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1. INTRODUCTION 

In his watershed 1954 presidential address to the 
American Economic Association, Simon Kuznets 
suggested that income inequality first increases but 
subsequently decreases as a country industrializes 
(1955). In subsequent years, a significant body of 
scholarly research confirmed the Kuznets effect for 
advanced industrial nations (see reviews by Lacaillon 
et al., 1984; Lindert and Williamson, 1985). 

In recent years, numerous studies have focused on 
the applicability of the Kuznets effect for less-devel- 
oped countries (LDCs). A host of cross-sectional sta- 
tistical analyses have been published (Adelman and 
Morris, 1973; Ahluwalia et al., 1979; Anand and 
Kanbur, 1993; Muller, 1988; Nielsen, 1994; Nielsen 
and Alderson, 1994; Paukert, 1973; Ram, 1988; Saith, 
1983). Some studies have identified the per capita 
GNP turning-point in the inverted-U, which when 
reached by the “typical” country will provide the 
expectation of a more equitable distribution to accom- 
pany additional economic growth (Ahluwalia, 1976; 
Randolph and Lott, 1993). While many cross-sec- 
tional studies refute the effect of the inverted-U in 
LDCs, the bulk of the research supports Kuznets’s 
hypothesis.’ Yet the results are not conclusive and the 
contradictory results have led one researcher to note 
that “(A)ny reader of the major social science journals 

today would be rightly confused by the varied findings 
reported in the increasingly frequent articles on this 
subject” (Seligson, 1993, p. 442). Adelman and 
Robinson (1989, p. 958) and Saith (1983) have 
expressed skepticism of the cross-sectional approach 
ever generating conclusions about the inverted-U in 
LDCs. What all the studies do agree on is that inequal- 
ity increases markedly in the earliest phases of industri- 
alization, “But there is controversy whether a decrease 
in inequality with development is inevitable (the U- 
hypothesis) or a matter of policy choice (the J-hypothe- 
sis)” (Adehnan and Robinson, 1989, pp. 958-959). 

While many scholarly debates are of little signifi- 
cance outside of academia, an understanding of the 
forces which reduce inequality potentially has stag- 
gering real-world repercussions.* To illustrate, we 
briefly examine the cases of Brazil and Costa Rica, 
two Latin American countries at middle levels of 
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development (according to the 1992 World 

Development Report Brazil’s 1990 per-capita GNP 
was $2,680 while Costa Rica’s was $1,900). These 
countries had similar levels of inequality in the size 
distribution of income in 1960, the top quintile income 
share was 62% in Brazil and 61% in Costa Rica 
(Muller, 1985). By 1989 the Gini coefficient for 
inequality in Brazil was 0.6331 while the Gini in 
Costa Rica was 0.4604 (Psacharopoulos et al., 1993). 
The result is that even though Brazil had a higher per 
capita income 40.9% of its population was in poverty 
in 1989 compared to only 3.4% in Costa Rica.3 If 
Brazil would just match Costa Rica’s moderate level 
of income inequality, some 53 million individuals 
would be lifted out of poverty!4 

A better understanding of the inverted-U is more 
important than ever given the strong emphasis on the 
growth-dominant development strategies of neoliber- 
alism currently reigning in developing countries, even 
in many countries - such as Costa Rica - which 
have historically placed high emphasis on equity. In 
this study, I briefly discuss the shortcomings of the 
two principal approaches for assessing the inverted-U; 
cross-sectional regressions and case studies. Utilizing 
suggestions for further research proposed by Kuznets, 
an alternative synthesized approach is presented and 
the applicability of the inverted-U for LDCs is tested. 

2. TRADITIONAL METHODS AND THEIR 
SHORTCOMINGS 

Two methods have dominated the research of the 
Kuznets hypothesis. The most common has been 
cross-country regression studies. Much of this 
research has respecified previously published models, 
implemented different data, and presented often con- 
tradictory statistical evidence. This type of scholarly 
ping-pong has been the root of the considerable con- 
fusion noted by Seligson (1993, p. 442) and the “dead- 
end” suggested by Saith (1983, p. 367). Even if the 
cross-sectional studies came to some general agree- 
ment on the inverted-U, the conclusions could be 
questioned on theoretical and methodological 
grounds. Saith (1983) and Seligson (1993) discuss a 
host of potential challenges to using this methodology 
for this particular research question? It is useful to 
present three critiques here. 

The first major problem of this methodology for 
assessing the inverted-U for LDCs is extreme sample 
selection sensitivity and stems from the shortage of 
available data. Seligson calls this problem: 

the “Mauritania effect” -that is the dramatic differences 
in results that can be produced by the inclusion of as few 
as one or two countries. In one investigation, for exam- 
ple, the inclusion of Mauritania, with a population of 
only 1.5 million, had a major impact on the results of a 
key regression equation. The findings tend not to be 

robust when minor variations in the sample design occur; 
one’s confidence in the results is therefore shaken (1993, 
p. 443). 

A related problem is country date-of-observation 
selection sensitivity. For example, Randolph and Lott 
(1993) use the van Ginneken and Park (1984) compa- 
rable data set which provides income distribution for 
single years for 32 countries (24 LDCs and eight 
developed countries). The dates selected for many of 
the higher income LDCs coincide with relatively low 
levels of inequality which have subsequently risen. 
For example van Ginneken and Park use 1968 data for 
Chile. With a moderately low Gini coefficient of 0.45 
and a high level of development of $2,0 15 in RGDP as 
compared to the other 23 LDCs in the study, 1968 
Chile lends crucial support for the Kuznets hypothesis 
in Randolph and Lott’s study. Had more recent data 
been substituted-Chile’s 1989 Gini jumped to 0.573 
even though the RGDP was higher - the authors’ 
conclusions might well have been different. 

A second major problem of cross-sectional analy- 
ses of the Kuznets curve for LDCs is that they largely 
ignore cultural, historical, and political variables.6 
Many of the LDCs with mid-levels of development 
and high levels of inequality are found in Latin 
America. 

It is also the case that Latin American nations have been 
found to exhibit comparatively high levels of. . depen- 
dency . . One might leap to the conclusion, as some 
have, that inequality is therefore a function of depen- 
dency. However, there is another, equally appealing the- 
sis suggesting that inequality in Latin America is part of 
a corporatist bureaucratic/authoritarian political culture 
considered to be characteristic of the region. One does 
not know, therefore, if Latin America’s comparatively 
high level of inequality is a function of this intermediate 
level of development (as Kuznets would suggest), its 
dependency . ., or its political culture. Detemining 
which of these hypotheses is correct would require longi- 
tudinal d&a (Seligson, 1993, p. 444, emphasis mine). 

Remember, there is general agreement that in the 
initial phase of development, industrialization is 
accompanied by significant increases in inequality. 
The controversy is whether further growth will 
ceterisparibus lead to a decrease in inequality of the 
size distribution of income. In a relatively small sam- 
ple, if there are several LDCs with relatively high 
GNPs and which achieved low levels of inequality 
due to either (a) massive land distribution at early 
stages of development (redistribution before growth) 
or(b) strong redistributive policies during industrial- 
ization (redistribution with growth) - and not at all 
due to any economic tendency associated with the 
inverted-U - the apparent inverted-U shape may 
very well be present in study after study but assign- 
ing the shape to the Kuznets effect would likely be 
spurious. 
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The third major problem, especially for those stud- 
ies which include both LDCs and developed countries 
in the same regressions, involves the assumption that 
LDCs in the 1990s are on the same developmental 
path as industrialized countries which passed through 
similar developmental phases in the early 1900s. A 
large literature has followed the research of Alexander 
Gerschenkron in arguing that timing is crucial and that 
going through the same developmental steps in differ- 
ent eras will produce different outcomes 
(Gerschenkron, 1962). Even before Gerschenkron’s 
watershed works appeared, Kuznets himself weighed 
in on this matter: 

Both the absolute and relative economic position, as well 
as the general cast of the immediately antecedent history, 
of the now developed countries in their pre-industrial 
phase were cardinally difSerent from the economic posi- 
tion and the immediate historical heritage of the underde- 
veloped countries of today. It is, therefore far from safe to 
extrapolate economic or demographic aspects from the 
earlier records for the developed countries to current and 
prospective levels for the underdeveloped (1954, p. 15 1, 
emphasis mine). 

Another avenue for research has been the case 
study methodology, sometimes analyzing one case 
(Fei et al., 1979; Randolph, 1990; Taylor et al., 1980) 
and sometimes several (Hansen, 1991; Mizoguchi, 
1985). Case studies are able to present a more pro- 
found examination of causation and longitudinal data. 
Unfortunately, it is difficult to generalize from one or 
even a couple of cases and the longitudinal data have 
often been drawn from too short of a time-period to 
make any definitive statement on the long-term 
processes suggested by Kuznets.’ 

