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Roadmap of the lecture
• K. Polanyi & The « Great Transformation » (1944)
• The Great Transformation: the Rise of the Social-Fiscal State, the 

New Property Regime & the Gradual Decomodification of the 
Economy (Rise of Education, Health & Other Public Services)

• Human Capital & the Uneven Rise of the Social State Across
World Regions 1800-2025

• Human Capital & the Rise of Productivity & Prosperity
• The Uneven Rise of the Fiscal State 1800-2025
• The Rise of the Fiscal State & the Rise of Progressive Taxation
• Public Revenue and Expenditure & the Question of Public Debt: 

Wealth Taxes & Public Debt Removal after WW2
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K. Polanyi and the « Great Transformation » (1944)
• K. Polanyi, The Great Transformation: The Political and Economic Origins of 
our Time (1944): the 19c capitalist system was inherently unstable; this finally 
led to the self-destruction on European societies in 1914-1945 & the death of 
19c economic liberalism and laissez-faire ideology  
• Hungarian economic historian, took refuge in London 1933 & NYC 1940-1944 
• 19c regime: sacralisation of market system and private property + generalized 
competition between individuals and between European nations-states                                          
→ very unequal & unstable system, both within and between countries                   
→ wars, revolutions, monetary chaos, fascism
• Key pb = myth of self-regulated markets for labor, land and money
The solution is democratic socialism, i.e. the “social embeddedness of markets” 
(market economy with democratic regulation of the markets for labor, land and 
money/capital) (but the book focuses mostly on historical analysis)              
(+over-optimistic view of pre-industrial restrictions on labor mobility?)
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The Great Transformation: from Polanyi 1944 to Arendt 1951



• H. Arendt, The Origins of Totalitarianism, 1951:                                            
same basic premises as Polanyi 1944: generalized market competition 1815-
1914 led to self-destruction of European nation-states in 1914-1945
• Arendt stresses the need for post-national federations to regulate 
globalized capitalism = what colonial British & French empires did in a 
hierarchical way; what Bolsheviks and Nazis did in a totalitarian manner; 
what the US do in a constitutional & relatively democratic manner
• European social-democratic nation-states were too small to control & 
regulate global economic forces. European social-democratic parties (SPD, 
Labour, French socialists, etc.) were internationalist in their discourse but not 
in their political project (nation-centered, lack of federalist dimension).
• This 1951 analysis seems quite relevant for 2026-2027…



• O. Rosenboim, The Emergence of Globalism. Visions of World Order in 
Britain and the United States 1939-1950. Princeton UP 2017

• Between colonial empires and the cold war: new federal visions of world 
orders emerge (UN 1945: less ambitious version of these discusions)

• UK movement Federal Union: very active in 1938-1940
• April 1940 meeting in Paris between British & French economists to prepare 

a possible federal union between Britain, France and beyond
• But wide disagreements about the economic content of federal union:
• Beveridge, Wooton: social insurance, federal progressive tax on high incomes 

and inheritance (Socialism and Federation, 1941)
• Robbins: ok for federal progressive taxation in case the free movement of 

labour and trade within the federation is not sufficient to reduce inequality
• Hayek: the only objective of the federation must be to constitutionalize 

property rights & prevent redistribution (The Road to Serfdom, 1944; Law, 
legislation and liberty, 1982; pro-Pinochet in 1973-1990)



The Great Transformation 1910-1950: the Rise of the Social-Fiscal State,         
the New Property Regime & the Gradual Decomodification of the Economy

• The « Great Transformation » rests on several pillars:
• The Rise of the Social-Fiscal State: less than 10% of GDP in all countries until 

World War 1, up to 40-50% of GDP in 2025 in Nordic-Western Europe & 
around 30-35% at the world level (stabilisation since 1980s-1990s, but no 
sign of reversal or of a come-back to pre-WW1 level)

• The New Property Regime: Large Rise of Public Property over 1910-1950 
period (& to some extent of Social Property, i.e. Worker-Managed Firms or 
Codetermination) (but sharp reversal since 1980s-1990s, especially in 
Western countries) (see next Lecture)

• The Gradual Decommodification of the Economy: Rise of Education, Health 
& Public Services (outside the capitalist logic) (very partial, with some signs of 
reversals since 1980s-1990s, and also some signs of rising demand for further 
decommodification: education, health, culture, transport, energy, food, etc.)  



