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ABSTRACT

This essay draws on a recent agenda on compositional inequality to analyze the diversity of
distributional varieties of capitalism and their macroeconomic and political implications. It identifies
two key stylized facts that illustrate how distributional patterns vary both across nations and
globally. It then considers the normative appeal of a compositionally equal economy and explores
how such an ideal might intersect with four major economic transitions of our time. Finally, it briefly
examines the relationship between bottom-up capitalization and employment creation, drawing on
insights from the compositional inequality framework and Michat Kalecki’s classic reflections on the
political limits of sustained full employment.
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1. Introduction

To use the words of economist Branko Milanovic, capitalism is alone now. In other
words, it is the only economic system currently governing the world we live in.
Milanovic builds on the work of major economists of the past — including Max Weber,
Karl Marx, and Joseph Schumpeter — to describe capitalism as a system defined by
three main features. First, most production is driven by private ownership. Second,

economic activities are organized without a central authority directing them, relying
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instead on market mechanisms — in other words, coordination is decentralized. Third,
the system is driven by the profit motive: that internal drive that makes the non-satiation
axiom in consumer theory — where more is considered better — central to describing

economic behavior, both for firms and individuals.

In fact, it is hard to find economies today whose production system is entirely planned
and lacks private ownership. Even China, whose economic model relies heavily on the
role played by the state to channel investments and growth, has seen a significant
change in the composition of production over the past decades. Between 1998 and 2015,
the share of industrial output produced by state-owned enterprises (SOEs) declined
significantly, falling from slightly more than 50 percent to just over 20 percent
(Milanovic, 2019). This shift not only reflects a transformation in the structure of
production but also has profound implications for how incomes are generated and

distributed across individuals.

A key feature of capitalist systems is the division of income between two factors of
production: capital and labor. Labor income stems from work, while capital income
arises from the ownership of wealth. In the past, capital and labor were considered in
stark separation from each other. There was the capitalist, who owned the means of
production, and the worker, a mere input into a production system far beyond her
control. Today, the reality is different. Examples of capitalist workers or worker
capitalists are endless. Think about workers holding company shares or company owners
receiving, in addition to their considerable share of the company's profits, skyrocketing
salaries due to their labor input. Inequality, however, is still as extreme as it was in the
past. However, while we observe a clear change in the capital--labor composition
(shifting from extremely high to varying degrees across countries), this trend cannot yet

be considered a stylized fact.

The way capital and labor incomes are distributed among individuals shapes what I call
different distributional varieties of capitalism. Two extreme systems are particularly
relevant: Classical and New Capitalism. Classical Capitalism is characterized by a clear
division between rich capitalists and poor workers. In contrast, New
Capitalism describes a system in which both the rich and the poor are simultaneously

capitalists andworkers, blurring the boundaries that once separated the two classes.
What I want to argue in this essay, drawing on past work on the distributional varieties
of capitalism, is that socio-economic classes — as defined by classical political
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economists, and thus based on the income sources available to individuals — have
largely lost their relevance in today's economic systems. A stark separation between
wealthy capitalists and poor workers, which accurately described societies at
the beginning of the last century, fails to depict the world we currently live in.
Furthermore, I argue that compositional equality may be desirable because it promotes
fairness and supports an inclusive, profit-driven regime of accumulation and growth.
This is particularly relevant in a context of increasing capital share of income (i.e., an
economy in which GDP is increasingly composed of profits rather than employee
compensation). Through this work, I therefore aim to explore-- taking some distance
from technical considerations-- the desirability of a new form of capitalism in light of
the four major transitions of our time: socio-economic, environmental, technological, and

political.

This essay is structured as follows. The second section briefly introduces the reader to
the concept of compositional inequality, used to map different varieties of capitalist
systems, as well as its relevance for macroeconomic and political economy
considerations. The third section describes two key stylized facts on the distributional
varieties of capitalism, which will allow us to appreciate what can be understood about
the world through the lens of compositional inequality. The fourth section briefly
discusses some normative aspects of a compositionally equal economy. The fifth section
explores how the achievement of a compositionally equal society would interact with
four major economic transitions of our time. The sixth section offers a discussion of the
relationship between bottom-up capitalization and employment creation, drawing on
insights from the broader compositional inequality framework and
Michal Kalecki's reflections on the conditions for achieving full employment.