3. A SYNTHESIZED APPROACH 

An additional examination of the Kuznets curve 
for LDCs is justified due to: the inability of either 
cross-national or traditional case-study research to 
yield conclusive results; the methodological and theo- 
retical critiques of dominant methodologies in assess- 
ing Kuznets for LDCs; and the substantial real world 
policy ramifications of the hypothesis. Kuznets’s own 
writings provide a valuable blueprint for an alternative 
approach to help assess the controversial claim that 
after a given level of economic development, addi- 
tional economic gains will generally produce declin- 
ing levels of inequality: 

- Kuznets evaluated individual nations 
(Germany, United States, United Kingdom) which 
had achieved a measure of success for economic 
development and with the benefit of hindsight 
evaluated their paths with respect to inequality. 
- Kuznets stated unequivocally that conditions 
for the developed nations in 1954 and those devel- 

oping after 1954 were “cardinally different” 
(1954, p. 151). Real progress in evaluating LDCs 
can only come from evaluating nations which 
developed economically after 1950. 
- Kuznets rejected research where economic 
growth was the principal independent variable: 
“Effective work in this field necessarily calls for a 
shift from market economics to political and social 
economy” (1955, p. 28, emphasis mine). 
- Kuznets advised that longitudinal data be used: 
. periods covered should be long enough for rates 
of secular change to be established without confu- 
sion with more transient changes. It is from long 
period studies, with emphasis on the interconnec- 
tion of secular trends in population, in economic 
level and structure, in internal political and social 
institutions, and in the world scene, that we can 
hope to derive testable conclusions that may be 
useful in understanding and dealing with problems 
of the economic growth of underdeveloped coun- 
tries. The alternative shortcuts prevalent to date - 
of cross-country comparisons . . are far from an 
adequate guide either to testable analytical conclu- 
sions or to the formation of long-term policy 
(1954, p. 153). 
In the spirit of Kuznets, I propose the following 

research design for evaluating the inverted-U for 
nations developing after WWII: Conduct longitudinal 
comparative-historical microanalyses of economic 
growth and inequality for all cases which passed 
through such a range of economic development since 
WWII that the inverted-U would be expected to be 
observable. In essence, this takes us back to the origi- 
nal research design of Kuznets, but examines coun- 
tries which started poor and experienced long-term 
economic growth after WWII instead of using the 
cases of Germany, the United Kingdom, and the 
United States. 

(a) Case selection 

The cases required are those that at one point were 
poor and which subsequently passed through and far 
surpassed the expected turning point in the inverted- 
U. Randolph and Lott (1993) provide the most sophis- 
ticated estimate of the “turning point.” The authors 
use the Summers and Heston (1984) purchasing 
power parities as an indicator of level of development. 
Randolph and Lott arrive at the following conclu- 
sions: (i) “robust support for Kuznets’s hypothesis” 
for the full sample of developed and modem develop- 
ing countries (p. 838); (ii) cautious support for the 
structural change hypothesis that “developed and 
developing countries are on the same Kuznets curve” 
(p. 838); and (iii) the detection of the “income level at 
which the turning point is predicted to occur” which 
is the “key question . . . (f)rom a policy perspective” 
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(p. 838). The mean turning point of the Gini coeffi- 
cient from their six models is $1,200 1975 dollars. The 
authors suggest that to confirm or reject their tentative 
support for the structural change hypothesis, multiple 
observations from individual countries near the tum- 
ing point are needed (pp. 838-889). This is precisely 
what I propose. 

With a turning point in hand, we can set forth spe- 
cific rules for selecting cases. As the turning point is 
approximate and the inverted-U a long-term effect, I 
employ a selection process which identifies those 
countries which began circa 1950 as poor (well below 
the Randolph and Lott purported turning point) and 
which by 1980 had reached a level of development far 
beyond the turning point. If the notion of the turning 
point has any policy utility, then it is in some of these 
countries that an unambiguous inverted-U should be 
present. All countries which had both a Summers and 
Heston RGDP at least 25% below the $1,200 turning 
point in 1950 and a RGDP of at least $2,000 in 1980 
were selected.* At the beginning of the time period 
studied, all key cases were poor. As measured by 
RGDP, each of the key cases’ 1950 level of develop- 
ment was below that in 1980 for Bolivia, the Congo, 
and Honduras9 The universe of countries generated 
by the case selection procedure includes Brazil, Costa 
Rica, Greece, Japan, Malaysia, Portugal, South Korea, 
Taiwan, and Turkey, and are presented more fully in 
Table 1. This group of key cases is composed of coun- 
tries from six different regions of the world; Central 
America, South America, Europe, the Middle East, 
East Asia, and Southeast Asia. 

Sufficient data and comparative-historical 
research exist for each of these cases - except 
Portugal which is therefore excluded - to derive ten- 
tative conclusions about the Kuznets effect for 
LDCs.lO For this research to be effective, three ques- 
tions will be addressed. First, utilizing the best avail- 
able data for inequality and Summers and Heston for 
RGDP, what has been the relationship between per 
capita income change and income inequality over time 
for our key eight countries? Second, can significant 

changes in income inequality be better explained by 
the Kuznets effect or by other sociopolitical vari- 
ables? Third, does the Randolph and Lott or any other 
turning point have any policy implications whatso- 
ever? Can we really know if a “country is several 
years or several decades away from the turning point” 
where the “equalizing trend can be expected to set in” 
(1993, p. 838)? 

(b) Data comparability 

Before the cases are presented, the issue of data 
comparability must be addressed. With the possible 
exception of the Luxembourg (LIS) surveys of 
advanced industrialized countries, no cross-national 
longitudinal data exist which are 100% comparable 
and there has been concern expressed about measure- 
ment problems (Bollen and Jackman, 1985; Muller, 
1985,1988). Randolph and Lott attempt to certify the 
van Ginneken and Park data as the only acceptable 
source for income distribution. Muller (1993), Nielsen 
(1994) Randolph (1990) and many others, however, 
have utilized other data and Nielsen and Alderson 
(1994) use income inequality data from eight sources 
for their dependent variable. In this study, the problem 
of comparable data is minimized for three reasons. 
First, I am looking for unambiguous changes in Gini 
coefficients in longitudinal analyses of individual 
countries and conclusions will not be affected by mea- 
surement errors of 1% or 2% in the way that they may 
be in regression analysis. I1 Second, collection tech- 
niques and variable definitions for inequality surveys 
are often repeated over time in an individual country 
and therefore longitudinal data for a single case are 
often more comparable than are cross-sectional data 
for multiple countries. Great effort has been made to 
maximize data comparability when data for a single 
case come from different sources. Sources with obvi- 
ous comparability differences - i.e. individual VS. 
household level of analysis - were not utilized.r2 
Finally, where the findings are tentative, I supplement 

Table 1. Turning point and RGDP for key cases in 1950, 1980 

Country 1950 RGDP* Turning point? 1980 RGDP* 

Brazil $637 $1,200 $2,152 
Costa Rica 819 1,200 2,170 
Greece 905 1,200 3,946 
Japan 810 1,200 5,996 
Malaysia 784$ 1,200 2,204 
Portugal 733 1,200 3,092 
South Korea 558$ 1,200 2,007 
Taiwan 508 1,200 2,522 
Turkey 701 1,200 2,069 

*Sununers and Heston real GDP per capita in 1975 international dollars. 
tGDP per capita after which GNP growth should induce a decline in Gini coefficients per Randolph and Lott. 
$1953 is beginning for South Korea and 1955 for Malaysia in Summers and Heston RGDP data. 
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the raw data with the corroboration from leading 
researchers who study income distribution in the indi- 
vidual countries. This is one of the major strengths of 
this research design. 

4. THE KEY CASES 

(a) Brazil 

Brazil is an ideal-typic case (Ragin, 1987, p. 71) 
for an examination of the Kuznets effect and the tum- 
ing point for LDCs as government officials have reli- 
giously clung to the inverted-U as a developmental 
policy. In Brazil, the relationship between economic 
growth and inequality can be analyzed in a case with 
minimal intervention of government redistributive 
policies. 

Brazil’s market forces approach to distribution is 
embodied in the work of Carlos Langoni, a University 
of Chicago-trained government economist who 
believed that increasing inequality was an inevitable 
concomitant of economic development but that even- 
tually the turning point would be reached and income 
inequality would decline. Following Kuznets, 
Langoni linked the rise and subsequent decline in 
inequality to the forces inherent in sector dualism and 
urbanization (Taylor et al., 1980, pp. 306-313). For 
Langoni, the role of the government in distribution 
should be minimal, 

aside from providing more university education, all the 
Brazilian government needs to do is continue with the 
business of growing - and market forces will take care 
of the equality issue (Hewlett, 1982, p. 332). 

Langoni and the inverted-U made a considerable 
impression on Delfim Netto, the flamboyant architect 
of the Brazilian economic miracle, who expressed the 
official position on inequality: “We know 100 percent 
of the population are getting 100 percent of the 
national income: the distribution is not important” 
(quoted in Mittelman, 1988, p. 98). In his preface to 
Langoni’s 1973 book, Distribuicao da Renda, Delfim 
Netto ridiculed those who favored government poli- 
cies to reduce Brazil’s legendary disparity between 
the haves and the have nots: 

accusing them of indulging in “a veritable confidence 
game which would end up leaving the nation dividing up 
the misery more equitably.” The “market forces” theory 
has been adopted as the official interpretation of distribu- 
tional trends over the recent period for the obvious reason 
that it absolves the military regime from any direct guilt 
in the deteriorating social welfare situation. The theory is 
extremely convenient in that it precludes the need for any 
redistributional policies in the future. It also disarms crit- 
icism from the advanced democracies. Underlying much 
of the analysis is an implicit comparison with nineteenth- 
century Europe and North America. If these nations 
could incur short-run costs in their development 
processes, why not Brazil (Hewlett, 1982,332). 

