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A global progressive tax on individual net worth would offer the
best solution to the world’s spiralling levels of inequality

The issue of inequality is one of the most salient in global politics. Thomas Piketty writes on the
economic forces which have impacted upon inequality since the end of the First World War. He
argues that with disparities in income and wealth rising substantially over recent decades, a
global progressive tax on individual net worth would offer the best option for keeping inequality
under control. He writes that although implementing such a tax would be a major challenge
politically, it would be feasible if the EU and the United States, each accounting for around a
quarter of world output, put their combined weight behind it.

The distribution of income and wealth is one of the most controversial issues of the day. History tells us that there
are powerful economic forces pushing in every direction – towards greater equality, and away from it. Which
prevail will depend on the policies we choose.

America is a case in point. Here is a country that was conceived as the antithesis of the patrimonial societies of
old Europe. Alexis de Tocqueville, the 19th century historian, saw America as the place where land was so
plentiful that everyone could afford property and a democracy of equal citizens could flourish. Until the First World
War, the concentration of wealth in the hands of the rich was far less extreme in the US than in Europe. In the 20th
century, however, the situation was reversed.

Between 1914 and 1945 European wealth inequalities were wiped out by war, inflation, nationalisation and
taxation. After that, European countries set up institutions which – for all their faults – are structurally more
egalitarian and inclusive than those of the US.

Ironically, many of these institutions drew inspiration from America. From the 1930s to the early 1980s, for
example, Britain maintained a balanced distribution of income by hitting what were deemed to be indecently high
incomes with very high tax rates. But confiscatory income tax was in fact an American invention – pioneered in the
interwar years at a time when that country was determined to avoid the disfiguring inequalities of class-ridden
Europe. The American experiment with high tax did not hurt growth, which was higher at the time than it has been
since the 1980s. It is an idea that deserves to be revived, especially in the country that first thought of it.

The US was also first to develop mass schooling, with nearly universal literacy – among white men, at any rate –
in the early 19th century, an accomplishment that took Europe almost another 100 years. But again, it is Europe
that is now more inclusive. True, the US has produced many of the world’s outstanding universities, but Europe
has done better at producing solid middle-ranking ones. According to the Shanghai ranking, 53 of the 100 best
universities in the world are in the US, and 31 in Europe. Look instead at the top 500 universities, however, and
the order is reversed: 202 in Europe against 150 in the US.

People often talk up the virtues of their national meritocracies, but – whether in France, America or elsewhere –
such rhetoric seldom fits the facts. Often the purpose is to justify existing inequalities. Access to American
universities – once among the most open in the world – is highly unequal. Building higher education systems that
truly combine efficiency and equal opportunity is a major challenge facing all countries.

Mass education is important, but it does not guarantee a fair distribution of income and wealth. US income
inequality has sharpened since the 1980s, largely reflecting the huge incomes of people at the top. Why? Have
the skills of the managerial cadre advanced further than everyone else’s? In a large organisation, it is hard to know
how much each person’s work is worth. But another hypothesis – that top managers by and large have the power
to set their pay themselves – is better supported by the evidence.
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Even if wage inequality could be brought under control, history tells us of another malign force, which tends to
amplify modest inequalities in wealth until they reach extreme levels. This tends to happen when returns accrue to
the owners of capital faster than the economy grows, handing capitalists an ever larger share of the spoils, at the
expense of the middle and lower classes. It was because the return on capital exceeded economic growth that
inequality worsened in the 19th century – and these conditions are likely to be repeated in the 21st. According to
Forbes global billionaire rankings, top wealth holders have been rising more than three times faster than the size
of the world economy between 1987 and 2013. The Table below illustrates the overall trend in wealth and income
growth for different groups.

Table: Average annual growth rate in the wealth/income of groups of the world’s population

Source: Capital in the 21st Century

US inequality may now be so sharp, and the political process so tightly captured by top earners, that this will not
happen – much like in Europe before the First World War. But that should not stop us from aspiring to improve.
The ideal solution would be a global progressive tax on individual net worth. Those who are just getting started
would pay little, while those who have billions would pay a lot. This would keep inequality under control and make
it easier to climb the ladder. And it would put global wealth dynamics under public scrutiny. The lack of financial
transparency and reliable wealth statistics is one of the main challenges for modern democracies.

Of course there are alternatives. China and Russia, too, must deal with wealthy oligarchies, and they do it with
their own tools – capital controls, and jails whose bleak walls can contain the most ambitious oligarchs. For
countries that prefer the rule of law and an international economic order, a global wealth tax is a better bet. Maybe
China will come round to it before we do. Inflation is another potential solution. In the past it has helped lighten the
burden of public debt. But it also erodes the savings of the less well off. A tax on vast fortunes seems preferable.

A global wealth tax would require international co-operation. This is difficult but feasible. The US and the EU each
account for one-quarter of world output. If they could speak with one voice, a global registry of financial assets
would be within reach. Sanctions could be imposed on tax havens that refused co-operation. Short of that, many
may turn against globalisation. If, one day, they found a common voice, it would speak the disremembered
mantras of nationalism and economic isolation.

For a longer discussion of this topic, see Thomas Piketty’s book, Capital in the 21st Century
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