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Abstract: This paper is a brief review on the book ‘Capiitethe Twenty-First Century’ by the French schdlanmas Piketty.
The book has started a new debate about inequaldycapital taxation in Europe. It provides intérgsempirical facts and
develops a theory of the functioning of capitabsbnomies. However, | personally think the bookeiss convincing than
recognized in the public debate. The demonstrdiedry of economic growth in the book is elusive &uks a psychological
and behavioral underpinning. In fact, | do thin&ttthe increasing inequality and economic divergeare caused by capitalism
but the psychological and behavioral aspects ofdnsare of similar or greater significance. ThexfBiketty’s argument does

not stimulate an open and scientifically foundebdate in all aspects.
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1. Introduction

The book ‘Capital In The Twenty-First Century’ bpdmas
Piketty is recognized as one of the big surprisgthé recent
book market. The book has nearly 700 pages, buytiteeiss
length and bulky social and economic topic, itiscdssed in
virtually all mainstream newspapers and TV-showsunope.
Across the Atlantic, the book has been hardly ncaétiough
it is available in English and was reviewed by TIMEagazine
[1]. So far, it sells mainly on the east coast, keh&merica is
similar to Europe.

One reason might be that the author, a French gsoféas
counted as slightly left-wing. Nevertheles3apital in the
Twenty-First Centurys a best-seller in many countries and
Amazon.com. The huge public interest, measured dgg®
Trends in Figure 1, demonstrates that topics swchising
income inequalities and the unsoundness of capitahiave
the potential to influence modern societies inwlake of the
financial crisis.

In the next section, | describe the key findingd discuss
the most important implications. Section 3, conekidhe
paper.

2. Results and Discussion

The main theme of the book is the study of diffefenms

of capital, income and wealth inequalities overtiamd across
countries [2]. Piketty attempts to explain the etioin of the

upper, the middle and lower class. It is needlesay that the
definition of income classes can be criticized.cOtirse, this
is not the main point because definitions are eeitight nor

wrong — they just have to be applicable. The dédiniused by
Piketty is definitely practicable to support higg@ament in

growing inequalities.

The book asserts that the capital and wealth idigua
less distinct today than 100 years ago (before thVafar 1),
but nowadays the inequality level is revertingtattin earlier
times. He demonstrates that the main driver ofuaéty is a
simple economic relationship between the realahteturn (r)

afnd the output growth rate (g). Provided thistgreater thag,
Piketty argues that the concentration of capitghisicantly
increases over time. Moreover, he confirms thantitegated
inequality level in the 1950s is ‘largely a consenece of
accidental events (the shocks of 1914-1945, [the \World
Wars]) and specific institutions such as taxatiboapital and
its income’ (Piketty, p. 376, [3]). This messagaulisputed
in economics.

But what is really new in the book and what haggered
this enormous interest? And even more importacty, we
learn anything from it? The following paper is @ostandard
book review. It is a book review that emphasizes th
psychological and behavioral aspects the book é¢&irg.
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Hence, | intend to focus on the lessons from thekor the
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‘Eurozone Crisis’.
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Figure 1. Google Trends Statistics for Thomas Piketty, 200842

2.1. Popularity of the Book

First of all, Piketty’s book is based on a scigati#pproach
and uses unique time series over two centuriesefxtom
his normative statements in Part IV of the bool, ook is
written in an unbiased manner. Moreover, Pikettyqiste
frank about data limitations and potential errorkere are
many interesting findings. The long-run empiridedd series
are impressive, providing interesting insightsfonexample,
the limits of the
Modigliani-Miller (chapter 11), and thus the impamte of
psychological and behavioral elements
Moreover, he demonstrates the limited validity dfet
productivity law (chapter 6 & 9) in terms of wagayments
over the income distribution.

Obviously, the second secret of Piketty’'s succeshat he
avoids sophisticated mathematical equations or teobfemy
opinion, however, it is a weakness of the book bseit lacks
the theoretical underpinning of empirical factsn€equently,
Piketty's forecasts of future economic developmeats
nothing else than reading a crystal ball. Moreokiermainly
concentrates on standard theories developed byrRsbew
in the 1950s, neglecting what endogenous growtbrhes
taking into account or the new developments in biehal

life-cycle saving hypotheses o

in economic

emphasizing to counteract the Eurozone crisisastsdighted,
such as the unfledged idea of debt mutualisatibhelhad
studied his proposal with the same rigor as hedithe global
tax on capital, he would have immediately realizbdt it
would harm the poor in favor of the rich, whickc@ntrary to
the primary message of the book. Unfortunatelye®yfailed

to understand that ‘structural’ policy failures nah be
resolved by unlimited liquidity from governments agntral
banks rather by reforms [7].

