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Today’s Agenda

1. Income ( Inequality: Evidence and Issues
2. Inequality ( Income: Savings rates
3. Redistribution
4. Evidence

5. Demand composition

6. Capital markets

7. Human capital

1. Inequality & Growth
A. Income( Inequality: Kuznets curve
· Broad hypothesis of economic development: initially there is rising inequality but disparities go way as more of the population benefits from development( inverted-U relationship

· Empirical tests of this inverted-U hypothesis in time-series & cross-section

i) Cross-sectional data
· Ahluwalia regression

· Problems: omitted variables, what is the correct functional form, Latin effect
ii) Time-series data
· Do all countries follow not only the same shape, but the exact same curve? How would you change equation to allow for same shape but different levels?

· Best case scenario—long data series for all countries over time, but rare!

· England & Wales 1823-1915
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· By using panel data and country fixed effects, we can estimate 

· Evidence of inverted-U vanishes

· Recent studies with more data and statistical techniques show some evidence of an inverted-U
· Barro: $4815 (Romania) is peak of Kuznets curve

B. Uneven and Compensatory Changes

· Types of income growth: everyone benefits, some benefit and “trickle-down”
· Inverted-U would result from growth first benefiting a few first and then permeate

· Reasons to believe above may be true: sectoral shifts (agricultural vs industrial), technical progress (skilled vs. unskilled)… eventual prosperity (policy could interfere here)
· But countries are very different, difficult for one iron-clad theory to explain it all.

2. Inequality(Income
A. Savings Rates

· Does inequality increase or decrease savings rates—opposing views
· Example: relationship between income and marginal savings rates

· Once again: how does savings change with income?
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