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Transforming Luxuries into Necessities: How Income Inequality Affects
Economic Growth?

Haofeng Du, Shenzhe Jiang, Jianjun Miao, Yanzhe Wang, Mingzhi Xu

Abstract

Many economists have long observed that major innovations often begin as luxuries for the rich and
eventually diffuse to become necessities for the poor. This paper provides the first systematic evidence of
this process using comprehensive U.S. micro-level data and develops a unified framework linking income
inequality, firm innovation, and economic growth. We document three key facts: (i) poor consumers’
expenditure shares on products rise over time; (ii) firms serving richer consumers innovate more; and (iii)
firm entry accompanies the diffusion of products across the income distribution. We build a dynamic
general equilibrium model with hierarchical consumption and firm dynamics to account for these patterns.
The model shows that rising inequality distorts innovation and increases the concentration of innovative
activity —a pattern consistent with the data. Quantifying the model using U.S. retail scanner data and
patent records, we find that the observed rise in income inequality between the 1970s and the 2010s can
almost fully account for the decline in per-capita GDP growth over the same period.