The results of Brazil’s “market forces” policies are 

summarized in Table 2, and comparatively charted in 
Figures 1 and 2. 

Brazil was able to achieve significant growth dur- 
ing this period, and was even able to post real per 
capita growth during the “lost decade” of the 1980s. In 
agriculture, the country ranks as the world’s largest 
exporter of coffee and orange juice. In manufacturing, 
Brazil’s impressive economic machine exports every- 
thing from high-tech arms, airplanes, and computers 
to low-tech shoes and jeans. The market never inter- 
vened as predicted by Langoni and the benefits of all 
of this growth were never realized by most people. 
Today, some 25 years after passing Randolph and 
Lott’s turning point of $1,200 (reached in 1970), 
Brazil is the world’s second largest market for execu- 
tive jets while at least one-quarter of the population 
goes to bed hungry each night (Brooke, 1993, p. 20). 
Infant mortality, malnutrition, life expectancy, and 
other social indicators are at very low levels given the 
county’s level of per capita GDP. Poverty levels as a 
percentage of population approach those of Honduras 
and Bolivia. In the words of one Brazilian military 
president, “Brazil is doing fine. It’s the people who are 
doing poorly” (quoted in Brooke, 1993, p. 20). 

Brazil’s 1980 RGDP was nearly double the $1,200 
suggested apex for inequality, and the Gini keeps ris- 
ing with additional growth. By 1989, the Gini coeffi- 
cient was at an astonishing 0.6331. The richest 20% 
received 66.5% of the national income while the poor- 
est 40% received a trifling 7%. The case of Brazil 
challenges the applicability of the Kuznets effect for 

Table 2. Household income distribution in Brazil 

RGDP* $864 $997 $974 $1,084 $1,225 $1,902 $2,053 $2,143* 
Ginit 0.5086 0.5413 0.5193 0.5245 0.5776 0.5774 0.5944 0.6331 
Year 1959 1962 1965 1968 1971 1976 1979 1989 

*RGDP is real international per capita 1975 dollars from Summers and Heston (1984). The last available year was for 1980. 
For 1989, ECLAC economic growth data 198&89 from the Statistical Abstract of Latin America, Vol. 30, pp. 1244-l 247 is 
applied to 1980 RGDP from Summers and Heston. 
TSources: Hewlett (1982), p. 320; Psacharopoulos er al. (1993), pp. A3.7-A3.8; Taylor et al. (1980), p. 212. 
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Figure 1. Gini coejicients over Log RGDP for key cases. 

LDCs and provides tragic and compelling evidence 
against policies based on turning points. 

(b) Costa Rica 

Costa Rica in 1950 was a poverty-stricken, 
resource-poor, and inegalitarian country emerging 
from the devastating 1948 civil war.r3 While Costa 
Rica’s economic growth during 1950-80 has been 
lower than the other countries in this study, compared 
to its Central American neighbors, it has been highly 

enviable: Costa Rica’s RGDP ranked third (out of six) 
in 1950 and rose to first in 1980. Economic growth has 
been accompanied by significant but moderate 
improvements in the size distribution of income. What 
has been the relationship between income inequality 
and economic growth in Costa Rica, and what have 
been the causes of any significant changes in income 
distribution? 

The available data indicate that household income 
inequality as measured by the Gini coefficient 
decreased significantly as RGDP grew from $1,180 to 
$1,601 and then increased slightly with additional 
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Figure 2. Gini coefficients over rime for key cases. 

Table 3. Household income distribution in Costa Rica 

RGDP* $1,180 $1,601 $1,845 $2,039 $2,0.56 
Ginit 0.504 0.432 0.45 1 0.4604 0.4754 
top 20% share? 60% 50.6% 51.8% 50.8% 51.4% 
Year 1961 1971 1983 1989 1981 

*RGDP is real international per capita 1975 dollars from Summers and Heston. The last available year was for 1980. For 
198 1, 1983, and 1989 economic growth data from the Statistical Abstract ofLatin America, Vol. 30, pp. 1246 I247 is applied 
to 1980 RGDP from Summers and Heston. 
tSources: Gonzalez-Vega ( 1993), p. 46; Psacharopoulos et al. ( 1993). pp. A3 15-A3 16. 
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economic per capita growth The relationship between 
Gini and RGDP is charted in Figure 1 and Gini and 
Year is presented in Figure 2. Most conspicuous, the 
percentage share of the richest 20% decreased from 
60% to 50.6% and then remained somewhat stable. 
Looking solely at the first two observations, the evi- 
dence provides ambiguous support for the inverted-U 
hypothesis and the turning point. Unfortunately, data 
are not available for 195&60 when Costa Rica’s 
RGDP rose from $8 19 to $1,180. It is quite likely that 
prior to 1961 inequality was not significantly lower 
than a Gini of 0.504, as “in 1961 inequality was 
already comparatively moderate in Costa Rica” 
(Gonzalez-Vega and Cespedes, 1993, p. 45). There is 
not evidence or suggestion from country experts that 
levels of income inequality had been increasing in the 
period prior to 1961. Even if one gives the Kuznets 
curve the benefit of the doubt and accepts rising 
inequality up to 1961, the pattern for Costa Rica dur- 
ing growth would be an inverted-U connected to a reg- 
ular-U with three consecutive Gini increases accom- 
panying additional growth after the $1,601 level.i4 If 
we examine Costa Rica’s inequality over time (see 
Figure 2), an oscillating pattern in inequality at the 
moderate level is suggested. 

In the World Bank’s recent study of equity and 
growth in Costa Rica, Gonzalez-Vega and Cespedes 
reject the inverted-U path: 

Income inequality has been moderate, and a substantial 
reduction in poverty was observed during most of the 
1950-85 period. Alleviation of poverty was comple- 
mented by effective assistance programs for the indigent 
and other critical groups. Thus, Costa Rica has been an 
example of growth-with-equity (1993), p. 126. 

The second important aspect for our microanalysis 

of Costa Rica is to flesh out the causes for unambigu- 
ous changes in levels of inequality, such as the sub- 
stantial decline in Ginis from 0.504 to 0.432. Rapid 
economic growth was likely one important factor, as 
GNP was growing at an annual rate of 6.5% during 
this time (Seligson, 1987, p. 180). Yet, country 
experts also point to political factors. According to 
Winson (1989), seeds for Costa Rica’s relative suc- 
cess were sown in the years immediately following 
the 1948 civil war, when a coalition of intellectual 
“modernizers” led by war-hero Jose Figueres created 
a social-democratic Latin American-style welfare 
state. In contrast to Brazil, a key component of the 
framework was an interventionist and equity-enhanc- 
ing state as the basis for economic development. At no 
time, however, did the state advocate large-scale sec- 
toral restructuring (equity-then-growth) but rather 
emphasized the reduction of poverty and an improve- 
ment in social development and education. The stabil- 
ity of this sociopolitical transformation was partially 
due to the weakened position of the coffee oligarchy, 
which lost considerable relative power during the 

1930s depression and the civil war. In addition, 
Figueres permanently disbanded the military and 
rechanneled defense dollars to education and social 
policies which had a long-term positive effect on eco- 
nomic growth and equity (Bowman, 1993). 

One of the most powerful tools at the disposal of govem- 
ments that can serve to redistribute is the tax structure 

Improvements achieved in Costa Rica came about as 
a direct result of government policies in the 1950s and 
1960s that resulted in the tripling of income tax revenues 
(Seligson 1987, p. 185). 

Lacking an expensive military, these tax revenues 
were funneled into equity-enhancing educational and 
social programs. In 1976 30% of the budget was spent 
on education compared to only 7% worldwide aver- 
ages (Seligson, 1987, p. 182). As defense spending 
fell from 25% of the national budget in the late 1940s 
to 2% in 1958, the percentage of the budget going to 
health and social services climbed from 20% in 1938 
to 45% in 1958. By 1987, a scant 0.6% of GDP was 
allotted to national defense while more than 20% of 
the entire GDP was spent on social services (Proyecto 
Estado de Nacmn, 1995, p. 67). It is estimated that the 
effective income of the poorest Costa Ricans is dou- 
bled due to the extent of the social services. Eighty 
percent of all social services are of universal coverage, 
including health care, social security, and education 
(Proyecto Estado de Nation, 1995, p. 22). The growth 
of social services and poverty amelioration programs 
are such that levels of poverty declined even during 
the “lost” decade of the 1980s when RGDP declined. 
Social indicators have improved dramatically to the 
point that life expectancy is higher than in the much- 
wealthier United States. 

