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Thinking about Inequality

Zia Qureshi

RISING ECONOMIC INEQUALITY in many countries, espe-
ciallytherich ones, inrecent decadeshasemerged as animport-
ant topic of political debate and a major public policy concern.
Widening economic disparities and related anxieties are stoking
social discontent and are a major driver of the increased skepti-
cism about public institutions, political polarization, and popu-
listnationalism that are so evident today. Visions of Inequality, a
new book by Branko Milanovic, a leading scholar of inequality,
placestoday’s concerns and debate in context. Itis an absorbing
account of how thinking about inequality has evolved.

The book chronicles the way the economics discipline has
viewed and analyzed inequality from the French Revolution
to the end of the Cold War. It carefully distills the writings of
six of the most influential economists of that time—Francois
Quesnay, Adam Smith, David Ricardo, Karl Marx, Vilfredo
Pareto, and Simon Kuznets—with a chapter devoted to each. It
then reviews the work of neoclassical economists and inequal-
ity studies during the Cold War period. The book concludes by
examining advances in the analysis of inequality in the more
recent, post-Cold War period. In all, it is a sweeping, erudite
treatise on the intellectual history of inequality.

The earlier economists’ thinking about inequality was
framed mainly around social classes and means of production—
landowners, capitalists, workers. Their analysis focused more
on the functional distribution of income—rents, profits, wages.
Pareto framed inequality in terms of a social hierarchy of elites
versus the rest of the population. With Kuznets and later neo-
classical economists, the analysis shifted toward individuals
and interpersonal distribution of income, a shift aided in part by
greater availability of data onindividual income. The new data
and tools enabled the study of income distribution across indi-
viduals along various dimensions, such as educational attain-
ment or urban versus rural location. Milanovic traces this evolu-
tion in economic thinking about inequality from classesto elites
topeopleinrich detail, also showing howideas about inequality
were inextricably linked to historical context.

Milanovic calls the second half of the 20th century, spanning
the Cold War, a “long eclipse of inequality studies.” The rela-
tive lack of attention to distributional issues in part reflected
the faith of neoclassical economists in the functioning of mar-
kets and their outcomes. In addition, inequality within Western
economies initially moderated during this period, helped by ris-
ing demand for labor supported by stronger postwar economic
growth, improvements in education, and the introduction of
social welfare programs. According to Milanovic, these factors—
which diminished attention to inequality in economists’ work
and publicdiscourse during the Cold War—were reinforced by
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the politics of the era. Each side wanted

to present itself as less class based and

less unequal than the other: the compe-
tition between capitalism and commu-
nism pushed economicsinto the service

of the ruling ideologies’ political ends.

The picture has changed in recent
decades. Inequality hasresurged, driven
by a combination of factors: the differen-
tialimpacts of technological change and
globalization across firms and workers
and the current institutional and policy
settings. These include the state’s weak-
ened redistributive role as tax progres-
sivity declined and social programs
were squeezed by tighter fiscal con-
straints. This has prompted economists
to refocus their attention on inequality.
Inequality has risen not only in West-
ern economies, especially in the United
States, but also in post-Soviet Russia and
in major emerging market economies,
such as China and India.

In the book’s epilogue, Milanovic
reviews how contemporary econo-
mists have expanded the frontiers of
the study of inequality. The work of
Thomas Piketty stands out in this con-
text, especially in furthering the anal-
ysis of the role of wealth and nonlabor
income ininequality. Inequality studies
have awider compass, reaching beyond
a narrow neoclassical focus on mar-
kets to social and political power struc-
tures. These studies incorporate factors
such as gender and race and examine
inequality in broader dimensions than
just monetary income. And the focus
now extends beyond inequality among
citizens within countries to include
inequality among global citizens, an
area of pioneering work by Milanovic.

