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Lecture topics
1. Causal theories of poverty
2. Simon Kuznets approach to measure inequality and hypothesis
explaining its trend in US
3. Thomas Piketty’s contribution for more countres and longer period:
inverted U with r>g
4. Branco Milanovic’s contribution: Kuznets waves with bening and
malign forces in explanations
5. Summary
6. Literature

Causal Theories of Poverty

Three families of causal theories of poverty
POLITICAL THEORIES
BEHAVIOURAL THEORIES

„the poor are poor because they engage in
•
counterproductive, poverty-increasing
behavior or risks like single motherhood or
unemployment”
Incentives – „rational responses of goal•
oriented individuals that result in problematic
behavior”
Culture – „schemas and repertoires that guide
the poor’s behavior” (culture of poverty)
„Poverty imposes a cognitive burden, present
bias, and stress, which then encourages
poverty-perpetuating behavior, such as lower
educational attainment”

STRUCTURAL THEORIES

„Economic context typically includes
economic growth and development,
industrialization and deindustrialization,
and spatial and skills mismatches.
Demographic context usually includes
neighborhood disadvantage, age/sex
composition, residential segregation,
urbanization, and demographic
transitions”

David Brady, Theories of the Causes of Poverty, 2019

„generic mechanisms for how states shape
poverty: (a) organizing the distribution of
resources (e.g., taxes and transfers, often called
redistribution), (b) insuring against risks, (c)
investing in capabilities (e.g., early childhood
education and health services), (d) allocating
opportunities (e.g., public employment), (e)
socializing normative expectations, and ( f )
disciplining the poor”

Five theories of poverty with causes and causal mechanisms

Ted K. Bradshaw (2007), Theories of Poverty and Anti-Poverty Programs in
Community Development, Community Development

The cycle of deprivation idea
from late 70ties of 20th century
– an example of influential
theory of persistent poverty

See historical development of this idea
Sociological Perspectives on Povert, JFR
2015

Holman. R. (1978), Poverty: Explalanation of Social Deprivation

Kuznets’ tradition: explaining the relationship
between average income and inequality

There are two separate strands in the literature about inequality and poverty explanations
EXPLANATION OF DISTRIBUTION OF INCOME (OR
OTHER VARIABLE IMPORTANT IN LIFE) IN SOCIETY

• Explanantions of distributions of what is important in
life and life chances within societies
• The main question is why some people are much
richer than others, why some are much poorer than
others in particular dimension (most often income
and wealth)?
• One popular explanation for economic inequality is
that humans with higher human capital (e.g. skills)
has a higher incomes and wealth (there is a positive
corelation between human capital and economic
variables)
For a review in economics see: Inequality of what among whom? Rival
conceptions of distribution in the 20th century 2005 (R.S. Goldfarb, T.C. Leonard).
Input of sociology to explanations: G. Esping-Andersen, Sociological Explanations of
Changing Income Distributions, 2007

EXPLANATION OF THE RELATIONSHIP BETWEEN
AVERAGE INCOME AND INEQUALITY

• Explanantions of a relationship between
average income and the level of inequality
in societies in longer period
• The main question is why in some period in
time there was a postitive correlation
(average income goes up, inequality goes
up) and in other period there was a negative
correlation (avarage income goes up,
inequality goes down)?
• First explanation was proposed by Simon
Kuznets

Simon Kuznets contribution to research on inequality

• Data: income series from US tax administration (1913-1948). In 1913 US
introduced personal income tax
• First problem was that only a fraction of US population started to pay
taxes. It was difficult to calculate overall distribution
• Kuznets combined data from other sources and calculated “the share of
total personal income earned by top income groups” and computed this
for the whole period year by year
• Result: top income shares had fallen sharply since the First World War,
but why?
Simon Kuznets, Shares of Upper Income Groups in Income and Savings, 1953
Simon Kuznets, Economic Growth and Income Inequality, 1955

Inequality

Kuznets explanation – inverted U curve and two sectors
Emerging new more
productive sector of
the economy

New more productive
sector of the economy
well developed

Explanation with two sectors of economy:
• old agricultural – less productive
• new industrial – more productive
RISE IN INEQUALITY: when new more
productive sector is emerging and small then
people employed there have higher incomes
than those in the old sector (left part of the
chart)