In addition, the state largely replaced the invisible 
hand in credit and investment decisions. Figueres 
quickly nationalized the banks, stating that “(t)he 
administration of money and credit ought not to be in 
private hands, any more than the distribution of water 
and the mail” (quoted in Honey 1994, p. 77). The four 
national banks were used not only to spur economic 
development but to encourage cooperatives, exports, 
and social programs. In addition, the banking system 
allowed the government to set up or purchase many of 
the most important industries such as electricity, com- 
munications, fertilizer, cement, and petroleum pro- 
cessing. In one state bank, the Gini coefficient for 
credit declined from between 0.7 and 0.9 in 1950-60 
to 0.39 in commercial credit and 0.41 in rural credit by 
1987 (Proyecto Estado de Naci6n, 1995, p. 25). 

This is a case with magnificent success against 
poverty and moderate success against inequality. 
Costa Rica has not followed the inverted-U, rather it 
has exhibited a regular-U since reaching the Randolph 
and Lott turning point. Country experts have 
concluded that Costa Rica is a case of growth-with- 
equity. While income growth may have been a 
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contributing factor to periods of inequality reduction, 
political factors and redistributive measures are more 
salient for this case. 

Compared with other developing countries of similar size 
and resource endowment, Costa Rica has been excep- 
tional. In the long run this country has been able to sus- 
tain an unusual combination of rapid economic growth, 
substantial improvements in standards of living, political 
stability, and a strong concern with the wide distribution 
of the fruits of progress and with the alleviation of 
poverty (Gonzalez-Vega and Cespedes, 1993, p. 3). 

(c) Greece 

In the period under study, Greek RGDP increased 
by over 370%, rising from $905 in 1950 to $3,956 in 
1980. This period of spectacular growth followed a 
period of war, occupation, and dislocation in Greek 
power structures (Spourdalakis, 1988, p. 18). 

Greece entered WWII in 1940 and was occupied 
and divided by Bulgarian, German, and Italian armies 
by the spring of 1941. Many of the elites, including the 
king and most of the Liberal and right-wing politicians 
fled to Cairo. The National Liberation Front, the van- 
guard of the resistance, was formed by an assemblage 
of left-of-center groups, including the Communist 
Party and the People’s Democratic Party. With the aid 
of the United Kingdom and the United States, the 
Liberals were able to defeat the Left in the bloody 
194&49 civil war (over 100,000 Greeks died in the 
civil war, more than were killed in WWII) 
(Featherstone, 1987, p. 6). In ensuing years, strong eco- 
nomic growth remained fairly constant, even while pol- 
itics remained unstable: Constitutional government 
was interrupted from 1967-74 by the Colonels’ Coup. 

Data on income distribution are sparse for Greece. 
Available Gini coefficients are presented in Table 4, 
Figure 1, and Figure 2. 

Greece has a relatively low level of income 
inequality throughout this period. According to 
Randolph and Lott’s turning point, the Gini coeff- 
cient should be near the apex circa 1961 when RGDP 
was at $1,496. Yet, despite the RGDP more than dou- 
bling to $3,224, the Gini was stable, declining by 1% 
during this growth period. While the data are less than 
comprehensive for Greece, support is not found for 
the Kuznets effect and the Randolph and Lott turning 
point is strongly, though not categorically, refuted. 

Several factors appear to have contributed to 
Greece’s low levels of income inequality in the post- 
WWII period. First, the ravages of WWII and the civil 
war broke up old patronage systems. Second, emigra- 
tion, which grew from 75,000 in 1960 to 935,000 in 
1976, kept unemployment low and upward pressure 
on wages (Featherstone, 1987, p. 12). Finally, farm- 
ers, who made up 40% of the working population in 
197 1, paid no direct taxes. 

The results of this microanalysis are best 
summed up by Germidis and Negreponti-Delivanis: 
“Greece has managed to go through the decisive 
stage of its development without encountering dan- 
gerous pressures as a result of pronounced dispari- 
ties in income distribution” (1975, p. 199). While 
the evidence is by no means unequivocal, it is 
reasonable to conclude that Greece is a case of 
growth-with-equity and did not follow an unam- 
biguous inverted-U as it developed from LDC to 
near-developed status. 

(d) Japan 

Of all our key cases, Japan experienced the most 
dramatic income growth during the period of study, 
with RGDP rising from $810 in 1950 to $5,996 in 
1 980.15 Sufficient data and expert commentary exist to 
permit a conclusive microanalysis of the relationship 
between income inequality and economic growth for 
this case. 

WWII completely devastated the position of the 
political, economic, and social elites in Japan. After 
the war, the Supreme Command Allied Powers 
(SCAP) controlled nearly every aspect of the public 
sector. In one of the many efforts to dismantle the oli- 
garchy, the SCAP ordered in 1948 that tenant farmers 
could buy the land which they worked from the previ- 
ously-powerful landlords at very low prices. The 
war’s destruction, the land reform, and high inflation 
rates combined to erode the economic basis of the rich 
in Japan (Mizoguchi, 1985, p. 316). It is generally 
acknowledged that the period 1950-80 therefore 
began with low levels of inequality in Japan. While 
there have been mild changes in income distribution 
since 1950, Japan has been able to grow through the 
entire development cycle without experiencing high 
levels of inequality. 

Table 4. Household income distribution in Greece 

RGDP* $1,496 $2,024 $2,814 $3,224 $3,946* 
Ginit 0.3475 0.3425 0.3325 0.3372 0.3034 
Year 1961 1966 1971 1974 1982 

*Summers and Heston (1984); $3,946 is RGDP for 1980. 
Vources: Germidis and Negreponti-Delivanis (1975), p. 170 for years 1961, 1966, and 197 I. They provide a net and a gross 
Gini which are averaged here and which both decline by less than 2% over 196 l-7 1; and Tsaklogou (1993). p. 64. 
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Table 5. Household income distribution in Japan 

RGDP* $1,484 $3,672.5 $5,829 
Gini (WADA)? 0.3032 0.3188 
Gini (NFIE) 0.2747 0.2972 
Gini (WB) 0.277 
Year 1959 1968-69* 1979 

*Summers and Heston (1984); 1968-69 RGDP is mean aver- 
age. 
tsources: NFIE from Grootaert (1983), p. 34. The National 
Survey of Family Income and Expenditures slightly underes- 
timates inequality as it only surveys periods from September 
to November when seasonal bonus payments are not 
included. Hence, NFIE and WADA are very consistent. 
WADA from Grootaert (1983), p. 34. WB from Berry et al. 
(1991), p. 62. 

As illustrated in Table 5, inequality, as measured 
by the Gini coefficient, has remained extremely low 
during 1959-79. Japan’s RGDP in 1959 was $1,484, 
which according to Randolph and Lott should be near 
the summit of inequality. The Gini, however, is 
somewhere between 0.302 and 0.2747. Even the 
higher figure is lower than circa 1985 Gini coeffi- 
cients for Norway, Sweden, and the United States! 
As the RGDP rose from $1,484 to $5,829, inequality 
remained virtually identical (the 1979 Gini coefficient 
came from the World Bank table derived from 
quintiles and the Gini is therefore understated by 
l-2%). 

Several socioeconomic and political factors may 
help to explain Japan’s low level of inequality in the 
postwar period. First and foremost was the destruction 
of the war and the policies of the Supreme Command 
Allied Powers, the most notably being extensive land 
reform. Boltho (1975) points to the virtual absence of 
minorities, immigrants, and elderly living alone as 
reasons for Japan’s growth-with-equity success; these 
three groups make up a bulk of the poor in many 
countries. 

Japan’s particular income distribution patterns seems to 
have combined the “‘best of both worlds” Japan seems 
to have avoided, at least in part, the dilemma of reconcil- 
ing equity and efficiency which faces so many of today’s 
developing countries (Boltho, 1975, p. 183). 

The Japanese microanalysis provides solid support 
against the inverted-U hypothesis and the turning 
point policy. 

(e) Malaysia 

As presented in Figures 1 and 2, Malaysia’s pattern 
of income distribution and economic growth exhibits 
an unambiguous inverted-U. The apex is relatively 
close to the suggested $1,200 turning point. Does 
Malaysia help confirm the Kuznets effect for LDCs 
and Randolph and Lott’s turning point proposition? 
Data for this case are presented in Table 6. 

Figures 1 and 2 show a very similar developmental 
pattern for Brazil and Malaysia up to 1976, with greater 
inequality accompanying increases in RGDP for both 
cases. Beginning in 1976, the paths diverged; Brazilian 
inequality continued to rise while Malaysia experi- 
enced a significant drop in the Gini coefficient. Did the 
Kuznets effect, totally impotent in Brazil, induce equal- 
izing growth in Malaysia? I contend that the Kuznets 
effect is not supported by the Malaysian case. Rather, 
the Malaysian case, particularly when juxtaposed to 
Brazil, supports policies of redistribution. 

In the post-independence period, Malaysian eco- 
nomic policy was quite similar to that of Brazil. The 
government provided for basic services, offered 
industrial sites and financial inducements to lure 
investment, and provided limited protection to exist- 
ing local industries. Malaysia’s redistribution policy 
relied entirely on the free-market and growth-induced 
redistribution (Bowie, 1991). Rapid economic growth 
through the 1960s led to increased income inequality 
both overall and between the two largest ethnic 
groups, the Malay and the Chinese. By 1970, mean 
household income for ethnic Malays was less than 
one-half mean household income for Malaysians of 
Chinese descent (Bruton, 1992, p. 272). Only 26% of 
Malays earned more than $48 per month as compared 
to 67% for Chinese (Bowie, 1991, p. 81). Malays, who 
accounted for 50% of the population, owned a mere 
1.5% of share capital in public limited companies 
(Bowie, 1991, p. 80). During 1958-70, the overall 
Gini coefficient had deteriorated from 0.421 to 0.499 
and there was little reason to expect improvements in 
the near future. 

