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The question

• How are economic growth and income inequality related?  
– Is there something about the growth process which systematically 

leads to a pre-determined inequality trajectory?

– Conversely, does the degree of initial inequality shape the nature and 
rate of future growth?
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“Kuznets”

“Kaldor”



The “Kuznets direction”

• Kuznets (1955): “suggestive” evidence of an inverted-U curve, 
predominantly from Germany, the UK and US.
– Possible mechanism: structural change `a la Lewis (1954)
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The “Kuznets direction”

• But there is no evidence that the inverted-U pattern holds systematically 
for most countries (Bruno, Ravallion and Squire, 1998).

• In fact, there wasn’t much evidence even in the original article!

Source: Gallup, John. "Is There a Kuznets Curve?." (2012).



The “Kuznets direction”

• Nor does it hold in the cross-section of countries 

Figure 1: Income levels and inequality around the world
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The “Kaldor direction” 

• Inequality has been hypothesized to affect economic growth 
through various mechanisms:

– Savings
• Kaldor (1957)

– Political economy
• Alesina and Rodrik (QJE, 1994)
• Persson and Tabellini (AER, 1994)
• Bénabou (AER, 2000)

– Credit constraints and investment indivisibilities
• Banerjee and Newman (JPE, 1993)
• Galor and Zeira (REStud, 1993)

– Aggregate demand
• Matsuyama (JPE, 2002)

– Fertility 
• De la Croix and Doepke (AER, 2003)
• Moav (EJ, 2005)



The “Kaldor direction” 

• Phase 1 - cross-section 
results: inequality is bad for 
growth

• Alesina and Rodrik (1994)

• Persson and Tabelini (1994)

• Deininger and Squire (JDE, 1998)

Table from Alesina and Rodrik (1994)



The “Kaldor direction” 

• Phase 2:

Forbes (AER, 2000): With panel data, (recent) inequality is good for growth:



The “Kaldor direction” 

Phase 3:

• Easterly (JDE, 2007):  

– Inequality, instrumented by agricultural 
endowments, hurts growth

• Berg, Ostry and Zettelmeyer (JDE, 2012):

– Inequality reduces the duration of high-growth 
spells

• Ravallion (AER, 2012):

– Initial poverty, rather than inequality, is 
negatively associated with economic growth 
(and also with the growth elasticity of poverty)

• Marrero and Rodriguez (JDE, 2013):

– When total income inequality is decomposed 
into “inequality of effort” and inequality of 
opportunity, the latter is negatively associated 
with subsequent growth



What about the “quality” of growth?

• Higher initial inequality attenuates the poverty-reducing power of 
economic growth.



What about the “quality” of growth?

• Higher inequality is also associated with lower economic mobility…

Source: Ferreira et al. (2013), building on Corak (2013)



What about the “quality” of growth?

• …and higher inequality of opportunity.

Source: Brunori et al. (2013)



Conclusions

1. Structural transformation is inherent in economic growth, 
and likely to affect distribution – but not in a specific, pre-
ordained way.

2. We do not yet know whether income “inequality” is 
mechanically associated with lower economic growth –
though the evidence is once again tilting in that direction.

3. What we do know is that high inequality makes growth 
“worse”:

– Less poverty reduction; less mobility; more unequal opportunities