¢ The third secret of the book is the timing of thiblcation.
Not only has it benefited from the recent financidsis which
Started questioning capitalism, but also the faet e are
currently living in a world, in which the top tereggent of
households in almost all advanced countries own
approximately 60 to 70 percent of the total cap@ahtributed

to the success of this book. Those inequality ek too
immense even for tolerant Americans and consemvativ
Europeans.

Last but not least, it is the right time becausedmpirical
analysis provides insights on the ongoing Eurozoists. To
put it in a nutshell, the book is published in apprecedented
environment of high inequalities, uncertainties, dan
imbalances in Europe and the world. All in all stleixplains
the public popularity of the book.

economics. In addition, he does not discuss belavio 2.2. Piketty’s View on the Eurozone Crisis

macroeconomics [4] with heterogeneous agents othiwary

of new economic geography [5,6]. This is even more Next, let me draw lessons for the Eurozone crisisnf

surprising because Piketty criticizes the
representative agent model’ in economic theory rsd\gnes
(p. 135ff, [3]). His critique is even less convingibecause
Piketty himself often uses average numbers for ipgv
propositions in the book. Finally, Chapter 16 dssing ‘The
Question of the Public Debt’ is definitely the weakpart of
the book because it is mainly unscientific and sohs
‘general store’ like. He is neither an expert in netary
economics nor macroeconomics, and thus any ofdsasi

‘so-chlle Piketty’s work. In my view, the most striking fimdj of the

book on Europe is not written in Chapter 16, whigabout
the Eurozone. Instead let us look to Figure 5.8hiapter 5 of
the book. Piketty shows the different levels ofpté capital
in relationship to national income across the majpbranced
countries (Figure 2). What can we learn from thigiFe, apart
from Piketty’s interpretation on increasing concation of
private capital in almost all countries?

First of all, we have to keep in mind that the wrigf the
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Eurozone crisis has mainly emerged due to macrasgian
imbalances, hence a divergence in competitivemssnally,
current account imbalances can be eliminated \jizssadents
of the bilateral exchange rate. However, in a mamyetinion,
the exchange rates are irrevocably fixed. Consdtyghe
only feasible mechanism is an immediate price andige
adjustment. This may eliminate the imbalances doskecthe
competitiveness gap. However, this policy respoise
sometimes painful for ordinary citizens in deficuntries.
Moreover, wage cuts alone cannot restore competigiss and
confidence in an economy. At the same time a ctigecount
deficit country has to enforce structural reforrosget the
economy back on track as soon as possible. Butypoékers
delay those policy measures, such as wage cutstardural
reforms at any time, due to the well-known politibasiness
cycle [8]. This observation is an unambiguous |asatier
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more than ten years of the European Monetary Uarahthe
history of economics [9]. Obviously, these two pwli
measures are often judged as one-sided and thedifputed
especially in current account deficit countriestsas France,
Italy, Spain, Greece, and Portugal. Indeed, theaetdes
demand that surplus countries should increase wagds
prices at the same time to reduce their competiégs.

In general, both arguments are economically effectdut
the book provides insights that the current apgréoa&urope
imposed by surplus countries is more valid and jusbther
words, the continuation of austerity is not onlypegpriate, it
is even better to counteract the current challeingesspect of
increasing inequalities within and across Eurozomantries.
This evidence is even supported by the recent amepart of
the independent and highly regarded German Couwrfcil
Economic Experts [10].

B
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Figure 5.3. Private capital in rich countries, 1970-2010
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Figure 2. Capital/Income Ratio Over The Long Run

The argument of surplus countries —of course Geymansupport from new monetary policy measures by th®iean

first in line— is as follows: austerity measures deficit
countries are needed to regain international coithgetess in
the Eurozone as a whole. The Eurozone competenenaly
internally rather with America and Asia. Therefoogyrent
account deficit countries have to cut prices angasaand not
the other way around. This economic argument ipcupd
by the most recent economic findings [10]. Simudtausly, as
long as deficit countries cut prices and wages afi as
implement reforms, the Eurozone surplus countrésssavia
European rescue facilities, such as the EuropeahiliBt
Mechanism (ESM). Furthermore, current account defic
countries under European rescue programs obtaiiticagd

Central Bank (ECB). This sounds like and is a bagdnand
prudent strategy. However, some people in bothlssirand
deficit countries reject this balanced approachred@son for
this rejection behavior has to do with typical hunheuristics
and biases in decision-making under uncertaintyes€h
decision-making paradoxes were already discovergd b
Kahnemann and Tversky [11] decades ago.

