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ABSTRACT

The main purpose o@ this- thesis is to analyée Mexican
_ihcome distribution and to propose income red?stribution
strategieé. : fn Brder to analyse the income distribution
data of Mexicp, four income distribﬁtion ncdels are tested
*o derive several Income inéguality, Ihdicétors (II1's).

-

Through the use of these III'S, an analysis of the data at
Tthe national, u:ban-rurali sectoral, educational and qutial
. levels is carried out. Using these sane-sccioeconomicléhar"
 hcteristics poverty groups'ife identified.f
An attempt to explain the statiétical findingé‘&§~pco-
vided, taking into account the forces determininq the strat-~
eéy of developﬁent. the regional and sectoral heterogeneous
structures and the distribution of resources amqu.the popu-
latiop. Based on'this'analysis ve propose a general modell
of redistribution tkrough grovth- aiméd at'providing‘invést-
ment resources for the poor to eqablé them to have a perma-
‘nent source of income. hfter identifying specific target
groups, five strategies of incorme rédistributioﬁ are pro-
_posed: a éroéram of rural development, improvement of the
regional ba%ﬁnce'of the economic activities, a cé;prehensive

employment plan, an iducationai plan and measures. for con-~

trol ofi the popuiation.
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INTRODUCTION

1980 marked the beginning of +he Third Deveiopment Dec=-
ade., Th;ﬁ event has brought new hopes‘ for increasing the
income of the podr of the wcrl&, for diministing the dispar-
ities betwecn,N?rth.and South.aﬁd for dec:easihq *he unejual
grewtl of income between regions within countries, and aWOng
socioeconomic groups. Tconcemic grow+h in third world coun-
“ries lLac brought little benefi+ tb a large nar+* of their
rpopula*isns, and a revie@ ot evidence on -an international
level confirms a trenl of arowing inequali+y. The 5l1ld idea
of growth at the <=cp, with hope Sor an eventual "trickle-
dewn" effect has nc+ sclved the problem of poverty or de-

creased Income concen*ration within the "svuccessful® and un-

snccessful developinag countries.
%
Developmen* planning has long heen considered the in-

strument for transferrming stagnant,. lew-income developing

countries, -t would help ro efficiently,allocate scarce de-
velopmen* funds, t5 industrialize, urﬂgiize, and modernize
+ he infant econonies to enable +them to proqress alcng a
steady éroyth path., Héw@ver the models of development that

were created, while emphasizing leading sectors,- inqust:iés

and reqgions as "grow<h poles", have led +o eccnoemic outcomes
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ith growing 1ncome concent:atiou. The naj&‘ity of the 50~
cial’ groups uorkxng outside the favoured "bgies" have not
. received the benefits of the vitnessed grovth of their coun-
tries, and have_been left .with no strong representation in |
*he political arena, while faeing uneeployment and poverty:
Along the sane lines, four- decades ago Mexico adopted a
'development model that emphasized lndustrialization and what
was then seen as the modernization offthe country. * This
model considered that in order to improve the standard of
living of the Mexican people, weaith had first to be Created _
and then distributed.’ f;ndeed, -in one respect the model
proved succéssful,'since ueaith and income were created, and
the country became modernized. The bonanza however, came to
a privileged few, . while great masses failed to benefit from
the grow+th achieved. In fact, it is argued that for some,
"modernization" brought about a. gradual deterioration inm
their elready precarious situation. More recentﬁy it has
been argued that Mexico is in need of a new aodel of devel-
opment that would respond to the strong contradictioes that
have been created: the coexistence of highly modern tech-
pdlogy wvith primitive modes of pfoduction; 'the'flamboyant
rich urban ateas vs, rural ;reas of extreme poverty, or mie—
ery beléé surrounding the larger cities; the consumption of
imported sumptious goods vs. people living below the hinimum
Tequirements of nutrition; a small cultural elite vs, npil-
1ions.of illiteretes with little hope.of future development.

e
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The problem of distribution and .groeth kas .becoee an
eyegéinCreasing theme of -study at the interrational level,
considering that‘dfter nere‘than two decades of development
many countries have not exper#enced any improvement for the
majority of their population. The study of income distribu-
tion in Mexico would help to assess the* achievements af an

economy which has grown at a miraculous rate of over 6% per

year during the last four decades, with a growth of #1lmost

3% per year in per capita terms. These are very high rates
by international standardsr' vhich after forty years should
have had an iwmpact on society as 'a vhole through better liv-
ing standards.‘ Unfortunately the impacf has been ﬁodest,
and Mexico now faces the heed of changing her pattern of ec-
onomic development ih order to offer social .justice to tﬁe
present population of over 70 millicn people, a population
vhich is expected to reach more than 100 millicn within ihe
next  twvo decades, The newly-expanded oil industryl hae
placed Mexico in a unigue _position amoﬂg developiug coun=-
tries: through the use of some of the revenue generated by
'.the 011, Me'xico has a chance to reshape its economy in order

to address its current inequalities. An important histori-

cal decision must be made, deciding the route that the na-

tion must follow in order'to. ensure a more balanced distri;

'bution‘of the benefits of its newvw wealth,

Considering the limitations of the informatibn, as

shown.in the main part of this thesis, by means of an in=-

- -
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depth stﬁdy of income diétribpiion in Hexiéo it uili'be'bos-'
sible to quantify.the eitent of the-iuéone concentration; to
analyse its orig;ﬂs and caﬁses; to évaluate the objectives

-

of grovth and income distribution that\

the:coﬁntry has set;
and to aid in the formulation of redistribution poiicies
aimed at improving the living conditions of the ma jority of

Mexicans, ‘ ,
S~ ; : .
In summary, the coatents of the thesis will be as fol-

lows: » .
In the first chapter a review éf the literature of in-
coeme distribution and economic growthk is carried out, offer-
Eng'an evaluation of the different theories ﬁzoposed to ex-
plain the observed factg. At the same time we review the
literature relating inconme redistribution with econonic
grovth, evaluatingl its relevance to developing countrieé.
We conclude the chapter By offering a theoretical framework
Eor the apalysis of’personal income distribution in develop-
ing countries,

The second chgpter presents the methodology of analysis
of the income dis‘ribution data used in the study. It in-
cludes an evaluatison of the properties of the most - frequent-
lf used income inequality indicators and income distribution
modelél An evaluation of the econometrics of income distri-
buticn used in * order to obtain inequalitiy indicators, as
well as an exéhplé of the method chésén, 'is provided at the

end of the chaptef.
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The analysis of' the income ~distribu;ion data_o{ Mexico
is carried out in chapter three, .In the first pﬁrt of £he'
chapter ve review K the idcreaslng number of studies written
about the syhjeét, discussing the technigues and data sourc-
es uged in"each., ° In the second.part‘ué evaluate and select
the available sources of personal income distribution data
of Mexico. In the third paft, following the‘pe;hodology
proposed in cﬁhpter two, we'analyse the incope distéibution
data at the pational, urban-rural, sectoral,- educational,‘
and spatial levéls. We conclude the cﬁapter with an attempt
to identify the poor of the country through the use of the
same sociocecdononic chardcteristics.

'Chabter four attempts to provide an explanation of the
reéesults found during ihe analysis of the income distribution
data within the theoretical’ ffﬁmeuork prcposed in chapter
one, ¥ith this purpose part one covers a hiétorical per-~
spective of the distributive pﬁoblem in Xexico wup to 1940,
while the seconll part covers the following four decades. We
emphaéize the relationship between:the‘hetérogeneous produc—
tive sfsfém of ;.the econony anp the eamplcyment and income
éenerééion of the economic sectors. At the same tipe we
study the role of the government and the demographic dynam=-
ics as part of thg>framework:of analysis proposed. We con-
sider that this analysis isg{important to support the redis-
tribution policies proposed for charging the existent

- structure.
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in éhapter five Qe propose income redisiribution strat-
egies for ‘Mexico haséd on the analysis previously carried
~ : ' ! :
out. In part one we present a working hypothesis about in-
come redistr;butiqn'and economic grovth iﬁ México as a means
of introduction for a new model of redigtribution - and
growth. Part two oflkthe chapter proposes the model and -
- identifies the poverty .target grdups_upon whic£ the strat-
eqies_of income redistribution sugggsted- in part three will
mainly impact. The strategies include policies to inp:ove
the.sdcioecon;iic cocnditioas in the rural afea: pb{icies to
promote equilibratéd regional growtﬁ, "and for the creation
of employmént: the need io offer education to eveiy Hex;can
and a proposal Fo control population growth that uoﬁld have
an impact on income distribution in-%he long run. l

The study concludes in chapter ~ six with a presentation

of a summary apnd conclusions derived from the analysis.

.

Ay
\

- %
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IRCONME DiSTBIBUTIO! ilD fCOHOHIC GRONTH: A
REVIEW OF THE LITERATURE

The purpose of this chapter is to revievw the litera-
ture of iﬁcoue distributior and'econpmic growth. ¥#e consid-
er that up to now there has béen a lack of a well-built and
complete theory to aid in fully explaining the relationship
betvween growth and personal income di§éribution; This re-‘
view of the existing theories of incomé distribution .and
literature on income redistribution will provide .an under-
standing _of the main forces determiring the distributive
;structure of any country in general, and in particular of
Mexico. The explanation of the observed patterns of distri-
bution and the causes of its skewness can help determine the
use of possible strategies and poiicies that can be proposed
+0 improve a particula; income distribution,

In sectioh 1.1 of this _chapter ve present an interna-
tional comparison of data for 76 countries, relating incone
distribution and economic growth. This statistical informa-
tion describes the extent of the problem,i and provides us
with a basis for introdecing the various theories that have .
been offered in order to explain the observed facts.. The
refieu.of the theories and an evaluatfon of them is present-

ed in section 1.2. In section 1.3 vwe review those studies

A ) : Y



éhat relate income redistribution with economic érouth, and -
offer an evaluation of iﬁeir relevance to dgveloping,coun-
tries, Finally, in sectioﬂ 1.4 we prese a snmnarf of thei
theories and studies discussed, and oféZi‘a general frame-

work for the aﬁalysis of income distribution 4in developing

countries,

)

1.1 < INCOME DISTRIBUTION AND ECONOMIC- GROWTH: AN
INTERNATIONAL CONPARISON

2
Since  Kuznets' famous article (1955) oh economic

qrowtﬂ and income inequality, interest has been aroused in
ccmparing the levels of ineguélity of countries at various
stages of development, as well as in offering a ggneralized
explanation of the charges in income distribution that occur
during the process of deyelopﬁentp Along these lines Kuz=
nets (1963), ‘Adelman and Morris (1971), paukert (1973), Jain
{1975) and Ahluwalia (1976) amoeng others, have collected,
processed and analysed data 6f'many conntfies. Tﬁeir fing-
ings partially prove tqé hypothesis offered by Kuznets that
the process of economic growth would deteriorate income dis-
tribution up .;o a point where the distribution would then
improve.

A cross-section of several countries, measuring eco-
nomic growth with inéome per capita and the level of ine-

quality by means of an income inequality indicator such as



. 9
the Gini Coefficient, shows ; guadratic relationship betweeﬁ
" the two vatiﬁﬁles.. This is to say that the data follbu an
nipverted-U" shape as stated origimally by Kuzuéts;. "This
does not imply, however, that each particular country would
or indeed does follow this trend, or that it is the "natu-
ral® pattern of growth and eduality-for a;y of them (see
focotnote (1) at the end of the chapter).

Pulling data from Jain‘(JQTS) and Paukert (1973L:'¥Je
presen+* an internafioﬁal comparisqn of inequality andlﬁrouthj
fof 7¢ .countfies wﬁicp are divided into 9 groups; ﬁﬁOWg
them is one group of six socialist c?untries, énd eight
groups with sevehty non-socialist countfiés, grouped accord-
ing to fheir income per capita. The data are presented in
+able 1.1 an¢ show the income shares before taxes of the
first four quintiles and percentiles (80 to 95 and 96 to ;

100), as well as the Gini. Coefficient. In table 1.2 ve.
.prgseﬁt the nine group averages as well as two ratios uhich
indicate ihcome inequality: Q5/Q1 and 05/ (Q1+Q2+Q3).

| one of the conclusions that we can draw from this sta=-
tistical information is that the socialist couqtriés,show a
less unequal income distribution compared with that of any
of the other eight groﬁps.‘ We must, ?f courée; bear in hihd
the lack ef strict comparability between the data of social-
ist aﬁd non-socialist countries because of the fact that in
socialist countries income 1is composed mainly Ef .wages and

salaries due to the socialization of the means of produc-
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+ion. On the other hand, considering only the non-soéialist
countries. the data provide a clear answer regarding the
question of whether there is greaier income rinequality'in
developed or developing countries. The GinivCoeffig;ehtwa

54 countries with less than US$1500 (1970) .is estimated to

be».u97, while the Gini Coefficient for countries with in-

come per capita dver US$1500 is .391. The pain reason for
this difference is the high shate of incoame received by the
richest 20%, énd particularly the top 5% in.devgloping.coun-
tries, 28.6%, as compared to 17.7% in developed couﬂaﬁiés.
Considering the eight non-socialist groups, ve observe
that the dih;efted-h" shape holds for the 70 countries'pre-
sented: the qu}, Coefficlient increases frem 441 to .533
(thé average vaiue-of the groué‘of countries with income per
capita ‘below 100 and between U535301 ;nd Us$u0o respécti&e-
1y, and then decreases to .379ﬁ#(for'the grqu with inconme

per capita above US$3001) . The‘same,pattern_ s observed if

we consider  the '6ﬁﬁer-%.tw6 ‘“indicators"
05/(Q1+Q2+03) . r . |

Lven thouéh”tﬁé ?ﬁégégéi[pfpothesis is partiélly-prov-
;n, it hardlylimplieé tﬁatﬁﬁgémﬁattern cf each country will
follow it. fheferare howevér, several questions which need
to be ansvered,. namely: Rhat forces are involved in creating
a particular pattern of growth -and equglit&?; Why is it thaﬁ

‘a* each level of development {there are some countries whose

income distribution patterm is in sharp contrast to the pre-~
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vailing pattern?; and, What are the factors caunsing some
countries to deviate from this pattern? In order to answver
these quﬁ§tions, many theories have been formulated and many
studies carried out, the most important of which are re-

viewed in the next two sections of this chapter.

~

. : L

1.2 IHCOME DISTRIBUTION THEQRIES

The purpose 2f this sectlon'is to review the most pop~
ular theories of persondl income distribution that have been
used to explain the observed distributions found in émpiri-
cal studies. Tﬁé_majoqity of.personél income distribution
theories attempt to explain tﬁe observed facté found in man}
countries, and try to ansver tuo_pdrticular questions raised

in most studies: (%), Why do the distributions have a posi-

‘tive skevness, with thke upper tail of the distribution usu-

ally well-fitted.by the Pareto distribution?, and (b} Why do
the dispersion Aud skewness of the income distribqlion vary
among different Eountries and over time, within particular
countries as well as acréss sectors, ‘occupations, regions
and age groups? ! l

3 sound and complete theory should provide a solid

guide to understanding the mechanics of the generation of

personal income distribution in . all ccuntries. Among the

v

long list of theories attempting to do sc we find two gener-

o



16

al types: the microecomomic and the nacroecohonic theories
of-incone diséribu;ién. nicrOeéonomic theories take the ap~-
prbach of explaining income distribution on aﬁ individual
basis, -considering the variables (econémic or other), . that

affect the gemeration of income of each individual. Macroe-

conomic theories, on the other hand, consider the variables

{economic or other) , that affect the generation of income at

the aggregate level: nationmal, regional, sectoral, etc,.

Although most of the theories have been exposed to em=’

pirical tests, and have been used in éeverai-countries, Ve
shall evaluate them, taking into account their felevance to
developing countries in‘ general, and in particular to the
Mexican case. The evaluation will consider how well the
theories lend themselvés™tc an understapding of the genera-
+i6n of income distribytion and the identification of the

.

structural variables that could be changed for the purpose

' of redistribution. In the first part of this section we re-

vlew the wmicroeconomic theories of inccme distribution,

wshile concentrating on the macroeconomic theories in the

LS

second, _Hé conclude the section with' scne remarks as to the
' “
relevance of income distribution theories to. developing

countries.

I

w -
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1.2.1  Microecénomic Theories of Income Distributicn

. H;thin the tﬁeories attempting to explaiﬁ personal in-
come distribution from the individual point of view, we find
that a great number of factors have been consiﬁered. In all
cases the factors considered attempt to explain earﬂings and.
investment income, the former being the payment for labour,
the latter covering tﬁe factor capital. In most #aSes the
theorieé concentrate Anly on the supplf side of the market,

i.e., . on the sale of the factors of production owned by the

individual, without considering eilther demand

tutional forces which influence the market.
simplis;ib assumptions, the agent becomes a price
is able to sell all the desired quantity of labour (
as well as human capital) and physical capital., .In this way
*he income generated by eéch individual is determined by the™
ownership of the factors of production, and the income dis-
tribution depends solely on the distribution of the factors
of production, i.e. Y = fh,k)o

Based on this simple approach, we can review those
theories which emphasize a) earnings, g) investment incone,
and ¢) both a) and by, along with certain institutional fac-~

tors (2).
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1) Earninés Distribution
i) Socio=-Cultural (Institutional) Pactors
lEarnings have ' been stud}ed from differept points of
view, at times considering the socio-cultural or institu-
tiﬁnal factors that could play a role in determining an in-
dividual's opportunities when bompetiﬁg in the 1labour aar-
ket ; or at times cdnsidering the abilities that the

a1

individual has acquired, either .innately or ‘through educa-

N
Ly

tion or training, . '
A good summary of this approach is given by Lydall
(1976) , where he summarizes the j}éas presented by other au-

. .
thors, ,Lwho use only one or several socio-cultural variables

-+

(e.g. the influence on income distribution of genetic endow-
ment (IQ), race)., .ﬁydall has taken iﬁto acccunt many of
these factors in order to explain the skewness and disp?f;
sion pf income distributioﬂ." He identifies the followi g
factors which are likely to influencéfthe distribution of
earnings of employees: age, sex, race, religion, geogfaphi-
cal location, education, occupation, abil%élés of various
kinds and degree of managerial responsibil%;y: The interrg-
lationship of these factors is presented belov (Lydall,
1976, p.29). |

W



The letters represent the factors likely to influence

earnings: € for cultural influences = national, social, re=-

ligious, racial; P for parental characteristics, génetic and

cultural, including socioeconomic status; G for genetic en-
dowment; H for home environment; I for -cognitive ability
. . _ ;

{(measured through IQ); D for D-factor drive, dynamisam, de-

termination, doggedness, energy, self-discipline; E for edu-
- \

cation and full-time training; O for occupation; A for age,

a proxy for such factors as experience, learning by doing,

and on-the-job training, as wvwell as for +the effects of’

changes in ability, health, and strength; B for responsibil-

ity or hierarchy effect; and L for luck, both permanent and
transitory, affecting alllfactors except C and P,

Lydall adds that if it is accep*ted-that all the
above—mentiéned factors affect earnings, elther directly or
indirectly, it is then poésible to offer a sivple explana-
+ion for the shape of the observed ‘distribution, although
dfot for i“s absolute varianze. ~The explanatibn qiven‘sﬁates
that since a auymber of tﬁé factors are likely to combine
multiplicatively ratﬁér than additively {due to the fact
that many of then afe positively skeved), tﬁere are aﬁple

»
grounds for expecting the distribution of earnings to be po-

e e b s Ko b
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I

sitively skewed. lydall believes that the R-factor can ac-
count for the Pareto-likexﬁpper' tail mBierarchy effect",
considering that if managerial hierarchies are built on the
principle that each manager directly supervises the same-
number of ﬁeople in tke next rank below him, and if his
earnings beaféa comstant proportion to the aggregate earn-
ings of thogé whom he directly sﬁpervises, then the distri-
bution of earnings of managers will coﬁform +o Pareto's Law

{Pareto's law is studied in detail in chapter two).
plong these lines, Brittain (1977) suggests that one
éause of the inequality of income is the degree of privilege
conferred by one's socioeconomic background and other pgfen—
+al influences. At the same time, it is believed that human
wealth, or earning povwer, may be due in large part to the
process of inheritance, both explicit and implicit; and that
ipdividuals have different advantages and handicaps in tke

race for success in life, since every child starts wvith the

economic status of his parents. Ability, ugbringing, initi-

.ative and luck all affect the outcome of *he race, but the

influence of an individual's star;ing positien persis:s
thr§ughdut his life. Brittain also considers that there are
two othef key and related influences, educational attainment
and the marital selection process.

IThe findings of the study show a strong influence of

the socioeconomic background on the economic status of both

men and women, 'and a: substantial effect of educational at-
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téinment. independent of haqurouqd. The iﬁplicdtions of
these findings are two-fold: ka) that the strong role of b
inherited advantage and disadvantage strengthens the case
fof the rediStribution of revards, to moderate that conpo;
nent of ineguality vhich is due }o"circunstances over which
the individual has o control; and, (b} that the indicated

independent effect of education, though subject to nmore

e

gualifications, sunggests that policies designed to egualize
educatdb®hl attainment may yet prove more effective in re-

ducing inequality than indicated by recent experience.

1i) Human Capital Theory

The hﬁman capital theory takes a different approach,
with émphasis on education as the nmain factor expiaining
earnings, theréby rejecting the possible role of institu-
tional factors such as ability, family ba&kground, age, or
market imperféctions, vhile at the saue time not assigning
any importénce to chancé{as a possiblerexp;anatory variable,
In essence, this theory assumes ‘that each‘individual invests
in hinself‘a quantityl(neasured in dollars) of training and
education such that the marginal rate of return on invest-
ment equals the maréinal rate fh;t nust be paid <to obtain
funds. |

© Becker (1975), HMincer (1976) and Thurow (1975) have
been the major exponents of this approach, vhere the models
built have shown in empiricai studie§ the close relationship

between the number ¢f years of schooling and the 1level of

»
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earnings., The models are constructed assuming that a young
individval (individual n}, after basic education, has an ec-
_ononic ahility to produce, ‘At this point. individual A& can
commence work with an income ¢orresponding to his.producgtive
Qbility; can begin full-time education with nec earnings dur-
‘ing the educative program, along with certain.extra expeases
such as fees; or can forego part of the income by accepting
.employnent which provides on-the-job training, the forggopé
income heihq,equal to the training.cost if it 1is a general
(i.e. useful.in any other firm) training proqramf There is
also-the poésibility éf receiving specific on-the-job train-
ing with no foregohe income. The individval can stop the -
trainiﬁg at any'ﬁime and enter the labour market with an in-
coﬁe that will cover not oﬂly his‘foregoné earnings apnd ac-
tual exéenées, 'but also the accumulated interest of these

costs, compounded at the rdtq of return of the particular

individual.

A number of criticisms can be made of‘this app;;ach;
but perhaps the most obvious .is the difficulty of accepting
.a theory which - considers only the supply side of a ma;ket.
At the same time, it assumes that everi workéf knows all
present and futufe facts about *the perfect, and always in
equilibriuva, labour, education and capifal markets. This"’
knovledje is used in order to make a decis;on-about how much:
education or on-=the-~job training will maximize <+he present

walue of the individual's future earnings, using the market

rate of return,.
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iii) Stochastic and Ability Thepries
The Stoqha5t1c> theories rely’ on random effects, or
chance, to explain income distribution. Reqently, however,
there has been a' .change of approach '1n§olving £he &se-of
stochastic médéls. The origins of this approach date back
ép Gibrat (1%31) in o der-tg provide a‘stochastic_foundation

to the lecgnormal specif

ation as a model of income gistri-
bution, The purpose behind this approach 1s to represent
the positively skewed dis ibution'throuqﬁ' the use of a
probability distribution function, Due to the fact that the
logocrmal distribution was a "qo;d" representation of the
observed distributions (3), it created the need for a.theory
explaining the lognormal shape ofthe distrihution,

With this objective in mind, several theories have
been presented, most of thenm related to the distribution of
abilities. The origiu.of the ability theory may be traced
to the seminal.paper by Boissevain (1939} . This theory was
later intégrated into -what is known as the doctrine of
"non-competing groups", creéted by sbcial, legal, .inheritéd

ability and other barriers to labour mobility, It provided

support for the idea that differences in workers' productiv-

iy and hence their earnings were due to differencés in
abilities. I* was believed that abilities (mental and phys=-
ic;L)g,Here distributed normally, just as variocus physical
traits, such  as weight and height of the human body were

distributed normally. A natural inference fren this was

.
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that incomes were also diéttibuted normally, hoveye; statis-
tical evidence did not support it. It did, though, provide
the basis for a theory explaining.the Jdognermal shape, The
logic of the theofy is that since the lognormal dispfibution
1s the result of multipliciti}e random effects (u),.an& con-
sideringﬁihat there are many facteors that could éffect‘in-
come distribution (including abilit}),. then a large nuiber
of small iultiplicative rahdom effepts would tend to produce
a logncrmal distribution, vhile a'large‘number of small ad-
ditive random effects should tend %o produce a normal dis=-
tribution. |

More recently} the use of stochastlc processes has

‘changed from the use of the lognormal and the multiplicative’

random gffects_to the répresentation of the observed distri-
bution wigh probability distribution functiéhs. From a
well-fitted income distribution podel certain iocome ine-
quality'indicators are derived, représenting the income ﬁis-
tributions of sectars, regions‘dr soclo=-cultural character-
istics. Incore inequality indicatoers  are the
representations of phenomena that must be. expiained by a
theory *hat analyses the generation of the incoue'distfibu-
tion observed.

