
“Control the Two Ends, Cultivate the Middle:” 
Causes and Consequences of Rising Economic Inequality in the United States, Russia, and China

Thomas F. Remington
Visiting Professor, Harvard University 

Goodrich C. White Professor (Emeritus) of Political Science,
Emory University

Senior Research Associate,
National Research University – Higher School of Economics, 

Moscow, Russian Federation

Data Center of Management Science, Bejing University
April 20, 2018

控制两端、培育中间



Why is inequality rising in Russia, China, and the United States?

What are the similarities and differences among them, and what can we learn from the comparison?

First, start with decomposition of inequality.  
"Control the two ends, cultivate the middle" – common phrase in Chinese articles on inequality.
Good starting point -- distinguishes trends at the bottom, middle, and top of the distribution.

Different economic and political forces affect each segment differently.

Aggregate inequality is the net outcome of these forces.

Distinguishing trends in different parts of the income distribution sheds light on these forces.

Gini index is useful, but does not show  different effects for different segments of society.

Data on the concentration of income and wealth among different strata is more informative.



Why compare Russia, China, US?

1. All three are large and diverse in territory
2. All three have higher levels of inequality than comparison countries
3. But they have very different political and economic systems.

What can we learn by comparing them?  

First, consider trends in income and wealth inequality trends, using data from 
World Inequality Database [http://wid.world/] – created by Thomas Piketty and colleagues.

They compile data from many sources—household surveys, tax records, national accounts—
extrapolate where data is missing.  

 

















Evidently none of the three countries is controlling the two ends.

When incomes at the top are outpacing incomes in the middle, the
result is slow growth of the middle class.  If the shares of both 
low-end and high-end income groups are rising, the middle class
shrinks—this is simply an accounting relationship, but one with profound
consequences for society.  

Cf the United States:





Clearly, the American middle class has been 
stagnating while incomes at the top are rising.

The United States is an outlier in this respect—
elsewhere economic growth increases the
share of people in the middle class
(defined as 2/3 of the median to twice the median). 

(Source: Pew Research Center)



There are other ways to decompose inequality as well:

1) spatially, across regions of a country or neighborhoods in a city;

2) by social category, eg urban / rural (significant in China);
racial and ethnic group (significant in the US);
or by sex and age (eg differentials between women's and men's incomes);
by education

By breaking down trends in income along these lines, we can analyze
the factors that tend to lead to convergence or divergence of incomes.

 



For example, using primary data from household surveys, we can 
decompose income inequality in China and the United States into the 
components that are due to differences across regions of the country,
as opposed to inequality that is common to all regions.

This is called the Pyatt method of decomposition of inequality.

[Graham Pyatt, “On the Interpretation and Disaggregation of Gini Coefficients,” 
The Economic Journal 86 (June 1976), pp. 243-255.]

Here we distinguish three components of total inequality: the difference
due to average differences between the regional units, how much is overlapping
among them; and the portion that is contributed by inequality within units.

NB: we can only do this if we have data at the individual level, broken down by unit.  



In the United States, relatively little of total inequality is due to differences between the states; 
over three quarters is due to inequality common to them.  

Notice that the proportions are remarkably stable over time.

	 2005 2010 2016
Between 19.5 19.7 18.9
Overlap 76.1 76 76.6
Within 4.3 4.3 4.5
Total	Gini .423 .429 .442

Source: US Census Bureau, American Community Survey, 
PUMS files.



China is quite different in this respect.

Using data from the China Family Panel Study, I decomposed inequality along two
axes: cross-province and urban vs. rural.

For the decomposition of inequality by province, I only analyzed those five provinces 
for which there were adequate representative samples (Liaoning, Shanghai, Henan, 
Guangdong and Gansu).  In this case, less than half of total inequality is common to them.
Differences between them account for a third of all inequality.  Note that they differ
widely in the levels of inequality within them. 

Source	of	inequality: 	
Between 33.831
Overlap 47.863
Within 18.306
Total	Gini .472
Gini	indexes	for	each	province:
Liaoning 0.390	(N	=	1358)
Shanghai 0.456	(N	=	975)
Henan 0.415	(N	=	1480)
Guangdong 0.459	(N	=	1145)
Gansu 0.492	(N	=	1456)



Also we can decompose income inequality in China into its urban and rural components.  

In this case, I used the entire sample of non-missing observations (N = 13,406):

Here there is relatively little overlap between them.  Nearly half of total inequality is
accounted for by differences in the distribution of income within each sector.  

