International

Accepted Manuscript Review of
Economics
& Finance

Under-consumption, trade surplus, and income inequality in China

Kenneth S. Chan, Vinh Q.T. Dang, Tingting Li, Jacky Y.C. So

Pl S$1059-0560(16)00029-0

DOI: doi: 10.1016/}.iref.2016.02.013

Reference: REVECO 1222

To appear in: International Review of Economics and Finance

Please cite this article as: Chan, K.S., Dang, V.Q.T., Li, T. & So, J.Y.C., Under-
consumption, trade surplus, and income inequality in China, International Review of Eco-
nomics and Finance (2016), doi: 10.1016/j.iref.2016.02.013

This is a PDF file of an unedited manuscript that has been accepted for publication.
As a service to our customers we are providing this early version of the manuscript.
The manuscript will undergo copyediting, typesetting, and review of the resulting proof
before it is published in its final form. Please note that during the production process
errors may be discovered which could affect the content, and all legal disclaimers that
apply to the journal pertain.


http://dx.doi.org/10.1016/j.iref.2016.02.013
http://dx.doi.org/10.1016/j.iref.2016.02.013

Under-Consumption, Trade Surplus, and Income Inequality in China

Kenneth S. Chan'?, Vinh Q.T. Dang', Tingting Li’, and Jacky Y.C. So'

'University of Macau, Macau
*School of Management, University of Science and Technology of China, Hefei, China
 McMaster University, Hamilton, Canada

Abstract

It has recently been shown that rising income inequality had contributed to increase in savings of the rich and
decrease in consumption of the poor, pressuring politicians to permit cheap loans for the poor from the rich. The
resultant lending boom created a massive run-up in the housing prices and ensuing mortgage crisis in the US. In
China, capital markets are underdeveloped and the poor may not be able to borrow from the rich. Employing
Chinese provincial panel data and a variety of estimators, we find that rising income inequality significantly
lowers consumption and, consequently, raises China“s current account surplus.
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