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Essay style question on ineq uality 
 
(a) Explain w hy incom e and w ealth are unevenly distributed  in the U K  [10]. 
 
W ealth is a stock of assets ow ned either by an individual or an econom y as a w hole. 
Incom e is the m onetary rew ard for participation in the production of goods or services 
over a given tim e period. 
 
W ealth and incom e are not evenly distributed in the U K. That is to say there are som e 
individuals w ith higher incom es than others and/or a greater stock of assets, m easured in 
m onetary term s. 
 
O lder individuals are m ore likely to have a greater stock of assets as they can be 
accum ulated over tim e. W hilst incom e and w ealth are tw o distinct concepts there is a 
close link betw een them . Those w ith large w ealth are likely to gain an incom e from  their 
assets, and to accum ulate w ealth a surplus incom e is required above that necessary for life. 
 
Generally older individuals w ill also be m ore skilled and their greater experience w ill 
increase the value of their hum an capital. This m eans the potential earnings of older 
w orkers are generally higher as they are m ore productive. 
 
O ther individuals m ay obtain w ealth through inheritance. This w ealth can often be put to 
use to generate a higher incom e. 
 
W ages, and so incom e, are determ ined by the supply and dem and for particular skills as 
sub-m arkets of the labour m arket. For exam ple, supply and dem and for doctors is m uch 
sm aller and m ore inelastic than that for superm arket assistants. This is due to the high 
levels of training required for an individual to becom e a doctor, acting as a barrier to entry 
for w orkers considering entering the industry. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
This disparity in pay rates of PSAPD can be seen as a form  of m arket failure as it results in 
uneven distribution of incom e. 
 
In a free m arket the higher w age rate for doctors w ould cause m ore w orkers to m ove into 
that industry, but due to occupational im m obility w orkers are unable to easily m ove. 
 
Geographical im m obility also leads to m arket failure as w orkers are unable to m ove to 
different regions w here pay is higher due to hom e ow nership and social ties. 
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Further inequalities are caused by groups of w orkers w ith a low er skills base, or w ho are 
participants in very low  paid w ork, particularly w om en and those from  ethnic m inorities. 
Those w ho live in fam ilies w ith a high dependency ratio, those out of w orker w ho m ust be 
supported by those in w ork, have to spent m ore of their incom e so accum ulate w ealth 
m ore slow ly and so see their incom e rise m ore slow ly. 
 
(b) Com pare the effectiveness of increasing incom e tax and increasing transfer 
paym ents as w ays of reducing incom e ineq uality [12]. 
 
Increasing incom e tax w ill increase total governm ent revenue, ceteris paribus, w hich the 
governm ent could use to reduce the effect of incom e inequalities on an econom y. 
 
Increasing transfer paym ents can reduce incentives to w ork as w orkers can gain m ore from  
not w orking and the opportunity cost of w orking is increased. 
 
Currently the highest rate of incom e tax is 40%  and m ost households w ith higher incom es 
w ill generally have at least one individual paying this rate of tax. 
 
Through incom e tax and transfer paym ents the governm ent currently im proves the 
inequality disparity by a factor of around 2.5. The Gini coefficient is reduced by 30%  due to 
these m easures, through indirect taxation w orsens the situation as they are regressive 
taxes, taxing those on a low er incom e a greater proportion of their incom e than those on a 
higher incom e. 
 
There are a variety of form s of transfer paym ent m ade to different individuals in society in 
an aim  to reduce inequalities. 
 
M eans tested benefits are targeted at only those w ho require them  so are theoretically 
very effective at redistributing incom e. Potentially m eans tested benefits can becom e 
com plicated to adm inister and m any w ho m ay be eligible for the benefit put off by the 
large am ounts of paperw ork required. A n inefficient and expensive benefits system  is also 
undesirable as this m eans the total paym ent w ould be reduces, or there w ould be an 
opportunity cost elsew here. 
 
Potentially w ith any benefit system  the reduced incentive to w ork m ay m ean people 
choose not to w ork, instead becom ing reliant upon benefits, w hich is not beneficial to the 
governm ent’s long term  plan of reducing the incom e inequality. 
 
Therefore benefits such as the w orking fam ily’s tax credit are given by the governm ent on 
a m eans tested basis to fam ilies on low  incom e to reduce the pressures of tax. 
 
U niversal benefits are m uch cheaper to adm inistrate but expensive to pay out as all are 
entitled to them . This can act as an incentive as w orkers on low  pay do not loose the 
benefit as their pay increases but this effect is m ore likely to be outw eighed by the low ered 
incentive to w ork. 
 
M any econom ists m ay argue that benefits do not help in the long run and that the short 
run reductions in incentives to w ork w ill cause problem s in the long run. Instead w orkers 
on low  incom e or out of w ork should be given opportunities such as the ‘new  deal’ and 
training opportunities to im prove their occupational m obility and allow  the free m arket to 
function m ore effectively and for w orkers to m ore easily enter the m arkets for higher paid 
jobs. 
 
Progressive taxation through incom e tax, w here the rate paid increases as incom e 
increases, and the use of benefit system s can be very effective at im proving equality. 