Table 6. Household income distribution in Malaysia 

RGDP* 
GiniS 
Year 

$787.5 $1,242 $1,638 $1,856 $2,5841 
0.42 1 0.499 0.529 0.508 0.480 

1957-58 1970 1976 1979 1984 

*Summers and Heston (1984); 1957-58 RGDP is mean average. 
tEstimated using Summers and Heston 1980 RGDP and 198&84 growth from Bruton (1992), p. 388 
fSource: Bruton (1992), p. 270. 



THEKUZNETSEFFECT 137 

In her 1990 article, Randolph examined “The 
Kuznets Process in Malaysia” for 1968-76. This 
period of time was chosen to test Ahluwalia’s pre- 
dicted turning point, which was reached by Malaysia 
in 1970. “The results indicate a U-shaped trend in 
inequality, rather than the inverted-U expected’ (p. 
20). After testing sectoral productivity levels, 
Randolph concluded that the “equalizing phase 
appears to be delayed in its arrival. In the absence of 
intervention, the Kuznets process will continue to 
increase inequality for some time to come” (1990, p. 
27, emphasis mine). 

Intervention on a massive scale did come and 
inequality dropped. According to Randolph’s own 
conclusion, this drop was not induced by the Kuznets 
effect but was rather in spite of the Kuznets process. 
Malaysia’s commitment to growth-generated distrib- 
ution came to a crash with the May 1969 riots which 
resulted in 196 official deaths and 6,000 refugees 
(Bruton, 1992, p. 268). The constitution and parlia- 
ment were suspended and a task force was formed to 
search for a solution to ethnic tensions. The govem- 
ment’s principal response to the riots was the New 
Economic Policy (NEP) announced in 1971. It was 
argued that national unity was “unattainable without 
greater equity and balance among Malaysia’s social 
and ethnic groups . (and) accelerating the process of 
restructuring Malaysian society to correct economic 
imbalance” (quoted in Bowie, 1991, p. 90). Govem- 
ment leaders agreed to provide increased relative 
income to Malays through an expanding economic pie 
(redistribution with growth) and not by taking from 
the economic elites. 

In the Malaysian version of sector dualism, over- 
all inequality equaled inequality within ethnic groups 
plus inequality between ethnic groups. As policies 
adopted under the NEP ideology significantly 
reduced inequality between “sectors,” overall 
inequality began a steady decline after 1976. For a 
comprehensive description of government redistribu- 
tion policies and their successes and failures see 
Anand (1983), Bowie (1991), and Bruton (1992). 
NEP policies to reduce inequality include: stated 
goals of Malay gains in employment and ownership; 
regulations, such that any firm seeking government 
support such as a tax holiday must employ at least 
30% Malays at all employment levels (Bowie, 1991, 
p. 94); programs to develop and finance Malay entre- 
preneurship; the establishment of numerous state 
businesses that would later be transferred to Malay 
ownership; an ambitious program to increase Malay 
ownership of corporate stock; and an increase in gov- 
ernment employment from 397,000 in 1970 to 
710,000 in 1980 (Bruton, 1992, p. 289). The role of 
the state in the economy increased with the announce- 
ment of the Heavy Industries Corporation of 
Malaysia (HICOM), which called for government 
investment in 1981-86 roughly equal “to the entire 

government development budget for all social pro- 
grams, including education, health, welfare, and 
housing” (Bowie, 1991, p. 111). The HICOM sought 
investments and joint ventures in iron and steel, 
cement, autos and other critical industries in part to 
increase Malay participation in high-paying jobs. 
While some have argued that the government’s 
restructuring investment returned too little for the 
amount invested, there is no doubt that Malays have 
made significant relative gains in ownership, employ- 
ment, and income. 

In addition, billions of dollars were spent on 
poverty eradication programs apart from the restruc- 
turing ($9.3 billion just in 1980-85), largely in the 
rural agricultural sector (Bruton, 1992, pp. 275-283). 
In palm oil and rubber, productivity was greatly 
improved with technology and irrigation projects. 
While some observers credit government restructur- 
ing efforts for Malaysia’s distribution success, Anand 
(1983) argues that the poverty eradication programs 
had a greater impact on the size distribution of income 
than did the program to reduce inequality between the 
ethnic groups. For this paper, it does not matter which 
of the two related prongs had the greater effect on 
income inequality, Malaysia’s inverted-U appearance 
is a result of politics and government intervention and 
not economic growth. 

(f) South Korea 

In 1953, (South) Korea was the poorest of all of our 
key cases; Korea’s 1953 RGDP of $598 was lower 
than the 1953 RGDP of any country of the Western 
Hemisphere, including Haiti. From 1953-80, Korea’s 
RGDP ballooned to $2,007, an increase of over 230%. 
Korea is a superb case for this study, as data for 
income distribution are available for all critical stages 
of development as needed to test the inverted-U and 
the turning point. 

Korea entered the post-WWII period as a remark- 
ably homogeneous, relatively fluid society. Japanese 
colonial rule contributed to “substantially weakened 

. demarcations between the social classes” 
(Adelman and Robinson, 1978, p. 37). Korean society 
exhibited various inconsistencies. For example, while 
hunger was routine and outright famine quite com- 
mon, approximately 50% of the Korean children 
attended primary school (pp. 37-38). 

Immediately following WWII, Korea went 
through several phases of massive land redistribution. 
At that time, three out of four South Koreans were 
engaged in agriculture. In an effort to break up any 
power of past and potentially-future Japanese allies, 
the US powers seized some 500,000 hectares of land 
and sold them to 700,000 tenant farmers in 1947 
(Adelman and Robinson, 1978, p. 38). The Koreans 
were also suspicious of landlordism, due to wide- 
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spread charges of collaboration with the Japanese, and 
enacted a second phase of land reform in 1950. 

With this reform, in which the government took over 
landlords’ properties with nominal compensation and 
distributed the land to some 900,000 farm households, 
tenancy was virtually eliminated, and a structure of very 
small owner operated farms was established. A limit of 
three cheongba (roughly three hectares of paddy land) 
was imposed, but few households (less than one percent) 
in fact reached that limit. (Adelman and Robinson, 1978, 
pp. 3940.) 

The Korean War brought about a third wholesale 
assault on the oligarchy and leveling of incomes. 
Korea entered the 1950s under the following condi- 
tions: relatively high levels of education; extreme 
poverty; relatively egalitarian distribution of income; 
and intense ambition and drive pent up in the Korean 
people, who had been exploited by the Japanese, 
ravished by two wars, and dominated under wardship 
status. 

Prior to Adelman and Robinson’s 1978 landmark 
study on Korea, no acceptable data existed for that 
country’s size distribution of income. Adelman and 
Robinson pieced together “fragmentary evidence” 
and constructed income distribution data for 1964 and 
1970. “The size distributions obtained in this way also 
reproduce very closely (to within a percentage point 
for every decile) the size distribution obtained with 
more detailed and comprehensive data . . .” (p. 45). 
Income distribution data for 1976 are from van 
Ginneken and Park (1984). 

South Korea is an excellent case to examine the 
Kuznets effect and the Randolph and Lott turning 
point as we have one observation at a RGDP well 
below the purported Gini apex, one observation near 
the apex, and one observation well above the turning 
point. As Korea grew through this cycle, the Gini 
coefficients remained relatively stable, exhibiting an 
insubstantial regular-U pattern. 

Thus we have in South Korea a case which went 
through a significant cycle of development without 
any significant change in inequality. Korean policy 
during this period was explicitly based on a “redistrib- 
ution-cum-growth” strategy. This microanalysis is 
best summed up by Adelman and Robinson: 

First, the country has shown spectacular growth 
performance. Second, it has pursued an industrialization 
strategy that is export oriented, and thus avoids some 

Table 7. Household income distribution in South Korea 

RGDP* $698 $1,112 
Gini 0.366 0.362 
Year 1964 1970 

*Summers and Heston (1984). 

$1,648 
0.378 
1976 

of the negative income distribution consequences of 
import-substitution-led growth. Third, it combines a 
human resource-intensive development strategy with a 
highly educated, literate population. Fourth, largely 
because of the Korean War, the accelerated growth 
process was initiated starting from a relatively egalitarian 
distribution of wealth. Fifth, by international standards 
the current distribution of income in Korea is quite good. 
And finally, the data are very good (1978, p. 11). 

(g) Taiwan 

Taiwan has long been heralded as the anomaly 
LDC which deviated from the inevitable increase in 
inequality of the inverted-U. As Fei et al. noted in 
their landmark study, Growth with Equity: The 
Taiwan Case, “Taiwan is the one exception” of the 
inverted “U-shaped relation between growth and 
equity” (1979, p. 2).i6 

Taiwan, like Korea, was a pre-war colony of 
Japan. Land distribution during the colonial era was 
extremely skewed, as the poorest 40% of farming 
households owned less than 10% of the land while the 
wealthiest 2% owned more than 33%. In addition, 
Japanese owned 25% of the arable land (Fei et al., 
1979, p. 40). WWII and the Chinese Revolution 
undercut the oligarchy in Taiwan and set the stage for 
widespread land reform. 