The lack of a complete theory however, has not been a
barrier for some authors to use reéfession analysis in order

to "explain"’tﬁe changes in 1income inequality indicators

with regressors such as the rate of inflation, rate Pf

Y
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-growth of'GﬁP, raté‘of unemplo yment, expenditute in educa=-
tion, etC.. fhuroq (1970), Metcalf (1972), Salem and Mount
(1374 , iﬂteralia, have uééd this procedure for the anmalysis
of income distribution in the U.S5.A., and Barteis (1977) has -
used it for the Netherlands. While ve believe that the_re-‘
gressors used have an impact on fhe gistributiqn.of income
in a direct or 'indirgct vay, the_lack. of a theoretical
framework to explain these relationships makes the interpre-
taticn of the pértiallregfession paranetérs difficult if not
meéningiess. This is even more important vhen the objective
is to propose income redistribution policies or strategies.

'B) Investment Income Theories

/

factors that perpetuate economic inegquality are intergenera=-

It is the belief of some authors that the most likely

+ional tramsfers and independent accumulaticn. ?his means
that +the explanation of iuvestment income through wealth
distribution uithid a society vould éive‘us a better idea as
+o why income iﬁequality reacheé certain levels. Brittain
(?978) has studied the factors underlfing wealth irequality,
dividing them into two typéé; inheritance (irtergeneration-
'al) and -independent accumulation. Inheritance ipcludés bdth.
gifts and bequests, and'the'going rate of return on them.,
He does not consider intradenerafional.transfet§ toe be im=-
pogfant, s;nbe a bequest by a deceased male to his widow is

. 7 :
not viewved as affecting the distribution of wealth. Inde-

pendent.accunulation can be of two types, saving out of

T ik T T MU

o I
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earnings, anrd the goling return on ié. and extrao:dinarylreQ
tucrns on investment. — .

After reviewing several studies and using d;Fa for the
United States and the United Kingdom, Brittain concludes
that the role of';nheriiance is important in the accumula=
tion of wealth of moderately wealthy to very wealéhy men.
Bt the same time, afrer reviewing the studies based on sonme
aspeéts of the 11fé-cjc1e hypothesis, invoked by some to
suggest that wealth inequdlity may be due in large part to
the wealth-age relationship, i+ is concluded that tﬂése
s+ydies do not §ucceed in seriously downgrading the rdlé of

Jdnheritance in wealth puilding.

Brittain concludes that in gemeral there is no solid
éyidenﬁe that rogtine saving of earnings has much to do with
the qeneration.of large fortunes, and adds that it'appeqrs
more likely thqt the lérger fortunes are built prinarilf qﬁt

of'exfiaordinary rates of retiurn and capithl‘ gains on rare

and highly successful ventures, as well as intergenerational

transfers. The conclusion is that while extraordinary gains

and intergenerational . transfers are difficult tc separate,
. . o
both are probably more important than routine 1life-cycle

saving in generating thé large share of the to wealthy
p . , )

. ®

ranks.

“

In particular, the idea of using savings as a variable
to explain income distribution has been summarized by Reder

(19¢9), where the rate of savinés'would.detgrmine if the

e AR e
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wealth and income of an individual would grov faster or
slowver, The mechanics behind this Assume that at some ini-
“ial moment (t;), there is.a given stoci of wealth and a
given distribution theredf among uealth;ounipq units. The
wealth is valued at a given set of compeﬁitively deﬁerhiqed
long run pr;ces that penain‘ unchanged. throughout the tiae
period under discussion, The ith recipient's vealth' at
t (woi) will accumulate at a rate 1;— [1+ -.dl],"wherg
_ri is the rate of return, and ¢t the rate at which the indi-
vidual consumes his wealth. Where ri= d , the recipient's
wealth will be constant over tinme, Ié_this way, if somé in=-
dividﬁéls havé higher a's_(a = r=C) than others, - their
uéalth and income will grow faster. This, hovever, is quite

a simpie explﬁnation of savings as a determining variable of

inconme.

-

. C)}) The Vita Theory

A more complete micrqecono;;;—zgeory of income distri--

buticn, attempting to introduce all the micro factors used
to study personal income distribution, vas presented by Can-

‘terbery (1979) through the so-called Vita'theory. This is

an integration ofllabour.market theory, a mwmodified human

capital theory, and the results of the discriﬁination and
migration literature. The theory assunes Lhat one labour
market exists for each generai human capital classification,
and the individual’s qﬁantity of human 'capif§1 determines

which labour market the individual enters. an individual
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"éualifies" fo;,a particular labour market by the state of
his or her vita at that point in tinme, In this’vay,-.the
vita theoryiis a description of the process . by which indi-
viduals attempt to move towards a higher incone, Hith a
noncompeting labodr market for 'each human capital type,
bPlaced in rank order\\beglnninq wi@h the highest expected’
capital return, tte individual cen- potentially move to a
significantly higher incone interval by cbanglng his or her
vita, and tben Shlftlng from one occupation or labour market

to another, Such shifts nonetheless often inveclve discrete

chdnges in capital as well as barrlers to entry and discrim-

-

ination,

wLahour supply is determiued by several factors influ-
encing the human capital of an indiv1dual throughout his ot
her life, The factors 1ntroduced . to explain'human capital
are k = f(G‘ h, Sl, Sz' S ,E, L), vhere'G is the genetic
code.ihcludino IQ, sex, race and initia], state of health' lh,
is the number of hours worked; 'Sl is the number of hours of
educatlon vithin .the sole control of the individual-' Sé is
the number of hours;of séhooiino provided by the state; 53
is the number of hours of initial on-the-job trainlng vithin
the sole control of prlvate industry.' E is the family envi-
ronment conduc1ve to enrnings Potentlal; and r the number of
Years of experienoe..‘ o |

' Canterbery considers that there is a labour market for

each human cnpital type (Hqt) in Each‘region (3): having 1
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to n types of HC's and 1  to D regions, ﬁefin;d by-ﬁhe geo=
graphic linits set 'bf a reasoﬁable'community service, In ‘335
this uay'aii labour umarkets are reppégzhted by a partitioned
réﬁ vector HC': . '

HC' = [HC1, _ﬂc12'...tr‘1c‘1n‘; HC2, +..HC2 ; +..HCD, ...HCD ).
in which n general hupan capital types are matched with n
labour markets in D .geographic areas, for a total oé n‘d la=-
hour markets, The liﬁour supply in any geographical area
~ can be identified as unionized, licensed, c¢r ncn-coptrolled,
having an effeqt'on tke wage rate in the first twvo cases,
either by controlling tﬁé supply of 1abour1qr negotiating a
wage rate floor for its members. - o : y
In each particﬁlar_market,‘ the labour supply i; equal
to the number of amailable vita that match requirements for >

that market, i.e., ' N

~N

v o= [V, VI eV 05 V2, a2 Y ...VD L eee¥D_ 1, b
.The nth HC-type labour supply is v in qpantity in area 1, r
in 2, and s in D, with an s by n matrix of labour force pop-
ulatioh in éreé D, There.are numerous zerc elements availa-
ble to be filled by new entranﬁs.

Cn the other hand, the guantity of H%ﬁ demanded is
determined by a épecific.proportioh of total output of-ﬁrod-
uct j: Zi=;i 9y and if HFi is paid its value in produc-
tion, the wage rate is Wi=‘gf1p + where p is the price of
the product or service produced. These definitions consider

that in the short rum the state of techmnology, industrial
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competigion and product prices (P's) are given; " Techno-
-__log';ical prog‘ress can directly alter thﬁ?and forAa plartic-
uiar labour type.by changing labour quantities requirenments.
In general, the wage rates are. given in a partitionéd vec-
tor, » with 7 professional labour market wages, @ man#qerial
vages, v craft union wages, pindustrial union {administefed)

-

'ha%es, ‘and n residual wages of the unskilled and nonorgan~

»

ized.

The Vita theory also assumes that when a differential
of-wages‘between regi;;s exists for the sane .type of human
capital, this will partiélly explain migrationm, accordipg to
some studies attributing between 50 .and,70$ of‘miératian to
a purely eccnomlc.motive.

After the considéfation of all these éifffj;s, an in-
come génerating function for the Jth individual is proposed:
Y = hewlk, K, P, m(k, K,©) M{EN, K, k), R]: In this case
~w is the personal c;pital rate; h is the number of hours
uoéked; k is the human.capital: K is the non-human capiial

determined by Ip (initial endowment) and savihgs: is the

P
average ptice of the product or service produced by this in-
' @ividual's labour (or expected price}; m is an index of .mo-
bility depending on k, K and @ , O being a variable that
neasures risk and uncertainty rega;ding income opportunities
‘at alterpative geographical locations; M is an indéx of mon-

" opolistic power that would equal zero for individuals with-

" ordinary or average human and non-human capital endovnments

e

At .
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'under free ehtry conditions. M depends on EN, k and K,  EX

being an index of 'entry_in whic£ larger values rép:esent
ecse of entry; and B is a dlscrimination (racial sexual,
ethnic and others) 1ndex. The personal 1ncome partials of
fhls income generating function are:
(3y/ 3k)y >0
(3y/ 3K} >0
( ay) 3p) >0 .
((ay/ om) « (am/.ak)]>0'
[(ay/am) - (3 m/'ax)] >‘o
[(ay/.auu » (9 m/30°)] <0
((ay/am - {58/5EM] <0
L(dy/aM).- (3 8/0k)] >0 .
{(ay/oH8) - (9 M/3K)] >0
(3y/ 3R) <0
Canterbery concludes, after testing his theory with
U.S. -data, that the acceptance of the .vi\g*Fhécry raises
profound social dnd economic’ questions. TheSccccial and cu-
mulative impacts of the 1ni§ial state conditions Sujgest
that a program of equai schooling for - Yequal oppoctunity"
mayi }eqve income distribution virtually'unaltéred, even
vhile contributing t0 econonmic qrowfh Tﬁus, ‘more equal

distribution could only be achieved by such direct redlstrz-

butional policies as an inheritance tax pr0pcsa1 or nejative

income tax.

/



. ‘ 32
1.2.2  Baczoeconowic Theerdes of Ilmcome Distilbutiom

History of economic thoughkt tells us that one of:the

very firsi problens studied by economic theory was income
distribution withim , a macroeconomic context, and in fact,
many economis*s would still argue that the subject is an es-
sential part of the core of the discipline., Dealing with
this problem, .a number of alternative theorieé of functional
income distribution have been developed, lmoét of thewm be-
longing to the core of several schools of economic thought,
i,e, ™the Classics, the Marxists, khe Neoclassics aﬁd the -. -
Keynesians. In all cases ﬁe observe them with differen; ap=
proaches, varlants and?offspfings. There is in all of then,
however, a lack of a clear connecting thecry of the func-
tional to the personal income distribution ({(5). This factor:
alcone sho;ld be reasogbenough to leavé ttese qenefé¥wfhgo-
ries out of our fevieu, yet other economists, such agﬁgiine ,
(1975), have also argued that the theories would be of dubi-
ous use in explaining personal inceme distributioﬁ in de=~

.

{
veloping countries, Hereafter thereﬁore, ve review the.
" theories of personal income distribution considered to be -
the most influential in the literature, mpst-of ther related

to the reglity of dqyeloping couﬂtries.

A) The Kuzpet's Hypothesis and Dual-Surplus Labour Mod-
els -
Kuznets (1955) has argued that at least two.groups of

forces are combined in such a way that inequality is likely

.
a . . .I.
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to worsen in the early stagés of grovth and only 1é;er begin
to improve again, The first groug“relates toc the ccncentra-
tion of savings in the upper income bgackets, pro@ucing a
greater proportional accumulation c¢f assets by the rich than
by the poor, assuming that only the upper income groups
save. A skeved distribution of savings represents at the
same time a skewed distribution of property incomes and as-
sets. The second group of forces relates to the structure
of income distribution by industry, which shifts the trend
towards inequality, This c?nclusion is reached by Kuznets
after taking into‘account that growth is accompanied invari-
ably by industrialization, and assuming that the average in-
come per capita of the.rural population is, usvally lower
than that of the urban, and that if@quality in the distribu-
tiéﬁ for the rural population is somewhat nacrower than is

that for the urban population, These two groups of forces

tend to concentrate distribution over time, urp tﬂib point

-

.where the reversal Starts, once the country achieves maturi-

ty, and the low ihcome groups “become politically ‘strong
énough, ‘first td stabilize, and then to reduce ;ncome ine-
qualities. Below ve review several empirical studies which
attempt to prove Kuznet's hypothesis, |
For several years during the fifties and sixtiés, ;Le
dual-surplﬁs labour models provided an explanation of eco-

nomic development 1in the 1LDC's. These .'types of -models,

originally developed by Lewis (1954) and Fei and Ranis
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(1964), have been strongly criticized from many different

-
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angles (€), yet they remain a way of e;plaining personal in-
come distribution in developiﬁg countries, Llewis has iﬁdi--
cated that inéone distribution would become more concentrat-
ed with grow-h, because the profit sﬁﬁre vas assumed to be‘
greater in th; modern sector than in the traditionéi,one,
and the ;eight of the modern sector would rise ovef time,
Cline_(1975), hovever, remarks that once sne considers the
" distribution of income among poor traditional sector workers
and eore affluent modern sector workers, it.is‘quite possi=-
ble fpr the overall distribution of income to imprbvé with
growth, in spite of thke secular rise in the share of modern
'sector profitslin aggregate incom;.

Cline adds #hat the.withdrawal of traditional sector
labour in the face' ' of constant 'traditignal sector output
{under the strong assumption of zero-nérginal product of la-
bour) will raise'traditional worker income relative to mod-
ern vorker income, and under reasonabie conditi/ons, can
raise the total inpome share relativé to the 'pdpulation
share for the poorest (traditional sector) clasq.' Fr;m this
critique we can conclude that the secular trend of persopal
income dis*ributior under surplus labour‘conditiong is in-
determinate in the absence of é}ecificatﬁons of the case.

‘Within the current bf thé dual-sﬁrplus laboﬁﬁ theory,

there have ‘been several offsprings, One of the most recent

models has been proposed by Webb (1977) and .Frank and Webb
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(1977b) . With this model, constructed primerily to explaian
income distribution in developing countries,‘ the authors

conclude that_éoutrary to the idea of having.an eventual end

to surplus labour and equaiization of oppertuni+ies and in=- -

come, +here is a trend to increase the distance bhetvween the

_+wo sectors (modern and traditiopal), increasing tﬂ;\bqaff-

ing inequality. The model works with urban and rural sub-

sectors, and assumes an infinitely elastic supply of labour
from the traditional to tﬁe nmodern sector. It-also creates
a gro;ing concentration of income due to the growth of vages
in the. modern sector and subsidized credit and overvalued
currency, which encourage capital intensive modes of produc-
tion in the modern sector.

. " The elements explainring the growth of vages are deter-
nined by'.increased unicnization and the political str;ngth
of labour groups, an increase in the supply of skiiied and
educated labour, and imported techknology demands fsr skilled
workers., . In this model. goverament plays an important role
through the incidence of direct taxation on %ncgme, the in-
cidence of government expenditutre and the role of government

as a productive agent. ~ In the last case the government ex-—

ercises a strong influence on labour markets through the

.
-

wage levels and fringe benefits offered to workers.
Another modified version of the dual-surplus labour

models is presented by Ahluwalia and Chenery (1974).  They

recognize that labour is available ' from the traditionaL
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(subsistence)_ sectcr for employment in the cépitalist,sec4 :
tor.‘ The model distinguishes small scale capitalists, 1)
farmers and.iif small businessmen, from iii) larger-séale
producers using more capital and modern techmnolagy, conifary
to the simple distinction between the modern and traditiomal.
sectors in familiar surplus labour models.

The model takes into account some of the more impor-
;ant features éffectingtdisﬁribnticna; ‘patterns in underde-
veloped countries, ahong éﬂem: ai the dualistic nature of
production in developing econoaies, in .which capitalistic
modes cf production characterized by the use of‘hired iabour
coexist with t:aditionaf modes characterized by self—eﬁp;oy-_
ment and fimily labour; b) thg concentraticn of the owner-
ship of capital,’ which is generally more = extreme than ﬁhe
concentration of incone; c) the“d&fferential access of so-
cloeconomic groups to employment'pgssibilities and therefore
'to wage incomes generated in the ;apitalist sector (these
differences may reflect geograpﬁicai and social barriers to
mdbility or differences in eduCationa; and skill character=
istics); .d) tﬁe differences in éavings behaviour of diffef;
ent socioceconomic qroups,.uﬁich reinforce.concentration patJ
+erns in assets over time; and e) the differences in natural
rates ¢f population gfouﬁh betveen differeant socioeqonomic
qroups. . . ) o~

The linkages among the three groups in the model (i,

ii, and iii) shov the incomes of the poverty groups as being

’
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deternmined by vages from the modern (high income) sector.,
wages from small-scale producers, selernploymeni"income
(based on their ownrstock of phy;ical and humpan capital),
and net transfers from the rich via the fiscal system. i

combined effect of policy on all these elements determines

the net effect upon the incdmés ¢f the poorer groups.

B) Theoietico-Empirical Studies
There has been an increasing number of theoretico-en~
pirical studies of income diétribution {(7) carried out for
particular countries or with ‘intérnational qomparisons.

These studies are time series, cross=-country or a combina-

" tion cf both, and-attempé to determine a pattern that would -

aid in an understanding of the behaviour of incone distribu-

+ion. Among the cross«country s+tudies we find that Kuzaets
'(1963) indica*tes that the size distribution of family incone

- is more unequal for underdevelcped than for developed'coun-

tries,  although the degree of difference has generally been '

found to be much greater towards the top of +he distribu-

tionm, Adelman and Morris (1971), with a compilation of. 41U

developing countries, examine the "inverted=-U" curve, relat- '

ing ipequality to per cépita income, They find a statisti-
cally ;ignificant invg:ted-u pattefn with a low R of 152,
despite stapistiﬁal significance of the coefficients, The
regression estimated is 1= T.23 + 0.02587 9‘0.00001MY2_:
where I is a measure of inequglity:. fhé ratio of the‘income

share of the top 20% to the bottom 20% of recibients; and ¥
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is the 1970 per capita incomée in dellars. Adelian énd Hsr-
ris, applying a stat;stical tgchnigué in order to differen-
tiate the countries in two groups = more concentration and
more even diétributién = use 31 socigeccnomic variables,
They find that the most important ones aré:. a) an index of
equality of access "to secondary and university education
{favouring equality); b) nat&}hl resource abundance (favour-
ing concentration at the top); c) thLe governuent share in
_invéstment (with a large share shifting income from the top
" to the middle classes); and d) the extent of dualisn (witﬁ
'greate;‘@ualigm assoclated with greater concentration). The
stﬁdy; in spite of a gpod Statistiéal treatment for mahy
countries énd’idgntifieatien of feievant variables, lacks a
conplete theory relating the socioeccnomic variables intro-
duced in the research,

The'time‘sezies stidies, on the other hand, for one or
several countries, have concentrated on Kuznetslproposition
of a particular evelution of distribution over time: the
worsening anq then improving level of ineqﬁality aqc?;diug
to the'économic gfouth of a country. The conclusion arrived
at-is that the time series data cast strong doubt upon the
wofsening and pﬁen'improvipg hypothesis, which appea;s to
hold only if cross-section data alone are used. The studies
considered include Brazil in Pishlow (1972); Argentina, Mex-
ico and Puer‘o Rico in Weisskoff (1970), and thirteem devel-

oping countries in Ahluwalia (1974). . X

" e s maman o
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We could say ‘that even when these kinds of enpirical
investigatinns are iﬂkormative gnd méy, under many aséump-
tions, sﬁed"some lighgion'thé possible evolution of distfi-
bution f?h groups of couﬂéries, they are not ;%rt#culaq;y
useful if one is comsidering the analysis of income distri-
bution with enough depth to propose income redistributicn

policies for a particular country.

C) The CEPAL~-PREALC Approach -

- In contrast to these strictly statistical investiéa—
tions, there is an approach .which #akes into  account the
technological structures and differentiated iébour markets,
in order to explain employment_ and income distribution in
Latin America. This gpproach‘has been developed bf CEPAL
(Comision Economica para América Latina - Economic Commis-
sion for Latin America, United Nations) and PPEALC {Programa
Regional del*Empleo para America Afatina - Regional Program
for Employ@énl in Lé;iﬁ’akerica, Inte;national Labour Organ-
.ization)t The CEPAL-PREALC sfudies offer a theoretical-ea-
piricAI frameyori, explaining the different coexistent pro-
ductive structures (structural heterogeneity), the lﬁbour
markets assoclated with them, . and the concentyaticn of in-
come tesulting from this type of econonic strﬁctures ob=
served in most countries in Latin America.

Xécordiﬁg to Di Filippo and Jadue (1976), the concept
of structural heterogeuneity dates back to Fhe first studies

of CEPAL in 1949 and 1952, The concept represents a situ-

.
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ation where economic sectors have;differeﬁt leveI; . of pro-
ductivity and "modernity" bot‘h among and uith‘in .them-, with
complex ties of exchange, domination and dependence within
the national sociocecononic structure (8) « Thisréifuation
diffgrs from the duél case, where modern and traditional
structures coexist with little exchangé aad infl;énce be-
tween them. .

The differentiated structures, measured thfough lefe}é

of productiﬁity, reflect the levels (speed) of absorption of

techpnical progress over time. Thus, in the sane econamy‘it

is possible to find techniques of production that range-from

prfﬁitiye agriculture to modern ﬂanufac£ﬁrihg élants, as if
.they?uerelin‘aﬁ'advanced ec0n6my, The ;reat nunber ofrtech-
nological strata can be grouped, for_aqalytic bufposes, into
;rimitive, average, and modern., The levels of productivity
and income are lower, equal of higher than the natiomnal av-
erage. In the last case ve fing the industries and services
with_productivity similar to the average of' the modern econ=
omies. This view of the econony differs from the dual mod-
el's view, mainly because technological progress is assuﬁéd
to be generated and concentrated only by thé-modern'sector,
increasing the gap or heterogenéity, rather ﬁhanidecreasinq
‘it as is assﬁmed by the dual-suéplusjlahour modelsL

On the other hand, PEEALC (igvu), using the experienc-

es of several studies carried out by the ILO in various Af-

rican and Latin American countries, following the framework

'
\
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developed by CEPAL, as well as introducing, ' for a féﬁlistic
analysis, the key elemeq&s of populatioq grévth land rural-
urban migration, is able to propose a model explaining eco-
~ nomic grouth,'employment and income distribution. In order
“to perfecra the andlysis of an economy with heterogeneoué la-
bour mafkets there is a segmentation of the economy into ur=-
ban and rural, ‘with tvo kinds of ‘1abour markets in each
case: the fprma1 medern 'urban sector market (MUS); the in-
fogmal uchbare sector (IﬁS); Fhe traditional rural sector
'}TES); and the modern rural sector (HRSj.'

In the MUS the labour market concentrates the demand
for labour on the organized, highly téchnibal enterprises
?nd the sﬁpp;y of educated,: trained people, ipcquing:pro-
fessionals. The Ihs includes the labour demand of the small
companies, with low productivity and using simple techn?-

iogical processés. The TRS concentrates on those with small
farms, apd.the landless (jornalero§), having iow income lev-
els; the poverty and income . differentials_of £his sector
with respect to the nUS and IUS cause the permanent rural-
urban migration.  Finally, the MFS includes the labour de-

- mand of larger,ﬁ#rms working with or without advanced tech-
nological processes, It is assumed thét this sector works
with characteristics similar to the modern urban sector,

Infante (1981), \following f%e same approach as the

CEPAL-PREALC studies, examines the relationship ¢f the wage

level in the four sectors of the economy, arguing that there
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is a close relatioqship among then. In this gase, the in-

formal urban sector market is" the key element in explaining

the relationship, The MUS works with a "labour Teserve" in

the urban area, whiéh pulls the wage level to the productiv- °

ity of the inforemal urban sector.- The wage level of the I0s
becomes an adjusted variable of that market, vhere the mar-

ket size, and the number of uorkers outside the MUS, fronm

urban and rural areas determines the wage level, This is in

turn closely related to the productivity of the traditional

rural sector.

1.2.3  sumpary and conclysions o - ,

§e consider that the list of studies presented, aimeqd

at explaining, theoretically or empirichlly, Perscnal income

diq&r‘buticn, rare either partial, or contain assumptions
vhlch do not conform to the Mexican reallty. Among thke ml-
cro theories we find that “those explalnlng earnings (such as
those considering lnstltutlonal factors, human capital theo-
: TY Oor +he stochastic-ability theories}, or those explaining
investment incomo, are only oartial.theories wvhich, even
when potentialiy relevant in some cases,A would still omit
some factors., The Vvita *heory, ve believe: uould be useful
_in underdeVeloped countrles if one is interested in under-
standing.the mechanics of the generation of income of par-

ticular groups in the econony. This, of course, would aid
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in the sormulaticn cf policles, aimed perhaps at regions or
identified target groups.