The seventh section concludes the paper.

2. Compositional Inequality

Compositional inequality describes differences between the rich and the poor in terms of
their income typology. Two sources of income are considered in this essay: labor and
capital incomes.l When compositional inequality is high, the rich and the poor are
earning their income from different sources: the rich mainly from pre-existing wealth,
the poor from labor. When, by contrast, compositional inequality is minimal, the rich
and poor are earning income from capital and labor in the same proportion: for
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example, twenty percent from wealth and the remaining eighty percent from labor. To
put it simply, under high compositional inequality, the rich are capitalists and the poor
are workers, while under low compositional inequality, rich and poor individuals are

both simultaneously capitalists and workers.

Different compositional inequality scenarios -- high and low compositional inequality --
can occur even at identical levels of income inequality. These different scenarios can
thus both describe societies with rich and poor individuals, with haves and have-nots.
What makes them different lies in the income composition of these two groups of
individuals. Studying compositional inequality thus allows us to go beyond the
unidimensional nature of income inequality (which tells us whether and to what extent
there are wealthy and poor individuals in society) and explore who these individuals are,
based on their income composition. I consider compositional inequality to be the
missing dimension for distributional analysis, as the channel through which the debate

about social classes can be refreshed from an economic perspective.

Compositional inequality is relevant for at least two main reasons. First, it links the
functional with the personal distribution of income. As I will discuss in greater detail in
the final section of this paper, the functional distribution of income describes the
distribution of profits and wages in overall GDP, while the personal distribution
describes how overall income is divided among individuals. The capital share of income,
which measures the dynamics of the functional distribution, has been rising in both the
developed and the developing world over the last four decades (Piketty, 2014). Knowing
how this increase translates into higher income inequality between individuals is of
utmost importance. This relationship between functional and personal income
distributions sheds light on one of the most compelling factors that shapes the dynamics
of income inequality in modern economies: capital accumulation. While this relationship
was central to a rich political economy debate in the mid-twentieth century (see Ranaldi,
2025, for a brief review of the literature), a proper framework for its empirical
assessment remained absent. Second, as noted in the introduction, compositional
inequality allows us to classify economic systems between two opposing strands of
capitalism: Classical and New Capitalism. 1 refer to the entire range of systems along

this continuum as the distributional varieties of capitalism.

The next section presents two key findings on the level and dynamics of compositional
inequality across countries. Although a detailed discussion of the technical aspects of

measuring compositional inequality lies beyond the scope of this essay, it is important to
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note that these findings are made possible by the development of a dedicated
measurement framework and statistical indicator (Ranaldi, 2022). This framework has

enabled the comparative analysis of countries along this specific economic dimension.

3. Stylized facts

While several studies have examined the dynamics of compositional inequality across
various countries, I wish to highlight two key facts. The first adopts a comparative
perspective, focusing on the levels of compositional inequality across countries
worldwide and their relationship with income inequality. The second considers the world
as a single nation, in the spirit of global inequality studies, aiming to identify the
dynamics of compositional inequality among global citizens at the beginning of the 21st

century. These two facts are illustrated in the two main graphs presented below.
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Source: Ranaldi and Milanovic (2022)

The first graph plots the level of income inequality against compositional inequality for

more than forty countries, covering almost 80% of global GDP and two-thirds of the
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world population (see Figure 2). Three main results emerge from this graph. First, the
higher the compositional inequality, the higher the income inequality. In other words,
classical capitalism displays higher interpersonal income inequality than new capitalism.
Second, three world clusters emerge from this analysis. The first cluster includes Latin
American countries, which are, on average, characterized by high levels of both
compositional and income inequality. These countries can, therefore, be considered
classical capitalist economies with extremely high interpersonal inequality. The second
cluster is composed of western countries, including the US, Canada, and the UK. This
cluster is characterized by mild levels of both inequality dimensions. Finally, the third
cluster is the Nordic countries, which surprisingly combine high levels of compositional
inequality with low levels of income inequality. The third result emerging from this
graph -- and in my view, the most compelling of the three -- is actually a non-result: we
do not find evidence of any countries with both low compositional inequality and
extremely high income inequality. In other words, we do not find evidence of new
capitalism characterized by very high interpersonal inequality. As we will see in the next
sections of the book, this result will shed light on the normative aspect of compositional

inequality.

