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Consider a continuous population with mass normalized to one. Each individual has

an income y. Let F be the cumulative distribution function for income, so F (y) is the

fraction of the population with income below y. Let ym and ȳ denote the median and

mean income, and assume ym < ȳ.

There is a government that levies a tax τ on all income. This is used to finance a lump

sum transfer of size T (τ) ȳ to each citizen. The function T satisfies T (t) ≤ t, T ′ (0) = 1,

and T is concave.

Consumption is then given by ci = (1 − τ)yi + T (τ)ȳ, and consumers derive utility

u(ci) from this level of consumption, where u is increasing and concave.

1. Explain how the tax rate τ will be determined in the following models:

a) Median voter

b) Probabilistic voting

c) Citizen candidates

2. What is the effect of a mean preserving spread of income on equilibrium redistribution

in each of the three cases discussed above?

3. Discuss the empirically observed relationship between inequality and redistribution.

To what extent do these findings support the theories considered above?
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