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KARL MARX 1818-1883 



Marxôs ñCapitalismò Prediction 

Class Inequality č

ÅCapitalism destroys 
safety nets 

ÅPolitics is subordinated
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The Rich Get Richer, Again



The 1% and Growing Inequality 
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Trends in US Income 



Winner-Take All Economy



Winner-Take-All Society

Hyper Concentration of Income 

SustainedHyper Concentration 

Weaksafety net; no trickle down 



No Trickle Down 



Inequality-Producing Systemic Changes

Deindustrialization 

Deregulation of the labor market 
(weakening of labor employment 
protection) 

Skill-biased technological changes

Global Competition 



The Global Trend Toward 

Modular Production Networks

From vertical integration to vertical disintegration models
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Global Production Chains

14

An increasing share of production and world 
trade takes place within these chains 

Γ



Skill Biased Technological Changes



Jaimovich& Siu2012



Winner-Take-All Features č

ÅFinance
ÅEntertainment 
ÅSports
ÅAcademia 
ÅCorp. executives & managers



Combating Poverty

OECD (2008)
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[B] Post-tax/transfer poverty rate







Government Intervention 

and Inequality

Social Welfare System 



Government Intervention 

The welfare 
state

Life-course risks & events

Sickness

Job loss

Child-birth

Old-age

Death 

Accidents

Disability

Income 
Loss

Income 
Maintenance

I. Social Insurance
Social security, healthcare. ALMP 
and unemployment benefits

II. Functional Equivalent
(tax credits/expenditures, min. 
wage, agricultural subsidies

III. Public assistance
(The safety net)

Wage loss

Private Support 
(e.g., churches, NGO, 
families, neighbors) 



Size of Social Welfare System



Types of Social Welfare Systems

Liberal

15%

USA

Productivist

< 10%

E. Asia

Latin
America

< 7%

Hybrid

19%

Japan



Causes of Variation

Economic development

Religion 

Level of democratization 

Political left (strong labor unions)

Political and economic ideologies 

Ethnic diversity 



So How Did Europe 
Manage to Achieve Both 
Growth AND Equity?





Conventional Wisdom

Market Allocation 

Efficient 

Government 
Intervention

Inefficient

Capitalism 
Welfare State = 
Anti-Capitalism 



Does high taxes/high social welfare 
spendinghurt growth?

ÅNeo-Classical Economists: Yes, ñPolitics is 
Against Marketsò:  Social transfers are 
negatively correlated with growth

- Provides disincentive to workers (working 
less and hurts innovation)

- Hurts business 
- Increase in national debt
- Race to the bottom 



Does high taxes/high social 
welfare spending hurt growth?

Å No!  Peter Lindert: Economically 
successful countries tends to have higher 
social spending and taxes.

Å No net national costs of social spending 
and taxes.





The Formula for a Trifecta: 
high taxes, high equity, and high growth

Clever welfare policy mix/design

I. Chose policies with minimum side-effects on 
growth 

Example:  Less import barriers and corporate 
taxes; early retirement policies 



é Continue 

II. Fine-tuned work incentives 

Example:

-Employment placement bonus 

-Tax credits for working poor



Continueé
III. Chose pro-growth social investment 
policies that increase worker productivity

Examples: 

- public education

- child care

- parental leave

- healthcare



East Asia Story





Korea in 1950sé



Korea Today 



Spectacular Growth



High & Sustained Growth



Egalitarian Economic Development

ÅHighly Equal Income Distribution 
During Rapid Growth:

World Bank (1993) ñrapid, shared growthò 

ÅLarge Reduction in Poverty

Itôs a MIRACLE! 



Kuznets Curve

Income per Capita
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HEADLINES 



ñKorean elderly 
citizens are the 
poorest among 

OCED 
economieséAnd 
many are killing 
themselvesò



Elderly 
Suicide







JAPAN