- At the sa&e time the objective ‘of the wmacroecononic
studiés re?iewed indicates a preference to deal with: a) the
hypothesis of}a "predeternine§" national patterﬁ of growth -
testing.the Kuznets hypothesis ~ with the 'obvious_implica-
-tign of noﬁ-intngeﬁtion in the -ecopomy to correct the out-
come, in terms of the benefits received.b& growth; and b)
the co?struction‘of theories, some moré complicated or gén-
eral than otheré, aimed at explaining the genera{ion of.iﬁ-
come for groups of people, introducing‘éggregated variables,
Armong these theorieé we consider that the ‘CEPAL-PBEALQ ap-
proach provides us with a framework of analysis closer to
the Mexican reality than do the others. It allows us to in—
troduce key elémqnts for the understanding of the Mexican
economy, such as populatiqn growth}A_rural-urbaﬁ migration,
labour market conditions, the heterogeneity in the produc-
tive secéor. cépital formation, etc,, all of which cerfainly
play an- important role in the generation of inccme distribu-

tien.

.
~

Clearly there is a'lack‘of a complete theory that con-
siders both the microeconomic and macroeconcmic variables in
rder to exp;ain the genér;tiqn of the distribution of in-
come, J‘fhe problem _becomes even greater when . we take into
account the particular conditions of Mexico over the last

several decades and in the years tc cone. We do, however.,

=y
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believe that for -our objectives of income distribution and

redistribution for® Mexico, we ‘ could consider the

L
+

CEEAL-PREatC approach as afbase, keeping in ‘'mind the need

for a more conmplete theory. .

¢
1.3  INCOME REDISTRIBUTION AND GRONTH :

»

A large number of studies” has been done .stidying
changes in income distribution. Some of these have concen-
trated on the effect that equalization would exert ubon
~growth, either throngh empitical-ﬁheorétical studies or:
through the mereroimnlations of rediotribnfion. produced by
means cf cettgin specifio policies or by h;pothetical‘chang-)
es.: We oeview this type of studies in section.1.3.1. In

section 1.3.2 we present the general models of redistribu-.

tion fcund in the 1iteréture, while in the fcllowing sec-

tion, 1.3.3, we study the large list of policies and .strat=-.

egies that have been proposed for income redistribution.

‘

The distinction made in the literature concerning policies

p\\\ﬂkgnh strategies is based on the idea that a strategy lS a set

of policies .intended to fulfill specific objectives and ends
(%) . In the last pari of the section, 1.3.4, we present a
-summary of the conclusions reached about income redistribu-

tion_and economic grovwth in developing countries.

¢

—~—



1.3.1  Effects of Bedistribution on Growth
He have seen above (1.2.2) that it is not gquite clear;
1y convincing which pattern a country has to follow in te;mé
of income distribution along the economi? growthlﬁath. If,
however, it ié aésumed that income concentration increases
in the early stages of growth, there follows the questibn
abcut .the effects of gqqaliz;tion on grgwth.- -ilong these
lines there have beeﬁ several types of studles Earried out

(10) . Some analyse the effects.of.redistrfbution cn savings

- .

and from them the effec%s on capitalization and growth, as
well as the effects that the reaistribufioq would bring in
the composition of the aggregate demanad. _.

Thesé\.types of studies fix .hfﬁotheticél levels of
equality,-and érom there.andiyse the gFowth effects, combin-
ing saving functions, detailed cOnsﬁﬁptién fﬁnct%ons for de-
mand profiles by income class{ _igpdt;outpug Eelationships,
and facter coefficients”by sect&f.' The logic behind this is
that since  redistribition would raise the veight of basic
goods’ and lower that of luxury goods in total demand, there
may be induced growth effects of equalization due -to the
différential a). impoét p;opensities, b) economies of scale,
and cj factor igquirements among sectors. . Among several au-
thors follouinj this approach, Cline (1972) has‘berformgd a
study for several Latin American countries, including Nexi-
co. More recently, sevefal studies for Hexico and others

for different Latin Anefican.countrieq kave been carried

45
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out, ‘Cline (1972)' ds well as three other studies'are re-:

viewed in section 3.1.
Within ¢this same framework of simulation étudies,

the:e'are a number of works focussing on the distributional

impact of policy instruments and sirategies, .ratter than on’

the growth effect; ‘of a somehow exogenously imposed redis:
tribation, The purpose of £hese studies is to determine the
impact of a variety of ins£ruments on income distribution
through a gene&al_model (Ahluwalia ‘and_Chenery, 1974y, or
through the representation of a particular economy as Adel-
man and pPobinson (1978) perform with tlhe Korean case.
‘gdelmAn and Robinson use a dynamic computable general
eduilibrium mgdel, reaching solutions by tatonnement in a
three-stage process, and determining.the impact on the rela-

tive and absolute incomes of the poor and on the levels of

inequality througk various policy combinations., The policy

combinations coﬁbine urban, .rural and'urban-rural _policy
packages (programs) with ;nstruments grouped into ﬂgn areas:
relative facto; prices, relative product prices, technology,
direct rationing of products and setJices, direct rationing
of the factors of production, di;ect transfers, public

g

works, inflation, redistribution of wealth, and'intergenera-

tional transfers. The effectiveness of the programs, 26 in

total, is classified according to the changes %n‘threé’indi-
; " ) o

cators: "~ the income of the bottom decile, the percentage of

households in poverty, and the Gini-Coeffiéieht. The rating

]
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.of thé'stfafegies ranges from harmful to ineffective, effec-
.tivé, moderatelxjgffective and very effective, rating among
the most effective 'a program directed towards the rural
area, lan emplbyment céeation program and a combination of
both. - -

This is' indeed a very complete study, concluding that .
the use of single instruments in‘ an isolated way will not
effectively change inconme distribution in a countryt and
that,'to be effective, a policy package must necessarily in-
volve substantial chaﬂges in .the distribuéiou of hational X

income, wealth and power, *

¢ |
1.3.2  Gemeral Models of Iucome Bedistribution

Before considering the s?udy-of general m&deis of in-
éomey?distribution {T1), ve can élassify tke objectives of
ihcomé féaistribution iﬁto’four different types: 1) elimina-
tion of poverty; 2) reduction of.ihequality; 3) maximizaticn
of the weighted average of the growth rates of differeﬁt in-
" come groups {the Ahluwalia=-Chenery apprdach:
G = 'lqi*f%!g2+ VgtV where W are the vweights of the
groups and 95 their rate of qrouth-of income); and 4) GNP
growthk maximization with an income distribution such that
the weights-are the shares in n;tional incone.

Using the weights approach, wve can represent the first

objective, elimination of poverty, if we assume
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us

‘5h1 = 4wy = w3 =0 and wy = 1 (ve assune the 4th group as the

. . A
poorest members of the society).. .In this case all the suc-.

plus of the economy is directéé towards the elimination of
pcverty. We " capn represent tge ‘gecond objective with
u;, w2 < w3, vy, mearing that the shares .in tte Aational
income have less weight at above average, and more veight at
below aJerage inconme.’ .

We can associate these oﬁjec;i#es with four deneral

) : .

models of incone :edistrihutﬁon,.fepresenting gomple;etforms
of growth and distribugioﬁ.h-:TEe first one is called the

"High Growth-Trickle Down'® model, which assumes that econbn-

ic growth eventually spreads benefits and reduces income

-“rdisparities. This model pursues objective four of high

%

‘qrowth with conyentional weighting, and thus alsc aims at.
achieving objective one, of eliminating poverty, as.a conse-
quence of raising absolute inéomes throughod£ society, in-
élud;ng_the incomes of the poorest:

: The %&cond model is known as a Radical Redistribution

that could eventually follow the socialist model. This mod=

.

‘@] initially redistributes all existing assets (i.e., through

land reform, nationalizes industrial property and makes

. radical reforms of institutions  (i.e. education, health).

”\
Eventually incomes are determined directly and separately

from produciive decisions, and rationing hecomes the princi-
pal distributive tool. The objectives achieved through this
strategy are the elimination of poverty and the reduction of

inequality.
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The third model is an Incremental (qé‘the"margin)
Pediétribution; vhere some policles are used with no real
.impact. | D&e to oppositicn against the radical form of re-
:distribution. the incremental redistribution ié often récbm-
mended as a less drastic alternative, \Giveq the néed to al-
leviate poverty, incremental redistribution proposes taxing
the better-off to redistribute to the worse-off. - This has
been the policy in many countrieslfor many years, rargly
ﬁaving narked effects. on the distribution-of inconme.

The fdurth model, called Redistribution Throﬁgh Growth
or Grouth and Equity, involves ta ing the extra incore that
would accrue to the . better-off an redirecting it to the
poor, This appréach originates with the ILO-World Bank
(12), with the objective of improving income ,distribution inr

*Eg;eloping countries by prbvidiug investment resources to
the poér; thus, the redistribution uouid give them a perma-
nent source of income gaiher thQn merely a temporary in-
crease in cousumption, This model corresponds to objective-
three (raising the growth rate of the inccmgs Qf the poor)
meﬁning a lower rate of growth of incemes at thg upper end,
and a higher rate of growth at the lower end, without. any
absolute reductioﬂ of income as . occurs in‘other forms of re-
diétribution. ‘ -

To be successful, ‘this model requires.that the policy
not significantly reduce the grduth' rate of GNP, ‘Based on

this assumption, Stewart and Streeten (1976) criticize i+
& T
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because-of the improbability that such redzstrihutlon could
occur vithout seriously affecting the  growth ;ate, and be-
cause ;he policy is ptobably as politically unrealistic as
* the earlier forms of redlstrlbution. To support this clainm
‘+hey mention that - the specific recomnendatipns for Kenya
(ILO, 1972) .have not met with any serious attempt of imple-

méntation.

1.3.3 Policles and Strategies of Income Bgﬂi_&;ibu_ioa

) 2 Summafy'of‘Policies;

Cut of the many strategies generally used to redistri-
bute income we find a long ‘list of policiés that combine to
form these strategies. In order to study th;se policies, we
nust 'claésify them according to. a particular criterion.
Several criteria have been proposed in *the literature, among
then: structural-non-structural,_short-run-lonq run, general
or target-orieanted, and, perhaps the simplest of all: a
classification of policies according to their impact on in-
come distribution before or after taxes and government ex-
penditure. |

Below we propose a simple taxonomy of income redistri-
bution policies, considerlng four different areas of 1mpact-
1) The firs* one con51ders the general equilibrium app“oach
identifying those policies that affect the general function=-

ing of the economy, Under this approach we can define the
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vafiahles in structural and non—structﬁral terns; 2) The
séconq approach is seétoral, identifying the size of the
problem and solutions for each ‘'of the various sectors; 3)
The third approaéh_sees the owneréhip‘of the factors of pro-
;ductioﬁ as the core of the broblep. and proposes policies in -
this‘éfea: 4) The fourth andllast approéch, the'"marginalﬁ,
fakes as its’ starting point ;arket'i;come Qnd consumption,
.attempting to decréase the former and increase the latter
through fiscal policy.

The general equilibrium approach states that a) rela-
tive factor prices, by relative product prices and ¢} tech-
nolcgy are the mpain elements involvgd in wunderstanding the
distributive problem, as vell as in detersining the pattern
of growth of the economy. The first element, a) relative
factor prices, influences factor proportions, the employment
of factors and factor incomes, and hence the structure of
demand and the structure of production. Felative factor
prices are inflﬁenced by policy actions such as monetary,
fiscal, trade and investment policy,. Oon the other hand, bj
relative product prices. or sectoral terms of tréde. are in;
fluenced by a wide range of goverament policies such as in-
direct taxes and subsidies, and foreign fradé policies. Fi-
nally, <c¢) technology determines the substitutability amecng
the factors of - production and influences the amount of em-
'plofment needed in production. These three elements, »élong

with inflation (considered as an outcome-instrument of "the

L
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economic system), represeﬁt the basic structural variables

thatnnaf be used to redistribute inconé{'

Within the'general equilibrius framework, .the list 6f

policies that can gffect income distribution is a long one: - -

' 'monetary policy (inciuding price and allocation of savings,
typés qf financial institutions and allocation of.credity;
trade policy.(including tariffs and quotas on imports); for-
eign exchange policy; in;estnent éoiicf (includinq subsidies
+o industrialists); _aﬁﬁ-fiscal policy (intluding direct adq
.indireét taxatioﬁ and subsidiés). ' These policies, iﬁ‘prip-
ciple,p deternine a éouﬁtry's'general -de;elopmént étrategy
{e.g. 1industrial developnent through iméﬁrt substitutign‘or
exports;'o: agfi&ultural development) . _
| If Qe' add to ;hese policies the tﬁpe of technoslogy
used, we'determine-'fhe“forces that influence the relative
factor prices (i.e. . fgctor.proporéipns, emélbyiggt of fac-

tors and factor incomes - or market incqme distribution} ;

¥

the sectoral terms of trade and the rate of inflation, wvhich
in turn deteraine the demand structure and the production

structure. Rl]l these variables are, of course, operating

'éimultaneously in an interactive fashion, and are the deter-~
minants of the economic structure of a country.

- .Under this.approabh} “the direct rationing of products
and services (i.e. the allocation of goveénmeut services in
housing, health or education), direct rationing of 'the fac-

tors of production (i.e. ratidning of credit or foreign ex-

e Rtmn s r———adedan
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change) and direct transfers and enﬁloyment generation pro-

grams -in puﬁlic works are considered to be anti-ﬁoverty.

-

- measures involvfng no major changes 4in the si;uctﬁre of the

econony. . .

-

The second. approach ,considers the modern-traditional

L) -

. ard urban-rural Sectors of the economy, as well as popula-

‘tion groWth in identifying the problems of poverty and in-

come distribution. Based on this division of the economy,-

and_studying the impact of population Qrouth on them,'we may
identify two or more sectors (structural duality or hetero-
geneity) with .particular charécteristiCs and problems re-
flected {in the diétribution of income ofreaph 'division.
“Each‘sector of the }economy is interrelated with the res

through‘midration. the labour markéﬁl\uaée structure, etc.,
and mnational incgme 'distribution is obtained through the
proporticnal aggfeg;tion of the sectoral 1nco§e distribu-
tions. T

The policies corresponding to the second approach have
as their main objegtiveé éhe generaiion of .9mployment and
higher incomes in the urban-modern sector and the improve-
ment of conditions in the rural marginal sector; ks to the
-firsf objectivé? the generation of employment and higher in-

~

ccmes, among the policies mentioned are changes to labour

intensive technologies, mininum vage policies, profit-shar-.

ing laws, pension plans, . union legislagion, and better so-
cial security systems. However if new jbbs are not created,

r
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the improvemeﬁt of ﬁhé relative factor prices in this sector

has Little impact on thke éverall income_distribution.‘~since

the_udrgers in_ the mo ‘rn urban .sector arﬁ’}he labourAe}ite.

with priviieged pesitions in ﬁhe national Jincome distribu-
“tion. | |

.

.. With gespect to -the rural’ marginal sector, the main
poliéieg are the subsidizing of fertilizers and pesticidgs
for small fprnérs; Agriéultﬁr;i exteﬁﬂégn services and subT
sidized seédsg‘rural;infrasfructgge, credit and agricultural
pricg policies. It is generally believed thafﬁin the long
rﬁn ﬂetter transport facilitiés,.an increase in cultural ho-
mogeneity, and a decrease in population growth will help ip-
come rediStribution in this seftor, through a deérease in
seétorql'and regional disparities and a - reduction of the
'pfessure onithe éfstem to ‘generate jobs. } ' )

The £hird approach emphasizes the ownership of the
factors oflproduction, human and physica; capitﬁl, and thé
zypes of institutions and government requlations that influ=-
ence the factor market. and factor income§;>d; This approach
+ states that income redistribution ‘pbliéles should aim to=~
vards a better qistéibutidn oé regburceé; in thistuaY in=
. proving individuals' capacities to qenerafe-income by them;
selves, rather lthan receiving transfers or subsidies that

. .
would increase their consumption, but never theix ability to

generate incone,

A

-
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_Anbng ‘the policies included under ibis approach vwe

+ find redistribution of land (land ngéri). livestock. urban

real estate, and commercial manufacturing capital; wealth
taxation; and‘changes in the regulation of the intergenera-

tional transfers (L.e. inheritance taxatibn). or the redis-

tribution of humaj capital through alphabetization, techni-
cal'ffhin ng éamp igns, and better education, - ’health and
nutrition for all.

Any of these tHWree approaches or types of policies

viil encourage changes \in the economic structure in the
short or long run, which in turn dBtermines the real market

income (market income over Prices) of, population. The

fourth approach hovever, includes policies tkat do not di-

rectly affect the generation of marke@ income, but rather
reduce it or increase "imputed income", here considered as
ééft of consumpticn, These policiles are not able to change
the ‘econonic structuré Hhich.geﬁerates the observed incorme
distribution, ’.‘

Within this framework we define the policies that af-
fect the real market incoué througl a decrease of.it (incone
taxatién) or that will increase cohsunption (or imputed in-
come) . An important ﬁolicy to> increasg the consunptio{hof

particular groups is the allocation of government expendi-

ture, and whose main. elements to take into account are: pub~

lic services (i.e. vater supplies, sanitaticn, site and ser-

vice projects); subsidized QOods and services {(i.e. food{
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.houging),'and.lahouf intensive public works prograns, (wﬁich
are mefely a disquised form of ﬂiréct subsidization). of
course, this tng of policies will never change the struc-
ture of the econony, qnd will never ‘be able to increase °the .

ability of the poof to generate income, )

B) A Summary of Strategies

In continuation, we now study the strategies of income
redistr}bution created ;; ﬁolicy packages intended ’to‘ful-
fill particuiar oﬁjectivgs for specifig t;rget'groups. Fol-
lowing mainly the model of redist:ibutioﬂ vith growth, or
growth andg ,equity, ’certain - strategies have been péoposed
whbse main idea has been to change the actual economi;
structure, fhereby improving the capacity of the poor to
generaté incone, rather than mereiy increasing their can;
'sumptioﬂ. The impact of some of these strategies (13) can
be directed iouards-particular groups, in the ;ural.of urban
areas, towards those working in a particulariéector of the
economy, Or in a particular city or region. The cho&en
groups are called "target groups", and their proper identi=-
ficaticn can heip deterniné the success of a specific income
redistribution strategy.

This type of strategies can be classified in the fol~
lowing way:

S1) Employment Generation. Based on their own stud-
ies showinggwidespread and growing .unemployment in the face

of GNP growth, the ILO places primary emphasis on increasing

SRSV PIURT ol
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« the availability of capital to the informal éector and con-
éentrating expengitu;es on émp}oyment-;reating activities;

‘52) Redirecting Investment, This approach (formulat-

ed by Chénery et al at the Hoéld Bank!.-qives primary énpha-

sis to the centrni role played by capital formation (enuca-

tion, heagth, credit, etc.). It 1s believed thnt conmand

over this type of wealth will increase the income of the

poor;' - | ? ‘

53) Direct Attack on Poverty. This strategy empha- .

sizes that the basic needs of food, Haner, clothing, shel=-

ter, medical care, -education nnd-participation in decision-

making must be viewed in relation to an.overall economic and

,_fsocial system of food and goods production, employment gen-

leration, educntion, health and nufrition:
s4) Hunan.and Physical ReEhEEEe Development. This
approach assumes a :edlsttibutlon of productive assets (L.e.
1and and physical Capltal), along with a massive pragram to
develop human resources which would improve the supply. on
the demand side, an intensive industrialization and growth
"stEAtegy, based on human resources, is proposed°

.

'85) The Agricultnre Development Approach. This ap=-

proach, which alno assumes land reform, bases its sﬁrategy
on the duval role that the agricultural sector plays.| On QFB
one hand, agriculture wmust supply, at stable and low|prices,
the vage goods necessary for employment creation, and on the

other, it should generate enployment, through the use of
N .
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teéhnlta; change (i.e.’ biological research, new seeds, im-
proved fertili{?r practices, irrigqation, etc.);

56): Intéérated Rural Development, Based as wel% on
land refornm, ﬁhis approach proposes several policies aim€d
at increasing the.income of the poor in the rural area.-
Rmong the most important policies proposed-ue‘find: a} a la-
bour intensive>production. vhiéh is most likely to be adopt-
ed by small farmers; b) the use of off-season labour surplus
in building minor development works and infrastructure; c)
labouraiqtensiqe light industry processing of agriculturai
products, production of'intermediate goods for agriculcural
production, and production of 1light cbngumer goods based on
local raw mate:ials; and, d). regional planning, aimed at
bridging the gap>between smaller villages and the c;pital
city; ‘ X .

s The New Interuqtional Fconomic Order. This

\f“"Efédtegy", considered a precondition for the-success of any
of the other strategies, ‘ suggests that the international
sphere must change, In this respect, - several propositions
are made: a) a redistribution of internaticnal credit in or=
der that LDC's command more capital resoﬁrces: by a facility’

%or LDC's to ﬂivenSifj upstream into processing, transport-

ing and insuring their exports, thereby gainihg a greater
share of value added; c) a reduction of éeveloping coun-.
tries' tariffs and elimination of quotas omn labour intensive

goods produced in LDC's; d) greater amounts of foreign aid,
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made automatic  through' international taxation on the

seabgds, Oor on non-renewable resources; and, e) a'regtruc-
turing of international institutiong to allow a greater say
by the LDC's.

Two other strategies of long run economic impact
should also he considered, namely:

58) Population Control. This strategy assumes that
once ‘the population increase is reduced, the capacity of the
economic system- to provide basic needs and emp16yment will
solve.the problem of inequaliéy. This, in turn, will have
an iméact on the economy in twenty vears or ;;te, assuming
* that the entrants to the labour force in the next 15 to 20

vyears have already been ﬁorn, and a good. number of them will

be undéremployed in the urban area (informal sector) or the -

~y

rural area (marginal sector)g
$9) Inte:generational Transfers. In this appfoach.‘
the puépose is one of‘ regulating the soclal, institutional
and political rulésrand ‘methods determining the inheritance
of wealth, accéss-to education, ana_access to jobs. It is
. bélieveq that thesf,are the léng run ééterminants of the
transmissicn of income ineqﬁality over generatioms.

Finaliy, there is one further strategy'that'has been
used mainly in conjunctiog with the'incremgntaiiredistribu_
tion model, aimed at redistributing consumption rather than
the capacity to generate ingomeﬂ'; through the use of fiscal

"policy:

-l
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510) FediStrihution of cOnsumpt;on. This strategy
redistributes income through the faxation_ of the rich and
transfers to the poor, The tzpe.of taxation (progressive,
regréssivé or -pfoportional); -and the policy' of allocating
govefnment éx?enditure (velfare prograns, public‘ibrks)l are
the eleﬁents determining the étrategy.

A Based on these éen'strategies there hawévbeen proposi-

tions cf growth and equality in ﬁany studies. 0. Mehaet
(1§f8), ﬁgong .others, presents a combination of several
_Strategies for developing/countries based on empioyment gen=
-er&tion 51),‘ development of human resources S4), and inte-
grated rural development $6), all of which assume a ch;nge
in the international economic order 5. These are the ba-
sic elements which, according to Hehmeiﬂ .would improve so-
cial justice in developing countries, Webb (1977), in a
study for Peru,'vproposed a strategy that in the long run
would reduce the inequality of incone redistributioa, and
would reduce poverty through ?argeting programs for the very
poor, He broposed a’maximiz;tion of growth and trickle~down
(a modification of.the first model) vith a policy of.redi-
Eecting investment s52), slowing down populatioen growth S8)
and the‘fmplementatioq of various fiscal policies $10).

Adelman and Robinson (i978) analysed the effects of 26
policy packgges for the Korean caée. The 26 packages rangea
from public works, as part of an incremental model, to what

they termed "market socialism®, that would be a modification

'
’
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of'the"radical model. . For these purposes, they used most of

the ten strategies mentioned above, as well as more specific
policies §uch as nationaliza;ion and incregges in rural-uc-
ban nigfafion. By the same token most of the other studies
on the subject present a combination of strategies and/or
policies applied to a particular 'case study, ass@ning dif-

ferent degrees of structural changes, according to the

ideology or beliefs of the author(s). »

T.3.4 gsummary clusions
This revie of the studies of income redistribution
has shown that the topic is far from being clear, and lacks
a well-defined methodology for the_formulation and implemen-
tation of income redistribution policies as vel an exam-

ination of <their impacts: The first type of stydies re-
)

istribution

viewed, Lanalysing the impact of theoretical
policies, is s£ill in the firsf stages of development, and
the practicdl.use -of this type of analysis' is not very
clear, Among.these studies,lﬁhe cnes using alte£nativé pol-
icy packages (i 1la Adelman;ﬂorriS), offer ai least a way of
changing the observed income distribution. On the’ot;gr
hand, the studies assuming hypothetical distributions (a la

Cline), appear to be mere exercises with strong doubts as to

their use.
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The "Trickle-Down" model of érovth and distribution
" has shown over the past few years that developing countries
can grow without necessarily developing, ~That is to say,
pove}ﬁy has not decreased: ‘;drge segments of the population
have not obtained any benefit from the growth pattern, and
opportunities for improvement in the near future are virtu-
ally non-existent. At tﬁe same fine we have argued that
taxes and subsidies are no solution within the "Inéremeutal"
nodel of :edié%rihutipn;ﬂ
The tvo remaining models, the "Radical™ apd the "Re-
distribution through Growth" models, represent the only real

alternatives that a developing couniry faces in order to of-

fer social. justice to its population. The decision, how-

ever, is a difficult one because of the socio-politichi im=-

plications.