Human Capital & the Uneven Rise of
the Social-Fiscal State 1800-2025

(1) This paper builds a new historical
database on public expenditure and its
components, and particularly human
capital expenditure (% GDP) covering
the entire world (divided into 57 core
territories: 48 main countries + 9
residual regions) over the 1800-2025
period. Including both public and
private education & health expenditure





(2) We find a large rise of education and health expenditure (as %
GDP) in every world region in the long run

We also find very large and persistent inequality in access to
education and health between poor and rich countries, with little
improvement in recent decades

E.g. per-school-age-individual public education expenditure in
Subsaharan Africa ≈ 3% of Europe/North America level in 2025 in PPP
terms (vs 6% in 1980 and 4% in 1950) (gap is even worst in MER)



(3) We also discuss the implications of our historical
findings for the future

We find a large impact of education/health on productivity
growth 1800-2025 (especially for public education, and
especially for poor countries) and we show that increased
expenditure could lead to global productivity convergence
by 2100 (around 100€/hour in all world regions)

See forthcoming GJP scenarios for more detailed analysis of
future trajectories (taking into account within-country
inequality, structural transformation between sectors, etc.)



Relation to the Literature
(i) Large literature on public expenditure in the long run
Mostly focuses on Western countries 
Lindert 1994, 2004, 2021 on rich countries since 1800

(ii) Recent historical work covering more & more countries in & 
outside the West 
Bharti and Yang 2024 on China and India since late 19c 
Gethin 2024 at global level since 1980

But no attempt so far to provide consistent historical estimates at
the global level: key contribution of this paper, using new
budgetary sources and archival material

















































































Simple linear specification 1800-2025:  git = g0 + a hit + ϵit
with: git = (yit - yit-1)/yit-1 = growth rate of labor productivity yit
hit = human capital expenditure as a fraction of GDP
(public + private education and health expenditure) 

→ a≈0,1 (as high as 0.2+ for poor countries & public education) 
E.g. if h↑ from 10% to 11%, then g ↑ by 0.1% (say from 1% to 
1.1%/year). 
Consistent with micro studies: 10% return to education 
(Also consistent with historical evidence: Goldin, The Human Capital 
Century and American Leadership, JEH 2001)

Human capital hit: key driver of productivity growth git
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Human Capital & Inequality: Summing Up
• In spite of large & successful historical increase in education

and health expenditure since 1900, access to education and
health remains extremely unequal between South and North

• E.g. per-school-age-individual public education expenditure in
Subsaharan Africa ≈ 3% of Europe/North America level in 2025
in PPP terms (vs 6% in 1980 and 4% in 1950)

• With higher human capital expenditure in global South since
1900 or 1950, global productivity convergence would already
be achieved in 2025. If we start now it can be achieved by 2100.



• Human capital expenditure has a huge a positive impact on
productivity growth, especially public education, and especially in
the poorest countries

• Real-world governments may not be perfect, but as they stand
they appear to be more efficient in the South than in the North
in order to transform human capital expenditure into productivity

• A large global justice fund aimed at financing human capital
expenditure can deliver global productivity convergence, with
productivity around 100€/hour in all world regions by 2100

• To be further analyzed in GJP scenarios, together with within-
country inequality of income and wealth, structural
transformation across sectors, planetary habitability etc.



