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On the Relationship between Income Inequality and
Economic Development under Credit Constraints of
Entrepreneurs

FAN Zhao-bin', YUAN Yi*

(1. Internatinal Business School , Jinan University, Zhuhai 519070, China;
2. College of Art & Science, Columbia University,» New York 2807, U.S.)

Abstract: Based on the relationship between entrepreneurial activities
and economic development, this paper constructs a unified growth model un-
der an imperfect credit market and analyzes the effect of income inequality on
economic development. The analysis shows that the impact of income ine-
quality on economic growth depends on the development stage of the econo-
my. At the early stage of economic development, income inequality pro-
motes the entrepreneurial activities through reducing individual credit constraints,
thereby improving the increase in income per capita. At the medium-level develop-
ment stage at which the economy has surpassed the poverty trap, a more equal in-
come distribution will enable more individuals to dissolve the credit constraints and
engage in entrepreneurial activities, thereby improving the increase in income per
capita of the whole society. At the high-level development stage, there are no
credit constraints in entrepreneurial activities, so income inequality will no
longer affect income per capita.

Key words: income inequality; credit constraint; entrepreneurial activ-

ity; economic development; unified growth model (%% &+ )
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