The record of landlord abuse and the need to meet the 
food demands of postwar Taiwan - which in addition to 
its own increased population, included hundreds of 
thousands of mainland Chinese - laid the groundwork 
for reform. In addition, the principle of land ownership 
by the tiller, although never receiving much attention, 
had always been part of the ideology of the Chinese 
Nationalists. The loss of the mainland and the social 
unrest threatening in Taiwan made the redistribution of 
wealth a particularly important issue for the government. 
Land reform was also considered to be an essential ingre- 
dient of agricultural growth and economic recovery. 
Moreover, it could be imposed by a government free of 
obligations and ties to the landowning class (Fei et al., 
1979, p. 39). 

During 1948-58,78% of all arable land was sold to 
tillers for selling prices equal to 2.5 times the value of 
the annual yield of the crops (Fei et al., 1979, p. 40). 
The effect of land distribution on inequality was dras- 
tic, as illustrated by the changes in inequality from 
1953 to 195960 in Table 8. I contend that if data were 
available for South Korea and Japan for the immediate 
postwar period, we would see the same pattern due to 
equally far-reaching land reform and dislocation of 
the traditional oligarchy. 

As shown in Table 8, and Figures 1 and 2, 
Taiwan’s level of inequality was relatively high in 
1953 and declined significantly during 1953-80. The 
lion’s share of that decline occurred in 19534, in the 
decade following the end of the land reform program. 
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Table 8. Household income distribution in Tuiwan 

RGDP* 

Ginit 
Year 

$607 $719 $893 $1,298 $1,755 $2,522 

0.558 0.440 0.360 0.321 0.312 0.303 

1953 195940 1964 1970 1975 1980 

*Summers and Heston (1984). 
tSource: Kuo (1989), p. 241. 

During this period, the RGDP grew from $607 to $893, 
a level significantly below the Randolph and Lott tum- 
ing point. Income inequality decreased only moderately 
as RGDP grew from $893 to $2,522. Taiwan is indis- 
putably a case of equity-then-growth. The Kuznets 
effect and the turning point are not salient in this case. 

(h) Turkey 

Turkey suffered incredible destruction and 
upheaval during WWI and the subsequent War of 
Independence. Total population declined by 10% in 
1914-24 (Hansen, 1991, p. 309). This extended period 
of war weighed heavily on the Turkish collective 
memory in later years and the country remained neu- 
tral in WWII. While the economic costs of WWII 
were high, Turkey did not suffer the same postwar 
industrial and agricultural dislocation as Greece, 
Japan, Korea, or Taiwan. In addition, Kemalist 
Etutism did not promote massive government pro- 
grams of redistribution (Hansen, 199 1; Ozbudun and 
Ulusan, 1980). Changes in income distribution are 
therefore likely results of economic forces. 

Income distribution data for Turkey are of very 
poor quality. I7 The case is included nevertheless 
because the data can be interpreted to support 
Randolph and Lott’s turning point. The available data 
are presented in Table 9, Figure 1, and Figure 2. 

These data indicate a drop in the Gini coefficient 
from 0.56 to 0.50 as RGDP grew from $1,342 to 
$1,586. The Gini has remained relatively stable as the 
RGDP continued to grow to $2,140. The Gini decline 
corresponds quite closely to the Randolph and Lott 
turning point. We have little evidence, either from sur- 
veys or from country experts, of the trend in inequality 
before RGDP reached $1,152. The available evidence 
supports the Kuznets inverted-U effect for Turkey. 

One of the major components of the Kuznets effect 
is sector dualism between agriculture and industry (see 
Lecaillon et al., 1984; Nielsen, 1994). Dervis and 
Robinson (1980) examine sector dualism in Turkey for 
1950-73. They measure what they call the K-ratio 
(named after Kuznets), which is represented as (I + 
$)/A, where A is productivity per worker in agriculture, 
I is productivity per worker in industry, and S is pro- 
ductivity per worker in services and commerce. The 
higher the K-ratio, the higher the expected inequality in 
income distribution. Dervis and Robinson find that the 
K-ratio for Turkey is extremely high in 1950-73, grow- 
ing from 3.57 in 1950 to a high of 5.09 in 1968 and sub- 
sequently declining to 4.26 in 1973. The authors con- 
clude that towards “the late 1960s . . a trend toward 
less intersectoral inequality seems to have asserted 
itself” (1980, p. 120). This evidence combines with the 
Gini coefficient decline from 1968-73 - even if the 
data are of poor quality -to provide in Turkey a case 
which tentatively provides weak support for Randolph 
and Lott’s turning point and for the inverted-U. Even 
though additional RGDP growth after 1973 has accom- 
panied a slight increase in the Gini coefficient, until 
more recent data appear I will classify Turkey as 
exhibiting modest support for the inverted-U and the 
turning point. 

5. CONCLUSIONS 

More than 2,500 years ago, Confucius stated that 
“inequality is to be lamented more than scarcity.” 
While scarcity has been vanquished in much of the 
modem world and shelves are stocked from 
Tegucigalpa to Calcutta, the problems of inequality 
have remained. Forty years ago, Kuznets suggested 
that income inequality first increases and then 
decreases as nations develop economically. Early 

Table 9. Household income distribution in Turkey 

RGDP* $1,152 $1,342 $1,586 $1,893 s1,940t 
Ginit 0.56 0.56 0.50 0.5 1 0.52 

Year 1963 1968 1973 1978 1983 

*Summers and Heston (1984). 
tEstimated. 
&Source: Hansen (199 l), p. 276. 
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cross-national statistical studies confirmed Kuznets’s 
inverted-U hypothesis, and for many, a paradigm 
developed. Other studies questioned the inverted-U 
and a controversy emerged over the eventuality of the 
decline in inequality. Randolph and Lott (1993) con- 
firm the effect for developing countries and reveal the 
“turning point” in development as measured by 
RGDP, which when reached promises decreased 
inequality with additional economic growth. 

In this paper I present critiques of cross-sectional 
statistical research for assessing the Kuznets inverted- 
U for LDCs. Using Kuznets’s early writings for a 
blueprint, I presented an alternative approach to test 
the inverted-U and the turning point for countries 
developing in the postwar period. Eight key cases, 
each of which were poor in the 1950s and which grew 
to levels well above the purported turning point by 
1980, were selected for longitudinal microanalyses. 
These are the cases which, if the turning point of 
$1,200 is correct, should exhibit unambiguous 
inverted-U shapes. 

The evidence challenges the Kuznets effect in 
LDCs and questions the policy utility of a “turning 
point.” In Kuznets’s landmark study, all three cases of 
pre-WWII development exhibit an unambiguous 
inverted-U. In contrast, of our eight post-1950 cases, 
only Malaysia exhibits an unambiguous inverted-U 
relationship between economic growth and income 
inequality. The apex of inequality is near the $1,200 
turning point. Yet, according to Randolph’s own ear- 
lier work, the decline in income inequality in Malaysia 
was not a result of the Kuznets effect but rather was in 
spite of it. Massive government intervention to reduce 
both poverty and sectoral inequality between ethnic 
groups, embodied in the NEP, has been credited for 
the improvements in distribution. Malaysia is the 
exception which proves the rule. In six of the other 
cases, both the Kuznets inverted-U and the turning 
point are unsupported. For those cases which lacked 
data on inequality at RGDP levels below the turning 
point (Costa Rica, Greece, and Japan) country 
inequality experts supplemented the data and con- 
firmed the dynamic of growth-with-equity or equity- 
then-growth in each case. For Brazil, South Korea, 
and Taiwan, both the data and the country experts 
repudiate the Kuznets inverted-U and the turning 
point. The only case that can be construed to support 
Kuznets is Turkey. Taken together, these key cases 
demonstrate that: (a) the jury is still very much out on 
the Kuznets inverted-U for LDCs; and (b) the notion 
of a turning point should be rejected and therefore the 
Kuznets effect should have no implications for either 
governmental policies or projections of international 
lending institutions.18 

These key case studies provide some suggestions 
for future research. Additional data on income 
inequality in LDCs are becoming available all the 
time. For years, it was argued that cross-sectional sta- 

tistical studies were the only way to assess the 
inverted-U for LDCs due to an absence of data. More 
comparative longitudinal work should now be done 
with groups of LDCs which have experienced long- 
term economic growth. One of the weaknesses of this 
study is that only two countries, Brazil and Turkey, fol- 
lowed a policy of equity as a product of growth. In 
recent years, other countries such as Chile have experi- 
enced significant growth with a trickle-down distribu- 
tion policy. As data on income distribution changes 
become available for such cases, longitudinal multi- 
case studies can help verify my tentative conclusions. 

