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Endowment Structures, Income Inequality
and Industrial Upgrading

YoNG WANG* ZHONGKAI SHEN
(Peking University)

Abstract We develop a general equilibrium model to explore the interaction between the
endogenous income inequality and industrial upgrading by introducing household heterogeneity
and non-homothetic preferences into the analytical framework of New Structural Economics
We derive a negative relationship between labor income share and Gini coefficient, consistent
with empirical evidences. We also show that when income distribution becomes more
unequal, the minimum capital-labor ratio (endowment structures) requirement is lower for
industrial upgrading. Moreover, there exists an inverted-U relationship between income
inequality and the degree of industrial upgrading, because too equal income distribution
reduces the number of low-end industries with sufficient market demand, whereas too unequal
income distribution reduces the number of high-end industries with sufficient market demand.
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