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Extension 

Income distribution: the Kuznets 

hypothesis 

Peter Smith 

This resource provides further discussion of the Kuznets hypothesis, as an extension of the 

Vital statistics column on income distribution in this issue of ECONOMIC REVIEW (pp. 31–33). 

This issue’s Vital statistics column discussed some data relating to the distribution of income, 

introducing the Lorenz curve and the Gini index. This index is an indicator of inequality in the income 

distribution among households in a country. It takes on values between 0 and 100, with higher values 

indicating higher levels of inequality. Zero would indicate perfect equality of income between 

households, whereas 100 would indicate that one household possessed all of the nation’s income. 

The Kuznets hypothesis was mentioned at the end of the article. This brief piece explains a bit more 

about it, and looks at some data to see whether there is evidence to support the hypothesis. 

The hypothesis 

Simon Kuznets argued that we should expect to observe a relationship between the stage of 

development of a country and the degree of inequality in the distribution of income. He suggested that 

the relationship would follow an inverted U-shape, as in Figure 1. 
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The idea that underpins this hypothesis is a simple one. A country in a low state of development tends 

to be characterised by relative equality in the income distribution. Everyone is living in the same low 

condition.  

As the economy begins to grow, and per capita incomes begin to increase, some groups will gain 

more than others from the growth. The entrepreneurs will experience rapidly growing income levels, 

but others will be excluded. Inequality grows, and the Gini index rises. 

This process continues until the economy reaches a stage at which the government begins to step in 

to reduce poverty and spread the benefits from economic growth. In this stage, the Gini index falls 

again as inequality lessens.  

This then provides the inverted U-shape in Figure 1. 

Empirical evidence? 

But does the evidence support this hypothesis?  

In order to explore this, I collected data from the World Development Indicators database. Data on the 

Gini index are only available for some countries, but I was able to find data on the Gini index and on 

GDP per capita for 89 countries around the world. I produced a scatter diagram, with GDP per capita 

on the x-axis and the Gini index on the y-axis, as in Figure 2. 

 
The pattern does not appear to show the sort of U-shape that Kuznets predicted. However, perhaps 

the presence of the developed, high-income countries is distracting us from the pattern? Figure 3 only 

includes countries with GDP per capita below $10,000. 
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This spreads out the data points, but still does not provide support for the hypothesis. 

Some people have argued that there may be significant regional differences that obscure the pattern, 

so I tried separating the data points by continent to see whether a pattern would begin to emerge. For 

example, Figure 4 shows the data points for Central and South America. 

 
Again, these data do not provide support for the hypothesis. 

Notice that this does not necessarily mean that the hypothesis is false. It may be that there was 

something wrong with the data. I could have chosen other ways of measuring the level of development 
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or the extent of inequality in a country. If the indicator is not reflecting the characteristics demanded by 

the theory, then we are not really testing the theory. 

It may be that it is not possible to detect the pattern in a cross-section of countries. It could be that if 

we had data on individual countries that we could follow through time, the pattern might then emerge 

as a society could be seen to be developing. Unfortunately, such data are not available. 

This leaves us in a difficult situation. We have a plausible-sounding hypothesis that does not seem to 

be supported by the facts. This happens sometimes in economics, and this is not the sort of topic 

where it is possible to set up an experiment to test whether the hypothesis is valid or not. All we can 

say is that on the basis of this evidence, the data do not support the theory. We cannot tell for sure 

whether this is because the hypothesis is wrong, or because we do not have the right data. 
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