Source	of	inequality: 	
Between 23.115
Overlap 29.071
Within 47.815
	 	
Rural	Gini .467
Urban	Gini .455



In China, the dispersion of urban household incomes by province has widened:
(NB: these figures are not adjusted for differences in price levels across provinces)



In Russia, the dispersion of household incomes by region has levelled off:
(NB: these figures are adjusted for differences in price levels across regions)



In the US, the dispersion of median household incomes by region has not increased,
although the median income has risen and fallen.  



Now, moving from describing  to explaining  inequality trends.

When does economic growth bring net convergence of incomes across groups in society 
(social and demographic groups, regions)?

When does it  bring net divergence of incomes?

Neo-classical economic theory expects long-run convergence of incomes after initial shock
(Kuznets curve; Ohlin-Heckscher trade model; Larry Summers/ Barro "iron law of convergence")
--under conditions of factor mobility and favorable institutional environment.

So many economists say that although globalization and technological change increase
inequality, over time, differences across income groups and countries will diminish. 

Why?

Capital and labor seek opportunities to maximize return, move to sectors, locations where
expected return is highest.  Eg low-skill labor upgrades skill; capital seeks lower-cost 
opportunities for production. 
 
Result = convergence over time —> inequality should fall.



Globalization and technological change have affected Russia, China and the United States 
differently.

In all three, top end incomes have benefitted.  

In China, lower and middle incomes have risen.

In the United States, lower and middle incomes have stagnated or fallen.

This is illustrated by the "elephant graph" produced by Branko Milanovic.
It shows which segments of the global income distribution benefitted most
from global economic activity in the 1988-2008 period.





Political institutions can push for convergence regardless of economic forces:

1. "median voter theorem" of democracy:  (Ymean	+	t	(δ	Ymean	/	δt)	-	Ymedian	=	0)
--yields pressure for redistributive taxation, spending

2. "developmental state" investment strategy in human capital, other public goods
--can spread opportunity to participate in rising incomes

3. effective regulation of economy can ensure competition, block monopolies, rents

4. effective policies of social insurance to pool risk of income loss

But: many economic and political forces block convergence, favor divergence



Economic: 

1.  Increasing returns, eg some cities are "knowledge hubs" – attract capital, skill

2. Natural rents, eg rising prices for natural resources; locational advantages

Political:

3. Rent-extraction, eg through protection of industries, firms (eg "too big to fail")

4. Governmental restrictions on mobility of labor (eg hukou, propiska)

5. Governmental restrictions on mobility of capital



When forces of divergence outweigh forces of divergence, inequality rises as advantage 
accumulates over time. 

Rising inequality then produces feedback effects:

1. Incomes are converted into wealth, wealth back into incomes (Piketty: r > g)

2. Incomes are converted into political influence, can favor capture of rents for rich

3. Incomes and wealth are converted into "cultural capital," educational advantages,
safe neighborhoods, good housing, stable families ! lower social mobility



Katz & Krueger,
“Documenting Decline in US
Economic Mobility,”
Science (April 2017)

Top line shows Chetty et al.
calculations of absolute income
mobility rates for successive
birth cohorts;
bottom line shows gap in median
earnings of childrens’ and parents’
generations over succesive
cohorts

Example: declining intergenerational social mobility in the US over time



And rising elasticity of earnings across
generations as inequality rises.







Question: why are forces for divergence stronger than forces for convergence in
Russia, China, United States? 















The United States:

Source: https://tcf.org/content/commentary/graph-how-the-financial-sector-consumed-americas-economic-growth/



In Russia, the 
financial sector
has seen the 
highest growth
in average
compensation—
even more than
oil and gas.





Source: Yu Luo and Frank Zhu, "Financialization of the Economy and Income Inequality in China,"  Economic and 
Political Studies 2:2 (2014), pp. 46-66.



Thomas	Piketty’s	2014	best-seller	
popularized	the	theory	that	capital	
incomes	are	growing	as	a	share	
of	national	income,	because:

	r	>	g			
--	Ie	the	rate	of	return	on	capital	(r)	exceeds	
the	growth	rate	of	the	economy	
		
β	=	K/Y	
--	β is	the	ratio	of	the	capital	stock	to	the	
flow	of	national	income	
		
α		=	r	*	β	
--	α	(the	share	of	capital	income	in	total	
national	income)	equals	the	rate	of	
return	on	capital	times	the	ratio	
of	capital	stock	to	income	

Therefore,	as	economic	and	population	
growth	rates	fall,	income	and	wealth	
inequality	will	grow	for	a	long	time	to	come.	

Economists	are	debating	fiercely	
whether	Piketty	is	right.		



The	US,	Russia	and	China	have	higher	inequality	than	almost	all	their	peers:






