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Is the Kuznets’ Inverted-U Curve of Income Distribution Inevitable or Contingent
——The General Tendency and Special Evolution Decided by Power Contrast
SHAO Hong-wei'*, JIN Tao'
(1. School of Economics of Xiamen University, Xiamen, Fujian, 361005, China;
2. College of Business and Economics of Australian National University, Canberra, Australia)

Abstract: It is a crucial question in Economics how income distribution evolves in the modernization
process. Kuznets (1955) argues that the income inequality will widen in the early phases of economic growth when
the transition from the pre-industrial to the industrial civilization is most rapid; become stabilized for a while; and
then narrow in the later phases. Afterwards Scholars name this argument as “Kuznets’ Inverted-U Curve of Income
Distribution”. This hypothesis had been treated as an unquestionable economic law from its initiation to 1970s. Then
this black box was opened in the 1980s and early 1990s. As this argument contradicted to some scholars’ empirical
results and some economies’ practices, it was criticized and questioned by many scholars. After the mid-1990s, this
argument went into a period of ongoing conversation. Even though some scholars denied this argument, evidences
had been found to support it by other scholars. Now more scholars turn to seek the profound factors that determine
the evolution of income distribution. Facing the continuing conversation on the Kuznets’ inverted-U curve of income
distribution in academia,this paper firstly decomposes income inequality into three parts according to its causality
natural inequality which is caused by the difference of person’s endowment and effort, institutional inequality which
is caused by unfairness and discrimination of institutions,and structural inequality which is caused by the variation
of productivity of different activities. As natural inequality is inevitable,the whole income inequality tendency of an
economic entity is decided by the institutional power contrast between fairness and unfairness, and the structural
power contrast between “lead” and “catch-up” caused by technological innovation.

This paper then scientifically explicates the Kuznets’ inverted-U curve. In the early phases of modernization ,a
society experiences a structure transformation from an agriculture-based to an industry-based economy caused by the
industrial revolution during which the power of “lead” is stronger than “catch-up” resulting in the rise of income
inequality. Moreover the unfair of institutions in this period enhances the rise of inequality. As the modernization
progresses , the proportion of modern in the society will exceed that of tradition gradually. In the later phases of mod-
ernization , the power of “catch-up” outstrips “lead” ,institutions become fairer as the society’ s wealth become more
affluent , and these changes impose a pressure of income inequality to decline. So the income inequality will first rise
then decline in the modernization process. This general tendency is harmonious with the great U turn conundrum and
some special evolutions,such as the East Asia miracle. The rising inequality of America and Europe in recent dec-
ades is mainly triggered by structure readjustment which is caused by information revolution and this does not belong
to the area of Kuznets’ curve. The Taiwan case indicates that the Kuznets’ inversed-U curve is not
inevitable. Taiwan’ s relative average distribution of land and capital in the early stage and special economic growth
path shaped the special evolution of income distribution. This paper go further to conducts a newest empirical obser-
vation on the income inequality evolution of some typical countries.

At last,we conclude ; the Kuznets’ inverted-U curve of income distribution is a general tendency but not inevi-
table in the modernization process of human society from tradition to modern. Some actions are beneficial for the al-
leviation of developing countries’ large income inequality and make the Kuznets’ inflexion happen early, such as
institutional improvement, modernizing tradition quickly,and choosing an economic growth pattern that is favorable
to the poor.

Key Words: Kuznets’ inverted-U curve; natural income inequality; institutional income inequality; structur-
al income inequality ; power contrast
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