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The Inversed-U Effect of Income Inequality on
Long-term Economic Growth: From Theoretical
and Empirical Perspectives

LIU Sheng-long

(Center for China Study , Tsinghua University, Beijing 100084, China)

Abstract ; The paper is committed to explore the inverted-U effects of in-
come inequality on long-run economic growth from the theoretical and em-
pirical perspectives. Firstly, based on a Ramsey model, the paper proves
that the inverted-U relationship does exist from the theoretical perspective.
Secondly, it constructs an empirical model and collects cross-sectional data
to test the inverted-U relationship by using OLS and GMM methods. The
results show that GMM method is superior to the OLS method. With the
other conditions remaining unchanged, the income inequality has a reasona-
ble range and this value is from 0.37 to 0.40 if the inequality degree is meas-
ured by GINI coefficient. If the level of income inequality is lower than the
optimal value, economic growth can be improved by enlarging income ine-
quality; otherwise, it should shorten income inequality to quicken economic
growth.

Key words: income inequality; economic growth; GINI coefficient;
GMM estimation (m1EHRE F M)
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