














INTERSECTORAL INEQUALITY DECOMPOSITION

Total income inequality (I) can be decomposed into inequality within the urban
sector (1)), inequality within the rural sector (I ), and inequality between
sectors (Ixy):

l =lu + Ik + lru

Using proportional change algebra, growth of total income inequality
can be written as:

Kuznets asserted that even holding within-sector inequality
constant(lu=Ix =0), overall inequality will first rise and then fall due
to movements of population from the lower-inequality rural sector to
the higher inequality urban sector. To see this first note that a simple
Gini decomposition of between-sector inequality can be written as:

Ny N -(Gu - Gr), where

IRU =

ny and ng are urban and rural population shares;
Y is average income per capita nationwide; and
Gy — Gy is the difference between the urban and rural areas’ Gini

coefficients.

We can therefore rewrite between-sector income inequality as:













