Second, the findings suggest that the controversial 
conclusions of Adelman and Morris (1973) may 
deserve a new examination. They rejected the notion 
that economic growth alone would result in a more 
just standard of living for the masses: 

The frightening implication of the present work is that 
hundreds of millions of desperate people throughout the 
world have been hurt rather than helped by economic 
development. Unless their destinies become a major 
focus of development policy in the 1970s and 1980s. eco- 
nomic development may serve merely to promote social 
injustice (1973, p. 192). 

These findings alarmed many economists and 
were subject to both methodological and statistical 
attacks. Ahluwalia’s work directly contradicted many 
of the book’s findings and many view Adelman and 
Morris’s conclusions as wrong. 

As presented in Figure 3, the cases in this study not 
only question the Kuznets effect for equalizing 
growth, but lend support to Adelman and Morris’s 
thesis that “the only hope of significantly improving 
the income distribution in these countries (LDCs) lies 
in a transformation of the institutional setting” (p. 
194). From my research of the individual cases, a pat- 
terned relationship between inequality and socio- 
political forces took shape. As a country develops in 
the postwar period, an assault on the traditional elite 
(especially the large landholders) with a resulting shift 
in class power relations appears to be a necessary and 
sufficient condition for low levels of inequality. In 
Greece, Japan, South Korea, and Taiwan, the tradi- 
tional elites were all displaced and class power rela- 
tions shifted significantly during the 1940s and 1950s. 
These were all cases of what Adelman and Robinson 
(1978) term “redistribution before growth” and as they 
predict these countries experienced the most success in 
achieving both growth and equality. Costa Rica and 
Malaysia have attempted what Adelman terms “redis- 
tribution with growth” - which in my diagram entails 
moderate shifts in class power relations - and have 
had some success, though redistribution before growth 
appears to be much more effective. At the other 
extreme, Brazil has never witnessed meaningful land 
reform or any similar weakening of the oligarchy and 
increases in income inequality continue to accompany 
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Figure 3. Class/structural change and inequality 

high levels of economic growth as they continue 
“redistribution through growth.” 

From these eight cases comprised of two from Latin 
America, one from Europe, one from the Middle East, 
three from East Asia, and one from Southeast Asia, the 
class/structural variable has more utility than Kuznets 
in explaining inequality. Socio-political factors are 
more salient than purely economic determinants. 

Finally, these findings question the neo-liberal policies 
which have swept much of the developing world. Part 

of the neo-liberal dogma posits that if nonmarket forces 
intervene in the economy to encourage reductions in 
inequalities, inefficiencies will result in unsatisfactory 
economic growth. The eight cases in this study experi- 
enced exceptional growth in the period 1950-80, and 
six of them did it with respectable equity. 

NOTES 

1. The weight of the cross-national evidence and the sup- 
port for the hypothesis by mainstream economists was such 
that the inverted-U became a “modem paradigm” (Saith, 
1983, p. 367). Statistical support for Kuznets and perhaps a 
little wishful-thinking for the idea that with enough eco- 
nomic growth there would be a genera1 tendency toward 
equity resulted in the inverted-U becoming both a basis for 
World Bank projections of poverty and inequality (Anand 
and Kanbur, 1993, p. 41) and a justification for high-growth 
high-inequality policies in countries such as Brazil (Muller, 
1993, p. 290). 

2. Some such as Streeten (1981), while doubting the 
downturn of the inverted-U, argue that an emphasis on basic 
needs is more useful than one on income distribution. 

3. There are numerous measures of poverty and some 
place Costa Rica’s level of poverty much higher. The mea- 
sure used here is $60 per person per month in 1985 real US 
dollars and the justification for this criterion can be found in 
Psacharopoulos et al. (1993, pp. 5 1-82). 

4. Przeworski (1991, pp. 177-178) notes that for Brazil, 
“taxing the highest quintile of income recipients at an addi- 
tional 30 percent rate would collect 20 percent of GNP and 
quadruple the standard of living of the bottom two quintiles 
of households.” 

5. For a defense of the cross-sectional methodology for 
this type of research see Jackman (1985) and Nielsen and 
Alderson (1994, pp. 4-8). 

6. There are notable recent exceptions (Milanovic, 1994: 
and Nielsen and Alderson, 1994). 

7. For an excellent discussion of the strengths and weak- 
nesses of these two methodological approaches in compara- 
tive research see Ragin (1987). 

8. 1953 is the first year of inclusion by Summers and 
Heston for South Korea and 1955 for Malaysia. 

9. 1980 RGDP was $1,114 for Bolivia. $1,067 for the 
Congo, and $I,03 I for Honduras. 

10. Due to space constraints, the discussion of each case 
will be brief. For more information on individual cases see 
sources cited. The individual case studies will not be sym- 
metrical and extra space will be dedicated to Costa Rica and 
Malaysia as they are the only cases in this study where the 
governments attempted distribution with growth. 

11. In an examination of the Kuznets effect using 279 
observations, Nielsen and Alderson find the difference 
between household and individual units of analysis of only 
about 1.5%, much lower than the unambiguous changes 
in inequality needed for conclusions in this study. 
Nevertheless, I have used household data of all observations 
in this study. 

12. The exception is for Taiwan. The 1953 and 195960 
estimates of inequality, while oft-used and widely accepted, 
are of a very poor quality (Mall, 1992). They are nevertheless 
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included as they are so often cited by leading scholars and their 
inclusion makes little difference to the results of this study. 

13. The widely held belief that Costa Rica has always been 
an egalitarian society is a myth, largely generated by social- 
democrats for political purposes (Molina Jimenez, 1991). 
Comparisons of income distribution with other Latin 
American countries circa 1960 demonstrate that Costa Rica 
inequality was comparable to that in Brazil and Mexico and 
much worse than that of Argentina and Chile (Muller, 1985). 
The conventional wisdom that coffee production was always 
dominated by small farmers is false. In 1935 the largest 1% 
of coffee farms had some 20 million trees while the smallest 
75% of farms had some 12.5 million trees. In comparative 
perspective, excellent data are available from a UN study of 
coffee land ownership circa 1950 in Costa Rica, El Salvador, 
and Colombia. In Costa Rica, 27% of the coffee land was in 
farms larger than 100 hectares as compared to 28% in El 
Salvador and only 4% in Colombia (Winson, 1989, p. 95). 

14. This study focuses on 195&80 since this is the time 
period covered by the Summers and Heston (1984) purchas- 
ing parity estimate tables which are utilized by both Ram 
(1988) and Randolph and Lott (1993). Data from later years 

are used for Brazil, Costa Rica, Greece, Malaysia, and 
Turkey. For Brazil, 1989 is used to illustrate just how high 
Ginis can go when the Kuznets effect is relied on to provide 
equity. For Costa Rica, data from 1981, 1983, and 1989 are 
used since patterns derived from data from 1950-80 are inde- 
terminate. For Greece, 1982 data are used to approximate 
inequality at circa 1980. For Malaysia, 1984 data are pre- 
sented to confinn a declining trend in income inequality. 

15. It can be argued that Japan was not a poor LDC in 1950 
but was a developed country building after the war. Japan is 
included nevertheless to be true to the case selection criteria. 

16. As many of the cases presented in this study demon- 
strate, this comment is perhaps more indicative of the para- 
digmatic status of the Kuznets effect rather than the absolute 
uniqueness of Taiwan. 

17. For a comprehensive critique of the income distribu- 
tion surveys for Turkey, see Hansen (1991, pp. 275-280). 

18. While the question is not directly addressed, Nielsen 
and Alderson’s longitudinal findings also reject the notion of 
a turning point (1994). 

REFERENCES 

Adelman, Irma and Sherman Robinson, Income Distribution 
Policy in Developing Countries: A Case Study of Korea 
(Oxford: Oxford University Press, 1978). 

Adelman, Irma and Sherman Robinson, “Income distribu- 
tion and development,” in Hollis Chenery and T. N. 
Srinivasan (Eds.), Handbook of Development 
Economics: Vol. II (Amsterdam: North Holland, 1989). 

Adelman, Irma and Cynthia T. Morris, Economic Growth 
and Social Equity in Developing Countries (Stanford, 
CA: Stanford University Press, 1973). 

Ahluwalia, Montek S., “Inequality, poverty and develop- 
ment,” Journal of Development Economics, Vol. 3 
(1976), pp. 307-342. 

Ahluwalia, Montek S. et al., “Growth and poverty in devel- 
oping countries,” Journal of Development Economics, 
Vol. 6 (1979). pp. 299-342. 

Anand, Sudhir, Inequality and Poverty in Malaysia (Oxford: 
Oxford University Press, 1983). 

Anand, Sudhir and S. M. R. Kanbur, “Inequality and devel- 
opment: A critique,” Journal of Development 
Economics, Vol. 41 (1993). pp. 1944. 

Berry, Albert et al., “Global economic inequality and its 
trends since 1950,” in Lars Osberg (Ed.), Economic 
Inequality and Poverty: International Perspectives 
(Armonk, NY: M. E. Sharpe, 1991). 

Bollen, Kenneth A. and Robert W. Jackman, “Political 
democracy and the size distribution of income,” 
American Sociological Review, Vol. 50 (1985), pp. 
438457. 

Boltho, Andrea, Japan -An Economic Survey: 195&1973 
(New York: Oxford University Press, 1975). 