The Rise of the Fiscal State 1800-2025 
• The rise of the social state could not have happened without the rise 

of the fiscal state: less than 10% of GDP in tax revenues in all countries 
until World War 1, up to 40-50% of GDP in 2025 in Nordic-Western 
Europe & around 30-35% at the world level 

• This was made possible by the rise of new forms of taxation, including 
social contributions and progressive taxation of income and wealth, 
which played a key role to enhance the political acceptability of higher 
tax revenues for lower-income and middle-income groups

• Conversely, the decline of tax progressivity since the 1980s-1990s has 
come with the stabilization of tax revenues & the rise of public debt: 
will the resulting debt crisis be addressed by the return of progressive 
taxation, or the return of inflation, or both?



















During 20c, the Rise of the Fiscal State Came with the Rise of 
Progressive Taxation of Income & Wealth 

• Progressive taxation of top income & wealth during 20c contributed to make 
the rise of the fiscal state acceptable for the lower and middle income groups, 
and also to reduce the long-run concentration of property (less accumulation 
at the top, but more accumulation within middle class) 

• Rise of progressive taxation was accelerated by WW1 & WW2, but also by 
other events, including Bolshevik revolution (huge impact on European politics), 
the Great depression (major impact in the US). The role of wars as such should 
not be exagerrated (& wars were themselves partly due to inequality). 

• Key role of long-run ideological changes and socio-political mobilization: 
1909-1910 People’s Budget in Britain (fall of House of Lords)                           
1911 constitutional change in Sweden (end of hyper-censitary regime)         
1913 constitutional amendment in the US (rising demand for redistribution) 
Rise of progressive taxation in Japan also started much before WW1, etc.













Public Revenue and Expenditure & the Question of Public Debt

• In the long-run, the rise in public expenditure has been 
approximately matched by the rise of public revenue

• Except in wartime: major rise in public debt, major political issue in 
postwar periods: the removal of public debt via exceptional wealth 
taxes (& inflation) played a key role in the « Great Transformation » of 
the 20th century

• Except also in times of large distributional conflict: when equitable 
taxation between social classes appears to be out-of-reach, then the 
flight toward high public debt can be the easiest option 

    France before 1789 → abolition of tax privileges of the aristocracy  
    Today at the world level →abolition of tax privileges of billionnaires?

















A quick reminder: the simple arithmetic of public debt accumulation can 
become explosive very quickly, especially if interest rates go up
• Primary deficit = Pt = Et – Rt = Public expenditure – Public revenue
• Secondary deficit = St = rtDt + Et – Rt = Pt + rtDt                                                                                                                             

(= Primary deficit + Interest payments It=rtDt)
• Stock of public debt = Dt+1 = Dt + St = (1+rt)Dt + Pt

• All expressed as a fraction of GDP: pt=Pt/Yt, st=St/Yt, dt=Dt/Yt,, it=It/Yt

                     dt+1 = ((1+rt)dt + pt)/(1+gt+1) = (dt + st)/(1+gt+1) 
      (with 1+ gt+1= Yt+1/Yt = nominal growth of GDP, i.e. inflation + real growth)
• Steady-state public debt-GDP ratio dt → d=p/(g-r) = s/g
(with p = primary deficit, s = secondary deficit, g = nominal growth rate, r = 
nominal public debt interest rate)



• dt → d=p/(g-r) = s/g
• If secondary deficit s=3% & nominal growth g=5% (real growth + inflation), 

then public debt d → 60% (Maastricht Treaty 1992)
• If r<g, then one can have primary deficits forever and stabilize the debt  
• E.g. if r=3%, g=5%, s=3%, then in steady-state d=60%, i=1.8%, p=1.2%, i.e. one 

can have a permanent primary deficit of 1.2% and stabilize debt at 60% 
• But if r>g then one needs primary surpluses forevery to stabilize the debt
• E.g. if r=5%, g=3%, s=3%, then d=100%, i=5%, p=-2%, i.e. one needs a primary 

surplus of 2% in order to stabilize the debt at 100%
→ Public debt accumulation is a very unstable process. It can easily derail & 
lead to explosive paths and exceptional solutions (progressive wealth taxes 
and/or inflation = regressive wealth tax), both in postwar contexts and more 
generally in contexts with high distributional conflict



The removal of 20c public debt: 
inflation & exceptional wealth taxes

• In 1945-1950, public debt was about 200%-300% of national income in 
Britain, France and Germany.                                                                         
In effect, between 1914 and 1945, private wealth holders have put a 
large part of their assets into public debt in order to finance the war. 

