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Inequality in the distribution of income — a necessary evil?

A more equal distribution of income within a country is usually seen as a desirable economic
objective and national governments, therefore, use a variety of methods to try to achieve a more
equal distribution of income. However, economists disagree over which method would be most
effective in achieving this objective.

A method of measuring the degree of inequality of income in an economy is to use a numerical
measure which produces a number between 0 and 1. The closer the number is to 0, the more
equal the distribution of income is in that economy. The change in income inequality in the UK
between 1980 and 2010 is shown in Fig. 1.

Year 1980 1990 2000 2010
Numerical
measure 0.26 0.33 0.35 0.36
of income
inequality

Fig. 1 — Numerical measure of income inequality for the UK, 1980-2010

There are many different causes of inequality within an economy and some economists argue
that income differentials play a vital part in influencing the incentive to work, and to work harder
within an economy.

Low-paid jobs and low-paid regions

Research into the low-paying occupations shows that the greatest numbers of minimum wage
jobs are in hospitality, such as bars, restaurants and hotels (245,000) and retail (231,000), which
together account for around 44 per cent of all minimum wage jobs. In addition, between 20 per
cent and 30 per cent of the workers employed in hairdressing, cleaning and hospitality are paid
the minimum wage. This compares with only 7 per cent of the people employed in social care.

Just as low paid jobs are distributed unevenly across sectors, minimum wage jobs are spread
unevenly throughout the UK. Northern Ireland is the part of the UK with the highest proportion
of minimum wage jobs (6.7 per cent), followed by Wales (5.2 per cent) and England (4.1 per
cent), while Scotland has the lowest (3.8 per cent). Looking at regions within England, the North
East has the highest (5.8 per cent) while London has the lowest percentage (2.3 per cent) of
minimum wage jobs.
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SECTION A

Answer all parts of the question in this section.

What is meant by inequality in the distribution of income?

2010.
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(b) Comment on the extent to which low pay is the main cause of income inequality.
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(c) State and explain two possible methods of reducing regional income inequality.

(d) State and explain two reasons why jobs such as hairdressing, cleaning and hospitality have a
high percentage of minimum wage workers.
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(e) Discuss the effectiveness of progressive taxation in reducing income inequality in the UK.
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BLANK PAGE

Section B begins on page 8
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SECTION B

Answer one question from this section.

Analyse, using a diagram, the behaviour of a monopoly. [15]
Discuss, using examples from a leisure industry of your choice, the extent to which competition
creates efficiency. [20]
Analyse how the existence of discrimination may lead to labour market failure. [15]
Discuss the extent to which government intervention is the best method of improving labour
market flexibility in the UK. [20]
Analyse, using examples, the factors which determine the elasticity of supply of labour. [15]

Discuss the relevance of marginal revenue productivity theory in wage determination within
contemporary, real-world labour markets. [20]



SECTION B
Question No. ............

Start your answer to part (a) here
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Start your answer to part (b) here
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END OF QUESTION PAPER
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ADDITIONAL ANSWER SPACE

If additional answer space is required, you should use the following lined page(s). The question
number(s) must be clearly shown in the margins.
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