2.3. Piketty's Contradictions

Not surprisingly, Piketty himself refuses the catreescue
strategy in the book. However, he argues agaihstantific
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evidence presented in the first two parts of hiokban
addition, the balanced approach is in line witrergdindings

Without any help from other Eurozone countries, @sman
government imposed reforms in the labor and gooaiken.

in economics [7,10,14] and psychology and behaliordNow, almost 10 years later, Germany is benefitiognfthese

sciences [4,11].

Let me briefly elaborate this point for the Euroearisis.
When the European Monetary Union (EMU) was esthbtis
the real interest rate was negative in almostuaent account
deficit countries of today. That implies that, imetpast 10
years, these countries have accumulated massiestments
and future wealth. This is literally the true saurof the
Eurozone crisis and the rising inequalities withimd across
Eurozone countries (Figure 2). The developmerti@firivate
capital levels in Italy and France as examplestiar large
deficit countries, and Germany as a surplus couistryell
represented in Figure 2. Three distinct patterns ba
identified in almost all graphs in Piketty’s booken the past
40 years: i) similar capital inequality levels befd 990, ii)
rising capital inequalities in the convergence phfasm 1990
to 1998, and iii) finally divergence since the ety union in
1999. The real estate bubble in some deficit ciesBuch as
Spain is just another proof. At that time, Germdnag the
lowest output growth and the highest unemploymate in
Europe, particularly in the period between 2000 a005.

and many other reforms over the past decade insterin
competitiveness and economic growth. On the fiijfe sif the

positive economic development in Germany of todlag,real

wage is lower than 10 years ago and Germany hdarpest

low-income sector in Europe.

The empirical evidence on rising inequalities asrdsficit
and surplus countries adds an important fact wnéroversial
debate in the Eurozone. Unfortunately, Piketty dussstudy
this issue in the book explicitly. Consequently,sita fair
request of the domestic taxpayers in surplus cmsthat
deficit countries should pay their own bill for theast
(domestic) policy failures. It is strange that Rikenever
mentions this fact in the book at all. Instead, umes
ideological glasses such as a policymaker who woeler
admit an own policy failure and instead blames Raror
other countries. Figure 2 and Figure 3 show thatfaey is
less wealthy than any other European country ewethé
long-run. This fact is also proven in other studims the
European Central Bank [12] and Kalckreuth et &] [Figure
3).
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Figure 3. Level of Median Net Wealth in Euro Area Countries

The ECB [12] finds that the median and mean nettived

the main residence and has substantially lower thetidan

euro area households is 109 200 Euro and 230 800 Euhe median household in countries where the homership

respectively. The substantial difference betweeh hambers
is explained by the uneven distribution of wealtithim
countries. In addition, the ECB explains the ddfere in
household net wealth across countries as follo®k [1..the
two countries with a homeownership rate below 50&6nely
Germany and Austria, the “median” household doesawn

is above 50% (...).This evidence supports my argument that
crude policy demands from current account surplus o
presumably rich countries do not necessarily redoceme
and wealth inequalities. As a matter of fact, Riketidea of
debt mutualisation does not tackle the structucalnemic
problems within some of the Eurozone member stated) as
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France and Italy.
It is remarkable that Germany is immediately seamen
Piketty's eyes, just after a few good years buhvgainful

reforms a decade ago, as Europe’s richest economy.

Admittedly the GDP growth and income per capithigh in
comparison to most of the other Euro area membé&rsafter
the great recession of 2009. But at the same titheeyrich
states are sometimes lagging behind in terms ofthvisvels
and the degree of inequality, as confirmed in tlookb
Therefore, the preceding successful years are meswt of
German strength rather a result of bold labor mamd®rms
enforced by a left-wing government in office attthiane.
Thus, tackling the Eurozone crisis with a mixtufeaosterity
and reforms, as Germany did it 10 years ago, seerhe a
balanced as well as ‘left-wing’ approach [14]. Gemsently,
at present the Eurozone surplus countries are deéfigiue to
past and bold reforms, which other countries haeenb
postponing for several years. Hence, today, defitntries
are paying the bill for their own policy failuresdiignorance.
Even Piketty realizes this issue while studying da¢a. He
attempts to relativize this finding by comparinghriand poor
countries at the end of the book (p. 465ff., [BP)fortunately
this subsection does not convince an informed reade

3. Conclusion

In summary, Part | and Part Il of the bodkapital In The

comments from two anonymous referees. All remaieimgrs
are my responsibility.
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