population growth 
limit GDP growth (at least anytime soon), when we currently have massive unemployment and 
underemployment in the U.S. (and even more of it in France)? 

The U.S. working age population grew by 0.98% in 2013. Let’s assume that it continues to grow 
at this rate. In December 2013, the U.S. was 15.7 million full-time-equivalent* (FTE) jobs short 
of full employment (defined as the labor force conditions of April 2000). This means that total 
FTE employment could grow at 2% per year for 11 years before we would be approaching full 
employment. And, even at that point, we would still have 111 million working age adults that 
were not working for pay. 

One obvious conclusion from reading Capital is that Piketty doesn’t believe in economic growth. 
Or rather, he believes that a certain amount of growth will “just happen,” whether marginal tax 
rates are 25% or 80%. Piketty’s own equations show that higher economic growth reduces 
inequality, but he doesn’t spend much time pondering how GDP growth could be increased. 

In truth, Piketty isn’t interested in growth; he is interested in equality. Piketty believes that 
inequality is bad, and that it represents the “crisis of capitalism.” He also believes that tax rates 
don’t impact economic growth. Given this, (and the fact that he is a French leftist), it is not 
surprising that Piketty’s solution to inequality is even more progressive taxation. 

Piketty’s fix for the current inequality “crisis” comprises an 80% marginal tax rate on incomes 
above (say) $500,000/year, plus a progressive global wealth tax (with a top rate of 5% per year, 
or perhaps even 10% per year for billionaires). 

Since Piketty himself seems on track to earn $1,000,000 in 2014 from book sales and speaking 
engagements, we can only assume that he will be voluntarily handing over 80% of everything he 
earns over $500,000 to the French government. After all, having decried rising inequality in 
France, Piketty would hardly want to contribute to this scourge personally. 

Piketty proudly predicts that his tax system would not only reduce wealth inequality, but would 
also cause “supermanagers” (CEOs and other high paid corporate executives) to agree to 
accept lower pretax pay. This would reduce inequality with respect to labor income. 

Piketty claims that his tax system would not impact economic growth or entrepreneurial 
innovation. However a comparison between France and the U.S. renders this assertion 
laughable. For reference, France, already has a wealth tax, as well as a much higher marginal 
income tax rate than the U.S. (75% vs. about 43%). 

Of the 100 most valuable corporations in the world, 44 are based in the U.S., and 5 are based in 
France. This means that the U.S., which has less than 5 times the population of France and less 
than 6 times the GDP, has created almost 9 times as many “Top 100” companies. 



The comparison is even more lopsided in terms of the total market capitalizations of the two 
countries’ “Top 100” companies, with a ratio of more than 13:1 in favor of the U.S. 

These comparisons are just the warm-up. The real shock comes when you look at when each 
country’s “Top 100” companies were started. 

The last time that France created a “Top 100” company was 100 years ago: Total Petroleum, in 
1924. And, Total was founded at the initiative of the French government. The most recent 
private French venture in today’s global “Top 100” is L’Oreal, which was founded in 1909. 

In contrast, one U.S. “Top 100” company (Facebook) was founded only 10 years ago. Another, 
Google, which was started in 1998 by two guys in a dorm room at Stanford University, has a 
market cap approaching that of all 5 of France’s “Top 100” companies added together. 

In the 90 years since Total was founded, the U.S. created 17 of its 44 “Top 100” companies, 
including 1 in the 2000s, 2 in the 1990s, 4 in the 1980s, and 4 in the 1970s. 
 
The progressives want us to believe that high taxes don’t impact growth and innovation. Sure, 
Professor Piketty. Right. Uh-huh. 

Piketty attributes two thirds of the increase in total income inequality since 1980 to the rise of 
what he calls “supermanagers,” which are highly paid corporate executives. Piketty then notes 
that, to date, the rise of the supermanagers has mainly been an Anglo-Saxon phenomenon, with 
the labor incomes of executives in the U.S., the U.K., Canada, and Australia far outpacing those 
of managers holding similar jobs in continental Europe and Japan. 

Piketty examines and dismisses the possibility that the supermanagers’ pay could be based 
upon classical economics, i.e., their marginal productivity. Here, Piketty’s progressive ideology 
blinds him to his own data. 

All of the things about supermanagers’ pay that Piketty puzzles and frets over are explained by 
Figure 5.6, on page 189 of Capital. This graph shows the “Tobin Q” (the ratio of the market 
value of a corporation to its book value) for companies in the U.S., the U.K., Canada, Japan, 
Germany, and France. 

Figure 5.6 shows that, in 1980, the Tobin Q of corporations ranged between 22% (Germany) 
and 61% (Canada), with the U.S. at 42%. 

