
Thinking Like a Sociologist about Earnings Inequalities

DONALD TOMASKOVIC-DEVEY

University of Massachusetts-Amherst
tomaskovic-devey@soc.umass.edu

What would a truly sociological study of
earnings distributions look like? It would
focus first on where the money comes from
and second on the social relationships that
both produce and distribute the cash.
Simple.

It would not look like human capital theo-
ry, the dominant model used in sociology
today to explain income distributions. It cer-
tainly would not start with the baseline
assumption that individuals have skills,
deploy these at work, produce contributions
to value added, and then mechanically get
these contributions back as wages, with devi-
ations from this individual productivity sto-
ry being either unjust deviations from meri-
tocracy or discrimination. There is a some-
what more sophisticated approach in
sociology that focuses on occupations. In
this approach a more or less static occupa-
tional structure is posited to exist, and earn-
ings hang off that structure like fruit on
a tree. If you can creep out on a good branch,
you can get a high wage; otherwise life is
small, rotten apples.

The human capital model fails in its obvi-
ously false individualism. The occupational
model reifies structure. Both for the most
part ignore social relationships in their orga-
nizational and institutional context. We can
do better.

Where does the money come from? It
comes from organizations that contain inter-
nal divisions of labor and organizational syn-
ergies in production matched to external
relationships with suppliers, customers,
and the state that determine their power to
convert organizational products into real-
ized organizational income. How is the
cash distributed? Via the internal social rela-
tionships between actors, where relatively
powerful actors get more money. Charles
Tilly (1999) in Durable Inequality highlighted
the internal processes. Economic sociolo-
gists, in a less synthetic fashion, have shed
some light on the external processes through

which value pools in organizations (e.g.,
Burt 1983; Uzzi and Lancaster 2004; Wilmer
2018).

These approaches are more authentically
sociological in that they share an assumption
that value creation and distribution are
relational processes, dependent on the type
and quality of relationships both within
and between organizations. Recently, with
others, I have become a proponent of rela-
tional inequality theory (RIT) as the sociolog-
ical alternative to individualistic human cap-
ital or structurally static occupational models
(Avent-Holt and Tomaskovic-Devey 2014;
Roscigno and Wilson 2014; Tomaskovic-
Devey 2014; Wilson and Roscigno 2014). In
the RIT model, organizational resource pooling,
exploitation, closure, and claims-making are
the central processes distributing inequalities.
Which mechanisms dominate and which cate-
gorical distinctions operate are products of the
confluence of external organizational fields
and internal inequality regimes.

Old models have large scientific advan-
tages. They have often dictated earlier
rounds of data collection, they have cognitive
priority in explaining novel situations, and
they are self-legitimating. I can’t count the
number of times that sociologists, confronted
with a gender gap in earnings, have
suggested to me that there might be unmea-
sured gender differences in productivity.
These people do not usually believe that
this is the explanation; but since the other
explanations—discrimination and self-selec-
tion to low-wage jobs—are also not observed,
they default to a human capital explanation. I
find this irritating.

Wages, Bonuses and Appropriation of Profit
in the Financial Industry: The Working
Rich, by Olivier Godechot. New York:
Routledge, 2017. $170.00 cloth. ISBN:
9781138123960.
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This brings me to the book at hand, Olivier
Godechot’s Wages, Bonuses and Appropriation
of Profit in the Financial Industry: The Working
Rich. An earlier version of this book was
published in French (Godechot 2007) before
the financial crisis. The English-language
book has been updated to take into account
the global financial crisis and new research
on the global financial industry. Most
centrally, the volume proposes both a
method and a theory of how we should
understand income distribution processes
and inequality more generally. Godechot
employs a holistic analysis, incorporating
his own participant observation of a trading
desk, interviews with many financial service
employees in multiple firms and countries,
analyses of both firm and administrative
data on financial firm income distributions,
close readings of others’ research as well as
memoirs of financial service employees,
and a strong theoretical analysis of both rela-
tional models of inequality and counternar-
ratives from economics.

Employees in financial service firms, par-
ticularly in their investment arms, have
seen an explosion in their income; thus the
subtitle of this book, ‘‘The Working Rich.’’
This allows us to explore the first question,
‘‘where does the money come from?’’ We
can begin with the flow of resources. The
combination of new investment instruments,
the shift from production to shareholder val-
ue ideologies, the growing appetite of the
wealthy for financial over production invest-
ments, and the importance of financial firms
for organizing increasingly global produc-
tion all led to the great growth of income in
the finance sector. Basically, all of these
expanding financial transactions were taxed
by financial service firms as they accelerated
across the world economy. This led to very
large volumes of money available for distri-
bution to these firms’ stakeholders.

