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Abstract

This paper examines the determination of the rate of growth in an economy
in which two political parties, each representing a different social class,
negotiate the magnitude and allocation of taxes. Taxes may increase growth if
they finance public services, but reduce growth when used to redistribute
income between classes. The different social classes have different
preferences about growth and redistribution. The resulting conflict is
resolved through the tax negotiations between the political parties. I use the
model to obtain empirical predictions and policy lessons about the
relationship between economic growth and income inequality. In particular, the
model implies show that, although differences in growth rates across countries
may be negatively related to income inequality, redistributing wealth does not
enhance growth.
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