
INEQUALITY IV:
Addressing inequality

 



Disposable income and final income

In-kind transfer

In-kind transfer is public expenditure in the form of free or subsidized services for households rather 
than in the form of cash transfers.

Indirect tax
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Inequality, saving, income, and growth

� Suppose that as income increases, the marginal savings rate 

increases:

a reduction in inequality __________ the saving rate in the 

economy.
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Effect of redistribution on savings and growth
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Effect of redistribution on savings and growth
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Inequality, saving, income, and growth

� the marginal savings rate decreases

a reduction in inequality will _________ the volume 

of savings in the economy.
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Effect of redistribution on savings and growth
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Inequality, saving, income, and growth
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� Subsistence needs: 

� Conspicuous consumption: 

� Aspirations and savings: 

the purchase of goods 4services for the specificpurpose ofdisplayingone's wealth
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Effect of redistribution on savings and growth
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Effect of inequality on savings and growth
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Progressive and regressive redistribution
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Progressive transfer
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Bruno 3,000,3 children receives zxg.co 600 600 10 20
3000

Angela 11000 2 children receives 2 200 400 Hoo Goi
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Progressive transfer
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Bruno 3,000,3 children receives 3 200 600 600 10 20
3000

Angela 11000 2 children receives 2 200 400 Hoo 40
loco

3,600 2.57

1,400



25%=1,000/4,000

50%

28%=1,400/5,000

Progressive transfer

The in-kind transfers were 40% 
of Angela’s income, but 20% of 
Bruno income.
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Regressive transfer
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Progressive vs. Regressive, Transfer vs. Tax
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Regressive tax
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Bruno 3 ooo pay 300 pay 33oof Hoo to of income

Angela pay 150 pay 1,5cg
too l5 ofih

The ratio of final income of the rich to the poor rises
Angela



24%=850/3,550

50%

25%=1,000/4,000

Regressive tax
of theincomereceivedby Xi of hepopulation

Totalinc of economy after tax 2,700 1850
3,550
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Redistribution policy: Welfare state
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Redistribution policy: Welfare state
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as a fundamental component of the
contemporary

welfarestate

the lastsafety net
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Unconditional Basic Income Grants(UBI or BIG)
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minimalist roleofthestale



Source: “Exploring universal basic income” by the World Bank Group

targeting
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Predistribution: ______________ and inequality
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I minimum wage

The impact of the minimumwage
on wage inequality



Source: Autor et al (2016)