Figure 2
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Source: Ranaldi (2025)

The second graph plots the growth incidence curves for capital and labor income,
separately, for the period 2000-2016. The main message from this graph is that global
compositional inequality has decreased in the 21st century, and at a non-negligible pace:
the world overall has transitioned from compositional inequality levels like those seen in
Latin America to levels seen in western countries. This reduction can be explained by
two major factors. First, the world has experienced an important individual-level
capitalization process: the percentage of individuals in the world with positive capital
income has risen from 20% to 32%. Second, the global middle class has benefited the

most from this capitalization process, and particularly so in China.

Taken together, these two graphs reveal two important insights about the nature of
today's capitalism. First, they show that economies are far from the stylized vision of a
system defined by a stark opposition between capital income earners and labor income
earners. We observe significant variation in the extent to which individuals earn income
from multiple sources — a pattern likely shaped by different stages of development,
institutional arrangements, fiscal regimes, and other contextual factors. Second, from a
dynamic perspective, the world appears to be moving towards lower levels of
compositional inequality — especially when considering recent transformations in major
economic actors such as China, which has progressively integrated market-oriented
reforms. While such openness has, in fact, contributed to rising wealth inequality among
individuals, it has also made financial systems more accessible to the broader population
and enabled wider ownership of private property, including housing and small

businesses.

4. Normative Considerations

In discussions about income inequality, it is generally accepted that extremely high
inequality is worse than extremely low inequality. Although there is no consensus on the
ideal level of income inequality in society — whether it should be zero or slightly more
— we can agree that a society where a single individual owns all available resources is
undesirable. However, with compositional inequality, the implications are less clear. Is a
high level of compositional inequality detrimental or beneficial for society? Is

compositional equality inherently desirable for growth, fairness, and prosperity?
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I would argue that compositional equality is desirable for at least three reasons. First,
from an empirical perspective, Figure 1 shows that there are no countries in the world
combining high compositional inequality with low income inequality. In other words,
new capitalism seems to display reasonable levels of interpersonal income inequality
among individuals. While this result is far from suggesting any causal relationship
between shifting from a classical to a new capitalist economy and income inequality, we

consider this as the first evidence highlighting the desirability of compositional equality.

Second, from a macroeconomic standpoint, achieving compositional equality would mean
that, should the capital share continue to rise due to, for instance, new waves of
technological development (among other factors), individuals would not perceive this
trend as a threat to their economic well-being, but rather as an opportunity for growth.
In fact, under compositional equality (or even negative compositional inequality), an
increase in the share of profits relative to overall GDP would imply either equal or pro-
poor (under negative compositional inequality) growth along the income distribution.
Moreover, in scenarios characterized by compositional equality, short-term labor market
shocks can be more effectively absorbed. When individuals hold a more balanced mix of
labor and capital income, they are less wvulnerable to temporary disruptions in

employment, as their capital income can help cushion the impact.

Third, from a fairness perspective, given the extreme concentration of wealth — and
thus capital income relative to labor income — a reduction in such concentration would
lead to a more equitable distribution of asset-derived rewards. This fairness perspective,

however, implicitly assumes that low levels of wealth inequality are desirable.

It is, however, important to consider the direction through which compositional
inequality is reduced. Theoretically, there are four distinct pathways, as discussed in
Ranaldi (2025): (i) deconcentrating capital at the top of the income distribution, (ii)
increasing labor income at the top, (iii) decreasing labor income at the bottom, and (iv)
increasing capital income at the bottom. Given a social welfare objective, these different

options have varying degrees of "desirability".

From a fairness perspective, given the extremely high concentration of capital income in
both developed and developing countries — with Gini coefficients for capital income
typically exceeding 80 percentage points — it is desirable to reduce capital income

concentration at the top of the distribution, as outlined in scenario (i). This reduction
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could be pursued through higher taxation of capital income at the top, or through

wealth-based taxes such as estate and inheritance taxes.