There is a silver lining to recent
inequality dynamics: inequality within
countries has been rising, but global
inequality (the sum of within-country
and between-country inequality) has
been falling. Developing economies
are narrowing the income gap with rich
countries. But, looking ahead, global eco-
nomic convergence faces new challenges
as the world’s growth outlook weakens
(especially for developing economies),
geopolitical tensions and the risk of geo-
economic fragmentation threaten trade
and investment between countries, and




F&D

Book Reviews ‘

technology alters the structure of inter-
national comparative advantage.
Visions of Inequality is an important
scholarly work. Butitis alsoagood read.
Milanovic mixes his methodical exam-
ination of the evolution of economic
thought about inequality with fascinat-
ing portraits of great economists and the
society and polity of their times.
Renewed and deeper attention to

inequality is timely. As Walter Scheidel
documents in his book The Great Leveler,
which reviews the history of the con-
sequences of inequality, large and per-
sistent increases in inequality can end
up badly. FaD
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The Flourishing Society

Vivek Arora

AMONG THE EARLY GRADUATE school memories of
many macroeconomists are the “golden rule” of saving, the
micro-foundations of wage and employment theory, and struc-
tural theories of unemployment. Edmund Phelps, the econ-
omist at the center of these fundamental insights and many
others and the recipient of the 2006 Nobel Prize in economics,
has written a new book that, as its captivating title suggests,
describes his intellectual journeys from his earliest theories
over six decades ago to his most recent ideas, how he came
up with them, the people he met along the way, and the ideas
they shared. He tells of his inspiration from the great minds
he encountered, including many giants of modern economics,
and from art, opera, and literature.

Creating any of the theories above could reasonably be con-
sidered a lifetime accomplishment, but Phelps is modest. He
views these pillars of work as important but “[not requiring] ... a
great deal of theoretical imagination” nor being “radical steps
in economic theory.”

Phelps’ real passion, and what he sees as his crowning
achievement, is his more recent theory of broad human “flour-
ishing.” Flourishing is about more than competing successfully
inafree market and prospering in terms of money and material
wealth. Itis also about job satisfaction, rewarding work, and the
wider notion of a good life that 19th and 20th century philoso-
phers and economists envisioned.

A central concept in Phelps’ theory of flourishing is “indig-
enous innovation.” Such innovation, unlike innovation in the
older tradition of Robert Solow or Joseph Schumpeter, is nei-
ther exogenous nor imported nor the sole preserve of famed
inventors or entrepreneurs. Rather, it comes from the ingenu-
ity of ordinary people going about their daily work. Phelps’ key
thesis is that when certain “modern” values—individualism,
vitality, self-expression—are present, they tend to drive indig-
enous innovation, which in turn drives productivity, growth,
and flourishing.
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The erosion of modern values in
advanced economies across recent
decades has, according to Phelps, con-
tributed to the relative stagnation of pro-
ductivity and real wages. A task for eco-
nomic policy, therefore, is to help society
regain these values in order to spark a
new wave of dynamism and innovation.
It will have to do so while dealing with
overwhelming challenges, including
climate change, digitalization, and the
plight of low-income earners.

Ifthe expanse of Phelps’ vision seems
overly broad for more conventional econ-
omists, it is worth knowing that Phelps
is not alone. His more expansive view
has been shared in different ways by
notable economists. For example, in his
recent book on inequality, Angus Dea-
ton (another Nobel laureate) also notes
the need for economics to take a broader
view of human welfare than just perfor-
mance in the marketplace.

There are caveats, of course. The goal
of flourishing and job satisfaction, while
inspiring, may strike some as more applica-
ble to richer societies than to those where
many people struggle simply to make a
living. Phelps acknowledges that his the-
ory of flourishing is not yet fully articu-
lated in a formal model that can be tested.
Moreover, the contention that a society’s
dynamism is driven by its culture and val-
ues, not simply by the incentives its people
face, must deal with the observation that
a society’s economic performance can
be transformed when its people’s incen-
tives change, for example through reforms.
Experiences in Asia, including China in
recent decades, and in Eastern Europe
after the Cold War, are obvious examples.
And the often high productivity of immi-
grants in their adopted countries testifies
to the influence of the economic environ-
ment on people’s fortunes.

Phelps’ book is profound, far-reach-
ing, and novel and combines analytical
depth with a deep concern for econom-
icsto describe the lives not of “economic
agents” but of actual human beings. The
reader is guaranteed to emerge with a
broader vision of economics and its pos-
sibilities. F&D
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