
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



Redistribution and Predistribution

�

�
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Redistribution and Predistribution

�



Inequality, saving, income, and growth
�

�



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.



Effect of redistribution on savings and growth
�

�



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



Effect of redistribution on savings and growth
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Inequality, saving, income, and growth
�

� Subsistence needs: 

� Conspicuous consumption: 

� Aspirations and savings: 



Effect of redistribution on savings and growth
�
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Effect of redistribution on savings and growth



Effect of redistribution on savings and growth
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Effect of redistribution on savings and growth



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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Progressive transfer
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Progressive transfer

�
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Progressive transfer

�
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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.



Regressive transfer
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Progressive vs. Regressive, Transfer vs. Tax
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Regressive tax
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24%=850/3,550

50%

25%=1,000/4,000

Regressive tax



Redistribution policy: Welfare state
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Redistribution policy: Welfare state
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Redistribution policy: Welfare state

�

�



Unconditional Basic Income Grants(UBI or BIG)

�



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



Social insurance and redistribution
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Predistribution: ______________ and inequality
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Source: Autor et al (2016)


