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Rent Seeking and Inequality

Hiroshima University  Koichiro Sano

ABSTRACT

In this paper, we examine the relationship between inequality and the pattern of rent seeking. In the economy, there
are two types of goods, luxury goods and necessities. Agents have different level of skills. Luxury goods are skill-
intensive and have high income elasticity of demand. Necessities are not skill-intensive and have low income elasticity
of demand. On the demand side, rich agents spend more on luxury goods and poor agents more on necessities. On
the supply side, agents with high skills specialize in skill-intensive goods production, and agents with low skills
specialize in not skill-intensive goods production. Moreover, agents can engage in rent seeking, not producing goods
but expropriating others' income. Then, depending on the degree of inequality, individuals with high skills may
engage in rent seeking, or individuals with low skills may engage in rent seeking. Rent seeking activities by individual
with high skills, especially, will hinder economic development. We analyze what type of agents engage in rent seeking

and the condition.
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