Scenarios (ii) and (iii), by contrast, tend to result from structural changes in the labor
market. Scenario (ii) may reflect rising CEO compensation, often categorized as labor
income — though this classification remains debated. Scenario (iii) could stem from an
economic downturn or recession. While both scenarios might lead to a temporary
reduction in compositional inequality, they would also increase overall income
inequality, which could be an undesirable policy outcome from a welfare perspective.
Lastly, Scenario (iv) would imply a process of capitalization occurring at the bottom of

the distribution.

While Scenario (i) has already benefited from extensive discussions on capital income
and wealth taxation,2 which aim to reduce inequality in capital income or wealth by
directly modifying the composition of income among individuals, relatively less attention
has been given so far to policies aimed at increasing wealth or capital income at the
bottom of the distribution. While this undoubtedly requires further research, I would like

to highlight two relevant policy tools that already move in that direction.

The first tool relates to the idea of a capital endowment — also called a minimum
inheritance — granted to all individuals upon reaching adulthood, as proposed by
Atkinson (2015). Similarly, Piketty (2014) advanced a proposal of a comparable nature,
although the two authors differ on the desirable overall amount to be distributed. While
Atkinson proposed a modest capital endowment framed as a feasible, redistributive
measure within the welfare state, Piketty advocated for a much larger universal
inheritance funded by a progressive wealth tax, aiming to radically transform the

distribution of wealth.

Although their discussion concerns the allocation of a one-off stock of wealth to all
young people entering adulthood, such a policy can also have implications for the
distribution and composition of income. The impact depends on whether the endowment
is invested over time, thereby generating returns, or instead used to finance a new
business venture or fund higher education. Investment would have a direct effect on
capital income, whereas the other two uses may shape the future composition of labor
income. However, the situation is more complex. If this wealth is used — even partially
— to invest in an entrepreneurial project, it would likely generate entrepreneurial or

self-employment income, which is typically considered a mix of capital and labor
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income. If it is used to finance education, it is likely to influence the recipient's future
earnings. Moreover, several studies show that the share of individuals with both positive
capital and labor income at the top of the distribution is increasing. This suggests that
higher education is becoming increasingly associated not only with higher labor incomes
but also with higher returns on assets — particularly in a context where rates of return

are heterogeneous and positively correlated with wealth.

The second tool is that of a social wealth fund and the associated minimum dividend
incomes. A social wealth fund is an entity that manages collective wealth for the public
benefit. It is typically funded through revenues generated from natural resources,
taxation, or state-owned enterprises. Such a fund operates under public ownership and is
managed with transparency and accountability. Its core objective is to adopt a long-term
investment strategy aimed at benefiting future generations, ensuring that the wealth

remains under state control without resorting to direct privatization.

Norway's Government Pension Fund Global (GPFG) is a notable example of a sovereign
wealth fund. Established in 1990, it was created to manage the surplus revenues
generated from the country's oil and gas production. The fund invests in a diversified
portfolio of global stocks, bonds, and real estate, with the aim of preserving wealth over
the long term. Although it is fully owned by the Norwegian state, the fund operates
independently through Norges Bank Investment Management. Its primary purpose is to
finance public spending in a sustainable manner, reducing the country's reliance on oil

revenues. Moreover, the revenues from this fund are used to finance pension payments.

The Alaska Permanent Fund is another prominent example of a sovereign wealth fund,
established in 1976 to manage revenue derived from oil and gas production. Its primary
goal is to benefit future generations by investing in a broad range of assets. The fund is
financed by allocating a portion of the state's oil extraction revenues and is known for
its annual payouts to residents through the Permanent Fund Dividend (PFD), which
typically ranges between $1,000 and $2,000 per person. This mechanism not only helps

reduce inequality but also contributes to promoting economic stability for Alaskans.

To sum up, while considerable attention has been devoted to the development of policy
tools aimed at deconcentrating the distributions of income and wealth, more research is
needed to better understand how state interventions could contribute to wealth creation
at the lower end of the distribution. Such efforts would support the reduction of both

income inequality and compositional inequality.
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5. Economic Transitions in a New Capitalism

In this section, I briefly explore how a new form of capitalism — an economic system
in which all individuals contribute both through work and through the ownership and
management of assets — might relate to four major economic transitions of our time:
socio-economic, environmental, technological, and political. To this end, I consider four
guiding questions intended to lay the groundwork for future research on this topic. First,
can compositional equality serve as a mechanism to mitigate economic
inequality? Second, how does compositional equality relate to environmental
inequality? Third, could a fairer distribution of assets make workers more receptive to
Al-driven transformations and enable reduced working hours without lowering wages?
And fourth, how might compositional equality influence political preferences toward

right- and left-wing parties?