Average income

DECLINE IN INEQUALITY: When the new sector
attracts more and more people the result
inequality gradually is going down (right part of
the chart)

Thomas Piketty’s contribution: inverted U
with r>g

Thomas Piketty contribution
• Data: income series delivered by tax authorities but from many
countries and for longer periods related not only to income, but also
to capital
• Results
• Top income shares and other measures of inequality going up during the
last 30-40 years
• Studies about the relationship between income inequality and economic
development shows no general pattern
• Trend in the 20th century is U-shaped not inverted U as Kuznets predicted

• Conclusion: Kuznets was wrong – there is no automatic mechanism
that reduces inequalities in pace with economic development

Inverted U curve and U curve from Piketty’s data
Kuznets’ data

Piketty’s data

http://piketty.pse.ens.fr/files/capital21c/en/pdf/F0.I.1.pdf

Four empirical insights from Piketty with r>g
• Much of the change in the income share of the top 10 percent is driven by
changes in the top one percent
• Much of the decline that took place in the 20th century is (at least in certain
countries) driven by specific shocks which in turn affect capital income
• In recent decades, top income shares have risen dramatically in certain countries
(USA), while others have seen much more modest increases (France)
• Where the rise is greatest, it is driven primarily by wage income rather than
capital income
See short intro to Piketty’s famous book: The short guide to Capital in the 21st Century,
excerpt about r>g: „Since r [the rate of return on capital] is usually larger than g [the rate of
nominal economic growth], the wealthy get wealthier. The poor don't necessarily get poorer,
but the gap between the earnings power of people who own lots of buildings and shares and
the earnings power of people working for a living will grow and grow”

Branko Milanovic’s contribution: Kuznets
waves

Branko Milanovic’s framework
• Framework similar to Kuznets: economic inequality and the average
level of income
• Period of the last 500 hundred years with three sub-periods
1. Before Industrial Revolution (average income is stagnant)
2. After Industrial Revolution until Reagan-Thatcher governments in 1980s
(average income is going up)
3. Most recent period (average income is going up)

• General description of the data: Kuznets waves
• Theory: benign (welfare) and malign (warfare) forces
Here and below source is mainly: B. Milanovic, Global Inequality: A New Approach for the Age
of Globalization, 2016. His own presentation of the book

Kuznets, Piketty and Milanovic – comparison of inequality trends
Inequality increase and decrease
in a sinusoid-like pattern
Inequality decrease as
anomaly
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B. Milanovic, Global Inequality: A New Approach for the Age of Globalization, 2016

Benign and malign forces behind reduction of inequality – summary

B. Milanovic, Global Inequality: A New Approach for the Age of Globalization, 2016

What we have learnt? Summary
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There are two strands of literature with explanantions of inequality: 1) explanantions
of distribution of income in a society e.g. human capital as determining factor; 2)
explanantions of the relationship between income inequality and average income, e.g.
development of new more productive sectors in the economy
There are several theories explaining poverty e.g. individual, cultural, economic and
political structure, geographical, cumulative and cyclical
In explanantions of inequality and average income relationship there is a literature
started by Simon Kuznets approach to collect data and measure inequality (top income
share), depiction of trends (inverted U) and proposal for explanantion of trends (two
sectors theory)
Piketty and Milanovic continued Kuznets approach for more countries and longer
period of time
According to Piketty, the decline in income inequality in the 20th century was an
anomaly caused by external shocks like first and second world wars
According to Milanovic, as average income rises, inequality first rises, then falls, then
rises again and falls again (he called the pattern Kuznets waves)
Milanovic divided the explanations for the decline in inequality in the 20th century
into benign e.g. development of a redistributive welfare state, and malign e.g. world
wars

Required readings
• Reading 1: Kuznets Waves: A Definition excerpt from the book Global
Inequality: A New Approach for the Age of Globalization by Branko
Milanovic
• Reading 2: What Drove the Downswing of the First Kuznets Wave?
and What Is Driving the Second Kuznets Wave Up, and What Might
Drive It Down? from Milanovic's book
• Reading 3: Sources of income inequality in the economic literature
from Theoretical Approaches to Inequality in Economics and
Sociology. A Preliminary Assessment by Giovanni Guidetti, Boike
Rehbein