.‘ v The use of the taxonomy proposed allows us to classify
the policies presented to affect income distribution into
four approaches: general equilibriuvm, sectoral, ownership
" of the factors of production and wmarginal (mainly £fiscal

policies). We Lave seen that policies are combined to cre-

ate strategies of income redistribution, using primcipally

policies from the list of sectoral and ownership of the fac-

tors of production approaches. And finally, we find that

the literature strongly concentrates - on strategles that

could be presented as part of the model of Redistribution

with Growth.

- e mdes s m e T
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1.4  CONCLUDING BB!IBK& T IBCONE DISTBIBUTION !_D
ECONOHNIC GROWTH 1B Q_IELQRI__ EQE!IBI_ﬁ

Based on the several approaches of studies of income
distribution and redlstribution reviewed, ve are now able to
present a tkeoreticallfranevork vhich includes, we believe,
the-most impor;ant variables at the macro and microecononic
1e§els, and introduces an observed.phenouena in nost devel-
oping countrles: the lack of‘regional and sectoral iﬁfegra;
tion of the economy.. ‘

At the macroeconomic level ve can identify the q;neral
economnic forces that determiné the global strategy of devel-
opment, and therefore influence the distribution of "market"
income, and, taking into account the role of inflation, the

distribution of freal® market income (defined hereafter as

ID; and Ip, , respectively) (14). The strategy of develop=

ment folloved .determines the sources of capital formatiou,f

the key sectors and regions of growth (including industrial-
ization through import substitution or exports), the role of
. government in thé econcmic process, and the relative factor
and product prices.

All these elements are working simultaneously‘and rep=-
resent, in an aggregate form, the main determinants of fac~
tor earnings in nOminﬁl and real terms. Given this general
ffameuork of reference, we can see hog the economicvdevelop-

ment strateqgy affects regional and sectoral groups, which in

turn allows us to identify their role witWin the process of

o T
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the'generation and distribution of income. If ve introduce

+he historical roots of the process of growth, we are then

able to identify the gréupé that are taking advanfage of the
strategy chosen, aﬁd at the same time those groups which
show no grouth‘at all, AThié .uneven pattern of 'drouth of
certainrgroups tells. us their distaéce fnéh the rest, .and
indicates the distribution bfrincome at tie national level,
among sectors, as uéil'as vithin sectors, regions and amony

+he owners of the factors of production.

The process of incorporating new technology over time

in thé economy, along with the general economic strategy

chosen, has created, in many developing ccuntries, and in
Mexico in particular, a strong heterogeneous economy with

remarkable differences within and among its sectors. - We can

define, for simplicity purposes, four sectors of the econo-

mye, retaining tke same charécteristics presented by
CEPAL-PREALC (section 1.2.2): Modern Rgral; Marginal Rural,
#ocdern Urban and Informal Urban sectors. It is considered
that these sectors of‘the econony afet interrelated through
the factor and product markets, \'

In ;his context, population growth and the sectoral

income differences .play an imporﬁant role, explaining the

movement of people froﬁ the marginal rural sector to the in-

formal urban sector (rural-urban migrationj. ‘The géneration

of employment in the moderan urban sector, aleng with the

rate of migration and population growth'in the urban area,

/
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combine to define the number of people that vork in the in- "

fermal urban sector.

Within each particular productive sector in the urban

L4

area there are specific elements that determiné the proporf

tion of the sector classified as modernm or. informal. ' For

this purpose, the main elements to take into, account are the

level of concentration of production, the type of technology

used, the size of the market, and the role that the sector

ﬁlayé?in the global strategy.

This approach, ;:e. the division of “he economy jinto
sectors, allows us to identify, within the context of a ma=-
croeconomic model as seen above, the sectors and rurai-urban
areas that hﬁve or have not changed with the pattern of de-~
velopuent followed, while at the sane timé allcwing us to
measure the d%stan;e between then,

It is possible to relate this view of the distributive
problem to the ounefship'of the factqrs. of produﬁtibn (the

micro approach). It is considered that for each individual

owning a factor of production, there is some retributicn de=-

pending on the amount of physical capital (assets) and human
‘capital sold, and on the current price'matket.' There is a
.market for human Eapital of each type in each Fegion. While
.the supply is determined by the number of individuals with
that type of human capital in\—;hat regioh, t§e denand is
given by a proportion of total production in that region
{assuming a propdrtioﬁate veight of the production .fdr'the

Lo

2
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:

different types of fixed coefficient technologies used). It
is assumed . that for each labour market there are institu-
tional comsiderations that-afﬁect the determination of the

vage rate, Human capital, in turn, depends on the years of

experience, training, education and family environment of

the individual; while physical assets depend on inheritance,

extraordlnary profits, “and. to some ;extent on the rate of

- savings. : . .
_ The distribution of the factors of préduction aids inm

the understanding of  income distribution, if we introduce

the variables that determine the demand for them, the type
of markets, and their level of .retribution. ' In particular,

the demand of the factors of production accounts for the

~

“technology used in a struétyrally heterogeneous prodﬁction

system; this system is in turn working within a model of de~

velopment reflected by the type of socioeconoanic institu-

tions and the' type of socipeconomic policies determined by
the interested political forces within- the country and else-

vhere.. . 5,

We believe that these three sets of felenents are the

most inportant ones in helping to understand the process of.

the generation and dlstributlon of incoune (Iq and ID,): the

macroeconcmic polxc;esﬂ determlning the strategy of ggveIOp-'

ment; the histofiéél,Adelographic, technological and soclo-

cultural forces, detéfmining the regional and sectoral het-

erogeneous structure; and the factors determining the




——

U s SV PR RSS:L St ST R

67
distribution of resources among the population. Sinple'ob-

servation tells us that these three types of forces are

‘quite different for euery ‘country, it being difficult to

foresee a pattern of growth and distribution that iould in=-

dicate the path for adl countries, as some authors have done

and, many others have.tried to corroborate.,  What is nore

likely is that if ve understand the behaviour of the rele- .

vant factors in a particular country, ' wve will then be able

. t6 understand the generation of income amd its distribution,

. this sease, the pol;cies and strateqies suggested must be -in

og-‘

and we will then be able'tO'propoée a redistribution through

changes in the determining forces. L .
We conceive: . income redigtribution through a combina=
tion of peliciez that will form ‘new strategies and will ’

reshape the structure of the actual model of development. In

.
-

" }
the historioal,send political context of developaent, and

uiil‘inevita y face the opposition of those politioalfforc-

¢ ' . . "
es enjoying the prevalent structure. We can, lowever, con-

;chiie*of a redistribution nodel vhere, in the short”run,

canéumption is rncreased for .some, groups through government
expend e financed through. taxed incone, This kind of i

nodel, hougver, will' not affect the nomlnal or real inc0ne

distributions (Iipor

T ' ) . R "
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FOOTNQTES

1. A more detailed preseéntation of Kuznet's hypothesis, as

well as a critique of i, areH91Vén below in the next
section. |
. 2, We are purposely excliuding the marginal productivity

theory of distribution 'in this review. " We have taken

this decision ed on the same criteria used by Thurow

‘“(ﬁ (1975) wherf he shows thak +his is an amorphous theory
.’. Hhich_héé neyer been spelled out in sufficient detail to
be provable disp:ovahle: In an'%Ppenaix of his book
he offers a * o-it-yourself Guide to .Marginal Productiv-
ity",' challengin§ anyone fo build a version of this
thegﬁ; and test it against the theories outlined in his
book. ‘ | -
3. 1In section 2.2 we present the properties of several in-
" come distribution models, including the lognormal, and
in chapter"3 we present the estimated parameters - and
géodnéss of fit test in order to compare thém using Mex-
ican data. . 7

4. For a detailed explanaticn of the generatioh of_the log-~

normal distribution, see Aitchison and Brown (1966).

5, There are many good books and afticles susparizing and

l' ;  evaluating the functional theories of iﬂé&ﬁe.diStribu-

tion., For this purpose see Kaldor (195€) and Bronfen-
] . . ' . . . -
enher (1971), among. others. _ v

e e B =TT




6.

T els, see K. Griffin (1969).

10.
11.

12.

13,

1“.
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v

For a good sumuéry and criticism of these types of nmod-

part of the review of empirical studies of income dis-

.trlbutlon ‘1s based on the article by Cline (1975).

For a definition. origin and broad study of this cen-

”,

~ cept, see Di Filippo and Jadue (1976).

4 follow Stewart and Streeten (1976) for the ;efini-
ticns of stfategies and objectives within this context.
Part‘of-section 1.3.1 i§ based on Cline (1975).
é;;;’gz\this section is based on the work of Stewart and

-

Streeten-(1976).' o ‘
The ILO (1972) report oanenyi and Chemery et al.(laJﬁg
are the first studies proposing this sirdtegy: The idea
itself.is attributed to H.W. Singer, Chief of uission to
Kenya, according to Jolly {1976) . i

Some of these-st;aﬁegies are presentéd in Weaver, Jahe-
son and Blue (1978). '

We can define as well."Net" incomg dist;ibution as Ip3 =

b

ID,minus personal taxes and "Effective" income distribu-

3.

“ticn as‘IDu = ID! plus imputed-income of the expendi-

ture of the .government,
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METHODOLOGY OF AIIL!SI§AOP INCONE DISTRIBUTION
. DATA :

-

The measurement of personal incoame pistribution is an

0ld chapter of economics. It is genmerally coansidered to

have begun in 1896 with the' work of vilt;edofPareto, vhere
he formulates the famous Pareto's Law. This laﬁ is based on
empirical observaiions fﬁr differert countries and years,
And shows a consistent and permanent- relationship between
both income and the number of persoas with that and higher
incone. Hhenrphese two variables are'plotteq‘on double lag;
arithao papér,‘ we discover that the d;ta follow a line of
negative slope once the higher incbme levels are reache{:)ln
this way, .the slope of the line Jives an indication of\ne-
quality: }he greater the value of the slope of the fitted
line, the smaller the concentration of incone of the popul§4
tion being stud ied.

From this pioneer work of “pareto (1896), Jﬁﬂé study of

income inequality measurement has developed in two separate

branches: - 1)'in&ome distribution models, where the variable

income is represented through the use of a probab;lity dig-

‘tribution function (pdf), and”from this the income inequali-

ty measures are deriﬁed, and 2) the representation of inconme
. ] P . . [ 4
distribution by one or several - parameters that measure ine-
Y . .
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quality without the use of  a probability &istribution func-
tion. Both of these aéproaches havesbéen developed_cﬁﬁ#ider-
ably, offering oh the one hand a great nusber qf inequality

measures without any-reiation to a pérticular distribution

functidn, and on the other, different types of. distribution.
functions that fit the observed distribution of inconme, - us-.

ing the parametebs of the probability\hiétribution function

in order to derive income inequality indicators (III's) (1).

It can be argued that the three main purpbées of inconme
\ . . I3 .

inequal{;y indicators are: 1) to com}are iﬁcome distribu-

tiobs over time or between populations; 2) to provide a

reasure of the degree of inequality; offering an-idea as to.

the level of income concentration; and 3) to analyse the in-
. pact of publi& policy on income distributién and{Pr the in-
cdmes‘of the poor, ° With this in mind, and considgriﬁq the
-objeétive of apalysis of income' distribution in Mexico, in

this chapter we will examine inconme inequality measurement,

~¢ 4in.order that a methodology of analysis might be proposed
- for the_ study of Mexican ificome distribution. '

For this purpose, the first part of +the chapter con;'

tain% .a review of the various types of indicators most £;§-
quenfly used in order to represent income inequality. The

second part of the chapter considers the alternative distri-

bution functions that are frequently - used for the same pur-

A

’ . T B
pose. In both cases an analysis and evaluaticn of the"prop-
‘ , . S : ' ,
erties of these income inequality indicators and -income

-

. I- ‘ ‘ "t l . \
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distribution models are offered, keeping in pind the objec-

tives of our research The third part presents the method of

‘caléulation of the III's, as well as that of parabeter esti-
mation of the income distribution models used, including the

method of parameter: computatioh and the tests of goodness-

of-fit selected. Finally, —%qulaét section of the‘chapte:

contains the method of analysis chosen, as vell as an exam-

ple'of itl ﬁsing Mexican data.

2.1 IBHCONE INEQUALITY INDICATORS
h 3 . .

Statistica} information concerning personal ipcome'is
usually gathered in clx:ses (afeo known as geoup date), with
+he purpose of arriving at more accurate resulte in éﬁryeys
of income and expenditure. Since; the data is presented in
table form; it is often'difficult;'to obtain a precise idea
as to its particular income concentratiof. Aiitimes' it

- ' X - )
would appear to be more. coanvenient to represent this infor-

. mation in a manageable whole, and Hith?%his in mind, nmany

indicators of " incone distribution have bheen 'proposed. in-

cluding graphical lndlcators. vectors and matrices, and sta-

tlstical reasures. Several of the' more frequently. used

1

measures are presented. and analysed below with the puipqse-

. > / : -
-of. the . evaluation ard ‘selection of thoSe considered most

helpful to our§sﬁudy.

e gt b i o S =
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2.1.1  Graphlcal Ipdicators
L graphical representation can be -made in order to

transform the statistical infofha&}oh into an aggregate rep-
i ) -

-~

resentation using a‘f;é@qsfcy curve, {pon- which every point

]

depicts a conmbination of income and its relative-fneduency:

th/cﬁ?ve :epresenﬁing this relationship is known as a h-

sity Function. At the same time, the use of a Hisﬁdéran oc="

curs uEere_ the area of a \fectangle represents a relative

frequency, the 1néqme bracket being its base, Invthe for-
mer, thke var%;ble income is a continpoﬁs variable, while in
the latter imcome is grouped by classes. One veakness with
graphical representations is fhat JLhile they.;alusirate the
chaégcteristics of the middle incone‘rangeé. they do not do
so for the higher incomes that do not appear in the chosén

scale.

-

An ingéniogs way of preéenting‘the statistical informa-
tion is given by  Pen -(1971), through a parade in which
everyone:uho receivés income takes part, In Pen's Parade,
incone before taxes represents the height of the person,
thus in this way thezpergon vith average income will be of

average heighet, At the head of the para ‘there are sone

individuals ualkingv upside down, representind, those with

negative income (e.g. businessmen who have sﬁffer_ losses) ,
folloued by the'poor vith only a few centimetres of helght,
apd finally, at the end, the very rich, measurino several

kilometres high.

r



Lorenz (1905) offered a ‘means of presenting income dis-"

trihution data that " has hecome very frnitful. ~ The Lorenz

curve, ‘as it 1s known, indicates the proportion of total in-

come which is recelved by the botton x percent of lndividu- '

~.

als or incone units. The curve shows graphically the degree
of dispersion of incomes, on the horizontal axis ue‘have
.the percentage of cumulated population>\ eggregated_from.the
poorest to the richest, while on the vertical axis, we gind

the cumulated percentage of income ‘received by any particu-

lar peroentage of the population.

dre egual, with every 10 percent of the population receiving

10 percent of the lncone.' . At the opposite extreme, where

“\a11 income is received by one person, the lLorenz (Curve takes

oen an inverted L-shape. The ‘distributions_of incone_lie. '

- somewhere betueen these tvo extremes, wvhere the first 10
percent of the population receives less than 10 percent of
total income, In this vay ue can assess the degree of in-
conme inequality through the closeness of the curve to the 45

degree line (see figure 2. 1).'

Pareto (1896) reE&gsented the income distribution

graphlcally through the use of double logarithmic paper.

Following Pareto's specifications, on the horizontal axis ve

r

plot‘lhe logarithm of income, and on the vertical axii the
‘ logarithm of,thelnumber ‘of iﬂdiYid“315:¥&:§ that and h

gher

income. In gemeral, 'we find that the ddta approximate a

r.

T4 .

If the curve follows a 45 degree line, then all incones

v v it
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line of negative ‘slope when the higher incomes are reached,

the slope of this' line being termed pareto's Indéx.‘ Ia this
case, the steeper the line, the less unedual the distribu=-
tion of income (2). ‘

TWO modificatton; of this idea :are explored by Corrado
Gini and Mary 3. Bowman (3), Gini proposed a chart whereby
the hofizontal ‘axis wvould represent the 1logarithm of the
percentage of aggregate inéone-as oppbsed to income alone as
pdreto had wused, vwvhile Bowman used semi~lggarithmic paper
using the logarithm‘ of the sizé of incou'. In both cases

the slope is related to.incone inequaiity.

2.1.2 ~Y¥ectors and Hatpices R _7 ¢

~
,

' - N .l 1 )
The specific characteristics of each income distribu-

tion can be represented by means of a vector, In this-case

each element of the vector. would fepteseqp {nfermation con=-

T cerﬁing bne-p5ft,oﬁ the distribution. Tﬁis'hbué&gr,.creates:

-

. -
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the problem of the'selection‘of those parts of the distriba-

tion that need to be taken into . account, aé well as the
weights or relative importance tﬁat each element will';ssune
in order to. indicate inequality. -

- A‘dynanic frdmeuork‘has been suggested for the amnalysis

of economic mobility in a society(4), based upon transitien

probability matrices of :;qu; Markhov processes. The No-

" bility Matrix (M) indicates how many people have moved with-

- in the distribution and by how much. Each cell (Mij} in the

-

Mobility Matrix is the percentage of individuals in group i
vho have moved t& group j.ig‘the 'peri%g T to T+1, vhere

groups could be defined by income claSses. - It is convenient

to order the groups H} the level of‘méan income, from ngh'.

.est to lowvest, 'Since-everyone in each group muost be ac-
counted for in the next period, it follows that the rows of
. the Hobility Ma trix husg sum to one. ,Por example, in matrix

N S .65 .25 .10

1

L5

.05 .20 .75
(M1) ve see that in the first row 65% of the pichest group
maintains its ' mean income, 25% of the groud moves to the

group with the next lowest mean income, ahd 10% moves to the
L ) "< . - i . .
lovest mean income,. In\this way, matrix (M1) defines how

» -

people change poéitioﬁ.in the distribution of income over

P

time, and allows for the ‘identification of 'individual move-

. -

s s

ment thfohgh'intome'classﬁi.'-

. ¥

-
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~

If matrix (M1) = I (the  identity nafrir);\ﬂye_find no

mobility in the secietf, since no individual moves from his:
2 4

initial class over time. The  larger the off-diagonal ele-

uents, the greater the mobility in the soclety. - In this

sense, . this measure of mobility takes the identity or per-

fect immobility matrlx as its point of reference,

"In order to summarize the entire Mobility Matrix in a
single number, there are several prop051t10ns- a) the aver—
age time spent in a class,&‘wh%ch is equal to the expected
;alue of‘the'amount ef time spent 4n a class; _b) the mean
first 'passage’time. egual io the expected value of. the
length of time required to go from class i to class j for
the firs+ time} c¢) the determinant 5% the matrix.luhere'rue
value 6f the determinaur ranges from -1 to 1. If we discov-
er a complete re%ersal of. the frequency disfribution rroh T
to T+j, the determinant is equal to‘j1; while a+ the other

extreme we-have the case of perfect immobility where the de-

terninant is egual to 1; and d) the,aggregate mobilityfheas- t

ﬂﬂ"

ures, which weigh the value of the off-diaqonal elemen'ts by-

their distance froam the diagonal, measured by ‘the difference
e

_between the row and the column subscrlpts, ive.:

-
-

IZ (1 = j) Mij
. ij ‘ :
Among the drawbacks involved in this dynanmic framewokk

is the preblem of finding the type " of information requwiréd -

for the amnalysis,  and the fact that it offers no insight

into the degree of concentration within a particular socief

ty. ‘)

S
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.2.1.3  statistical Indicators

There are several charaéterisfics or properties of dis-

.

tributions which describe essential ‘features, among thea the

location, degree of dispersion, and degree of asymmetry or

skevness. The se properties have largely been used to de-

scribe income distributiens through the use of different

v

III's. Below we present several statistical 1iadicators,
classified accor&ing to the‘prépertieS'_hat they describe.
A) Measures of Location. The most - important meas-
ure of ;o;atibn is the arithmetic mean of the{dﬁstriputiont
vhile others fregquently uéed‘are "the nedtan.gnd, thé mode.

Tven vhen the measures of location do not directly ‘ovide

an indication of inequality, they can be combinedﬁto form a

new indicator of income differentials. Champernowne (1924),

N

for example, uses two combinations of location parameters as
.measures of inequality: the ratio of the geometric mean to
the arithmetic mean income (GMI/ANI); and the ratio of the

. ]
harmonic mean to the arithmetic mean income (HMI/ANI). As

yet, however, a strong case has not been presented as to the
. G . ) ' ' ’
usefulness of this type of measures in the analysis of in-

.come distribution.’ : ‘ S
G B Measures of Dispersion. RAnother characteristic of
R * . . ) - i * I'4

the distribution is its dispersion. } great nunmber of inpe-

quallty lndlcator; have been used to measure the dlfferences

-

in incone values,_’ which is 1} ically an,.indica*ion of the'

dispers;on of the: variable 1ncome. . Some of the'dispersiop
J .

L
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measures use only part of the distribution or inforaation

available, wvhile others use all of it. : -

In the category of the former we find the Interquartile..
Range, which is defined as.the difference betuween Q; - Q.

-where Q1, ©Qzand Q3 aie the poidﬁs which divide the mass of

the distribution into four eqital parts, Q, being the median.

The Range and Relative Range fora part of these kinds of

partial indicators, the former meagyping the . distance be-
tween the maximum and minimum income of ‘the distribution in
absolute terms,. and the latter standardizing the measure by

dividing it by its mean. obviously, 'if the-information is

grouped, there yo;}ﬁ be insufficient information in order to

use these two measures. In general; all types of specific

incomes 'and quartiles have been usead, offering in this ﬁay

an idea of the dispersion of income through their differenc-

es and ratios of income shares.

Amoné tke more frequently used measures 6f-dispersion

in the analysis of income distribution, using all the dis-

tribution or information available,  the folloving are the

» ¢

most .common. . o s

1) Absolute Mean Deviation. Thfg statistical measure

.is comptised of ‘the deviation above and below the mean in-

come in absolute terms. It 1s insensitive to transfers of

".income from individuals who lie on the same side of the mean .

in&ome, this due to the aefinition of - theﬁmgasure, which

suns the deviation of the measure from the mean} . Por exam--

<

Y
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- extreme incones.
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‘ple, if individuals A and B_ﬁoth lie on thé same side of tife

mean, .a‘trather from A to B will reduce the‘deviation_

the income of A froa the mean, but at the same time will in-

.crei?ghthe de¢viation of B by exactly the same amount, leav-

ing fhe sum ¢f the deviations unchanged
. 1

-~ ii) PRelative Mean Deviation. If the Absolute Mean De-

viation ‘is diviqu by the arithmetic mean, the result is the

Pelative Heanmpeviation. Obvionsly’ this measure possesses

the same characteristic as the Absolute fean Deviation,-that

is, it %s~equailglinsensitiVe to transfers of-inoono, if the
k-

individuals.invdlved 1lie on the same " side of the mean in-

come.

iii) variance. If we add the square deviations 6E in-

'oome from the mean, rather than from the absolute terns.‘

r

-then divide by thé'nunber of incomes considered, the Tesult

is the variance. In this cas€, the deviations are squared
. 2
(as opposed to the case of. absolute deviatlons, vhere they

are considered of equal inportance), thus, ~large deviations

from the reference value (mean .income) are, veighted more

*

heavily, resulting in a measure more sensitive to changes in

d »

-

iv) Standard Deviation and CoefflClent of Vari-:

_atio§. Prom the variance we can obtain two indicators of

inequality connonly used- a) the sqguare rcot of the Vari-

)

ance, or the Standard Deviatlon. "and.b) the s+andardized

Standarg Deviatibn, or the Coefficient‘of Varlatlon. in thls:
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‘case tke standardization is achieﬁeﬁ by dividing by _the

>

arithmetic mean. - Tﬁgge.two meai?res,_as ;guthe case of.the

Variance, give more 'importqgce'to extfehe Encones £han to
ﬁhe'reét. . ‘ i

‘v) Standard beviation of lLogarithnms. 'i} it is desired

to éonsiher the difference of all the valuyes with reségct to

hY
a reference value that représents perfect equal {the av~

erage income), while at the same time attaching greater im--

. . - ‘ T
pcrtance to income transfers at the lover end, we use the -

Standard.geviation of the Logarithm .of inconme, This neas-

ure, of?en called the Sfaﬂdaqd Deviation of Income Power,

also eliminatés the effect of different cﬁrrencies or infla-,

tion; the change of units does not affect the measure'due to
the use of logarithms which adds a constant that disappears

when the differences are being calculated.

vi) Pelative and Absolute Mean Difference.. Thus far,’

a2ll the- measures of dispeésion presented have used tﬁe dif-
ferghces Sf.all .the income values v{th éespect to a refer-
ence, the meah incoﬁe. . There are houever!;/gome measures
that take into account the differences of all pairs of in-
comes, If we sum all the differences of the 'pairs of in-
_comes ( §§|ri_;xj|) » and divide this total by the number of
comb%yations (nzj, ve obtaiq the Absolute Mean bifference.

