· Kuznets Inverted-U Hypothesis for Structural Changes and Development
· Prof. Kuznets is the first economist to study “Economic Growth and Income Inequality” problem empirically. He observes that in the early stages of economic growth relative income inequality increases, stabilizes for a time and then decline in the later stages. This is known as the inverted U-shape hypothesis of income distribution.

· In his 1955 Study, Kuznets takes the following data relating to 3 Low Developing Countries (LDCs)-India, Ceylon, Puerto-Rico and 2 Developed Countries (Dcs)- The UK and US. He comes to the conclusion that the size distribution of income was more unequal in LDCs than in DCs.
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             (Check K.N. Verma Book for the figure)

 Causes of Reduction in inequality with Development
· Kuznets gives two reasons for the decrease in inequality of income distribution.

· First, the per capita income of the highest income groups falls because their share of income from property decreases.

· Second, the per capita income of the lowest income groups rises when the government legislative decision with respect to education and health services, inheritance and income taxation, social security, full employment and economic relief either to whole groups or individuals .
· Validity/Criticism of Kuznet Hypothesis 

·  According to Todaro the long-run data for developed countries do seem to support the Kuznets hypothesis, however East Asian countries such as Japan, South Korea, Taiwan, Thailand, Singapore where, contrary to Kuznets’ inverted U-hypothesis, economic growth has resulted in the reduction in income inequality.
· According to Adelman and Morris income inequality increases up to a certain level of development and then declines. 

· Many factors and policies influence growth and income distribution and the view that each country must travel through the inverted U- hypothesis is quite unwarranted.
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The changes in the distribution of income as measured by the Gini Coefficient in relation to the increase in per capita income trace out the


Kuznets inverted U-shaped curve K.


Here, Kuznets curve lies to the right: income inequality falls with increase in per capita income at higher levels of development.
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