• This large public debt was never repaid to bond holders
• Britain: gradual erosion by inflation 1945-1980
• France: very fast erosion by inflation in 1945-1950
• Germany: monetary reform + exceptionnal progressive taxes of large 

private wealth were put in place in 1949-1952                                           
→ very fast reduction of public debt (<20% national income in 1950s-
1960s), without the negative distributional consequences of inflation 
(≈ regressive wealth tax)  







• Germany’s public debt removal 1949-1953: limited inflation (much more 
moderate than Germany 1920s or France 1945-1949), but monetary reform, 
exceptionnal wealth taxes (up to 50% on top wealth), and foreign debt 
cancellation (London 1953, final cancellation 1991)

• See L. Hughes, Shouldering the Burdens of Defeat: West Germany and the 
Reconstruction of Social Justice, U. N.Carolina Press 1999

• See Galogre-Vila et al, « The economic consequences of the 1953 London Debt 
Agreement », EREH 2018

• Large levies (one-off taxes) on private capital (up to 90% on top wealth) were also 
used in Japan 1946-1947 in order to reduce large public debt

• See Eichengreen, « The Capital levy in theory and practice », in Dornbush-Draghi, 
Public debt management: theory and history, CUP 1990

• See P. Brassac, Taxing Wealth & Enrichment: Lessons from 1945 French ISN, 2026
→ the fast removal of public debt following WW2 was a big success in Germany, 
Japan, France, etc.: it facilitated post-war growth by giving more fiscal capacity for 
investment in public infrastructure, education, health, etc. 
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• A very different historical experiment with large public debt: Britain 1815-1914.                
Over 200% of national income in public debt in 1815. Gradually repaid by primary 
budget surplus during 1815-1914 period. Possible but slow.

• Did not prevent industrial investment & development (Ricardo, 1817)… but 
contributed to rising inequality (transfer from taxpayers to top wealth holders) 

• See R. Barro, “Are governement bonds net wealth?”, JPE 1974 : in a representative 
agent model, rational agents should anticipate that they will pay more taxes in the 
future if today’s public deficit increase, so they save more in order to make reserves 
(for themselves or their successors) so as to pay these taxes in the future → the timing 
of taxes is irrelevant, « debt neutrality » ( « Ricardian equivalence »)

• See also R. Barro « Governement spending, interest rates, prices and budget deficits in 
the UK 1701-1918 », JME 1987 ; G. Clark, «Debt, deficits and crowding out: England 
1727-1840”, EREH 2001

• Pb: these works neglect the fact that public debt also has huge distributional 
consequences (whether it is repaid or not), and that this matters for accumulation and 
growth. I.e. full debt repayment in 19c Britain was highly beneficial to top wealth 
holders (see Marx 1848 & Amoureux 2014), while debt cancellation in mid-20c 
Europe & Japan contributed to the emergence of a more inclusive developt model

http://piketty.pse.ens.fr/files/Barro1974.pdf
http://piketty.pse.ens.fr/files/Barro1987.pdf
http://piketty.pse.ens.fr/files/Clark2001.pdf
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http://piketty.pse.ens.fr/files/Amoureux2014.pdf




Conclusion of Lecture 4
• The Great Transformation (1910-1950) involves a large rise of the 

social-fiscal state, a new property regime & the gradual 
decomodification of the economy (rise of education, health & other 
public services outside the capitalist logic)

• Partial reversal since 1980s-1990s (Neoliberal Order after New Deal 
Order), but only partial (social-fiscal state is still much larger in 2025 
than in 1910: 30-50% of GDP vs less than 10% before WW1). 

• Neoliberal order seems to come to an end in the 2020s: return of 
state since 2008 & 2020 crisis, rising inequality & social unrest, new 
rivalries over territories & ressources, mounting pressure from 
global South over climate justice & reparations
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