The Rise of Income Concentration

As introduced earlier, compositional inequality serves as a critical link between the
functional and personal distributions of income. Put simply, the greater the concentration
of capital income at the top and labor income at the bottom of the distribution, the
stronger the relationship between changes in the capital--labor split (the functional
distribution) and changes in interpersonal income inequality. In this sense, compositional
inequality acts as an amplifier: the more unequally income sources are distributed across
individuals, the more macroeconomic shifts — such as a rising capital share — translate

into greater inequality between people.

The capital share of income reflects the structural composition of a country's output —
how much of GDP is generated by capital, as opposed to labor. A rising capital share
indicates that a growing portion of income is derived from profits rather than wages,
signaling a transition from labor-intensive to capital-intensive production. At the
extreme, a hypothetical economy with a 100% capital share would be one in which
production is entirely machine-driven or reliant on uncompensated labor. Conversely, a
100% labor share would describe a system in which all value-added is remunerated as

wages, with no monetary returns to capital ownership.
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Whether such structural shifts exacerbate or mitigate inequality depends critically on the
distribution of capital and labor incomes across the total income distribution. In contexts
where capital is highly concentrated, even small increases in the capital share can have
large redistributive consequences. As discussed in the previous chapter, the same rise in
the capital share would produce divergent effects in different countries: for example, a
compositional inequality analysis reveals that such a shift would significantly increase

interpersonal income inequality in Lithuania but have negligible effects in Taiwan.

In short, understanding the degree of compositional inequality in each economy allows
us to connect two key processes: the technological and structural transformation of
production, and the evolving dynamics of income inequality. It offers a powerful lens
through which to assess how macroeconomic trends filter down to shape everyday

economic disparities.

Different types of capital share increases may, however, differently affect economic
inequality, depending on the distribution of these related sources across individuals. A
promising step forward in this line of thinking is precisely to adopt a more
comprehensive view of capital income — one that considers not only its different forms
(such as rents or dividends from stocks), but also its underlying structure in terms of
rates of return and wealth stocks. In this perspective, it becomes crucial to disentangle
the specific roles played by the rate of return, the aggregate stock of wealth, and its
distribution across the population. Distinguishing between different types of assets and
their holders can shed light on the distinct influence of financial markets — particularly
the stock market, as opposed to, say, the housing market — on patterns of income
distribution. This is particularly relevant given that heterogeneous results often vary
across the wealth distribution and are generally positively associated with levels of

wealth (Iacono and Palagi, 2023).

Environmental and Compositional Inequality

Emissions, exposure to ecological risks, and the capacity for adaptation are unevenly
distributed — often reflecting disparities in wealth, consumption patterns, and historical
responsibility. At the global level, for instance, China and the United States together
account for nearly half of total greenhouse gas (GHG) emissions, underscoring the

unequal geography of environmental harm.
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Yet, existing research has largely overlooked the role of investment and asset ownership
in driving emissions. This omission is significant, as it obscures the channels through
which capital dynamics shape environmental outcomes. A recent study by Chancel and
Rehm (2024) highlights how emissions are closely linked to income and wealth in
France, Germany, and the United States. Using distributional environmental accounts, the
study shows that incorporating emissions from capital ownership increases the carbon
footprint of the richest 10% by a factor of 2 to 2.8 compared to consumption-based
estimates alone. For this group, most emissions — roughly 75 to 80% — derive from
owning assets such as stocks, rather than from direct energy use. The study also finds
that emissions from capital are even more concentrated than the assets themselves, with

the top 10% responsible for 70 to 85% of capital-related emissions.

A more equal distribution of capital and labor income thus has implications not only for
economic inequality but also for environmental inequality — particularly the distribution
of CO, emissions across individuals. Reducing compositional inequality can help lower
emissions inequality by deconcentrating investment-driven emissions, which are typically

clustered among high-income individuals who hold most capital assets.

