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9. OTHER SOURCES OF INEQUALITY

Among the more important sources of inequality not discussed here are the
following :

(a) Lifecyclesavings. Ifindividuals save over their life time in a manner suggested
by the life cycle hypothesis, the age distribution will be one of the prime deter-
minants of the wealth distribution. There is some evidence to support this (see,
e.g. [4]).

(b) Stochastic elements. Throughout the above discussion, we have made the
assumption, conventional in growth theory, that there is no randomness in the
rate of return on capital, in the rate of reproduction, etc. We have already noted
that the theories of income inequality of Champernowne and Mandlebrot [1, 5]
are based primarily on stochastic models. Champernowne and Mandlebrot have
shown, for instance, that if: (i) c(t) is a Markovian sequence in discrete time, (ii) for
large c, logc(t + 1) — log c(t) is a random variable independent of c(t), (iii) for
large ¢, E(c(t + 1) — c(t)) for given c(t) is negative, and (iv) for small ¢, the transition
probabilities are such that not all ¢(t) can become zero, then c (for large c) would
have the Pareto distribution. They unfortunately have not provided any economic
justification for these assumptions. A slight modification of our model can, however,
provide us with an economic motivation for them. If, for instance, we assumed that
the rate of return on capital is a random variable, uncorrelated with the amount
of wealth an individual owned (at least for large c) but with an average value equal
to the marginal product of capital, then (in the discrete time analogue of our model
of Section 2), all the Champernowne conditions are satisfied, provided only that
the economy has a sufficiently large'” capital-labor ratio.
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17 In the terminology of Section 2, provided k > k.





