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ECONOMIC DEVELOPMENT AND
INCOME DISTRIBUTION:
On Kuznets” Hypothesis

< Summary >

Masako Murakami

The present paper purports to examine several theoretical frame-
works designed to depict a long-term change in income inequality which
has taken the form of Kuznets® U-shaped hypothesis in the process of
economic growth in developing countries. Kuznets’ hypothesis states
that in the early stages of economic growth, income inequality tends to
be increasing; afterwards, being accompanied with rising per capita
income, it starts to decline.

In section I, I examined Kuznets’ own framework (1955) in which
he emphasized the changing population ratio between the agricultural
sector and industrial sector as a cause for the U-shape. The weak points
of Kuznets’ explanation are: (1) the proportion of the outgoing popula-
tion from the agricultural sector is assumed to be the same in all income
classes and (2) the change in population ratio in the two sectors is
assumed exogeneously. It seems to me that (1) and (2) need to be
determined endogeneously within the model.

In section II, using decomposition of inequality measure, variance
or logvariance, 1 deduced the condition of turning point in the in-
equality from increasing to decreasing. By the decomposition method,
Kuznets” idea that U-shaped change would be generated depending on
the relative size of (1) inequality difference, (2) per capita income
difference and (3) population ratio between sectors, is now confinmed.
However, the decomposition method cannot explain how and by what
mechanism those three factors are determined. We need to construct a
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quantitative model which analyzes interrelationship between economic
growth and income distribution in testing Kuznets’ hypothesis. This type
of model is rather scarce except for Chenery-Ahluwalia’s.

In section I, Chenery-Ahluwalia model (1974) is examined and
evaluated. Their unique idea is segmented capital accumulation in diffes-
ent socio-economic groups which they classified into three: rich, middle
and poor. They also defined three income classes: top 20%, middle 40%
and lowest 40% as distinct from the concept of groups. According to
the Harrod-Domar type growth model, each group produces goods with
constant capitaldabor ratio and distributes revenmues into wages and
profits with constant proportion. Laborers are employed either within
their own group or in other groups. Capital owners and laborers are
assumed to invest their savings only into their own group’s capital
formation. Because of this segmented capital accumulation with assumed
constancy in input ratio and wage shares in the Chenery-Ahluwalia
model, the relative income shares between socio-economic groups could
not be changed. If the population growth rate in each group is assumed
to be equal and, if initially, three groups are assumed to coincide with
the three income classes, relative shares between income classes also
could not be changed. This means that the U-shaped change of income
inequality would not have occurred. Therefore, the key cause of bringing
U-shaped change in terms of relative shares between income classes is the
assumption that population growth rates would be larger in the poorer
groups in their model.

In section IV, I presented my tentative model which is a modified
Chenery-Ahluwalia model where (1) I connected three industrial sectors
with three socio-economic groups,and (2) I introduced explicitly the
possibility of unemployment caused by the disequilibrium with respect
to the demand and supply of labor of certain skill qualification. Since
my model is a kind of dynamic input-output model connected with
socio-economic groups’ economic activities, difficulties in data awvail-
ability becomes larger. I have not yet estimated the time path of income
inequality using my model. However, my model would be one of the
possible frameworks which explain the inner relationship between
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population movement from sector to sector and changing income in-
equality between income classes.