If we further divide this measure<by the average income, the

result is the Relative Mean Différence.. C. Gimi (1912) in-

troduced'these‘indicators while'attempting to measure by how

i

>

x>
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,mdch the different- magnitudes of income (or other_variébyes)

differ among thenSelﬁes, rather than from their drithmetig
" . o .
o

meant- Dohe i ’ -

' vii)' The Giai Coefficient. ‘In the Sane'paper_(1912).
C. Gini also imtroduced a statistical indicator commoanly
. o

called the Gini Coefficient, which is equal to one-half the

.

. Relative Meam Difference,

\7—/‘ o 2n?% ( %:lxi B le ] ‘

o

It is also possible to show that this inidicator can be cal-
culated as well through thg\fse-of the Lorenz Curve (see

fi.go 2.2, [

. 100% B ' .

(Incone)

4] A
.(Population) 100%
Pig. 2.2 GINI COEFFICIENT
In this diagram, thé Gini Cgefficient is therratio of
the area between the line of perfect equality and thé Lorenz

curve (F), Jover the trianqular region, below the'diagoqal

‘(OAB) .
o

Clearly, the Gini Coefficiert avoids the problems found

"~ with previously mentioned indicators: . the arbitrafy choice

" of a central position (e.q. thiijan) from which differences

‘are computed,-and'the squaring prgdcedure of the differences.
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Some uodif{sationéﬁ of.the Gini Coefficient have been

suggested, such as the-replaceﬁent of the 45 degree line of

equality vith a new fuchion. Following this idea, Paglin
(f975) presénted ;n index vhere the .basis of ccmparison vas
giveh by the distribution of age of the population-under
study, thereby decreaéiﬁg the area bétween the lorenz Curve
and thke perfect eauality line. Th;s resulted in the Paglin-
Gini Index, which has.been the subject' of much c¢riticisa,
from different points of view, in the literature (5).

é) ‘Measures of Asyﬁnetryt ‘The degree of asymmetry or
skewness prcvides yet anothét characteristic used to de-
scribe distribution. If the distribution is coqbletely sym-
metric, all central moments of odd number will vanish. As a
measure of the degree of skewness, ne of'these central md—
ments could be used; 4if the third moment is used, for exam-
ple, the units of the variable are of the third order, so it
can be staﬁdardized by dividing by the third power of the

Sizndard Deviation (SD)}, i.e.

T ( X, = x )3

Skew= n? S0

In general, we can say that the distribution has a
positive skevness if the cubes of the large positive devia-

tions from the mean outweigh the cubes of the negative devi-

ations, so that the measure takes a positive value, and vice

versa.

Two other indicators of ékewnes%'have beerr used for the

analysis of income distributiom: one by Bartels (1977) , the

.
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between the mean and the mode divided .by the Standard Devia-

-
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Personian Coefficient of Skevness,‘defined as the difference

\ -

tion; and the other prcposed by’chanpgfhoune (1952). called

'fhe‘skeﬁness COefficient, and defined as one minus qﬂb medi-

Sy

an over the mean..

’

It is rmgprtant‘to point . out, houeve:; that all
these méasureé of asymmetry indicate iny cne characteristic
of the distribution, and thus they in no way provide fhe; es-
sential idéa; of inequality megsur%ment. At the sa;e tige,
in this case the concept of'perfect equality is ambiéuous,
since perfect symmetry does not necessarily imply equality

of incoune.

~ -

-

2.1.4  Other Imdicators of Ineguality:
 Several other indicators of inequality have been pro-

posed, among them: A) Atkinson's Index, B} Theil's Index,

and C) Economic Distance Ratios. ‘These indicators are dis-

cussed in detail below.

M) Atkinson's Index. Since the conventional summa=-
. ,
ry measures inevitably, introduce distributional values, it

would seem preferable to cqgsider’sﬁch values expl?citly.
Along these lines, lAtkinson.(1970) proposed an i;coue ine-
quality peasure which introduces these distributional objec;
tives through the use of an explicit parametere , which rep-=

resents €he weight attached by society to the inequality in
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the distribution. ‘Its vaiﬁe may range from zero, vhere so-
ciety would be indifferent as to the distribution, to infin-

ity,*vhere society would be concerned only with the position

of the lowest income group. The value of £ between these"

two extremes depends on the importance attached to redistri-

bution towards the lower income groups. In this way, Atkin-

-

son's Index is represented mathematically as follows:

1-€ 1n-e

n
1= 1- LI O/M £)

vhere yi denotes the income of thpse in the ith income
range, with a total of n randes: fi denotes the pzaportion
Ny :

of the‘population with- incomes in the ith range; and ¥ de-

notes the mean income. °

>

While this indicator facilitates the determination of
tke proportion of preseht total income required to achieve
the same level of‘sécial welfére as at present if incomes
;ere equally distributed, its use is made difficdlt by the
fact that it is necessary to-ei%hép knsu or assume the value
of €, uhich. represents the weight tﬁﬁt society assigns to
fnequality in the distribution (6). '

B)'cTheil's Index. Theil {19¢7) has proposed a measure
of inequality based on th; concepi of entropy in i;formation
theory. In ihis case, the entropy of the income distribu-

tion is given by:
’ n

B (N =3 }1 Yelog (1/y)

where !i-represents‘the income share of class'i, When each

Y equals (1/n), we find absolute eguality, and the maximunm

s\

ot o
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value of H {Y) is log n. On the other hand, if we had com-

86

plete inequalitf, 411 income would go to one claés, ‘thergﬂ

fore y would be eisal to one for a certain i, and equal to
A-]

zero for the rest of the classes: é (¥) = = log 1 = 40,
11

TFefl*s index takes values frém 0 to log N, being re-.
garded as a measure of equality of inccme distribution.’
mheil's Index is, howéver, being presented as-a measure of

-inequality, obtained by subtracting H (Y) from its own maxi-

mum value: .
- n
T =Log N - H (Y} = Y log N ¥
‘q (Y) 13_:11 g 4
C) Z2conomic Distance Ratios. '~ Thus far, all the indi-

cators presentea have taken.into account only theiparticular
distribution being studied. Hore‘specifically; the various
inequality measﬁres examined take a parameter of the same
distribution as theif reference point, ‘making them "Intfa-
Inccme® distribution indicators. It fs, hovever possible to
define distaﬂce,measures between two dis<ributions, wherein
the'par;;etef of reference is another distribut@gﬁ, in other
words, an "Inter-Income® inequality indicgtor. JThus; while
"Intra-Income” indicators account for the degree of inconme
inequality within a given population of econcpic units, Ehe
"Inter-Income" indicators measure the degree of inequality
between income disfr;gutions. In order to do so, the popu;a-
tion ¢f economic units must be partitioned according to a

given socioeconomic characteristic, e.g., ethnic groups, re-

.gions, social classes, sex, etc..
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.C. bagur (1980c¢) preseﬁts a class of ratios that peas-

'urgs the income differential betweel two inccme distribie:

tions, or the .degree of affluence»gf cne population with re-
spect to another, and terms it the class of Pconomic Dis-
+tance Ratios. Prom this class of ratios, two in particular
are of inﬁé;est: do and d;, The first ratio, dg, measures
the frequgncy of é&onoﬁic units from the more affluent popu~-
lation (i.e. the pépulation vith the larger wmean income)
with income greater than that of the members of the other
populqtiohs. The‘economic dist;nge ratic do.betueén the in-
come distributiomns F, (X) 'and F, tY{ is dpfiged as the prob-
ability that income Y is greéﬁer 'than incone x; given thaﬁ
the mean H§'=:EJY).is‘éreater than the ﬁean M1 = E{X): 1
dop= P (Y > X| M2 > M1
In order to count the units €fulfilling this cpndgiion.. the
' ind;cator function I‘(Y - X[ is used: it assumes the value 1
for all Y > %, the value 3/2 for all Y = ¥, and the value 0
for all Y < X: | . ¢
do= B (I (Y =~ X) | M2 > nyy,

on the other hamd, the ratio d1 is the weighted sum of

the inconme differencqlY - X for all Y > X, .givemn that M2 > :

M1. The weiéhting factor is the joint probability distribu~

tion function f, (X)f, (Y). Hence, d; is the mathematical ex-

pectation of Y - X, subject to the conditicns that Y > X and

M2 > M1:

d= E (Y - X|Y >% 82>n81,

= e s s
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. . *
“ o : Y
vhich, using the indicator functipq { (Y ~ X) defined above,
becqqes:. . | ) o
4 =E (T-% I (y-X [N2>81 .

In sum, while d, is a head-count measure, q takes
s

into account the amount of income by which the economic

"units differ. C

It is possible to generalize d, for 'all r real and dif-
ferent from zero: - |
& = {E (t=XF I (¥=-X] 82> ¥1y/cr # o.
S .

The values of d, and 4, can' be standardized'ang normal-
ized taking the followirng féfm:
Do = 2d, ~ 1'
Dy = (E{Y) - E(X))/(2dy - E() + E(X) '
The eccnomic distance ratios D, and B can be applied

12 .

under the parametric assumption of an income distribution

ttodel (parame*ric form) or directly applied té the observed

income distributions (distribution-free form).

2.1.5 - Selection of Ingome Ineguality Indjcators

" Dpifferent criteria have  been used in the selection .of
appropriate inequnality measures of distribution, interali&:
Dalton (1920), Yntema (1933), Sen '(1973), Champernowne
(1974), Bartels (1977), Cowell (1977) and Tagum (1982).
These criteria have been given in order to fulfili particu-

lar ¥nterests in the measureﬁent of inequality:; by the same

-

y

v
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tokern, we have selected those indicators that fit our par-
. %’

#icular needs,

The preference of ﬁsing a single sumnary‘measure of
concentration rules ot the uSe of scme of the grapﬁical
measures (see section 2.1.17) And*vectorsband matrices (sec~
tion 2,1.2). Ve will, hoﬁever. kike into account &heiLorenz
‘Curvé, considered essential for our analysis of the Mexican
data. In particular, ﬁhe use of certain segments of the Lor-
enz curve érofides information of the perceptage of income
received hy specific groups of the sociéty»(e.q. the poorest
20, 40 and 60% of the population).
on the other hLand, because we counsider it important Eo
;Edve all the sfatistical informatioﬁ“éf the distribution
available and not only part of it, +the partial étatistical
measures of dispérsion are not considered usefﬁl for our
pqrpoéés (section 2.1.3.B). Lt the same time, for the rea-
sons stated above, the measufés of location and asymmetry
(2.1.3.4 and C) were qsséssed to be ipappropriate for our
study.

]

Following this pre-selection wve are left with the nmeas-

u:és of_dispersidn presented above-(2.1.3.3) as well as At~

i

kinson's Index, Theil's Index, and The Fconomic Distance
ratios. In order to evaluate them we take into aqcouht the

seminal article.of Dalten (1920), and state four principles

VA
%

that have heen regarded as minimum conditions for any‘III.

Rriefly stated they are: P17, The Principle of Transfé&s,
! .
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)

‘uhich says. that ifia transfer of incone taies placé from the’

richer to the poorér, inequality is dininisﬁed: P2. The
Pri;;iple of Proportional Additicn to Incomes. This princi-
ple states that proportionate addi%ions fo, or saubtractions
frem all incomes will leave inequaiity unaffected. This im-
plies a scale independence for tke IIT; P3._The Principle of

Fqual Additions to Incomes, which states that equal addi-

+ions-to all incomes diminish inequality and equal subtrac-.

tions increase it; and P4. The Principle of Proportionate

_

Additicns to Persons. This principle states that inequality \\

is unaffected if proportionate additions are made \to the
humber of persons receiving incomes of any given amount .
Based:.on the workq_mentioned abeve, three other princi=-
‘ples have been regarded as necessary properties for any EiI.
They are: PS5, The Principle of Symmetry, which indicates
that the IIX shduld be invariant to any permutation of in=-
come ;mong fhé incone-rece{vefs; P6é. The Principle of Nor-
malization. This principle states that the IIT should have
'definite,finite linits of 0 and 1, witﬁ zero (one) value for
perfect_quality (inequality): and finally‘P7. The Principle
of Operatidnaiitm. -This.principle asks for an unambiguous
‘conclusion regarding the extent of inequality for each dis-
tribution.compared. However, -Bartels (1977) shows that any
IIT can fulfill P2 and P6; the first requirement can be at-
tained by dividing the particular aeasure by an_appropriate

parameter (e.g.- the mean), in thisbuay .standardizing the

[T ——_ S
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measure in order to eliminate inflationary influences. The

secdnd proéérty caem .-be achieved using the maximum and mini-
. ’ . N t .
mur values of the statistical measure providing it with val-
. : \

ues in the 0 to 1 range. This leaves us with five prpperEi;s

to fulfill for the III's presented.’

Considering these ITI's and their properties, we pres-

ent in table 2.1 a comparison of them. The Felative Mean De- -

S

viétion and the Standard Deviation of Logarithms do t ful-
fill the property of transfers while Atkinson's Index\oes

nct provide us with an unambiguous III (P7.) due to the need

to specify the value of the pdrameter , indicating the ine- -

quality=-aversion. The Coefficient of - variation, as ex- .

plained above, gives more importance to extreme incomes than

to the rest of the distribution. We do not find any reason

to . vweigh 'hqavily the larger deviationgﬂ from the mean.

‘

Theil's Index is an IIT fulfilling all the properties re-
quired, hovwever we consider that there is not a clear income

inequality meaning of the concept of entropy.

~

Based on this evaluation we have decided *o use the

Gini coefficient, whick, besides fulfilling the properties

required, -is the most widely accepted income inequality in-
dicator in the studies of income disiributiop, At the'same
time, there is a clear ;tatisticgl interéretation and an
easy geometriéal representation throughl the Lorenz Curve.

On the other hand, due to the different purpose of the Eco-
' )

nomic Distance Ratios, they do not correspond to an evalua-

i came T R
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TABLE 2.1 PROPERTIES OF I T I'S
IIT PROPERTY

P1 P3 P4 P5 P7

1.Relative Mean -

Deviation . NO YES YES YES YES
2.Coefficient of

Variation _ YES YES YES YES' B rés
3.St;ndard Dev: 3 -

of Logaritkums NO YES  ¥ES YES  YES
4.Gini Coefficient YES 4 Yes  YES YES  YES
5.Theil's Index YES  YES s YES = YES
6.Atkinson's |

Index _ YES YES YES - YES _. %O

'Y
tion based on the préperties mentioned, yet they remain use-
" ful measures of the income differential between two popdla-
ticns, considering their degrees of affluence and their dis-

tributions. e ' _

2.2 INCOME DISTRIBUTION NODELS
Income Distribution nodels‘(called here as well prob-

ability density functions or pdf's) have been specified

“

since Pareto (189€) -in order to describe the observed fre-

quency curve of inconme. This approach allows us, once the
specification of'the“model and the estimatién;pf the parame-

ters has been done, to associate to the distrihution studiead

’”

v
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some of ‘the &ncomo inequality indicators explained ia the
proceding section. ‘ The Bost- common indicators associated
are the-Lorenn Curve, and fith'this the Gini coefficient;

hovever, as the location parameters angd the mcrents can be

calculated, we 'can 'use them as well in order to represent'

4

the most inportant characteristics of the dis+rihution (i.e.

the Standard Deviation, the Coefficient of Variation). \

The variation of ;paraaeters of the pdf' allows for a

N

flexible variation in the shape” and a good fit +o the ob~

4‘\‘~se;£ed frequency curve of income. For this purpose there

have been seve:al sPecifications of models of income distri-

bution since Pareto in ‘1896 initiated the analysis of income
distribution for different countries and Italian: cities,

The Pareto model is considered to be the best One describing

high income groups,. however it is inadequate in dealing with

the lewer and middle inconme groups. The original data stud-
ied by Pareto covered only high income groups which were the

vhole distribution led to the specification 8f pd¥'s of dif-

cnes paying tazxes, Later, the attempt to re;resent the

ferent types, the lognormal and gamma being the most f%e-
A .

quently used. . The lognormal distribution model fits rela=~

tively poorly for the whole distribution of income, and the

;hmma relatively well in the middle of the distribution but

describes noorly the upper and lover tails of the observead

data. ¥

e iy
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Besides a good déscription of the observed distribution

data, economists have tried to find a model which fulfills

'réquirenents- or properties of different types; ' Bartels

(1977) ' perfornmed the study and evaluation of more than 10

models, while C. Dagum (1980a) has done it for more than 20

‘income distribution nodels.

Following this 1lime of ideas, "we present in section
2.2.1 a set of properties that woﬁld be convenient for any

IDM to fulfill, At the same time, ve present a classifica-

.tion and evaluation of IDM'S. Finally, in section 2.2.2 we

offer some characteristics of the iwcome distrihution models

selected.

' ]

2.2.1 Propertjes of Ipcome pistribution Models

. The existent list of IDN'S is a long one, and an evalu-

ation of all of them is a difficult taskf For +his purpose

ve consider some of the models studied by Bartels (1977) ‘and

\

bagﬁm {1980a). In order to select models that could be used

to analyse income distribution Qata several properties have

been defined, Following the authors mentioned we present a

" set of properties that are genmerally considered as useful to

be fulfilled by an IDM. They are:

P1. Good fit of the whole income range. This propérty
>

exclﬁdes the truncated pdf's because of the need for an ac-

[T S S
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curate measurement of income inegquality of the vwhole range
of the observed income distributions. The pdf's should

possess positive skewness (mean > mode) since most of the

e!piriéal.frequency curves of income concentrate recipients

oh’the the left hand side of the income range. . The pdf

should fit both unimodal and zero modal distributions, the

former case being the most observed one.';hile the latter is
found in developing countries with lov incone pér,capita.

P2, Convéréence to the Pareto distribution. It is gen-
erally agreed that the Pareto mecdel fits best fof high in-
comey; groups. Hence, it is desiréhle to have a model with
.convergence to the Pafbto-model for the high inceome groups.

P3. Economic significance of the parameters. The pa-
raneters of the IDM should offer an explicit economig mean=
iﬁg. I
P4, Derivation of the.nathematical form.of the Lorenz
Curve'from‘tgevlng and conversely. Consideringﬁthe advan-
tages of the lorenz Curve for‘analytical purposes this b;op-
erty allows for its derivaticn from a well-fitted IDM.

P5, Explicit mathematical solution of the Gini Coeffi-~
clent, This property is gquite useful considering the uidelf
accepted use of the Gini Cbefficient due to its prdperties
{see 2.1.5). This allpué us to have a III‘hirectiy derived
from tke IDM for analytical purposes. | |

In order to classify thé IDM'S, "and from them carry out

a selection, we take;into consideration that Dagum (1980a)

e v 07 e
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has show® that almost'all the models of incone distribution
can be deduded from £hree generating stteas. Follouing his

:érticle ve find that the three systems of IDM'S according to
their generating\fudctions are: 1)} The éearson's'Sysfem, 2)
lD'Addariois System, and 3) Tﬁe_Generalized Logistic-B@rr's
! - B .
Systenm, |

1) The Pearson's System., A large number of probability
deﬁéity functions are derived from a differential equation
specified by K. Pearson at the g:ﬁ of the last century.
While some of them have been widely used for different pur-~
poses in different fields, others have been widely used as
IPM'S by several economists. Among the most popular pdf's
used as IDH'SIfrom this system we' find the Beta, Gamma, Nor-
mal, and Student t. Neone of thes? nembers conveiges to the
Pareto distribution, | -

2) D'Addario’'s Syétem. In 1949 D*Addario specified a
probability genérating function from which pdf's are gener-
ated, Some/of them have heen uéed as IDM'S, most frequentiy

'the Pareto fypés'I and II, the.Loghormal, the Displaced Log-
normal and’ tre Heibu;l.. -0f these models none of the non-
Paretian a’gs converges to the Pareto Law.

3) Generalized Logistic-Burr's System.‘- Contrary to

the other two systems, vhere probability demsity functions

are generated, this system uses a differential equation

whose solution "generates cumulative 'distribution fupnctions

(cdftsy). There‘havé'been several cdf's used:as'a specifica-

LS
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tion of IDM'S such as: Pareto types I, II, and III, Sechz.'.
Singh-{addala and Dagum tyées I, 11, and ITI.  All of these
models fulfill the property of convergence to Pareté's Law.

-Based on the properties presented above,_ an evaluation
of several IDM'S is offered in table 2, 2. Ve have included
in t£is table 13 IDM'S which - are well-known and have bean
freéueﬁtly used. From table 2.2 we ‘tan conclude that bagunm
types I, 1II, 'and III and Singh-Maddala are the only models
th#t fulfill our requirements, In order to compare tﬁesg
rodels, as vell as the-légnormal and gamma, which we thought'
could be convenient to compare, we have estimated their pa=
rameters in crder to determine éheir goodness~cf=-£fit. The
resutlts of this cowpariéon are found at the end §f this
chapter and in chaéter 3. Por this purpose we have selected
some gocdness-of+fit indicators, presented in section 2;3,
in order to choose'the model to be used to derive the se-

lected income inequality indicators.
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. TABLE 2.2 PROPERTIES OF I D A'S ,
g

. HODEL ° AUTHOR*  SYSTEM PROPERTIES
' P1 P2 - P3 Py PS5

Pareto I, Pareto s3 . X X X X

II, IIXI -(1896)

Champer=- (1952) . ** . . X X
I:IOH ne
pagum I, (1977)  S3 . X X X X X

II, III (1980a)

iognormal Gibrat $2 X X - X X
(1931)

Gamma Salem & . s1 X .X‘ X X
Mount '
(1974

Singh=- {1976) - s3 X X X X X

vaddala |

Beta Thurow S1 X ‘ X‘
{1970)

3-Par.  Metcalf s2 x ' X. o

Lognormal (1972)

Weibull  (1951) s2 X ' X X

note; *Among several authors

*xThis IDM does not belong to any generafing system

A



. 99
2.2.2 fm:m[n:isns;g: the IDH's Selected
In this section we present sevéral charabfsr;stics of
the Paretian, Lognormal, Gamma, Singh and Ha&dala and Dagum
models, It incluQes'fhe preseﬁtafion of the'mqthématical ex-
pectation E(Y), and the Gini Coefficlent (G), which we con~- -
sider important, taking into account the propertieg dis-
cﬁssed in section 2.1. At the same tisme, we present the
pdf's of the first four models‘and the cdf of the Dagum mod-
el, }or this purpose we follow Dagqum (1980b) where the de=-
'tgiLs of the corresponding proofs’ are given. It should pe>
"noted that the Pareto model is éharacterized by one paraﬁe-
ter (®), while the Lognormal and Gamma are characterized by
£ WO par;meters, (¥ and9%9 ) in the former and (*and ®) in the
latter. The Singh-naddala‘model involves threé parameters
(al,az; and a; or Aa, BB; and CCJ respective}y) and the Da=-
gum modeldﬁg' characterized by +three or fcur parameters.
Case 1 (€=0) of the bagum model involveé three parameters
{8 Xand 6); while cases 2 (0<x<1) and 3 (u<0).involte‘four
parameters (% 8,*, and §), |
It should be noted that in the'following.formulae N de-
nq;és the normal cdf with zero mean and unit varignce; I de-~

notes the Gamma functicn, and B the Beta functica.

R) Pareto Model
. - '1 .
£(y)= a}® ¥ ,y2y, >0 ¥
=0 ¥<Y,
E(y)y=_—12_
( { a—1 ¥ .
G =1/(2%=1) ~

b
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B) chnornallnodel
: 1 2

‘ 1
f(y)=7=—eXP (- (log y=H) , y>0
oy .
=0 <0, -

2 .
.E(Y)= expt +1/2 0

G = 2N(g/V2; 0,1)-1

C) Gamma Model

! ) ) od
£(y)=-22_ yrlgay 459 .
rex) .
=0 <0 -

E(Y)= A/
G ==1 +2B(1/2; %, +1) .
D) Singh-Maddala Model v
1. 83"1
£(y)=3 a,a; y2,~! (1+a y2,)
E(Y)—_l_.t../B(*l/az,a -1/a,)

apay ‘ap .
G = T-B(a3,2a3-1/a2)/3(2a3, az=1/a;)

E) Dagum Model .
: -z ~B
FY)=x ¢ (1=4) (14,770 | v
This model generates three cases for describing observed
income distributions.
a) Case 1 (a=(0)
/s '
E(Y)= BA "“B(1- .1/5,8+1/5), 5 >1

=«1+B(B,R) /B(g,8+1/8)

b) Case 2 (0<ac1)
1
FiN= (1-08r /8 B(1-1/6, +1/4 »

LG = (20=1)+ (1-0) B(B,8) /B (8.6 + 1,5)
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c)} Case 3 (a<0) , h ,
. . | .
E(Y)= w w2 /6 B(1=1/5,8+1/5), - 6>1

"G = u (A3 «=0) G(az0)
Yo * u (1; a=0) h

. . : [
where y; is a minimua income and " =E(Y) for Case 1.

