Accepted Manuscript

The Balassa—Samuel son relationship: A micro-analysis

Qi Zhang

PIl: S0022-1996(16)30117-9

DOI: doi: 10.1016/}.jinteco.2016.10.004
Reference: INEC 2990

To appear in: Journal of International Economics

Recelved date: 11 April 2015
Revised date: 28 July 2016
Accepted date: 12 October 2016

Please cite this article as: Zhang, Qi, The Balassa—Samuelson relationship: A micro-
analysis, Journal of International Economics (2016), doi: 10.1016/j.jinteco.2016.10.004

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.jinteco.2016.10.004
http://dx.doi.org/10.1016/j.jinteco.2016.10.004

The Balassa-Samuelson Relationship: A Micro-Analysis™

Qi Zhang™
London School of Economics, 32 Lincoln’s Inn Fields, London WC2A 2AE, UK
University of Ozford, Manor Road Building, Oxford OX1 3UQ, UK

Abstract

This paper shows that the specification of the Balassa-Samuelson relationship, i.e. the
positive relationship between a country’s per capita income and its national price level,
at the level of the products used in constructing national price levels is different for
‘services’ and ‘manufactures’. It further offers a new candidate explanation for the B-S
relationship in manufactures, which appeals to mismeasured quality. This explanation
yields a second, distinctive, testable prediction: controlling for per capita income, a non-
monotonic relationship should exist between a country’s income inequality and its national

price level. I show that this second prediction is consistent with empirical evidence.
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