Exercise walk-through

Addressing income and wealth
inequality

A-Level Economics



Government Microeconomic Intervention

Intervention

Read a Gini change without inventing its cause

Fictional disposable-income data

The Gini coefficient falls from 0.42 to 0.35. Explain the change and
identify two conclusions the data cannot establish.

Measured income inequality falls on a comparable basis. This does not
establish rising real incomes, lower wealth inequality, gains for every poor household or
the success of a particular policy.

0 means complete equality; 1 is the complete-inequality limit. Interpret the mea-
sure: AS does not require calculating it.



Government Microeconomic Intervention

L Intervention

Use the measure to investigate, not to guess

Claim to assess Further evidence needed
Redistribution worked Comparable before/after income data and other
changes

Poorest households gained Their real disposable incomes and living costs

Asset ownership is fairer Wealth data; income Gini does not establish this
Two countries are alike Definitions, average incomes and group distri-
butions

The coefficient summarises a distribution; it does not identify all winners, losers
or living standards.



Government Microeconomic Intervention

L Intervention

Is income always easier to redistribute than wealth?

Build a conditional judgement

Compare recorded monthly wages with ownership of a private business that is diffi-
cult to value. Then consider reliable land records and informal cash earnings.

Regular recorded pay can make income tax and transfers easier to administer.
Hard-to-value assets complicate wealth taxes. But land records can assist capital
taxation, while informal earnings can be hard to tax too.

Discuss collection, valuation, avoidance and the incentive to work or invest.
Choose a policy for the inequality actually being targeted.



A-Level Economics

Exercises 2.1:2.3

2.1 State the difference between income and wealth.

2.2 Define the term progressive taz.

2.3 State two policies a government can use to reduce inequality.

2]

2]



A-Level Economics

Exercises 2.1:2.3

2.1 State the difference between income and wealth. 2]

2.1

e income is a flow of money received over a period (wages, rent); wealth is the stock
of assets owned at a point in time (houses, shares) (2 for a clear difference; 1 for a
partial idea)

2.2 Define the term progressive taz. 2]

2.2

e a tax that takes a larger percentage of income from those on higher incomes than from
those on lower incomes (2 for a clear definition; 1 for a partial idea)

2.3 State two policies a government can use to reduce inequality. 2]

2.3

« any two of: progressive taxation; benefits / transfer payments; state provision of free
services (1 + 1)



A-Level Economics

Exercises 3.1-3.2

3.1 A tax is progressive if, as income rises:

D A the percentage paid in tax rises
B the percentage paid in tax falls
C the percentage paid in tax stays the same
D the amount paid in tax falls

3.2 Explain two policies a government could use to reduce income inequality.

(6]



A-Level Economics

Exercises 3.1-3.2

3.1 A tax is progressive if, as income rises: 1]

D A the percentage paid in tax rises
B the percentage paid in tax falls
C the percentage paid in tax stays the same
D the amount paid in tax falls

3.1A

o A progressive tax takes a rising percentage as income rises

3.2 Explain two policies a government could use to reduce income inequality. 6]

3.2

« /6] For each of two policies: AO1 1 + AO3 up to 2 — e.g. progressive tax: higher
earners pay a larger share

o after-tax incomes are closer together

o the gap narrows. Benefits: cash transfers raise the income of the poorest

o less poverty. Maximum 3 each



A-Level Economics

Exercise 3.3

3.3 Discuss whether reducing income inequality always benefits an economy.



A-Level Economics

Exercise 3.3

3.3 Discuss whether reducing income inequality always benefits an economy. [12]

3.3

o [12] AO1/AO2/AO3 up to 8 + AO4 up to 4. For: less inequality can raise con-
sumption (the poor spend more of their income), improve health and reduce social
problems. Against: high taxes and generous benefits may weaken the incentive to
work and invest, and can be costly. Judgement: some redistribution helps, but going
too far risks lower growth — the best level depends on how the policies are designed
and the size of the incentive effects