233—THE ECONOMETEICS OF INCOME DISTRIBUTION

2.3.1 Ingome Distribution Models amd Income Ipequality
Indicators

In the surveys of,inc;me and expenditure, the informa-
tion is gathered by classes of inconme, Because of this, we
. encounter a series of problems that nust be solved in order
to obtain income inequality indicators ‘fIII's). One of
these'problems is that 'it is necessary to assume the same
income for al; ageats in each class, neaning-pe;fect equali-
ty of income wfthin each class, and obviously creating a
bias in the calculation of any indicator of income inequali-
vy, ’

Ancther problem arising from the use of grouped data is

that the comparison of distributions of income over time can

Y a

be quite cumbersome. This is due to the fact that the cal-

culated values of the III's are not comparable when the. num=-

ber of classeé is different for each distribution. - Stark

PRUSURRI "
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{1972, Appendix 3),- performing ;n exercise with Uni fed King=
dom data, reduces the number of classes from 15 to 8, finpd-
ing changes 1in the ranking of tﬁe distribution using one
ITI; ke concl@des that it is misleading to make comparisons
between distributions with different numbers of classes.
Kalifa (1977, chapter 3) concludes the same, performing a
similar exercise, while an§1ysing the Limpact éf changeslin‘
the number cf ciasses in several III's.

The use of ‘a vell-fitting income distribution’ model
solves both of these problems., The indicator derived fronm
ﬁﬁe Income Distribution Model (IDM) is not affec£ed by the
numﬁer of classes in the survey. - In other words, the indi-
cator obtained is nct biased as a result of the grouping of
data, even though fhis-groupfng neglects part.of the exist-
ing variation., The solution to the above~mentioned problems
is also . very convenieni when we have information with no
-more than 8 or 9 classes, ;s well as vhen the data has been
collected with differeﬂt numbers of classes, as in the case
of the Mexican data to be analysed. An evaluation of the
data itself is Rr;sented in section 3.2 belovw.

A usefulnproperty can bé_employed vhen a vell-fittinq'
DM is obtained, whereby one ;;n interpolate within income
classes and bxtrapolate in the 1lowvest and/or highest class~

es, meaning that one can calculate the number of recipients

~and thkeir income in arbitrarily selected income brackets.
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TLe péésihilify exists of using a probability &ensity
functicn to simulate an income distribution, a useful tool
ei}her for fdrecasting or fixing a target income distribu-

tion. In the first case, Aif we have estimated a fumbgr of
income distributioms with a particular IDM, we could then
use the parameters to forecast an income distribution and,
of course, we could associate the III to thé forecasted dis-
t+ribution, With respect to the possibiiity of fixing a tar=-
get distributiom, ' this could be done as a ' plamaing, tool,
where thé farget Income Distribution iTID) is fixed, to be
achieved within a certain time period. The TID could be
représentéd as well in terms of an associated III over time
{(e.g. the decrease by‘one percentage poin*t of the Gini Coef-
ficient every two years or the number ‘of percentage points
of income to be reached every 3 years p& the pcorest 20% of
the population). )

If we have fixed a target incbme distribution, and we
know tlLe actual one, we are able to use an indicator of-the
distance between them, The econowmic distance ratios D, and

Dy are indicators that could beé used to measure the distance

from the observed distribution to the Qarget one.’

- N

——e .
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2.3.2  Other Betheds of Calculation of III

) The Use of Functional Forms for the Estimation of

'

the Lorenz Curve and .the Gini Coefficient ‘
As has been poipted out eariier, tﬁe purpose of fitting
a probability - distribution functiqn iﬁto the observed fre-
guencies is to derive some %ncoée inequality indicators,
among tlem the Lorenz Curve and the Gini‘Coefficien:. How=
ever, if the purpose is only to ‘obtain the ﬁorenz Curve; and
from it the Gini Coefficient, the possibility efiéts of es-
timating.q function that would represent’ the Lorenz Curve.
Kakwapi and Podder (1973 and 1976), and Maddala and Singh
(1977) among others, have ;sed this method whereby a general
functional form is fitted to the observed Lorenz Curve.
Kakwanl and Podder (i973)‘ use several ad-hoc forus,
among them: .N =pefFEPanan = e BUTP} vhere P repre-
sents the propoftion of units that receives income up to x,
and N represents the proportion of total income received by
the same units., They estimate the parameters (% and By us-
ing the least squares method and the asymptotic efficient
method. In 1976 Kakwvani and Pohder introduce.a "new coordi-
nate system" for the Loreﬂz Curve, affd are able to use Jdif=-
ferent functional forms, among them the CES type production
function as well as the Cobb=-Douglas function. The estima-
tion of the pafapeters is done using four methods, including

that of least squares.
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On the other hand, Maddala and Singh (1977) propose the. 3

" follovwing functicnal form for the Lorenz Curve, using a gen-

L o

. eralization of the Pareto distribution:

x - . /{
ax '

a1 (L - F) %2 +.qF %4

a) >0, a3>0, 1<ay< 2, 0<g,< 1

If @3 = o4 = O, then we have the Pareto Distribution.-
As L =}0FX (F) dF, we obtain:
L = -alaZF_W ('1 - a1 + alaz) Fa"+ al. (1I- (1 - F)a2 ),._
where a, , 3a,, and a are defined by o1 ,c; , and ay . Using
the least squares -method, the parametérs a 4 ag' and 3, are
estimated, ahd the, Gini COefficient is then calculated.l

In both cases the shape of the underlying density func-
tion is somewhat nebulous, In the case of Kakwanl and Pod-
(391:, the Lorenz"Cufve has no known pdf counterpart,' vhile
vith Maddala and Singh the funcfional form used is genefal-
ized from the Pareto fu‘nctilon, which has beén severely crit-
icized vhen used for the whole range of incomes. There is
another shortcoming to this approach, in that often more in-
dicators of the particular distribution under study are
needed in order to determine its characteristics (e.g. stan-
dard deviation, coefficient of variaﬁion, or some kind of
momentsy}. With the use of this approach, however, we are
unable to calculate thésé indicators. These are two impor-

tant drawbacks which can be overcome through the use of

. well-fitted income distribution models.
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B) Direct Calculation of IIT
There is alvays, of course, the possibility of estimat-

inq III's in a direct form, i.e., we take the definition of

the III, and using the observed information vwe are able to

calculate any III. This method, however, is characteriréd

by the same problems mentioned previously when dealing with

grouped data, namely: the need to assume perfect equality'of‘\
income' within eack group; the misleading use of III's whén '

the distributions have different numbers of groups; thé dif~ *

ficulty of inter- or extrapolating the needed infermation in'
a precise wvay; and the difficulty of simulating an inconme

distribution for the purpose of:forecasping or targeting.-

We considered these difficulties reason enocugh to use a.

well-fitting income distribution model %o derive income ine-
‘quality indicators that would aid in the analysis of person-

al income distribution in Mexico.

5

2.3.3 3§m§;19ﬁ of Paraseters of Income Distribytion
: Hodels '

’

A) Selection of Method of Parameter Estimation

In,ordef to estimate the parameters of & particular in-
cone distribufion mddel, a method Bf estimatioh nust be ch;-
sen (7). There are various methods évailable, among them the
method of moments, éhe maximum likelihood method, Péarson's

minimum Chi-square method, and the least squares method.

. :E‘_-‘;. .
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ﬁhat follows is a definition and evaluati&n of each of thgse
nethods, which will serve as the basis. for the sélectién of
the method. chosen to estimate the vector of parameters of
several incone distribution models,

i) The Method of Moments.The method of monents:kwhich
estipates a populatio&j&gramete: from the corresponding sam-~
ple statistic, is not considered attractive for parameter
eétimétion involving grbuped.data. Thié resglts mainly fronm

the fact that the availability of data in grpupéd form may

‘ involve a large blas in moment estlmation, as well as the

‘act that parameters are not in all cases expllcitly related

to moments, —
~

ii) Maximum Likelihood Method. The maximum likelihood

met hod assumes that the sample values are fixed, but this

samplé can be generated by various parent populations, each-

having.its'éin paramaﬁgrst Among all the possible sets of
parameters, the one chosen is that which gives the maximum
probability (maximum likelihood) that 4its population would
generate the sample actually observed,

For exapple, let ni denote the number pf ob§erva£ions
in the ;th group of g groups, and B denotg the probability

0f income in the ith‘inCOme interval Iie i.e.:
g

.

where f {y) denostes the und{:;ylng density function. %' is a

function of the population parameters. The likelihood fuoc=-
tion associated with n,;, N,eeeren (I4n =n) is given by:
. g

. ; g
L (nl,nz,....ng population parameter5)=n!Tr C?“i )

im3 i
n, !
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;Thé maiinﬁm likelihood method is defined by.ihe estima-
tors which maximize the pfesiding‘likelihood'function. '
iii) Pearson's Miniaun Chi-équare Method.  The Pear-
son's Chi-Square estimator, sometimes referred tobas a gen-
eralized least-squares method, minimizes tﬁe.squares of the
discrepancy betveen the theoreticgl' and the cbserved fre-
quency, asaiqﬁing weights of 1/%_ t0 each tern:
) N\ 2
= 7, -
As pi is smaller at the extremes of the distributiop

{l.e.  the very -~ low and upper classes), this method. gives

heavier weights to these classes, thus allovwing for better- -

L) -

fitting estimaﬁes for the extremes of the distribution.
iv} Least Squares Method. = The least squares method
provides estimators vhich mininize the sum of the square
18

differences betwecn thé‘%redicteﬁ and observed -prdbabili—

.ties:

Ccf the four methods described above, we select _the
least squares method for our use. The method of moments is
not considered convenient for the reasons hentioned earlier,
i,e. the biasedness of the parameters.due to the g;éuped

data. The maximum likelihood and Pearson's Chi-square meth-

ods optimize a weighted average of a function of the pre-

‘dicted frequencies.,. The weight is inversedy proportional to

-~
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the predicted frequencies, hence giving in general (for'uni-
modal distributions{ more weight to the tails than to the
mode of'the distribution. As there\\ipears'to be no partic~-
“ular justlflcatlon for this systea of weights, it was decid-
ed to take the unuelghted sum of the €rIors.,

B) Computation of Parameters and III's
Tﬂe computation of barameters of the selected IDN was

- 4
carried out using "A Progranm Package for Unconstrained Funce

tion ¥inimization" (OPTPAK) , ' developed by Birta ~ (1978).

OPTPAK uses unine uulti-dimensional minimization algorithms,

., *
developed separately in order to locate the argument X. .,
wvhich yields a minimum value for'éome given scalar function

f =f(x), where x = (x; » X,reseX ); x being an n-vector.
. N n

'The purpose of having several algorithms within the same .

computational package is a consequence of +he fact that
there is no single algorithm that would qualify as the su-
perior choice under all shapes of the various functiohs.

The general form that OPTPAK solves is:

Min £(F+ s5) B /j

' o
wvhere ¢ is a scalar, and xk and é‘ are _koown vectors. In

this way we minimize the square differences of two vectors.
In our case, one vector is the observgd income distribution,
while the -other is provided by the non-linear theoretical
functio;iér income distribution model. The solution in this

case is the vector of parameters of the income distribution
Ak :
model.
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_Kloék and van Dijk (1977), using Dutch and Australidp
data, have estimated vectors of parameters for several in-

come distribution models, among them the Logncreal, Gamma

~and Chabﬁérnoune (1952). with the maximum 1likelihood and

minimum Chi~square methods. In all cases they estimate the
parameters with a computational method developed by Powell

{(1964), called: "2an Efficient Method for Pinding the Minimum

of a Function of Several Variables without Calculating De-

rivativesm", It is important to note thag "povell" is one of
the several algorithms that the computational package OPTPAK
‘uses. In other words, after OPTPAK finds a Qector of param-
eters, through the'use-of one of the nine algeorithas availa-
ble (e.g. "Powell"), the result is takeﬂ as a.starting point
for the use of another algorithm, and the proceSs is repeat-
ed several times 1in search of the parameters thhtrminimize
the sum of the square errors between the observed and esti-
mated distributiéns. In most CaSEQ(HSngAK needs from 7~10
‘iterqtions (algorithmsf to find the_final parameters, aféer
which the sum of {he square errors‘doés not dgcrease. This
aisq illustrates that the use of only one algorithm is by no
means tﬂe most efficienf-néthod of computation. Based c;
the vector of paréméters estina ed through this prégram, the
calculation‘of the III's selecte for.éhe analysis, as vell
as somé measures of locatiomn an goodnéss-of-fit tests were

\

carried out,

[ Y SV o
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C) Goodness-of-Fit and Hypotheslis Testing.
Cnce the estimaticn of the parameters has been acconm-
2 -

plished, it is necessary to determiné its quality, ‘or good~

ness-of-fit for the purpose of comparing the different in-~

A 4 .
come distribution models and selecting the one from which

certain income inequality indicatoés canrbe derived. 1In the
case of this analysis, the.cibseness of the fit of the in-
_come distributidn model as compafed to the actual frequen-
cies has been accomplished using the»Kolmogorpv-Smirnov tesﬁ

(K-S), and the Mean Square Error (MSE).

The Kolmogorov-Smirnov test takes the maxipum.value °§,

all the agsbiaté differences between the observed cumuiative
distribut;?h and éhe estimated one. .Each of these absolute
' differences éorresﬁonds to each ‘class, i.e.:

» ‘“. K-S = nmaximum |F(x) - F(x)l o

Massey Jr. (1951), among others, . provides an explana-

- tion as well as some applicationsjoﬁ.the K-S test, including

hypothesis testing, For-thi§ p6Ep6se.he‘cons£Eu
presenting the c:itiéaiufalﬁes”éﬂﬁ (N) " of the maxigum abso-
lute differenég,ﬁetuegﬁﬂﬁhg s%aplé and_pbpulatio chmulative
: diétribuﬁions. Hith.the uséiofﬂggisltable, and knowing both
the sample size]kN) and the level of signif;cance ), “we

are able o accept or reject the hypothesis that we have a

well-fitting_estimated function.’ If at any given level of

v_v,iqfone the maximum absolute deviation between the observed

and estimated values exceeds the values of K=5

| —

5 a table
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(i.e. d  (N)), vith a particula; level.of significance and a-
glven sample size, we reject the hypothetical or estimatgd
distribution.
The Mean Square Efror is defined'as:
¥SE = SSE/DF. |

vhere SSE is egual to the Sum of the Square Errors, and DF

stands for.the Degreeslof Freedon. In turn, *he Degrees of
. 2 -

—

Freedon are defined as:.

DF = § - K -« 1,
where N equals the number of ingome classes 5nd.K represents
the number of parameters of the model. .‘The subtraction of
one is due to the constraint that the sum of the income
class frequencies.is equal to one. | |

Dagum-(1980b) used the K=5 §oodness-of—fit'test,‘ while
we find +the use of other goodness-of-fit tests in several
studies., McDonald ?nd R&nsom (1979) for éxample. use the
SSE and the minimum Chi-Square ( x2) "to compare income dis-
tribution models and methods of estimation. Through the use

of these two ind;éatoré, they consistently find that based

on the SSE test, the least squares method fits the best,

vhile based on the Chi-Square test, ﬁhe Peérson Chi-Squa:e
method fits best, The se results are not dissimilar to what
one would éxpect £o find, mainly because the objective func-
tions of the methods of estimation are to minimize the SSE

and the Chi-§quare, respectively. /

»
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In the case of oir analysis, as we have considered only
one method of est{mation (i.e.. the least squares method),
the use af the goodness-of-fit tests (e.g.. K-S, MSE) will
help us to evaluate the closeness of fit of several income

distribution models, and from there select that wlich fits

the best.

2.4 %%géﬂﬁIEQHQLQEI OF ANALIZIS OF INCONE DISTRIBUTION

'

\

Having examined the various aspects of the econometrics
of income distribution, we turn now to the methodology fol-
loved in the analysis of income distribution data im Mexico,
namely, the calculation of selected inconme inequality indi~
cators for the analisis of personal income distribution,
_this being one of the major Qoals to-be achieved in the re-
search. ' ' .

In order to calculate &he selected ITI's, and fron
*there to be able to carry out the analysis of Mexican incone
distribution, 3 steps have been followed: 1) selection of
information on Mexican income distribution; 2) selection of
III's; and 3) selection of a method of calculation for the
III's,

More specifically, the selection of information was
based on an evaluation of the available data l‘this is dis-

cussed in more détail in 3,2 of chapter 3)., As to the se-

——

e

e
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lection\of the III's, in section 2.1 of thi; chapter an
anélysi; of the properties of various III's frequently found
in income distribution studies was made, followed by ‘an
evaluation and seiéction of those 1IIl's conéidered most ap-
propriate fdr our purpéses. Ameng those selected were the
Lorenz Curve, the G;pi coefficlent, the percentage of income
received by certain segments of the population, and the.Eco-
nomic Distance BRatios D, and D,.

Finally, the selection of the method used to calculate
the income inequality iﬂdicators vas based cn: a) an exami=-
nation of the properties of several altérnative nethods; and
b) the problems encountered in the available information,
hamely, the presentation of information in grouped form and
the different number of groups in each survey. This charac-
teristic of the d&ta forced us to discard the‘possibility of
directly calculating the income ingquality indicators (see
2.3.2 B), as vell as placing in doubt the use of fuanctional
forms for thé estimation of the Lorenz Curve and from there
the Gini Coefficient (see 2.3.2 2). The method sélecfed is
to defive +he various income inegualdity indicators from
well-fitting income distribution models (see 2.3.1), - which
solves the problems created by the form of data presenta-~
: tion; while at the same time providing us with several other
pr?pertiés as discussed previously (see 2.2).

Cnce the method of calculation of the III has been cho-

sen, there remains the selection of the method of estima-
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tion, the method of computation and the goodmess-of-fit test
of IDM's. Idrall threé cases, the selection was made fol-
lowing an. analysis and evaluation of various alternatives
{see 2.3.3). The decisions made were to use the computa-
tional package OPTPAK for the estimation of the vector of
parameters -of the sélected income distribution nodels,
through the uée of the non-linear least équares method of
estimation; and finally, to use the Koimogorov;Smirnév test
and the Mean Square Error as iddicators of gobdhess-éf-fit
for the,aliernative inceome dis;ribution nodels {a procedure
of hypothesis tes%ing.is provided for the K-S case)..

Finally, the selection of sever?l income distribution
medels was carried out oo the basis of the 'propefties of.
each IDM presented in'section 2,2 of this chapter. Review-
ing tﬁe most frequently used income distribution models,
those selected for this study are the Lognormal, the Gauma,l?
the Sirgh and Maddala and the 6a§hm rodels. _ J

In this way, the actual calcﬁlation of the income ine-
quality measures was carried out, ' with the income distribu=
tion model that éérformed the Lest aqcordinj/Qo ' the good- -
ness-of-fit tests and the properties examined ‘earlier.

As a means of illustrating thé methodclogy used in this
study, an example is provided below which shows the method
and interpretaticn of results, In this example, we are using

data of three Mexican cities, with informaticn of 1977: Mon-

terrey (MTY), Guadalajara (GUA) and Hexico City (10 . The
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"number of households of these cities is: 318,187, 332,982,
and 2,313,253,‘respectivel{. The information of income dis-
tribution is provided in 14 classes of income, with the num-
ber of households'in each c¢lass that received inconme during
the period of January to June of 1977\ This information is
shown in Table 2.3, h

The first step is *o estimat¢ the parameters of the
four selected income distribution models (i.e. Logndrmal,
Gamma, Singh and‘naddala (SIMA) and Dagum). The parameters
of each model for the three distributions {NTY, GUA andlnC)
are presented in Table 2.4, | )

At the same time, Table 2.8 shows the goodness~of-fit
fésts used (MSE and K~S) <for each nodel, so we can select
‘tﬁé model which perfbrmslthe best, in order to derive the
incomelinequality indicators of the distribution in study.f
The céitical values of the Kolmogorov-Smirnov statistic at
5% and 1% significance levels, for a sample size n=5000 are
(in'%; 1.923 and 2.301 reSpectively; The Dagum modei'ac-
cepts the goodnes-of-fit at the 5% significance level for
Guadalajara and nexicé City, and at 1% for Monterrey. Of
the other models only the Singh and Maddala quél accepts

oo

the hYpothesisrfor tvo cases: Mexico City at 5% and Guadala-
jara at 1%. |

once we have seleéted an estimated income distribution
model, we are able ﬁo obtain the selected income inequality

indicators needed for the analysf#s. The values of the III's

— - l”,,mMQ‘L.f



117
TABLE 2.3 INCOME DISTRIBUTION IN MONTERREY, GUADALAJARA AND
| MEXICO CITY,‘ {1977
MONTERREY GUADALAJARA MEXICO CITY

INCOME CLASSES

(MONTHLY PES?S) LCCUMUL. ACCUMUL, ACCUOMUL.
- 0 - 0.10% -
1- 700 : 0.6 8% 1.02 0.78%
£ 701 = 1000 0.92 3,38 1,46
1001 - 1350 . 1.64 5,46 2,46
1351 - 1800 4,39 8.40 5.29
1801 - 2600 10.22 13.28 . 8.90
2401 = 3150 © 18,73 . 25,88 . 16,93
3151 - 4300 38,44 42,06 34,80
4301 - 5725 . 50,44 56.85 51.97
5726 = 7500 " 64.85 72.29 65.73
7501 -10150 76,21 o 83,33 78.26
10151 -13000 85.36 - 89,68 86.61
13401 -18000 92,40 - 95.05 92,87
18001 - More 100,00 100.00 100,30
MEAN INCOME . 8052.33 6747.50 7824.50

Source: 1977 Survey, SPP. Table A.21 of Arpendix A.

-derived from the Dagum model, along vith some other location

parameters are shown in Tables 2.5 and 2.6, The definition
and explanation of these III's were given above. In Table

2.5 ve use IP20 for "percentage of income of the poores+ 20%

of the populatiof", and IR10 for "percentage of income.of
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TABLE 2;“ .BSTIHATED PARAMETERS AND GOODNESS=-OF=-FIT

INDICATORS
MODEL  °  MONTERREY GUADALAJARA MEXICO CITY
DAGUM
ALPHA 0.0000  0.0000 © 0.0000
BETA . 2.6966 . 1.0533 1.8333
LAMBDA 2.5249 36.0150 15.5630
DELTA  ~1.7856  ~372673  -2.0379
MSE .000428 - 1 .000207 .000111
K-S .022150 . .016083 . 012694
SIMA | .
A - L0179 L0246 L0137
BE, ' 2.9425 2.3740 2.9520
cc .5218 .9186 .5936
MSE  .000472 .000208 .020118
K-S .030476 .019312 . 013186
GANMA _ h ‘
N
- ALPHA ' 0.3498 0.4179 ’ 0.4139
LAMBDA 2,1231 2.3014 o 2.u747
MSE .000730 : .000323 .C00410
K~5 088708 .066134 - . 085786
LOGNORMAL .
MU 1.68195 1.60497 1.69488
SIGHA 0.73079 . 0.69763 0.66216
NSE 000471 .000227 .000212

K~S .0u56u8 . 025321 . 046955
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the riéhest 10% of the population",. The Econcaic Distaace

Ratios q)'and D, are given for each pair of citlies in para-

metric: (P} and distribution free (DF) in Table 2.6. g The,

parametric case was estimated using the Dagum Model.

TABLE 2,5 INCOME INEQUALITY INDICATOR VALUES

GINI Ip20 IP40 IR20 IR10  MEAN
wTY 5077 4.86  13.11  S56.76 . 42.37  8052.33
GUA .~ ,u4468 "5.09 14,85 50.55 35.29  6747.50

Ll U662 5.33 .64 52,92 38.21 7824.50

1

TABLE 2,6 ECOﬁOHIC DISTANCE RATIOS D0 and b,

GUA - onc
Do‘ 1 Do D1
- P DF P DF P DF p DP
MTY .103 .103  ,.286 .254 .oph ~.004  .091 .083
GUA | | .107  .108° .20 .188

-

Through the use of these III's we have furnished our-
selves with a fundamental tool for the analysis and conpa211

son of the income distribution of these three cities, being

able, at the same time, to identify the income differential.’

bet ween them,
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FPOOTNOTES

»

Throughout this-study the wordé 'measures' amrd 'indica-

tors' will be used lnterchgngeably.

>

. A more detalled explanation of Pareto's Index is pre-

sented in Section 2.2 below.

See H.J}f Bowman (19&5) for a review of several teéhni-
ques of graphlcal analysis of personal income distribu-
tlon. On page 612, a dlscussiop of the meaning of the
Slope of the Pareto graph is found. | |
See R. Szél andls. Robinsou, (197i) for a summary of
this approach. =~ - " .

For five articles criticizing the ?aglih-Gini index,
see the American Ecoqoﬁic Re?lgv of June, 1977,

For a complete tfeatpent“ of socialﬁ velfare functions
and income inequality, see k. Sen {1973}, or C. Bartels
(1977). in particular chapters 4 énd 5.