Godechot shows that the structure of
financial service firms is an important part
of this story—owners and clients provide
capital; salespeople develop relationships
with clients who place orders for stocks,
bonds, foreign exchange, and increasingly
complex financial instruments like credit
default swaps, derivatives, and the like;
traders make deals in the financial markets
to buy and sell and in some cases create these

financial instruments; and there is a back
office that includes clerical roles, IT, HR,
accountants, and managers of various sorts.
These are the social roles in the production
process, and all are necessary to generate
the fantastic revenue streams. Together the
job of these actors is not simply to assign
a fee structure to transactions, but also to pro-
duce spreads between the cost of the transac-
tion and the client’s return in order to pro-
duce additional profit for the firm. Financial
incomes mushroom because these types of
investments are accelerating and fees prolif-
erate; but also, opportunities for exploitation
of clients, politely disguised as technical
‘‘spreads,’’ are sought by traders in every
transaction.

What about the internal division of these
super-profits? Godechot focuses primarily
on the investment arms of financial service
firms. It is here that the very high earnings of
traders and salespeople are found and where
the bonus culture has been most extreme.
These are the working rich, not owners or
even CEOs, reaping the rewards of being in
an income-rich organization. Top bonuses in
the millions of dollars are not uncommon,
and the highest 10 percent of earners often
take home a quarter of the firm’s wage bill.
So while earnings are pooling in these firms,
they are distributed very unequally.

How do employees in general and traders
in particular come to appropriate so much of
the economic profit of these firms?

A key part of the answer has to do with the
ability to both claim and recognize profit.
One might expect that the salespeople, who
cultivate close personal relationships with
powerful clients, would be the most power-
ful actors. They control the flow of orders
and the investment activity that generates
fees for the bank. In fact, salespeople make
claims along exactly these lines; but they
lack the ability to directly say how much
profit they generated because the firms’
accounting systems count profits from
trades, and it is the traders that execute
trades. Because each trade is inherently risky
and the bank makes its money not only on
fees but on small spreads on the trading floor,
it is only after a trade is executed that the
profit is known. Thus the accounting system
generates recognizable profit among traders,
who come to believe and claim that they, and
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they alone, are responsible for that profit.
Clearly this is never true—the whole division
of labor outlined above is required—but
profit only becomes visibly tied to particular
groups of product-specialized traders.

A second part of the answer is that invest-
ment banks have bonus-based systems of
compensation. In these systems, investment
capital—the owners—is not treated as hav-
ing an unchallenged claim on the super-
surpluses but rather is ‘‘paid’’ a fair rate of
return given the riskiness of the investment;
and then the remaining surpluses are
split between a bonus pool, which can be
up to 50 percent of the remaining surplus,
and shareholders’ cut of the super-profits.
Employees, including traders, salespeople,
and various back-office personnel, make
claims on this bonus pool.

The most powerful departments are the
traders, particularly the trading desks that,
according to the accounting software, have
had very good years. Among the trading
desks there is considerable negotiation as to
who is most deserving in any given year.
This is true for individual traders as well.
There is substantial closure around trading
desks, with each desk guarding its financial
instrument from incursions by other desks.
If salespeople or back-office IT engineers
want access to super-incomes, they generally
must get hired onto a trading desk. Occupa-
tional closure keeps the big paydays in the
hands of traders.

Salespeople come next, but their power is
dispersed not only because of their inability
to appeal to the accounting system, but also
because they typically work with clients
who are buying and selling across various
financial instruments; and in any given
year, some do well and others do not. Thus
their potential claims-making power is dis-
persed. The back office comes last and never
realizes incomes in the millions of dollars,
but they may take home bonuses equivalent
to their annual salary. The system of compen-
sation is driven by the relative power of
actors to make claims over resources, but
even the losers in this negotiated order bene-
fit from the super-profits of their firms.

There is a third structural source of power,
enjoyed by salespeople and, especially,
traders, that Godechot refers to as ‘‘hold-
up’’ power. Although both salespeople and

traders accumulate their social connections,
trade secrets, and effective trading and sales
practices socially within the firm, they con-
trol these specialized ‘‘joint investments’’ in
their relationships. Salespeople can threaten
to leave for other firms and take their clients
with them. Traders can threaten to take their
know-how, firm-developed algorithms and
other specialized trading routines, and even
on occasion whole offices of coworkers if
their bonuses are insufficient. It is the ability
to transfer firm assets to other firms that
allows these actors to exploit their employers
and co-workers via the hold-up mechanism.
Godechot shows that firms sometimes
attempt, but generally fail, to counter hold-
up power with non-compete clauses.

