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a Neoclassical Growth Model
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Abstract This paper analyzes how inequality of labor and capital income influences per-

sistent inequality in total income or wealth through the inheritance mechanism. The main re-

sult of the paper is that there exists a steady persistent inequality of income or wealthy in the

economy in the long run if the shocks to personal preference, ability, and luck are random and

the market is perfect. The paper also proves that the steady persistent inequality is independ-

ent of the original wealth distribution. Moreover, capital tax and wage tax have different

effects on the persistent inequality, and in the long run wage tax is more effective in reducing

the persistent inequality.
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