Parts of this sectlon Oon paranmeter estimation are based
on HcDonald and Ranson (1979), Bartels (1977) "and Kout-
soylannls (1977 . For the properties of the different
methods of estimation, see Koutsoyiannis (1977), or any
other appropriate bhook in statistical methods or econo=-

metrics,

ut

oo
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INCOME DISTRIBUTION IN MEXTICO

The study of incone'disfiibution in Mexico is a rela-
tively new subject with a gfoving iméortance and social sig-
nificance. Studies covering functional income distribution
began appearing in the 1950's, vhile the first personal im-

. come distrihution-study wvas published in 1960. . Since then,
an increasing number of studies using different data sources
and follovwing different techniques of analysis have -been
presented, <the result offering contradicfcry conclusions.
After reviewing wi£h detail the studies of income distribu-
tion in Mexico-in the first par£ of the chaptér. wve offer an

‘evaluation of the available incomé distribution data in the

:second'part. The e#aluation_of the data includes a coupariJ
son of sources, providing the basis for the selection of
data to be used in the amalysis given in part three of the
chaptﬁr. The analysis of the income distribution -data is
carried out following the methodology proposed in the previ-
ous chapter for the natjonal, urban-rural, sectoral, educa-
tional, and spatial levels. In this section, as well, a
comparison of inconme distribution in Mexico at the interna-
\%Pdhai\}evel is presented. Finally, an attempt to identify

the poog is given'inlpart four, based on the analysis per-

s
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formed in part three. After proposing a definition of pov-
erty, an attempt to identify the poor _at the urban-rural

sectoral educational. and spatial levels is provided.

-

3.1 ISCOME DISTRIBUTION IN EEXICO: A REVIEW OF THE
IITERATORE . a_ ,

LY

)

The purpose of this section is to review the most im-

portant studies of income distribution ~of Mexico. We will

" describe what these studies have concluded and.\hssess the

validity of such conclusions, Wwhile some of the studies

analyse functional income distribution, and from this infer
the personal distribution, others analyse the data of per-
sonal income distribution for one year or over time, u51ng

the national and/or any other socioceconomic characteristics

_available in the information. For the analysis, the studies

-, ) - (o]
use different-sources of information, different income ine-

guality indicators, and different techniques for their cal-

1

culations. " This, of course, at times causes varying conclu-

" siomns and only partlally cbvers the problem. _ Still other

studies, mainly ia more recent years, use the rnformat;on of
personal distribution in Yelatlon to particular topics of
interest, such as consumption, savings and the potential ef-
fects of income redistribution on import or capital require-

ments, employment, or the rate of growth of the economy. In

order to review these studies. ve d1v1de them into three

b e e g A il bt
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parts: A) sfudies analysing functional_incone distribution;
B) studies analysing perconal income distribution; and <)
studies related to personal idcone distrihntion; Of all the
studies, only one, SOliS, (1970), falls into tuo categories,

analysing both func tional and personal incone dis+ribut10n.

3.1.1  5tudies Apalysing Functiopal Incomwe pistribution
. Thelﬁirst study thét.we find in this area‘is the one of
Noyola Vazquez and Lopez Rosado (1951), ahalysidg the offi-
‘cial mininum.vege for the period 1938-39 to 1948-49 for five
regions of Mexico and several industries and state-owned
'_compenies. The authors state that there has ﬁeen a rise in
" nominal vages in this period, mainly as a response to the
effect of infiarion on wages. They add that once the effect
of price increases is introduced real wages decreased even
vhen the real per capita incosme 1ncreased 23% .They estlj
mate that rural wages have decreased 46% while urban wages
have decreased 39%; They conclude that the apparent contra—
dic+ion between a ‘decrease in real wages and an increase in
income per capita is explarned by the fact that, as always,
inflation has favoured the _Ron-wvage earners;
later, Espinosa de 105 Reyes (1958), analysing the
functional income distribution from 1939 to 1955, observes
the trend of a reduction of the labour share from 30.5 in

.

1939 to 25, 3% in 1955, while profits-lncreased from 26..2 to -
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44,.0% in the same period. The remainder, other .forms of in-
come, decreased from 43.3 to 30.7%. The author states that

the worsening of the distribution is an obstacle to the fu-

ture stages of natiopal development, and considers that new

policies should be proposed, all of them based onr the exis-

tent legal framewvork and institutions., He adds that several

factors will improve the distribution of income, among them
technological advancenment, a stronger labour organization,
and stronger state intervention.

Solis (1970), considering a longer period, studies the

functional income distribution of Mexico from 1939 to -1967.

He finds that from 1939 to 1946, the share of vages and sal-

aries decreasés, while the ‘share of profits increases. This

'proce§s is ipverted, although only slightly,. for the 1946 to -

1950 period. .= Prom 1950 to 1957 .the labour ghafe'is quite

‘'variable, but_from 1957 tol1967 there is a constant improve=-

ment, *Solis concludes that from 1939 to 1946 the profits
share 'improved, favouring the industrializatign'.process
started in the period; from 1946 to 1957 there is not a
clea; pattern of behaviour; anq from 1957 to 1967 the labour

share increases, strengthening the internal market.. 1957,

he adds, is the year in which the period of growth with

price controls begins, _
Finally, Cole and Sanders (1970) find that from 1940 to
1966 factoral income distribution changed in such a way that

all income categories except profits lost their size of

e e [
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share, with the 1;ss to vages and salarlies being the lérg-
est. The other categories were: remuneration to vorking
proprietqrs, rent and interest and mixéd inconme (maiﬁly in-.
cone of gricultﬁriéts vho work their ouﬁ lapnd). The profit
share ijjéreased from 28.6 to 34,.8% from 1940 to 1966, with
two possible ‘causes, - acchding .to the authors, explaining

+he change: the general price increases experienced by'the

Mexlcan eccnony, and tbte steady grovth in worker productivi-

ty. This productivity growth was not reverted itowards the
vorkérs, theréby accrﬁing profits.

. During the.period of study the general price index rose
from‘23}9 in 1940 to?72:5 in 1955, +to 137,5 in 1960{ and to

150.9.in—1965, using 1954 érices' as a_ base, On the other

-

hand, between 1940 and 1960, real wages 4in manufaéturing_

qfew by 23 percent, while output per wvorker increased 64

percent. - Based on these facts, the anthors conclude that

»

the ‘existence of videspread underepploymedt~provided the
* : . Y i

leveri%e that allowed productivity-gaihs and price increases
to be tutned into profits. Colefahd'Sanders conclude that-
profits can serve as an inducement to investment and as a-
sourcé of investible funds, and that economic development
strategies sometimes call for a redistribution of income to-
vards profits, at least during the early stages of develop-
ment. They concludé és well that policies prdmoying an in-

1]

crease in labour's tprOpértion of national 1ncome could

expand the market for manafactures, - thereby encouraging new

~ -



investment, as well as fuller utilization‘of existing capac-
ity. At the same time, £he government will have to assume
evep more o{ the responsibility for ﬁgpﬁomic development in
order to. promote the.welfare of the_maﬁority of the popula-
tion, who have benefited little from the econonmic qrovthrof

+he past three decades. *

3.1.2  5tudies Anmalysing Bersonal Income Distribution .
Navartete-}1960) is the pionéff/autho; in the analysis
‘'0f personal income distribution in Mexico. The main inter-
est of her study is the relationship betveen: equality and
qrouih. Inlbfder t0 measure thé degfee)of inequality,: Na-

varrete evaluates the data from the 1950 census (special

paft)'and‘the‘1956'survey, both fr the Ministry of Indus~
" try and Comnmerce. . She finds that t e;é\?s a strong differ-

ence (approximatefy 20%) between “the diEEpSable,income de-

-~

rived from the npational accounts. ' 'and the fapily income

°©

- registered in the census and survey. K The data, are adjusted

accordingly, with non~reporteg incone bf the poor groups
(mainiy income in kind), and the very  rich groups -(mainly
capital incomé); " §ith these daté Navarrete .AnalyseS'thé
distribution by regions and by personms, .cohclqding‘thaf the
‘different'levels of average i@cong by regiég afé due to dif-
ferent levels of industrializafion, and that the poorest 20%

of the families and richest '2.4% show a deterioration of

their share in the 1950 to 1956 period.

-

126
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A. Llabra (1967) studies th; level of concent:;tion of
incodme by sectors with the 1963 data from the Bank of ‘Mexico
‘§urvey. He uses the Lorenz Curve to measure and compare the
distribution of the agricultural, ' industrial, aﬁd commerce
anﬁ seévices seétors. Labra concludes that the upper-middle
groups of the comnerée wadd services sectors are the ones
profiting from Mexican ecohomic_grovth. He adds that the
relatively lesser inequality in the industriai sector is ex-
.plained by the lahour organizatioms, vhich do not exist in
the agricultural sector.” At the same time he finds that the
sérvices sector is affected.by the labour absorption created
by the lack of jobs in the industrial sector. .
Prieto Vazquez (19€9) uses the 'original data of 1950,
1956, 1958 and 1963, as well as the corrections given by Na-
varrete (19@0) to the 1950 data in order to amalyse personal
income distribution, Hé concludes that the poorest 10% of
the population suffered decreases in their relative income
from-2 to 1% in the 1950 to 1963 period, while the richest
10%. decreased tﬁeir share from 43 to 32%, \ with thé second
tiche;t decile taking_thé difference, increasing thpir share
from 14 to 25%. Ptigto Vazquez analyses, as well, the in-~
'come'distribﬁtion by sector of activity. and size of ®ocali-
ty of the head of the household, using the original tabula-

tion and avé;age income per capita réspectively for the 1963

data.
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" Another study by Navarrete (1970) uses the data of
1950, 1958 and 1963 and makes sonme correctioné following the
same methodology used in Navarrete (1960). Using the Lorenz
curve, tﬁe Gini coefficient and the. rate of growth of real
income.of ‘the periods for éagh decile of population, the au~-
thor concludes that there is a clear tendency {quards ipcome
concentration., Navarrete forecasts the Gini coefficient for
1980 under three sets of . assumptioﬁs, and without any par-
- ticular strategy of redistributiom, believes that the strong
concentration trend of 1950-63 (Hypotheéis I) will not con=-
tinue, while the return to.the distripution observed in 1950
'(Hypothesis II) is improbable, and that a combination of
both (Hypofhesis III) is more likely.

L. Solis (1970) bses the 19€3 survey tc analyse the

distribution of income by sectors (agriculture, industry and.

servicesj and by areas (rural=urban). For these purposes'he
estimates several income inequality indicators: the staadard
deviadion, the coefficient of variation, the\Pareto coeffi-

-

clent, the lorenz Curve and the Gini Coefficient, He con-

cludes that the income level is higher in urban populations-

a" N .
than in rugal areas, and that income concentration 1s great-

er in the rural than the urban area. At the same tinme he
: . o

finds that inequality is smaller - in the industrial and ser-
vice sectors than in the agricultural sector. He considers,
then, that' rural-urban migration helps to improve the dis-

tribution at the global level. 3 -
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in a very well-known article, R. Héiskoff (1970) exam-

ines the income distribvtion of Puerte Rico, A:gentina and
" Mexico for the 1950-65 period, im an attempt to shed ;onb
‘1light upon the .controversy of the pattern of growth anﬁ
equality 5f developing '‘countries. For the analysis he esti-
mates the Ginl coefficient, the.coefficient of variatién,
the standard deviation of the logarithe and the asymmetry of
the logarithm of inconme, For the Mexican case, data far
1950 and 1956 from Navarrete (1960) and the survey of the
Bank of Mexico (1963) are used, Thé author conclqdes that
the fami{ies ranked from the 51 to the 95 perceétiles in;

-

hprove.their share in the period, while the 50% poorest and
the 5% richest lose part‘gfrtheir shares. He adds, however,
that according to the Gini coefficieﬁt and the variance of
the logarithms of income, the coﬁcentration increased, while
if measured with thé coefficient of variation “the oppo%%?e
ﬁolds true, e
Carlos Tello (1971). analyses'personal_inccmé distribu-
tion with the data of f950. 1958 and 19€3, presented by N;-
varrete (1970). , The author's main intef;st is to give sone .
exp}anations‘ for the higher " levels of ccncentration ob-
served. After stu&ying the Mexican eéononic'grouth of the
past few deches, he cdncludes that the most important vari-
ables are: the .concentration of ownership of the means of
production (méas&red through industrial concentration - and

ownership of land holdings); the existence of. weak labour

organizations and the type of occhpatiqp of the workers.
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Garcia Rocha (197u{ estimates the Gini coefficient and
the standa}d deviation of the logaritha of income with the
use of -the lognormal distribution function for the years
1963 ;pd 1968, In addition, for the 1968 survey he f;ts the
lognormal function to the distribufions by age qroupé,- con~-
ciuding that the concentration increases with each age
qéoup. Comparing 1963 and 1968'wi§h 1950 and 1958. he ob-
serves that from 1950 to 1963 income distribution improved,
while worsening from 1963.to 1968, After an evaluation of
the data of 1968, hLe concludes that the data is not reliable
(in section 3.3 we compare th? estimation of parameters,
gqodness-pf-fit and inequality indicators derived from the
lognormél and several income distribution models).
van Ginneken (1975): from the IL0, uses decomposition
-analysis of Theil's index in order to Find the factors asso-
ciatéd with personal.income distribution. The information
used is the income survey carried _out by the Bank of Mexico
in 1968,  The facfﬁis found to be most strongly rélaggl £o
income distribution were, in order of importance: educa-
tioq,quban-yural differences, the age, aﬁd the type of éeé ‘
tor and occupaticn of the head of the houseﬁpld. Van Gin .
nekéh remarks that these factors do not exptain the personal
inpomé distribution, but rather represent the most associat-

ed factors, adding that the relevance of the analysis is

given by the determination of areas of income Tedistributicn

.

policies.
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One interesting conclusion of the author is that ba-
cause he considers personal .abllities, knowledge (education)
‘and economic power as the ‘priénatory variables of income
distribution, and because education and political power are
mainly concentrated in the urban areas, an urban~rural clas=~
sification is a better explanatory variable than a regional
classification, Another conclusion derived froa the results
of the study is that the heads of the poor families live
mainly in rural areas, work in the agricultural or cohstruc-
tion gector, have a lowv level of educatioﬂ ana are jornaler
ros (working on a daily basis) or non-vage earners.

Aﬁothgr study carried out'%y- Van Ginﬁéken (1976) also
uses data‘fron 1968 and examines-the income iﬁequalities-of'
'the rural and urban areas. The main objective is to-find
the weights:oﬁ the ineéualitieg of the rurg} gnd urban areas
in the national income distribut}on. Ustng the decomposi-
tion of Theilfs index of inequality, the author is able to
find the components of the country=-vide inéqualitie; of in-
come, The véights found for the inequaliﬁy be¥ueen urban
and rural areas, inegquality within urban areas and ineiuali-
ty within rural areas are 31, 57 and 12% respectively., o

Income per family between the rural and urban areas in
1968 differed by 3.19 times, explaining part of the country-
uide_disparity. On the other hand, the g:éatést wveight is
given to the inequality of fhe urban area, with 57%; ¢the

1 "

main factors, according to the author, explaining the ine-

N \
e
*
N L
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quality within the urban area are the differences in secfo-
ral productivity (defined as gross domestic product per ecb-
nomically active person); the differences in employment sta-
+us of in occupations; the sizes of the urban areas, re=
flecting "differences in industrial prodhction:. and the
differences in education. Finally, the inequality of the
‘'rurdl area, ‘with a Jeight of only 12%, is explained by the
_ distribﬁtion of landholdings by.size of farm; the type of
activities of agriculture o:r non=-agriculture; and the number
of .lgndless labourers having no Tregqular employment, who
stahﬁ at the lowest level of income in the rural areas.

This study, although restricted only to the anaiysis of
éhe rural-urban‘income inegualities, provides some insiqﬁts
into the‘yype of factors generating the country-wide income
distribugion. | There is, however, a dubious outcome in the
study: the fiﬂdings of the weights determining tbe national
income distriéution. This is due to a ;hoftcéning of the
. methodology uéed; becguse the within-urban h;d'within-rural
'of the constituents of Theil's index ére detefmined partly
by their éesféctive shares of the country-vidé income. These .
constituents, as explained by the author, could be weiéhted
by poﬁulation rather than by income shares. If pogﬁlatibn
shares were éhosen. the results would change the overesti-
mated and underéstinated components of the within-urban and

within-rural inequalities, respectively.
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Salvador Kalifa (1977), in‘ probably the mcst complete

study of personal income distribution of Mexico, analyses

the original data of 1950, 1956, 1958, 1963, 1968 and 1970,
after a detailed evalnaéion‘of previous studies. He calcu-
lates, in.é non-parametric; wéy, t$e Gini coefficient,
Theil's index, coefficient of variation a&gvthe standard de-
viation of income logarithas ;n order to perform the adaly-
ses at the natiomal legel, as well as at the urbaﬁ-rurél,
sectoral, occupational and interstate levels, "Kalifa con~-
cludes that there was no important change in COncgntration
between 1950 and 3970: that the relative Sharetof the most
needy classes has declined in félation to the middle and up-~
per middle classes;_ that the gshare of the top 16.percent of
the population has not reqistéred any significant change
since 1958; and tﬁat the poor’ ﬁaﬂe not benefited.from eco-
.

In relation to the ufbén-rural-éectors, the author con-
'cludés‘that average urban income haé'grouq faster ;han'its
rural counterpart in all the periods considered, theréby“in-
creasing the disparity which exists-betﬁgen the two sectors;-
and thatrthe poorest lb percent in the rural sector experi-
enced both an absolute and'a relative deterioration in their
incbme. Xalifa finds that the sectoral distribution has
changed in‘sﬁch a way fhat the pobrést 20 percent in the ag~-
riculturél-livééﬁock, fzansfornation. construction, elec-

triciiy and transport sectors had a lower income share in
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1968 than in 1963; and the agriculture=-livestock and service

sectors were among those with the greatest income concentra-

tion in 1963 and 1968.

With respect to the occupational income distributiom, .

Ralifa concludes that the white collar eaployees perfors

.
best, with relatively low concemtration coefficieats, high

average incomes, and modest income growth; while blue collar

vorkers and agrlcultural labourers have a low income concen-

tratlon. Hlth respect to the states,.Ralifa finds with few

exceptions that those states having a high degree of indus-
trialization and high inconme levels show a more unequal dis-
tribution in 1958 and 1970 than those states with ‘lover in-=
come levels; and that *here is an increase in 1nequa11ty of
almost two-thirds of the total number of states betueen(1958
'énd 1970. He analyses some of the econoaic policieé\from
1940 £o 1970 and from 1970 to 1975, as vell as their effects
on income distribution, offering séne recommendations in or-
der to improve equality in uexico. .

‘ pavid Felix (t1977), analysing the incone inequnality of
Mexico from 1895 to 1975, arrives at the couclusion that

from 1895 to 1910 and from 1940 to 1975, the tvo sub-periods

of rapid growth, there is increasing concentration of -incone

and wealth. He remarks, however, that the two periods dif-"’

fered significantly in ‘the type of doncentration: the mater=
ial gains of the 1895-1910 period went almost eatirely to

the top 20% of families, with the top 5% gathering the
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lion's share; while the gains from the 1940-1975 growth
floueﬂ in varying degrees to the upper 60% of Mexican fami~-
lies. .Pelix arfives at these  conc1usions analysing the
trendé'in uage'rates; llteracy. internal migration and lana
ounership for the first period. for 19ﬁ0-1950 he works from
. indirect measures such as trgnds in real wages, rural-urban
labour force shifts, and uagé'and profit shares of national
income; and for 1950-1970 he uses data from Navarrete {1960)
and the Bank of Mexico surveys from 1963 and 1968.

Hartin carnoy (1979),  discusses the relationship be-
tveen educatlon (neasured through levels of schoollng) lanﬂ
the distributiou of earnings {vages and salaries only), us-
ingrthe census data of 1960 and 1970. The method followed
éstimatés_the-variance of log earnings and the Gini coeffi-
cients for the tvo years, and then, 1in an attempt to detqp-
mine-explanat;ry var;ables, the authog ®"decomposes" changes
in earnings distribution into those changes which are due to
. *he changes betveen 1960 and.1970 inhthe ﬁean values of the
variables in the earnings func£ions (the disﬁribut;on of
charactefistics of the labour force), and those chahges in

the regression coefficients assoclated with each variable

(changes in the payoffs to various characteristics of the

'labbur force) .

One of ' fpe several findings of the study is that the

observed distribution of wages (employeés'only) probhbly be-

" came somewhat more equal in the ten‘year_éeriod as measured

e




N P

.

by the Gini coefficient, and more unequal as measured by the <

variance of the log of earnings, Carnoy finds'as well that
the observed changes in.the composition of labour force
characteristics have a negligible ~effect on the ’estimated
eire;egs/glstrihu;ipn. The change in the value of the coef-

ficients to various characteristics eiplains the increase in

estimated inequalipy:

An important conclusiom of the study, observed through

decomposing the change in earnings'distribution, is thet'the

136

greatéét contribution to the increase in ihequality came

From the increased dlsparity in regqional earnings,' and in:

econonic sector earnings. In other words, increased esti~

_mated inequality in the decade can best be explained by in-

creased differences in earnings between the well-paid eco-
nomlc sectors and the .poorly paid ones, and ir'increased

differences in edrnings between the rich and poor reglons of -

the country. The author states thét changing the distribu~"

tion of wages and salaries throuqh an educational pollcy,l

-l

come dietrihution, ’unless other measures were taken to
equalize the disteibution of wealth. At the same time he
adds that the contribution to increased earnings'inequelity
ﬁade by'changes in schooliegrcoefficiehts, as well as chang-~
es in the distribution of labour with .different amounts of

schdeling wvas negligible; however, schooling may have had a

- slight equalizing effect on earnings distribution through

-

even 1f successful, would affect only part of the total in=-

B UL iy
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the positive contribution to greater ;quaiity of'thevlabour
market segment coefficients,-

‘G. Vera has contributed in'recénf?ye;rs'uith four stud-
ies of personral income distriﬂution iﬁ Mexico: -Vqrgés and:
Vera (1977), Nunez, lVera and Vera (1979;,‘ Veta'(197?) ;and
Vera {1980). In the first study, the .authors use informa=-
tion of the 1975 CENIET (Centgo Nacional de Informacion y
Estadisticaé del Trabajo) survey, in order toc identify the
variables explaining the variation of income in Mexico. The
statiétical ﬁethod used (thé Automatic Interaction Detector
- AIb) idén£ifie; education as the most important explamato=
ry“variable.of ihcome distribution, ‘ihe second variable is

theAéize of the«lbcality where the family lives., Out of a

‘long list of variables only three more are relevant accord-

ing to theAmethbd used: size of the family, number of per-

sons of the family working, and the age of the head of the

family.

It is interesting to note that sex, emplcyed or unes-

ployed, type of occupation, type of sectof, affiliation or

not ;6 -a union, "and receiving social security or not are
relatively unimpofiant variables. The study concludes that
the families with higher'incomeé_ are those whose headélhave
é university.degreé, whiie the heads of thé'poorgr-families
have less than' six years of schooling and live in towns of

less than 10,000 inkabitants. The authors comparé these re-

‘sults with the omes presented by Van Ginneken (1975), who

’
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used the decomposition analysis of Theil's index for 1968
data. The authors find basicﬁlly the sawe results, coﬁclud-
iqg that in the 7 year span between the two surveys, <the

variables assoclated with the income distributicn have not

-~

changed.,

:

In Nunez, Veré and Vvera ({1979) the avthors concentrate

on the analysis of povefty using thé.information of.the 1968

Bank of, Mexico survey, ‘processed by thé Ministry of the

Presidency (1974) (the differénces in both presentations are

iq;scussed-ih the next section).  Using mbnthlf‘.income per

capita of the head of the family, analysed by different.cat-

eqo;iés; they f£ind among sevefal resuits-that:' 1) income

'iné&uality_in the urban sector is greater t#an in the rural
sector, derived from the fact that the urban poors* ineone

' per capita was 20.5% of the ;otal ufban, vhile the rural
peors' income was 47.2% of the total rural (they define poor

as the families with the lowest 25% of 1income per capita);

2) thke poor obtain.mobt of their income selfﬁng their labour

force; 3; income per capita. increases with family size,

while the parﬁicipation of income derived.from -capital de-

creases; 4) income per capita varies according to the age of

the head of ‘the’hqusehold; 5) administrative workers and

technicians are. the euployees wvith more income: €} there is

a clear direct relationship betvween the size of the city and

+he inconme differgnce of thejpoor Hith respect fo the total;

-

- and £finally, 7) 1income per capita increases with the number
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of -years of education of the head of tHe family in both the
' ' ‘ . .

urban and rural areas.

.The final conclusion of the study is that povetty in
. Mexico is determined by inst;tutibnal factors, the principal
ones being access to edﬁcétion and to the labour market, At

the same time the authors believe that rural marginality

must be eradicéted, othervise rural-urban migration ¥ill

continue, since it is still better to be poor im the urban
érea than in the Eural area,

jera (1979j cbmpares the surveys of 1963 of the Ba;k of
Mexico, 1968 of the Hinistry'gf the Presidehcy,. and 1975 of
'CENIET. The author uses -the tabulations ~ of the surveys
rather than calculating and comparing inequality indices.

