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I. Introduction

Why are the rich so rich? And why are the poor so poor? This question

has puzzled thinkers for millenia.1 Yet our understanding of the processes 

which generate wealth inequality is still extremely limited. Some view inequality 

as an inherent consequence of the necessity to provide incentives in market 
economies; attempts to reduce inequality may have, in this view, significantly_ 
deleterious effects on the level of national income. Others view inequality 

as resulting from monopolies (often government-granted), in which case the 

elimination of monopolies would both increase equality and economic 

efficiency. Still others view inequality as arising simply out of random processes 

(luck); there would neither be a gain or a loss in efficiency from reducing it. 

Thus, the effect of any particular policy measure designed to reduce the degree 

of inequality will depend on the underlying structural determinants of 

inequality, and it is important to obtain a better understanding of these. 

This task is, however, a difficult one. The data are extremely sparse 

and empirical work requires considerable perseverance as well as ingenuity. 

This paucity of evidence does of course leave the theorist a field uncluttered 

by too many awkward facts; he can be fairly uninhibited in his construction 

of models. Nonetheless, working models of inheritance are almost as rare 

as good data. Recently, however, there have been several attempts to remedy 

this deficiency; this paper attempts to survey and put into perspective a number 

of these attempts. Most of these models do not, at least as presently formulated, 

seem completely consistent with the "stylized facts" of wealth inequality. We 

conclude our discussion with some conjectures on why this may be so and 

on some suggestions for future research. 

• St. Johns and All Souls Colleges of Oxford, respectively. The authors would like
to express their appreciation to John Flemming and Tony Atkinson for helpful discussions. 
Research support from the National Science Foundation is also gratefully acknowledged. 
Part of the paper was written while Stiglitz held the Oskar Morgenstern Distinguished 
Fellowship at Mathematica and was visiting professor at the Institute for Advanced 
Studies, Princeton. An earlier version of the paper was presented at the American Economic 
Association Meetings, Chicago, August, 1978. 

1 Although, with a sufficiently low discount rate, there is a view that the present 
discounted value of "welfare" inequality is less than it appears at present. Cf. "The meek 
shall inherit the earth." 








