When access to capital — and thereby to investment decisions — is broadened, the
environmental externalities associated with high-emission industries are also
redistributed. Moreover, if such redistribution is accompanied by greater worker
participation in the production process, emission patterns are more likely to reflect
society-wide preferences rather than the consumption and investment priorities of the
wealthy alone. In this sense, environmental outcomes become more democratically
aligned with the wvalues of the broader population, potentially leading to more

sustainable and equitable climate policies.

Compositional Inequality and Technological Change

Technological change — currently driven by artificial intelligence and digital automation
— is fundamentally reshaping both income and wealth distribution. It increasingly blurs
traditional economic boundaries: between labor and capital, producer and consumer,
owner and algorithm. As Al becomes both a productive input and a generator of income,
it redefines not only economic roles but also the very structure of property rights in the
digital age.

Ranaldi, M. (2025). Capitalism in Transition. In Proceedings of the Paris Institute for Advanced Study (Vol. 21). https://doi.org/10.5281/zenodo.15827497

2025/4 - paris-ias-ideas - Article No.8. Freely available at https://paris.pias.science/article/capitalism-in-transition - ISSN 2826-2832/© 2025 Ranaldi M.
This is an open access article published under the Creative Commons Attribution-NonCommercial 4.0 International Public License (CC BY-NC 4.0)

13 0f 22


https://paris.pias.science/articles/capitalism-in-transition
http://127.0.0.1:3000/author/ranaldi-marco
https://creativecommons.org/licenses/by-nc/4.0/

A central feature of this analysis is the distinction between two modes of Al integration:
automated uses, where tasks are delegated to Al systems, and augmentative uses, where
humans collaborate with Al to enhance productivity. This distinction offers a novel lens
through which to understand the distributive implications of AI adoption — particularly
in the context of a labor market in transition, where self-employment and platform-based

work are becoming increasingly prevalent.

Diversifying income sources may, therefore, serve as a buffer against short-term labor
market shocks induced by rapid technological change. This is especially relevant in a
context where it remains uncertain whether current advancements are primarily job-
replacing or productivity-enhancing. In AI terms, this distinction reflects whether
technologies predominantly automate tasks — displacing workers — or augment human

labor, increasing productivity without necessarily reducing employment.

If AT proves to be productivity-enhancing, the primary economic effects may manifest in
wage adjustments and the reallocation of labor. However, if Al is largely job-replacing,
then redistributing the wealth it generates becomes essential to maintaining social
cohesion and economic stability. In this scenario, AI must be understood not only as a
tool of production but also as a source of both income and wealth — and raises
fundamental questions about the ownership and governance of Al-related assets.
Ultimately, this brings the debate to the forefront of property rights: who owns the
productive capacities of AI, and who is entitled to the flows of income and wealth it

produces?

Political Preferences and Compositional Inequality

In a society marked by compositional equality, preferences for redistribution are altered.
Capital income taxation, for instance, may prove less effective in such contexts than in
compositionally unequal systems. In the latter, capital income taxation tends to generate
clear political divides: it is typically opposed by capital earners (often concentrated at
the top) and supported by those who rely solely on labor income (often situated at the
bottom). Yet public attitudes toward such policies are not fixed — they are shaped by
perceptions and information about how income is earned at the top. New survey
evidence shows that most individuals hold inaccurate or incomplete views about the
capital-labor composition of top incomes, and that providing accurate information can

significantly shift their attitudes (Barrera-Rodriguez and Chéavez, 2025). This suggests
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that political conflict over capital taxation may be intensified or mitigated depending on

how income sources are understood and framed in public debate.

With a more balanced distribution of capital and labor income, traditional group
identities rooted in class distinctions may lose salience, potentially weakening the
foundations for class-based collective action. This socioeconomic blending can lead to
greater convergence in redistribution preferences across income groups, as individuals
simultaneously hold interests aligned with both labor and capital. Furthermore, the
erosion of rigid class boundaries contributes to a decline in binary narratives — such as
the opposition between "the people" and "the elite" — which have historically fueled the
rise of populist movements. However, while compositional equality may limit the
structural grievances that give rise to traditional, redistribution-oriented populism, it can
also create fertile ground for market populism — a political logic that presents
capitalism as an inherently fair and accessible system, framing intervention, regulation,

or external actors as the primary barriers to individual advancement (Frank, 2000).