Bowie, Alasdair, Crossing the Industrial Divide: State, 
Society, and the Politics of Economic Transformation in 
Malaysia (New York Columbia University Press, 1991). 

Bowman, Kirk, “The effect of military spending on develop- 

ment in Latin America, 1960-1990,” Paper presented at 
the annual meeting of the Pacific Coast Conference on 
Latin American Studies (Orange, CA: 1993). 

Brooke, James, “A hard look at Brazil’s surfeits: Food, 
hunger and inequality,” New York Times (June 6 1993). 

Bmton, Henry J., The Political Economy of Poverty, Equity, 
and Growth: Sri Lanka and Malaysia (Oxford: Oxford 
University Press, 1992). 

Dervis, Kemal and Sherman Robinson, ‘The structure of 
income inequality in Turkey (1950-1973),” in Ergun 
Ozbudun and Aydin Ulusan (Eds.), The Political 
Economy of Income Distribution in Turkey (New York: 
Holmes and Meier, 1980). 

Featherstone, Kevin, “Introduction,” in Kevin Featherstone 
and Dimitrios Katsoudas (Eds.), Political Change in 
Greece: Before and After the Colonels (London: Croom 
Helm, 1987). 

Fei, John C. H. et al., Growth with Equity: The Taiwan Case 
(New York: Oxford, 1979). 

Germidis, Dimitrios A. and Maria Negreponti-Delivanis, 
Industrialisation Employment and Income Distribution 
in Greece (Paris: OECD, 1975). 

Gerschenkron, Alexander, Economic Backwardness in 
Historical Perspective (Cambridge: Belknap Press of 
Harvard University Press, 1962). 

Gonzalez-Vega, Claudio and Victor Hugo Cespedes, “Costa 
Rica,” in Simon Rottenberg (Ed.), The Political 
Economy of Poverty, Equity, and Growth: Costa Rica 
and Uruguay (Oxford: Oxford University Press, 1993). 

Grootaert, Christiaan, The Relation between Final Demand 
and Income Distribution: With Application to Japan 
(Berlin: Springer-Verlag, 1983). 

Hansen, Bent, The Political Economy of Poverty, Equity, 
and Growth: Egypt and Turkey (Oxford: Oxford 
University Press, 1991). 



THE KUZNETS EFFECT 143 

Hewlett, Sylvia Ann, “Poverty and inequality in Brazil,” in 
Sylvia Ann Hewlett and Richard S. Weinert (Eds.), 
Brazil and Mexico: Patterns in Late Development 
(Philadelphia: ISHI, 1982). 

Honey, Martha, Hostile Acts: US Policy in Costa Rica in the 
1980s (Gainsville, FL: University Press of Florida, 
1994). 

Jackman, Robert W., “Cross-national statistical research and 
the study of comparative politics,” American Journal of 
Political Science, Vol. 29 (1985), pp. 161-l 82. 

Kuo, S., “Income distribution and foreign trade: The case of 
Taiwan,” in Francois Bourguignon and Christian 
Morrison (Eds.), External Trade and Income 
Distribution (Paris: OECD, 1989). 

Kuznets, Simon, “Underdeveloped countries and the pre- 
industrial phase in the advanced countries,” in A. N. 
Agarwala and S. P. Singh (Eds.), The Economics of 
Underdevelopment (New York: Oxford, 1954). 

Kuznets, Simon, “Economic growth and income inequality,” 
American Economic Review, Vol. 45 (1955). pp. l-28. 

Lecaillon, Jacques et al., Income Distribution and Economic 
Development: An Analytical Survey (Geneva: ILO, 
1984). 

Lindert. Peter H. and Jeffrey G. Williamson, “Growth, equal- 
ity, and history,” Explorations in Economic History. Vol. 
22 (1985). pp. 341-377. 

Milanovic, Branko, “Determinants of cross-country income 
inequality: An augmented Kuznets’ hypothesis,” World 
Bank Policy Research Working Paper Number 1246 
(Washington, DC: The World Bank, 1994). 

Mittelman, James H., Out From Underdevelopment (New 
York: St. Martin’s Press, 1988). 

Mizoguchi, Toshiyuki, “Economic development policy and 
income distribution: The experience in East and 
Southeast Asia,” The Developing Economies, Vol. 23 
( 1985), pp. 307-324. 

Molina Jimenez, Ivan, “El legado colonial de1 Valle Central: 
Jueces y juicios,” in Victor Hugo Acufia and Ivan Molina 
Jimenez (Eds.), Historia Economica y Social de Costa 
Rica (San Jose, Costa Rica: Porvenir, 1991), pp. 2147. 

Mall, Terrence, “Mickey Mouse numbers and inequality 
research in developing countries,” Journal of 
Development Studies, Vol. 28 (1992) pp. 689-704. 

Muller, Edward N.,’ “Income inequality, regime repressive- 
ness, and political violence,” American Sociological 
Review, Vol. 50 (I 985), pp. 47-6 1. 

Muller, Edward, “Democracy, economic development, and 
income inequality,” American Sociological Review, Vol. 
53 (1988), pp. 50-68. 

Muller, Edward, “Financial dependence in the capitalist 
world economy and the distribution of income within 
states,” in Mitchell A. Seligson and John Passe-Smith 
(Eds.), Development and Underdevelopment: The 
Political Economy of Inequality (Boulder. CO: Lynne 
Rienner, 1993). 

Nielsen, FranGois, “Income inequality and industrial devel- 
opment: Dualism revisited,” American Sociological 
Review, Vol. 59 (1994), pp. 655-676. 

Nielsen, Fran9ois and Arthur S. Alderson, “Income inequal- 
ity, development, and dualism: Results from an unbal- 
anced cross-national panel,” Paper presented at the 
annual meeting of the American Sociological 
Association (Los Angeles: 1994). 

Ozbudun, Ergun and Aydin Ulusan (Eds.), The Political 
Economy of Income Distribution in Turkey (New York: 
Holmes and Meier, 1980). 

Paukert, Felix, “Income distribution at different levels of 
development: A survey of the evidence,” International 
LabourReview, Vol. 108 (1973). pp. 97-125. 

Proyecto Estado de la Nacibn, Estado de La Nation: En 
Desarrollo Humano Sostenible (San Jose, Costa Rica: 
Proyecto Estado de la Nacibn, 1995). 

Przeworski, Adam, Democracy and the Market (Cambridge: 
Cambridge University Press, 1991). 

Psacharopoulos, George, et al., Poverty and Income 
Distribution in Latin America: The Story of the 1980s. 
World Bank Unpublished Regional Studies Program 
Report No. 27 (Washington, DC: The World Bank, 
1993). 

Ragin, Charles C., The Comparative Method: Moving 
Beyond Qualitative and Quantitative Strategies 
(Berkeley: University of California Press, 1987). 

Ram, Rati, “Economic development and income inequality: 
Further evidence on the U-curve hypothesis,” World 
Development, Vol. 16 (1988), pp. 1371-1376. 

Randolph, Susan, “The Kuznets process in Malaysia,” 
Journal of Developing Areas, Vol. 25 (1990), pp. 15-32. 

Randolph, Susan M. and William E. Lott, “Can the Kuznets 
effect be relied on to induce equalizing growth?’ World 
Development, Vol. 21 (1993), pp. 829-840. 

Saith, Ashwani, “Development and distribution: A critique 
of the cross-country U-hypothesis,” Journal -of 
Develoament Economics. Vol. 13 (1983). on. 367-382. 

Seligson, Mitchell A., “Development,’ democ&ization, and 
decay: Central America at the crossroads,” in James M. 
Malloy and Mitchell A. Seligson (Eds.), Authoritarians 
and Democrats: Regime Transition in Latin America 
(Pittsburgh, PA: University of Pittsburgh Press, 1987). 

Seligson, Mitchell A., “Inequality in a global perspective: 
Directions for further research,” in Mitchell A. Seligson 
and John T. Passe-Smith (Eds.), Development and 
Underdevelopment: The Political Economy of inequality 
(Boulder, CO: Lynne Rienner, 1993). 

Spourdalakis, Michalis, The Rise ofthe GreekSocialist Part?, 
(London: Routledge, 1988). 

Streeten, Paul, First Things First: Meeting Basic Human 
Needs in Developing Countries, (New York: Oxford 
University Press, 1981). 

Summers, Robert and Allen Heston, “Improved international 
comparisons of real product and its composition,” 
Review of Income and Wealth, Vol. 30 (1984). pp. 
207-262. 

Taylor, Lance, et al., Models of Growth and Distribution for 
Brazil (Oxford: Oxford University Press, 1980). 

Tsakloglou, Panos, “Aspects of inequality in Greece: 
Measurement, decomposition and intertemporal change: 
1974, 1982,” Journal of Development Economics. Vol. 
40 (1993), pp. 53-75. 

van Ginneken, Wouter and Jong-goo Park (Eds.), 
Generating Internationally Comparable Income 
Distribution Estimates (Geneva: International Labour 
Office, 1984). 

Winson, Anthony, Coffee and Democracy in Modem Costa 
Rica (New York: St. Martin’s Press, 1989). 

World Bank, World Development Report (New York: 
Oxford University Press, various years). 


