
Chspter 13

Income Inequality

l. (a) The Lorenz curye for t6e eonony is dnwn below Th€ dda ror |ne curve de as
follows. Total w€alL\ i. dlc €o.omy k ($ I Xt + ($3)(5) = $20. the pooEst l0% of tle
people own $ lA20 or 5%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%oi the wqlth. The pooEsl 20% own l0% ud so ronh until
the poorst 50%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%. The pooEst 60% ow. ($ l)(5) + ($3Xl) = $3 dollas. That is.8/20 or
40% of lhe walfl Thc poorcst ?0% own 55%; poftsr 804, own 70%: poorgt 90%
own 35%: and fi.all! rhe enlne €conony owns 100% of total w€alth.
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(b) The Gini h co.siructed by dividi.g the dea berwen rhe
Md d .  L .? r ' .  un .  \ )  r le  en :F  aE under  rhe  l r re  o f  per ie l

(c) To calcDlate lhe Cini, *e nust find rhe ma of A, 4 C atrd D. Ior thc trca of A,
c. and D, we ,pplr, fie area fomula for niang16.



Ar.a,JB= (0.5)(0.25)(0.5) =0.062s

A/.a o/c=(0.5)(0.75X0.5)=0.1375

Ar4aJ D = lo.5)(o-25)=0.125

In ordd to find lne ma ol A, we li6t calcul?te lhe area under the line of pefat
equa l i t y .Th is i$s imp lya lb l l igh t t r iang le inp l l in8d la t ihcarca is0 .5 .FoUowi .E ,
{ecansubhactiiomthisthcdcaDndertn€Lo€nzcure rofindlnelEaolA, sinethe
a@ under fie lnrenz Cutue is a + C + D = 0.0625 + 0.1875 +0.125 = 0.375, wc h.d

Ara alA = IArd Und- LnE ol Pete.l Equali.tl - tAr.a Uhdt Lotun. c,fle l

-  t  A + B + c + D I  aB+ C+D/=t0.51 10.3751=0.125.

Now we substitute ir th6e valucs into ou equarion rrom pxn (b).

=0.r5.

2. Thc perleclion ol distmce leaming" setu$ to ftlre a supesto eff4t lor
pofessoB, 6e€bymisingthe levelof inequalityanoDgpoleso . Bccauscasi.glc
proie$or sill be able to t€sh mmy studc.ts any giv€n tine, onl, a lew quxlified
polessoB will be n€ded, and dose pmfe$os will eam a hi8lr wage.

3. Avoilabiliry ofstudc.t lom inpl! lhat d xny gived level ofinequality, the
a.cunularion or h trnan capi ral wi I I be hisher. Add itional ly, at aDy level of ineq ual ity,
student lom allow moE to be allocatcd tosdds physical capital inveshenl, tuising
phj,sical capnaltccunulation. As a6ult, inveslnelt iD factos will bc Arcatcr insurin!
rhat the level ofinequaliq' rcquired to naxinirc factor accunulation will be lower.

,1. The E lationsh ip between a poor per$n j s per@ption ot cco.onic mob il ity tu
thal peNont dcsirc to scc a high lev€l of redisriburive hxlion is negatively corelated.
If Fteptions of nobility ae low, a hiei level of rcdistributive taxation will be desired,
and onvcrscly, if pereptio.s of mobility aie high. a low level of redistibutive taxation
*ill bedesiEd. As a Esult, in a counny with thc sanc distribution of incore as another,
fie counlry vith low Dobility would have a higher l€vel olredhtibutive laxarion €lative
$c odlcr .ou.try with hiAh nobilny.
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Problem 5

$ lVc 
Srondfo{he. 

('a,s io +YE bc,lto.n iocsne qoo.file, t}c -lo}}rc.
hod 35% chqn@ 4 s+aying h rfr le qoorh(,, 262. chon<-a otmov;ng
to tt€ rd, 22r.. dE ,cI 4;'din? lo {t,c 5d ond 17. drano o( filcurY<tr
\o l\-te 4s- Lhcst roqr in %b\€ l33l

Fo. ony qporti\e, there is o" Fosiliv€. Fc,bdkrkY thar {he lon cnd6 up
n t'e b(rEsl qoar+il€ LF\rsi co\u6n1

I
[hcn tt'e Frcbobrl+/ thai d mon o]o:a Uaddlq+hec das io thc botic,^

ln@ne q,ror+i\e t'Jorld crlo be h {h,r guartirc -
Fias{ r^or, x Fiast coluh^.

O..32 + .118. .25 + .22. .2)- 1 . \1, .zo . o.za



Bi^ , -s i=rs i

,b Sn&- Bf is

I F I in rrenr,,ns%rue in thehbe 1.0, c4.-
I c/, "-,,'b;f.rh;;,;i;;;i;b".".1,"!,"-,
I mlalioc ae n the tsr rhe sto.k va'iabrd E/is sb ared

on O7-4) rhe d*k
I uiabe &isehuhled as o he becinninc of $e petod

EmqlaiorOa 2). Ar rheendor osd L ffie rd,nidoLoire,rcd I ai 5-sr r,"qos r,:or r, u"e""neoi

ir a d r'.RrA$ ,r caprTAr ^'lD I'irmrm L ilars

capk 51mk uncl.anced rom !@r 4 ro yEr 5?
whal E the va !e or 6/ ai se cnd of @ od 2? ts rherc
a.!14taccounld.fi ci jn Fod 2? [,rpain rheeurce

rh f t i sasha$ fan in .o i su ' l j l bnn 'e , I s 'w ] ]d i

ac&ud:wfEt ctheeriecrdf thddopii.oEUmpion
i thrs counrry! nd ro'etcn dlbh ar lhe drd of Er s?

co-0 c,l9a\ed a\ *ra qd

CE.- i )  i '  in  {qor
r BJ, . NKi

I k ! ( \1.2)

cA, ,  81 ,6 l  =  o -o  .  o
cA,=s ! -B i  =  5
Nx3= C,A3- r6 ' , .  5
X 3 = N x 3 + 6 , = Z O
K3= (1_5k. . Ia= 3oO -  3O+3A -  3aJa

N x r .  l . -  0 . .  Z \ -  Z O  =  L

c^. = BJ - B.J, =

, 5
\.0526

a@- 5

( A i

B i -

.  r 3 ' G .  -  6

L r 5 .  r b l r  N \ r  =  o , \  r  3 5 ) * 6 = 5 1 5
P ' 2 =  c e " ,  s i =  5 5 5  4  5 =  t  0 5

=  k . - 6 K . +  r <
S.n@ invasrMr eq6\: &?u.iot,<fr,
rha c?,tal s\<\ jhdns -"cnoozd
Etuq /<qs l Md 5.

b) Bl= o -a {!ur. is @ cA
+he rdise r. \6po.ts.

c) rhc {a\\ i^

,. .1,) ,. :17/-/t4d,,,/
ll

o " l t , 5 .  I  .

= 2 6

5

a) Ve kno!  lho{ kr , .  t<r-6krrr !  \uuh
.)  3b3=o3to_ 6 3ro+3l

9 6= loiz

$ir'_lh. 
ce a"g.,t in y.ar 3 ccmes {rdrn

cosLJlnptim .esol+s jo d rtse io ne+ exFor'ls. 'rhi5 bdoqs
q^d io'(?z CA 

-Ihe 
cduniry pdys back i\5 dot\s cnd 

-

th,- 
&rei2. depls dM nq{, porihvz.