Recent work on the determinants of compositional inequality shows that stronger left-
wing parties play a critical role in fostering a more mixed-income structure (Petrova and
Ranaldi, 2024). Rather than focusing exclusively on raising labor incomes at the bottom
— a strategy increasingly constrained by globalization and financialization — left
governments today appear to be broadening access to capital income, especially among
the bottom 60% of the population. Through policies that expand participation in capital
and real estate markets, they are actively working to reduce the concentration of capital

income among the wealthy.

This does not signal an abandonment of redistribution, but rather its transformation.
Partisanship continues to shape economic outcomes, albeit in more complex and nuanced
ways. These findings raise important questions about the evolving toolkit of
redistribution: as traditional channels such as welfare spending and wage support
become harder to sustain, governments may increasingly rely on unconventional
strategies that alter the distribution of asset ownership itself. In doing so, they are
reshaping the socio-economic cleavages and political conflicts likely to define the next

phase of capitalist development.

These insights can be reconciled by viewing compositional equality as a political
achievement with dual-edged outcomes. On one hand, progressive political coalitions —

especially in contexts where traditional redistributive levers are constrained — may
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foster compositional equality as a strategy for broadening economic inclusion. On the
other hand, once this structural transformation takes hold, it may paradoxically erode the
very basis for class-conscious politics, displacing traditional redistribution-oriented
populism with market-friendly narratives that emphasize meritocracy, deregulation, and
individual access. In this way, the left's success in reducing compositional inequality
may contribute to a political terrain more favorable to market populism — an outcome
that does not necessarily reverse inequality but instead reframes its interpretation and

political expression.

6. Bottom-Up Capitalization

Building on the previous sections, one may ask whether, in a society where individuals
derive income from multiple sources -- thereby straddling the roles of both workers and
capitalists, an alternative path toward improving the condition of lower-income groups
might lie in fostering their capitalization rather than prioritizing employment
alone. Specifically, if employment gains at the bottom of the distribution can be
substituted with increased asset ownership, would it be meaningful to conceptualize a
potential trade-off between employment and capitalization for the poor, assuming a
constant level of income at the bottom? In such a scenario, increasing asset ownership
could help align the income mix of the poor with that of the rich, shifting from reliance
on wages toward capital income as a source of security — even if overall income

remains the same.

This line of inquiry invites a conceptual shift. In a society with diverse income sources,
does the traditional policy emphasis on full employment retain its primacy when the
capital share of income is rising? Might it instead be more effective, from a distributive
standpoint and with the objective of reducing income inequality, to aim for a state of
negative compositional inequality — where the poor receive proportionally more capital
income — than for full employment per se? To formalize this intuition, two directions
suggest themselves. One involves translating employment levels at the bottom of the
distribution into their income-equivalent form. The other reverses this logic, expressing
bottom-tier capitalization gains in terms of employment equivalents. With these
dimensions rendered comparable, one could explore a potential trade-off between them,

assuming a fixed level of income. This would allow us to map out the substitutability or
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complementarity between employment and capitalization at the lower end of the income

distribution.

From a political economy perspective, it may be valuable to revisit the classic debates
of political economists such as Michat Kalecki, particularly regarding the relationship
between achieving full employment through government spending and the political
economy tensions among competing interest groups, notably socio-economic classes. In
his influential 1943 essay Political Aspects of Full Employment (Kalecki,
1943),Kalecki explores the feasibility of attaining full employment via government
intervention. He begins by outlining two main methods of financing such spending:
borrowing — through the issuance of government bonds to the public — or taxation.
The funds raised can then be directed either toward public investment or toward
subsidizing mass consumption. Kalecki's analysis subsequently turns to the mechanics