1

Among the conclusions reached are: 1) from 1963 to 19€8 the

concentration of income increased, while, from 1968 to 1975

i+ décreased: 2} for-the entire‘period the level of concen=-
tration increaséd; 3) the number of poor people in&reased,
.and even when the number of rich people decreased, those re-
maining are even richer; &) from 1968 t;'1975 the families
vhose head had no education became pcorer; and 5) in general
the poor famiiies‘are those whose heaq had little educatién
or none, vorked'in agricultural activities}‘and received in-

come from wages and salaries.

Finally, in Vera (1980) "the purpose vas to éxplore the

effect of the size of the family, and variables related to

it, upon income distribution. The author studies the family

et et — =~
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life dycﬁg. throygh the age of the fémily,head, the size of
the family, and the income digtribution, concluding that
there is a positive association between family income'and
fa;ily-size. In particular, he finds that in snéli families

lower incomes are more frequent, while in large families the

frequency of ﬁigher incomes is greater. . Finally, after

shouing that income concentration per person is‘sﬁaller'tggn/

per family, Vera concludes that while comparing family in-

come distribution by groups, natiopally or intersationally,

it is important to consider thé age structure and life cy-,
cle,-which also-affect the distribution. |

With the objective 6f determining the factors associat-
ed with Mexican incohe distribution, Artur Mann (1979) aﬁal-
yses the ﬁtatistical variations of incbme concentration
_among, the Mexican states using mﬁlﬁiple regression analysis.
Income concentratién islmeasuredflthrdugh the Gini.coeffi-
cient, while the'most significangaexplanatory "proxy" vari;

ables'are: population density (inhabitants per square kilo-

meter); discrimination (percentage of population speaking an

Tndian language); labouf pobility (percentage of population
born in their staie of residence); participation of the la-
bour force; and the level of education (rate of literacy).
He/finds an F of 72% in the multiple regression analysis
perforggdﬂ édd, after studying £he impact of the etp}anatory
variables, the author'p;oposes tvo types 6f policies;: forma-
tion of hﬁman capital with more expenditure on education,

-

-and more investment in the rural and/or agricultural areas.

A%
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i Finally, in the légt study presented 5na1ysing persqnal
income distributioq, Hernandez and Cordova (1979) analyse
" +he data of the Ministry of Program;ing and Budgeting (Se-
cretaria de Programacion y Presppuésﬁo - SPP) of 1977. They_
-ériefly compare the resulfs of'Kalifa (1377 (for 1950, .
1958, 1963, 1968 and 1976) .and CENIET (1975{“'u;th the 1977
suréey_daté, using, among other indicaéors. tte Lorgnz Curve
and the Gini coefficient., The .data of 1977 are'direcfly‘
analysed from the. tables published by SPP, p;rtiéularly
those related to the sociozﬁénogréphic charﬁctefistics of
the head of the hopsehoid, the source of incbme, ch;racter-
istics of the ;Qbenditure, regional distribution, and iden-
tification of -poverty qroﬁps. Among‘ severallconc1usions,
Hernan@ez and :Cordova ideptify education as a variable
strongly correlated to the level of-incdme; find that almost
a third of thke households (32.3% receive an incpmeAat the
offici;l inimum vage or less; ‘ané7ﬁconcludehzhat it is im~-
portant +o reallocate economic activity due to the fact that
it is extremely concentrated in very few regions, On tgé
other hand, they pr0pos§, as redistributive éolicies, wage
F\\\H\*/ﬁo%iqies. price controls and state production of basic needs
as short and medium tera instruments, to complement the pro-=

posed main policy of redistribution of the means of produc-

t+ion,

N
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3.1.3  studies Related to Personal Iucome Distribution
Cline (1972) analyses the potential effects of income
' redistr}butionbin six Latin American countries:‘ Argentina,
Brazil, chile, Colombia, Mexico and Venezuela. ‘Pollowing
the literature of the aééarent conflicé between growth in
per capita 'income and equity of_incone distribution,“ the
study is aimed at clarifying, theorétically and empirically,
the degree to which growth must be sacrificed in. order to
attain increased equity, After eYaluating the data on in-
comé distribution for each country, he uses\the 1963 Bank of
Mexico Survey, in order- to estimate the savinés_gffects of
changes in the observed Mexican income distribution with two
possible new vectors of distributiocn: 1) the English incéne
‘distribution cf 1965; and 2{‘ a vector.sﬁch that enough ip-
come is redistributed from tke uppgt braqkets to the iouer
ones in order ensure a minimum iqcomé of half of'the total
average family income for ali‘loypr-h}ackets.
The meéhod used by Cline calls for an egtimation of the
. consumﬁtion'function, and from there the savings function.
.Usipg.the simulated levels of income, new aggregate personal
savings ané‘deteruine@. " From ; simple Harrod-Doﬁérlqrbuth
relationship, iﬁhd estimating the Incremental Capital*Outﬁut
Rafio and the fraction which disposable petsonél‘}ncome con-

stitutes in GNP, an approximafe idea of the growth costs -im-

plied by the redistribution is‘obiained. .o
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For Mexico, tﬂe-decline iq the percentage annua% growth
rate of the economy,‘ resulting frém redistribution of in-
coné, is 1,17 (1.77) ,if the redistribution assumes the Eng~
lisk distribution, or .86 (1.35) if the second vector of in-
come distributior is assuped. The numbers 1o parentheses
-are obtained with a different .specification for the savinqs.
function, The author examines the changes in income redis-~
" tribution on the composition.of demand, the import effect,
and the scale 9ffecté, as an implication‘of‘probable.factor
requirement changes following income redistribuﬁion.
o Along the same lines, Haan (1977) of the TLO in .Mexico
City estimates the ‘impact of possible-exogenous changes of
inconé distribution onlthe.level and rate ¢f growth of pro-
du;tion and employment. He builds a simulation model for
'thié purpose, where thg rRost rele;aht characteristics in-
clude a lack of capital restrictions, foreign exchange and
émployment. There are four income redistribution alterna=-
tives (or ‘féctorS) to the one observed in 1968 with the
study of the Bank of Mexico. The 1income is redistributed
through direct taxes and subsidies _from the rich to the
poor; final demand, etcept_pfivatg consumption, is fixed;
- -and tﬁe model assumes no changes in the relative prides of
googs and services or the propensity t6 cons&me for each.in-
come brécket.
. v

The exogenous'changgs in dincome distribution are anal-

ysed thréhgh the changes in consumption, with the structure
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found in the '1§68 Bank of ﬁexico survey of income-expendi-
éurq; from‘there, the relationship’ vifh\euplcynent and
érowth is studied through the input-output matrix. of 1970.
Some of the most important results are: 1) a lower saviqgs-
output ratio, . capital-outgut ratio and import-cutput ratio;
2) a higher labour-output ratio; and 3) with the strongest
redistribution of income alfernative, the rate of growth of
GNP decreases from €.,9 to 6.5%. Lo

Stewart Jr., (1978), following the Cline (1972) study,
concentrates, in the Mexican case, on the ihpact of income
redistribution on growth, and £be import and capital re-
quirements, The author uses new estimating teqhniqueé ana
th? distrfhutkon of Czechosl&vakia fapart from the two used
by‘éline) as .alternative redistribution‘vectoré, in order to
determine the sectoral allocation gf investment which re-
sbonds.to changes in the¥sect9rél allocation of other ele-

ments of final demand.

The results of the model show that a redistribution to

a more equal income allocat%on resulted in a sm$11 reduction
in the Incremental Capital-Output Patib, and in the ratio of
-importéd:intermediate' products to *otal intérmediate prod-
ucts. This wmeans ghat a redistribution might _enhance the
rate of growth s;;ghtly vhen the country is coperating under
a trade tonstr?int. When savings is the constraint, the es-
yimated)reductiop in the ICOR indicates that the potential

reduction in the rate of growth, due to diminished savings,

will be partially offset.
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Fellowing the same approach, the Secretaria de Hacienda

:i-y Creditq Publico (i981) has studied the potential effects

of a redistribution of income. ugon'qrouth, consunption and
employrent, with primary concentration upon the latter.

With the 1968 Bank of Mexico survey and the input-output ma-
A _ -

trii of 1970, the'study estimates the impacts of a redistri-

‘bution of income of 10%Jfron';he ‘top_10% richest to the 40%

poorest, doubling their income share from 10 tov20$. After
estimating the 'neu structure of consumption through incone
elasticities of groups of goods, and using éheFinputioutppt
coefficients, the results-sﬁow that employment (measured as
Fconcmically Active Populatien/GDP), increases by almost 2%.
Howeéver, in absolute terns, the employment ievel increases
by only 0.7% due to a decrease in production. ]

Another conclusion of the study is that there are four

séctors. taking 43% of the GDP, which do not favour edploy-'

"meat; +hese sectors are: food processing, transportation,

ccomerce aﬂg housing réntal. The conclusion is +hat if the
reaistribution pol;cies are combined with new ;abour—inteé-
sive techniques in these Sectors. the impact cn eﬁployuent
would be mpch stronger. | ‘

Reynolds and Corredor (1956) examine the stfhctﬁre of

family income distribution and savingé for the years 1963

~and 1968 with data of the Bank of Mexico. At the same tine,

they study relationships between family income, savings, and

the acquisition of financial assets and liabilities, as well
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as some inmplications of alternative assﬁlptiggsgééhout the

distribution of increments to the GNé'for patterns of aggre-

‘gate savingst The authors believe that because the data are
subject to a' probable severe downvard bias for both ingone
and savings estimates, and because the upper incoqe groups
under-report income to a greater extent than lower income
grbups,. the estimated savings function is likely to have a
flattef slecpe than the real one. _

) Using.data from a special survey of the Bank of, Mexico
for the city 6f Monterrey, they find that the results of the
study reinforce the position that the differential betuween
interest rates charged on financial liabilities and interest
.rates paid on financial assets of households varies acéord-
ing to +the position of the houseéhclds in the structure of
iﬂgpme. Théy find as well tpat the lower income groups car=-
fy‘a relatively greater debt ?than the ﬁiqhest income group,
acquire a.qreater percentage of their consumer durables on

credit,'&nd pay relatively more 1n interest charges.

N. Lustig (1979) examines a series of hypotheses about

'the Latin American industrialization process, conmecting in~

come distribution, the structure of consumption and economic

qrouth, .using Mexico as an empirical testing ground. One

hypoﬁhesis tested sustains that after the easy phase of im~~

port substituticen (light or "traditional® gocods) Was ex-
hausted (around the mid-fifties), industrialization proceed-

ed with the substitution of consumer durables (or modern

9‘ K}
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bgoods) as a result of the ptevailing demand structure shaped
by a concentratéd distribution of income. This pattern of
resource allocation, however, was argued tb contain a set of
problens tHat'événtually would threaten overall ecodomic
gfouth. |
In.particular,'Lustig tests tﬁis hypothesié, sugéesting
that: 1) an inportant part of the neiican population is
.outéide the .narket (rainly for manufactured goods), since
they themselves produce a consigerahie_probgrtion of what
they consume; 2) concentration of ircome is responsible for
the slow growth rateé of "traditional" inmdustries (érocessed
" food, beverages and tobaccbl shoes and clothing, furniture,
chemical products); and 3) under-consumbtion tendencies ex-
ist for consu;ér durables and these tendencies, if they ex-
ist, could be overcome by a concentration Bf income at the
top, dr by the incorporation of the middlé income groups.

Exanining the 1968 Bank of Mexico survey, the éupirical

results show that a large part of vhat families cbnsume '

{over 97% of total expenditure) comes from the market. ZEven

the poogrest of the urban area buy almost everything froam the

~ market, while the poorest of the rural area (60%) covered:

abproximately 10% pf_the value of Fheir total expenﬁiture
with auto-consuﬁption (in'_1968 4% of the population lived
in the'_rural area) . Another result of the study is that
generally speaking, redlstributing the increases in income

tovards the poorer families would in fact dynamize éemand

i
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for "traditioﬁalﬂ goods and stimulate thgir broduction, if
the main bottlemeck to their expaq$i§n vas indeed caused by
narrow markets. At the same time," it 1s shown that the low=-
er inconme gioups do participate in‘the consumption of elec-

trodomestics (though not of automobiles), especi&lly the

q

less~-expensive ones, e.g, radios, stoves, etc..

Finally, Arroio, Castellzand Fello (1979},  without any
statistical analfgis of thé data availaﬁle, present a diag-
hqstic of income dislribution based on land concentration,
and the procesél of industrialization started at the begin=-
ning of the 1940's. The few figures presented about income
distribution are not directly connected with the explanation
given in the study. A strategy of iqéome redistribution is
proposed wherein the two main elements are: 1) a development
project for the capital goods ‘sectob, in order to increase
the level of integration of the productive sector and the
generation of employment; and 2) a rural development program
in order to direct resourgeé towards the“ dcre harginal'
groups of the society, and in order to increase national

production of foodétuffs, decreasing the international de- )

- pendency on food.
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3.1.3  comparison and Counclusions -\

0f the total number of studies (30} reviewed 3 of thenm
analyse only functicnal income distribution, 718 analyse only
personal income distribution and 8 use personal income dis-
tribu;ion data as a departure for other types of studies.

The remaining. study, Solis (1970), participates in the first

two types of studies. We can observe a tremd in terns of

preferences about thé subject: first ;hé studies of func-

tional incone distribytidn appeared- then the- qnalysis of

the data, each tinme 1n a mere complete vay and u51ng nore'

advanced statistical technlques' and finally, the use of
\ :

these results to study particular areas of interest,

Witk respect +to the studies analysing the functional"

income distribution from 1939 to 1967, they agree on the
ﬂegative effect . on the labour share ahd on real earnings.
Thls could - lead to the" reasonable' conclusion fhat incoae
concentration lncreased in this perioed. We find thls, how=-
ever, a very partial result difficult to infer to ‘the na;
tional level, muhen-ue realize that the.urban workers were a
minority throhghout the éefiod in'questioﬁ.

In relation io the studies analysing the data of per-

sonal income distribution, . table 3,1 reveals some of their

characteristics, followed by the list of studies and the
sources of information_available. From the table we can see
the different types of sources, levels, income-inequality

indicators and estimating techniﬁues used. We can see that

149 -
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the“Ldrenz Curve is-clearly the most populat technique used,

vhile the Gini coefficient is the measure of concentration

hbstffrequently calculated. Yet even the estimation of this

measure is at times done by income classes or at times by

“deciles, ‘resulting‘in a d}fferenée in estimated values.

This caused a divergence of conclusiong 'in sope - cases and

the,problen of incomparability among the different studies.

@

We can say that perhaps the only conclusion generally ac-~

- cepted was the obvious one of a high level of income concen=

- tation in the country, but the quantification, treand, and

analysis'hj levels was not clearly agreed upon. Based on
this.expezience,‘ue-opted to. use the original data,,aftef an

evaluation and selectidbn is offered in the next section. We
o . .

-use the method presented ir Chapter i;a with the statistical
a

advantages discuésed, in order to lyse tﬁe distributive
problem of Hexico.:;t‘different levels, considering the data
from 1950 to i971.

Finallj, with respect to the studies related to person-
al income distribution daia,"ue can observe the interest in
determining the effects of-the‘distributians'ohsérved. Four
of the eiéht studies.coﬁcentrate'dn potential effects of in-

cone redistributipn, without even suggeéting how to get to

the proposed distributions. This can be considered a very

Accpplex exercise without much ‘effect to back up a particnlar'

redistribution strategy.

i e e At 41 e e
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Sources of Mexican Income Distribution Data

Ministry of Inlustry and Commerce (Secre*aria de Industria y
Comercio: Direccion General de Fstadistica, S5.I.C.)

1950
1956
1958

1960
1960

1970
1970
Bank
1963
1968

~ 1968

Other

1960

‘Census, S5.Il.C. "VII Censo General de Poblacxon, Parte

Especidl", Mexico, 1951,

Survey, S.I.C. "Encucsta de Lngresos y fg esos ‘Familiares*,
Mexico, 1957 .

Survey, S.I.€, "Injresos vy Tgresos de las Familias en la.
fepublica Mexicana", Mexico, 1960, '

Census, S.I.C, "VIIT Censo General de Poblacion: Ingresos
pcr Trabajc de la Poblacion Econcmicamente Activa y Jefes
de Familia®", Mexico, 1961,

Survey, S+I.C, "Las 16 Ciudades Princinales de la Republica
Mexicana: Ingresos y ZIgresos Framiliares, Rqosti-Decienmbre,
1960", Fexico, 1960, , . :

Survey, S5.I.C. "Ingrescs”y Tgreses de las Familias en:la
Eepublica_ﬁcxicana, 19€9~1970", Mexice, 1971,

Census, S5.I,C. "I Censo General de Poblacion", Mexico, 1971.

of Mexico (B.M.)

Surcvey, B.W,  "Ficuesta sobre Ingrescs y Gas:os Famidiares
en Mexico 13¢€3", Oficina de Estudios sohre Proyecciones
tgricolas, Bank of Mexicc, 1966.

Survey, B.M. "La Distribuclion del Ingreso en Mexico, En-
cuesta sobre los Inqresos y Gastos de las Familias, 19€e8",
Fondo de Cultura Economica, 1974,

survey, (Presidency). "Estudios de Trgresos y Gastos de las
Familias", 2 v‘c_qhoupa.ng of the original Bank of Mexico data
dore by *be Ministry of the Presidency, 1974, (mimeographed)

‘Sources

Navarrete, T.'M, de, LA DISTRIBIUCINN DEL INGPE3D Y DESARROLLO
ECCNOMICC DE ¥EXICO., Mexico! UNAM, 1960, Adijusts the data
of 1950 Census {(S.I.C.) and 1956 Survey (S.I.C.), due to
underdeclard+ ion of income, creating 1950N and 1956N.



1970

1975

1977

*

157.
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Mavarrete, I. M, de, "la Distribucion del Ingreso en Mexico::

Tendencias y Perspectivas", in Z1 PERFII DE MEXICO EN 1980,
MEXICC: 5igle XXI Editores, 1970, pp.17=70. Uses 1950N and
adjusts 1958 Survey (S5.I.C.) and 193 Survey (B.M.), pub-
lished, due to 'underdeclaration of income,. creating 1958N
and 19€3N, ‘

CELWTET, Fncuesta Qelinqresos y Gas*tos Familiares, Centro
Nacional de Informacicn y Estadisticas del Trabajo, Secre-
~aria del Trabajo' y Prevision Social, 1977.

SPP, Encuesta Nacional de Ingresos y Gastos de Jlos Hogares,
1977, Primera Observacion. Secretaria de Profgramacion y
Presupuesto, 1979, - - '
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3.2 MEXICAN INCOUE DI§IBIB!IIQ! PRATA: EILLHAIIQ! MD
' SEBLECTION

N

3.2.1 Existing Sources of Income Distribuytiop Data

The collection of data on Mexican income distribution
began in 1950 with the national census, " with a total of
eleven sources (eight surveys and three censuses) having
been carried out up to 1979. We find as_ vell three other
~sources which regroup or adjust the original data. These 1#
sources are listed im table 3,1. Recently, several attempfs
have been made to evaluate the existing information (1),Vin-
dicating the differencés and similarities of the data col=~
lected with the same objeétive: to deéernine the inconme

structure of Mexican society. In the case of the eight sur-

veys, there is another well-defined objeétive: determine
the expenditure structuge of Mexican families.

We have qrouped_the sources into those produced by the
Ministry of Industry and Commerce, thos produced by the
Bank of Mexico, and other sources. The Natlonal Bureau of
Statistics {Direccion Generil de Estadistica) was part of
the first institution until December of 1976, being trans-
ferred to the the Ministry of Programning and Budgeting {Se-
cretaria de Proqrﬁmac1on Y Presupuesto-SPP), which was in
charge of the SPP 1977 survey, listed in other sources,

Even when the National Bureau of Statistics and the Bank of

Mexico have been practically the only institutions generat-.
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ing income distribution data (vwith the exception of the 1975
CENIET survey) 3in Mexico, we still find differences in the
criteria used to produce information. These changes in cri-
teria have made it difficult  and at times inpossible, to

comnpare the ‘data withcut problems, oOr without challenging

“the resulté of a particular study.
\

Furthermore, if ' we inﬁroduce the additional problems
created by +he regrouping of original data, (the case of the
19¢'8 Bank of nexﬁco—Presidé%cy su:vey); or the adjustment of
data uith. alloéation of _hndéclaré& income by groups (the
case of the 1950, 1956, 1958 and 1963 surveys adjusted by
Navarrete (1960 and 1970)), we facé the possibility of re-

jecting the ideé‘ of studying the changes in Mexican income

distribution for the 1950 to 1980 period. A close look at

{

+he data will inform us as to this possibility.

-

3.2.2  Evaluation of the Ipformation

" In order to evaluate the Mexican -income distribution

‘data, we first study the qriginal eleven sources, followed

by the other three.

A) Original Sources

In general, e can say that there ére several types of

differences vhen comparing original sources of income dis-

tribution, among them: the type of receiving unit; the defi-

nition and composition of income and expenditure; the sam-

Ld

[ YRt
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pling ‘methodologY:. the térritorial coverage; and the
treatment of the non-~answered q;estionnaires. In table 3.2
we present'some‘ of tﬂese characteristics for the elaven
original sources. We .can see that two of the sources, the
1960 census (S.I.C.) and the 1970 census (5.I.C.,) use "écé-
nomically active population® as the receiving unit; the 1977
survey uses 5household"; vhile the rest use "familyn, In
the 1977 spp sufvey, the receiving unit is ciéarly defined
as "household", hovever with respect to this térmiﬂology
CENIET (1979) concludes that because housing unit is used in
the sampling methodology, it is not clear vhiéh of the two-
ié actually used, ‘

Evén though the receiving unit is defined as "family"

for eight of the briginal sources, it by no means follows

that the definition is exactly the same. We can observe the

differences in the definitions in table 3.3 which, although .

similar in'definitioﬁ, vary; the concept of "household"” is
{//_H\\\\g;;;éﬁr and both are definitely difficult tec compare_;hen
the concept of "economically active population” is used as
the receiving unit. In relation to *he geographic coverage,
;1; of the sourbes attempt to have a geographical coverage
of the national territory, exceptliﬁe 1960 survey (S.I.C.),‘
which covers only the 16 largest cities of the country, uith.
an actual covéring of 25% of the national population. This
is a major shortcoming if we consider the strong differences

in income per capita per size of cities, or if we are inters

r”

b
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ested in identifying the poor, of vhich a good part are in

the rural area. - With respect to the definitign of income

~used, we can see the differences in table 3,3, where the

concept varies, mainly from the type of source: Ministhy of .

Industry and Commerce (S.I.c.)‘or Bank of Mexico (p.u.;.' In

the first case we find variations of gross incose, and in
the second of disposable income (monetary and in kind after

taxes and deductions). The definition-used_ﬁy CENIETV(19TS)

is.a mixture of the two, while SPP (1977) uses prhctically'

+he sqme_aefiditiqn as the Bank of Mexico. This means that

in some cases ve have information about I, and in others

. about IDy (see section 1.4), with the CENIFT case presenting

a cosbination'of the two.

B) Other Sources

- Navarrete (196C and 1970) corrects the ofiginal‘data of )

1950, 1956, 1958 and 1963, in order to reconcile the values

of-personal disposable income of the natiomal accounts iith

‘Eanily‘incone of the censuses and sﬁrveys. The mrethodology

of adjustmeat calls for an estimation of the difference
{(from 18 to 27% in the four years) and then its allecation
to the poorest and richest groups. The adjustment for the

pporesf groups, considering under-reported income in kind,

is given by an index of inqone\_}n kind built for the 1956
'survey. The index adds incose_to the poorest gftups of the
four years, correcting the income of those families which .

declared a deficit with respect :to their expenditure. For -
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the richest groups, thé'allpcation is based on the assuap-

ticn that savings are realized by the rich families, and

that the declared surplus (savings) is proportionalvfo,the‘

.

under-declaration of income {mainly from .capital) . Thus,
the more they saved, the more they~ underdeclared income.

Based cn this criteria, income was allocated to poor and .

rich groups for the four years, thereby making them compara-

hle, .

Even vhen under declaration s a reél problem, the fact
“that an arbitrdry nbthod of adjustment is develbped does nat

solve the problem, { The method used by’Nava rete "estimates"

perscnal disposable
i .
the national-account3, This makes,up the "diffgrence"‘(fron

income using concepts not contained in

18 to 27%) of allocation an estimation. The.index of income

in kind £OF 1956 is used ‘only in the fapily ‘groups vith
ndeficits". He consider that for the urbanm-rural cases the
index of inc&me in kind, ifjexistenf, should be somehow dif-
ferent, Finally, the under-declaration of the‘:ich is "pro-

portional" to the savings declared. So many assumptions

linit the validity of the nev income distribution data, and

nake it difficult tc use - vithout serlous precautions. An~

' other problem of the Navarrete méthodology is that the ur-

-pan=rural data for 1958 and 1963, the state data for 1958,

Iand the sectoral and occupational data for 1963 are not ad:
' ‘ ' /

sted,
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Hith respect tc the 1968 Presidency Survey," the charac~
teristzcs presented in tables 3.2 and 3.3 for the 1968 Bank
of Mexico survey are assumed to be the sare, - because the
'-data‘fron the original archiees vas used. Dué te sﬁecich
needs of the ