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Context 
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Large increase in income inequality and risk of social instability 



Introduction 
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• Tunnel effect (Hirschman & Rothschild, 1973) 

– In times of rapid economic development tolerance 
for income inequality may be substantial 

– Increase in income of reference group fuels an 
expectation for future increase in own income  

 

• Relative income hypothesis 

– Subjective well-being is inversely correlated with 
income of reference group 



Introduction 
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• Previous studies focused on the (negative) impact 
of income inequality on subjective well-being in 
urban China (e.g. Smyth & Qian, 2008; Knight & 
Guntalika, 2010a; 2011; Jiang et al., 2012) 
 

• For rural areas findings are mixed 
– Knight et al. (2009; 2010b): widening income 

inequality has positive effect on subjective well-
being 

– Wang et al. (2015): positive effect for Gini up to 
0.405, negative above 



Aim of the paper 
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• Knight et al. (2009): 
– Chinese rural residents recognize neighbourhood 

or fellow villagers as reference group 

 

• Estimate how tolerant rural residents in China 
are for widening within village income 
inequality 

• Focus on the impact of own income increase, 
neighbourhood’s income increase and 
expectation for future income increase 



Data 

6 

• Sichuan Province Rural Household Survey 

• 2005-2006 

• 297 households living in 13 administrative 
villages, 7 towns and 2 counties 

• Collects information on social and economic 
indicators (demographics, income, 
expenditure, education, perceptions, ...) 



Data: summary statistics 
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Data: summary statistics (cntd.) 
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Exploratory analysis 
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Statistical analysis: ordered probit 

• Tunnel effect (Hirschman & Rothschild, 1973): 
 

𝑇𝑂𝐿𝑖
𝐴 = 𝛼 + 𝛽1∆𝑌𝑖

𝐴 + 𝛽2∆𝑌𝑖
𝐵 + 𝛽3𝐸𝑖

𝐴 +  𝛾𝐻𝑖 + 𝜇𝑖  

 

𝑇𝑂𝐿𝑖
𝐴: tolerance for widening income inequality within village 

∆𝑌𝑖
𝐴: increase in own income (actual or perception) 

∆𝑌𝑖
𝐵: increase in villagers’ well-being (income or expenditure) 

𝐸𝑖
𝐴: expectation for own income increase in the next 2 years 

𝐻𝑖: individual characteristics 
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Statistical analysis: ordered probit 
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Statistical analysis: ordered probit 
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Conclusion 

• “Rural residents who envy neighbourhood’s 
increased consumption expenditure do not tolerate 
for widening income inequality within village” 

• “Rural residents who expect for own income increase 
in the near future tolerate the inequality” 

• “Rural residents who have a lot of wealth or stock 
tolerate the inequality” 

 

“Results suggest that sustainable income growth in 
rural area is important for social stability” 

 Next question to consider: “why [do] rural residents 
expect [an] increase in income in the near future?” 
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Notes by discussant 

• Interesting research 
 

• Extend discussion of theories & motivation 
– Paper on tunnel effect Hirschman & Rothschild (1973) also 

describes when inequality becomes too high 
– Relative income hypothesis is not supported by references 
– Added value of paper to literature 
 

• Static vs dynamic perspective 
– Tolerance for widening income inequality often used 

interchangeably with tolerance for income inequality 
– Exploratory analysis suggests that initial level is also 

important 
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Notes by discussant 

• More ample discussion of data & results 

– How are perception questions asked to respondents? 

– Income: monthly or yearly? 

– Variable ‘cost of building or buying house’ unclear 

– Unemployed who do not care about inequality 

 

• Possibly interesting additional research questions 

– Are there differences between villages? 

– Does the timing of the interview matter? 
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