Piketty doesn’t seem to realize that a Tobin Q value of less than 100% means that the markets 
believe that the corporation in question is destroying the economic value of its capital. He also 
doesn’t seem to get that the owners of such companies would want to hire CEOs that would fix 
this, and would be happy to reward them handsomely for doing so. 

Piketty’s data shows that the supermanagers that took over the leadership of corporations in the 
U.S., the U.K., and Canada around the time that Ronald Reagan took office managed to raise 
the Tobin Q of their companies to levels over 100%, while the much-lower-paid executives in 
Japan, Germany, and France never even came close to accomplishing this feat. 

Given that the “exorbitant” compensation of the Anglo-Saxon supermanagers was deducted 
before computing the profits that determined the market values of their companies, Piketty’s 
own data says that, in a purely economic sense, the English-speaking supermanagers were 
worth much more than they were paid. In contrast, the executives in Japan, Germany, and 



France failed in their most fundamental job, which was to enhance, rather than destroy, the 
value of the capital entrusted to them. 

Before moving on to an extended discussion of another one of Professor Piketty’s major errors, 
let’s do a “Piketty Idiocy Lightning Round:” 

 In Piketty’s world, it would be a bad thing if someone were to develop a drug that cured 
Alzheimer’s. This is because that person would certainly become a multi-billionaire, and 
that would increase inequality.  

 The only thing worse than the scenario described above would be if, because his/her 
newfound riches hadn’t been confiscated by Piketty’s income and wealth taxes (as they 
certainly should be), he/she used the capital to develop a cure for cancer. Even more 
inequality!  

 Under Piketty’s tax system, it would have been impossible for Elon Musk to leverage his 
success with PayPal to fund Tesla Motors.  

 In Piketty’s model, it would be a disaster if 15 million unemployed Americans went out 
tomorrow and got jobs paying $8.00/hour. This because is creating new jobs that pay 
less than the average wage of the “Bottom 50%” will increase labor income inequality.  

 In contrast, it would be good if all of America’s minimum wage workers quit their jobs and 
went on welfare, because then labor income inequality would be reduced.  

 On page 309 of Capital, Piketty notes approvingly that the minimum wage in France has 
been higher than that of the U.S. since 1985. However, Piketty doesn’t mention that, 
since 1985, French unemployment has averaged about 9%, vs. about 6% for the U.S.  

 Seizing all of the venture capital firms in America and giving the funds to Amtrak would 
be good, because it would not only reduce wealth inequality, but also allow the federal 
government to build much needed (in the opinion of progressive intellectuals, at least) 
high-speed rail infrastructure.  

 To Piketty, a rising ratio of wealth to national income is bad, and a falling ratio is good. 
Accordingly, Piketty’s bad periods have names like “la Belle Epoch” (the beautiful era), 
the “Roaring Twenties,” and “the Soaring Sixties.” In contrast, his good times have names 
like “World War I,” “World War II,” and “the Great Depression.” 

That’s enough for the Lightning Round. Now, let’s examine another one of Piketty’s core 
delusions, that unaccountable corporate managers and government bureaucrats can manage 
society’s capital as well or better than the rich individuals that control it today. 

Piketty’s wealth tax would shrink large existing fortunes, and his 80% marginal income tax rate 
would prevent top executives from becoming truly rich. OK, but then what? As noted above, 
GDP growth is driven by the build-up of productive assets, and the assets have to be owned 
(and, even more importantly, managed) by someone. 

A likely outcome of imposing Piketty’s system would be a new Great Depression. Anything you 
tax you get less of, and Piketty’s system would impose huge taxes on accumulating and 
maintaining assets, which are what drive GDP. 

At the very least, Piketty’s system would make the U.S. more like France, where capital is 
controlled less by rich individuals, and more by corporate managers and the government 
(dirigisme). This is obviously what progressives like Piketty, Krugman, and Obama want, so let’s 
look at why they want this. 

Returning to Piketty’s Figure 5.6, something happened in the U.S. shortly after 1980 that caused 
corporate Tobin Q ratios to start rising. Namely, some rich individuals (like Carl Icahn and T. 



Boone Pickens) created leveraged buyout (LBO) firms, which then proceeded to mount (or 
threaten) hostile takeovers of companies with low Tobin Q ratios. 

The low-performing firms made tempting LBO targets, because they were earning low returns 
on their existing assets, and they were destroying capital when they reinvested their cash flows. 

Often, the steps that were taken to improve the target firms’ returns on capital involved reducing 
headcount, breaking unions (Reagan created the precedent for this when he crushed the air 
traffic controller’s union, PATCO), and moving operations to lower-cost locales (e.g., the 
southern U.S., Mexico, China). 

