
Policies to redistribute income and wealth 
*As you do this think about ​incentives​ , productivity and the impact on government 
finances.  
 

 How does it work (in theory) to 
reduce inequality 

But……... 

Progressive 
taxes 

Raising taxes on the rich will 
increase tax revenue for the 
government allowing them to 
increase transfer payments or 
spending on healthcare and 
education.  
 
It could also mean raising the tax 
free allowance for the lowest 
earners. Therefore the poor can 
keep more of the income that 
they earn. 
 

By specifically raising taxes on 
the rich distorts incentives to earn 
higher. The incentive to be more 
productive or entrepreneurial 
disappears if you know that extra 
earnings will be lost to taxation.  
 
Entrepreneurs may leave the 
country to more favourable tax 
climates. The overall tax-take for 
the government may actually 
reduce. 

Reducing 
regressive taxes 

These burden the poor more than 
the rich. Examples include: Fuel 
tax, cigarette tax, alcohol tax and 
SALES TAXES. Lowering these 
reduces the burden on the poor, 
increasing the amount of money 
they can keep and spend on 
other things. 

Regressive taxes make up a 
large percentage of tax income 
for governments. Reducing 
regressive taxes could impact 
government spending on merit 
goods.  

Increase of 
transfer 
payments 
(universal / 
means tested 
benefits) 

Government can raise benefits 
(means tested & universal). 
Universal means that you receive 
them regardless of whether your 
situation changes. Jobseekers  
Allowance in the UK is an 
example of means-tested. Free 
healthcare is an examples of 
universal. 
 

They are a leakage from the 
economy. If on means-tested 
benefits there can be an incentive 
to remain on benefits rather than 
finding a job. This can lead to a 
poverty trap. 
TP’s have a huge impact on 
government finances 

Minimum / 
maximum 
wages (capping 
bonuses) 

Minimum wage provides the 
lowest paid with a wage higher 
than the market price allowing 
them to have a higher standard of 
living. Maximum wages, cap 
wages or bonuses at a certain 
level or percentage. (Price 
ceiling) 

Minimum ​can cause price 
inflation as firms pass on the 
higher wages in higher prices. 
Falling employment, as demand 
contracts, and rising 
unemployment as supply 
extends. 
Capping of wages / bonuses 
distort incentives. 
 



Legislation 
➔ Anti-discrimin

ation law 
➔ Hiring and 

firing 
➔ Leave 

Can reduce wage differentials 
between different groups of 
society. Laws can be introduced 
to encourage hiring of 
marginalized minority groups. 
Laws can be introduced to make 
it harder for firms to ‘fire’ or make 
redundant employees. 
Government can make laws 
regarding paid maternity and 
paternity leave. 
 

Costs to businesses will increase 
- they may shut down or move to 
countries with less stringent 
legislation. 
Enforcement of regulations takes 
time and costs money. 
 
 

Increase in 
government 
spending on 
healthcare, 
education and 
training 

Increased spending on 
healthcare and education can 
make the workforce more 
productive, therefore increasing 
the potential of the economy. A 
better trained and higher skilled 
workforce leads to an increase in 
wages. 

These policies are very, very 
expensive and maybe cannot be 
afforded by the government. 
These policies take a long time to 
take effect (political 
consideration?) 

 