Godechot does not document what hap-
pened to lower-level employees’ earnings.
For the United States, Ken-Hou Lin (2015)
has shown that during this period of financi-
alization, lower-level employees’ wages
dropped, particularly after the financial cri-
sis of 2008, while upper-level employees’
incomes soared. Since these super-profits
were coming from the investment arms of
these firms, one might suppose that those
lower-level employees, because they were
not directly implicated in the division of
labor producing super-profits, were simply
excluded and, after the financial crisis, took
wage cuts in order to support the dropping
incomes of traders and salespeople during
the financial crisis.

Finally, Godechot demonstrates that this
negotiated inequality regime is produced
structurally, as just outlined, but also discur-
sively. Traders and salespeople make claims
based on the generation of profits, and their
claims are often the most compelling. Traders
claim to have ‘‘created value’’ for the firm
and own a share of ‘‘their profit.’’ The back
office makes claims based on their hard
work, devotion to the firm, and clever com-
puter systems. There are recurring negotia-
tions as to what constitutes the value pool
to be distributed, which shares go to which
departments, and who has the strongest
legitimate, even moral, claim on organiza-
tional resources. Godechot describes this
process as ‘‘opportunistic calculation’’
because actors use whatever claim works. If
the claim to have generated profit is not
treated seriously, then a claim of effort, or
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citizenship rights, or merit or seniority or the
threat to leave may all be deployed strategi-
cally until the pool of income is distributed.
Power is both structural and discursive,
and the two reinforce each other.

One of the key insights of this study is that
while the distribution of income is explained
and justified by discourses of individual
skill, productivity, and ‘‘market forces,’’ the
actual distribution of income is a function
of the power of actors in specific relation-
ships. Some of this power is personal, located
in the social capital lodged in relationships
with coworkers and clients, but much is
structural, lodged in divisions of labor. The
super-incomes of the heads of trading desks
are fundamentally tied to their ability to
understand and coordinate the activity of
many specialists, none of whom can control
the whole. There are no causal stories of indi-
vidual skill or occupational power in this
book. There are, however, many claims-
making stories of individual skills and occu-
pational functions told as legitimating
devices in the relational struggle for larger
shares of the profits of firms.

Late in the book Godechot points out that
the power of heads of trading desks is not
unlike the power of subcontractors in the ear-
ly putting-out system of capitalism. They
control the production process and so have
substantial power not only over the people
they employ, but also over the capitalist
that employs them. Power lies in control of
assets, of knowledge and authority to coordi-
nate tasks, and in the ability to mobilize legit-
imate claims over the distribution of surplus,
for oneself and also for one’s favored subor-
dinates. This book provides a model for
what a relational study of income distribu-
tions can look like. Godechot largely ignores
occupational models in sociology, resolutely
sticking to the relational evidence in the
data, while making clear that individualistic

and market models of income distribution
processes have only a passing resemblance
to the actual processes generating organiza-
tional resources and dividing them up.

I am very enthusiastic about this book and
recommend it highly to anyone looking for
a truly sociological model of the processes
by which income gets distributed. The hard-
back is very expensive, but the ebook is not.
The earlier French version (Godechot 2007)
is also available and quite reasonably priced.
Read this book.

References

Avent-Holt, Dustin, and Donald Tomaskovic-
Devey. 2014. ‘‘A Relational Theory of Earnings
Inequality.’’ American Behavioral Scientist
58:379–99.

Burt, Ronald S. 1983. Corporate Profits and Coopta-
tion: Networks of Market Constraints and Direc-
torate Ties in the American Economy. Waltham,
MA: Academic Press.

Godechot, Olivier. 2007. Working rich: Salaires,
bonus et appropriation du profit dans l’industrie
financière. Paris: La Découverte.

Lin, Ken-Hou. 2015. ‘‘The Financial Premium in
the U.S. Labor Market: A Distributional Anal-
ysis.’’ Social Forces 94:1–30.

Roscigno, Vincent J., and George Wilson. 2014.
‘‘The Relational Foundations of Inequality at
Work I: Status, Interaction, and Culture.’’
American Behavioral Scientist 58:219–27.

Tomaskovic-Devey, Donald. 2014. ‘‘The Relational
Generation of Workplace Inequalities.’’ Social
Currents 1:51–73.

Uzzi, Brian, and Ryon Lancaster. 2004. ‘‘Embedd-
edness and Price Formation in the Corporate
Law Market.’’ American Sociological Review
69:319–44.

Wilmers, Nathan. 2018. ‘‘Wage Stagnation and
Buyer Power: How Buyer-Supplier Relations
Affect U.S. Workers’ Wages, 1978 to 2014.’’
American Sociological Review 83:213–42.

Wilson, George, and Vincent J. Roscigno. 2014.
‘‘The Relational Foundations of Inequality at
Work II: Structure-Agency Interplay.’’ Ameri-
can Behavioral Scientist 58:375–78.

Review Essays 659

Contemporary Sociology 47, 6