Progressives didn’t like the LBO boom. They want corporate managements to be responsive to 
non-owner “stakeholders” (like unions and environmentalists), so they would prefer that 
compliant CEOs not have to worry about being tossed out by corporate raiders. 
 
If there had been no large private fortunes in 1980, there would have been no LBO firms. There 
would also have been no venture capital firms to fund “disruptive” technologies. Bureaucrats, 
whether in corporations or government, don’t like surprises. 

The above notwithstanding, here is a quote from an April 25, 2014, New York Times Article (“A 
Walmart Fortune, Spreading Charter Schools”) that provides an example of what progressives 
probably hate the most about the existence of large concentrations of privately controlled 
wealth: 

According to Marc Sternberg, who was appointed director of K-12 education reform at the 
Walton Family Foundation last September, Walton has given grants to one in every four charter 
start-ups in the country, for a total of $335 million. 

“The Walton Family Foundation has been deeply committed to a theory of change, which is that 
we have a moral obligation to provide families with high quality choices,” said Mr. Sternberg. 
“We believe that in providing choices we are also compelling the other schools in an ecosystem 
to raise their game.” 

Progressives believe that education should be controlled by the state, and that the state should 
be controlled by progressives. The last thing that progressives would want would be for there to 
be individuals possessing sufficient wealth to be able to disrupt the progressives’ symbiotic 
relationship with the teachers’ unions. And, the last thing that the teachers’ unions would want 
would be to be forced to “raise their game.” 

At the deepest philosophical level, American capitalism is rooted in the Declaration of 
Independence, and the wellspring of French economic thinking is the Declaration of the Rights 
of Man and the Citizen (as interpreted by generations of French intellectuals with a leftist 
agenda). 

On page 480 of Capital, Piketty says: 

…how far do equal rights extend? Do they simply guarantee the right to enter into free 
contract—the equality of the market, which at the time of the French Revolution, seemed quite 
revolutionary? And, if one includes equal rights to an education, to health care, and to a 
pension, as the twentieth century social state proposed, should one also include rights to 
culture, housing, and travel? 



The second sentence to Article I of the Declaration of the Rights of Man of 1789 formulates a 
kind of answer to this question, since it in a sense reverses the burden of proof: equality is the 
norm, and inequality is acceptable only if based upon ‘common utility.’” 

Of course, this is not what Article I of the Declaration of the Rights of Man actually says. The 
actual text is: 

1. Men are born and remain free and equal in rights. Social distinctions may be founded 
only upon the general good. 

The Declaration goes on to say some pretty conservative things: 

2. The aim of all political association is the preservation of the natural and imprescriptible 
(sic) rights of man. These rights are liberty, property, security, and resistance to 
oppression. 

Obviously, similar to what American progressives have done with the U.S. Constitution, French 
progressives, like Piketty, have taken the Declaration of the Rights of Man and twisted it into 
something that the people that wrote it would probably not recognize. (A right to culture? At the 
expense of others? Really? What about the right to property?) 

But, for the moment, let’s go with Piketty’s assertion that inequality has to be justified by 
generating “common utility.” 

The key question, of course, is “common utility” in whose opinion? Who gets to be the judge of 
whether a proposed transaction benefits “common utility?” 

Under American capitalism, the ultimate arbiter of “common utility” is the market. A free market 
is designed to maximize “common utility” by processing the preferences of 317,000,000 people, 
expressed in the form of voluntary offers to buy and sell, into an optimum allocation of resources 
and an efficient coordination of efforts. 

When Piketty talks about “common utility,” what he means is, “common utility as judged by 
progressive French intellectuals like me.” 

Piketty doesn’t understand why a system based upon voluntary transactions pays 
supermangers so much, so he assumes that there cannot be a valid reason. It then follows that 
government force can and should be applied to reduce the supermanager compensation that 
Piketty deems excessive, and that doing this will impose no costs on the economy. 

In believing in their own omniscience, progressive intellectuals fall into the trap described so 
brilliantly by George Gilder in his book, Knowledge and Power. They seek to intervene in 
systems that they do not, and inherently cannot, understand. 

In the final analysis, progressivism is simply the time-release form of communism. This is fine 
with progressives like Piketty, because they truly believe that the only thing wrong with soviet 
communism was that it was run by Stalin, rather than by them. Give them another chance 
(starting with an 80% marginal income tax rate and a global wealth tax), and this time they will 
get it right. 

*FTE jobs = full-time jobs + 0.5 part-time jobs 
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