and political implications of debt-financed government spending.2

Crucially, Kalecki argues that full employment is not merely an economic objective but
a politically contested one. Capitalists — or the "captains of industry" — oppose its
sustained achievement for several reasons, including concerns over the increased
bargaining power of workers and the erosion of labor market discipline.
Specifically, Kalecki contends that government intervention in employment undermines
capitalist control by making employment less dependent on business confidence, public
spending threatens the dominance of the private sector, and full employment weakens
the disciplinary function of unemployment. In this light, the business cycle acts as a
political mechanism to block the maintenance of full employment through government
spending: once recovery begins, opposition from capitalists and rentiers — who fear
rising wages, reduced discipline, and inflation — forces a return to orthodox budget
policy, ending the intervention and triggering a new slump. This cyclical pattern ensures
that full employment, if reached, remains temporary and politically unsustainable under
capitalism. To connect Kalecki's insights with the novel stylized facts presented in this
essay, we might ask whether, and to what extent, a similar class-based opposition to the
achievement of full employment through government intervention would emerge in a

society characterized by multiple sources of income.

To conclude this section on the potential relationship between employment creation and
capital accumulation at the bottom of the distribution, two additional considerations are
in order. First, the way in which the government capitalizes the bottom of the

distribution — and how it finances this process — is far from negligible. In this respect,
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the earlier discussion on the role of social policies in shaping the composition of income
across the distribution remains particularly relevant. Moreover, it is crucial to better
understand how the state can facilitate such shifts in practice. Specifically, can the
government effectively intervene in the private realm within a system where state and
market are still widely perceived as conflicting rather than complementary spheres?
Second, what are the conceptual differences between achieving income-equivalent
capitalization gains at the bottom and the state providing a universal basic income, as
widely debated in public discourse? While both policies originate from state
intervention, they may foster fundamentally different self-perceptions among recipients

concerning their roles as economic actors.

While it goes beyond the scope of this work to explore this intuition in greater
conceptual or technical detail, I believe it is still valuable to sketch this idea, with the
aim of laying a foundation for future discussions and, potentially, sound empirical and

theoretical research on the topic.

7. Conclusion

To conclude, the study of distributional varieties of capitalism, conceptualized and
measured through the compositional inequality framework outlined in this essay, offers a
novel perspective on the role that the distribution of capital and labor incomes plays in
shaping the nature and trajectory of modern capitalism. Recent research shows that the
world is far from characterized by societies in which rich capital income earners oppose
poor workers, as individuals increasingly earn income from multiple sources
simultaneously. This new reality prompts us to reconsider the normative implications of
an economy where both rich and poor are simultaneously capitalists and workers. I have
argued in this essay that, in a context of rising capital share, achieving compositional
equality is desirable to prevent this increase from exacerbating income inequality. This
argument implicitly assumes that further exacerbation of income inequality is
undesirable. Moreover, this essay highlighted the interaction between a compositionally
equal society and the rapid transitions of modern capitalism — namely environmental,
technological, political, and income inequality transitions. The essay discussed how the
distribution of capital and labor is intimately tied to these different forms of transition,
and that addressing them without a proper understanding of the role played by the
capital-labor dichotomy would lead to an incomplete understanding of the overall
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picture. Finally, I speculated on a potential trade-off between bottom-up capitalization
and the pursuit of full employment. The objective of this discussion was simply to
revive the ideas of past scholars and link them to novel stylized facts, such as the
increase in the capital share, and new conceptual frameworks, like that of distributional

varieties of capitalism.
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Footnotes

1 : The concept and framework of compositional inequality can, for example, be applied to assess the
composition of real and financial wealth — or, alternatively, of consumption and savings — across
the wealth and income distribution, respectively.<>

2 : See, for example, Bastani and Waldenstrém (2023) for a recent review. <>

3 : When the state issues bonds, it essentially acquires goods and services from the public —
primarily in the form of labor and jobs created through public employment — in return for future
interest payments, the value of which is contingent on the interest rate applied to those bonds.
Individuals and firms who receive bonds may either retain them or liquidate them — often by selling
them to banks in exchange for cash. Should banks decline to purchase these bonds, their price falls,
causing interest rates to rise due to the fixed nature of interest payments now being offered at a lower
bond price. A key question posed by Kalecki is whether such government borrowing necessarily
results in inflation. His answer is conditional, as inflationary pressure depends on whether the
economy is operating at full productive capacity. When idle resources exist, public spending can
mobilize them without driving up prices; when the economy is already running at capacity, inflation
becomes more likely.«>
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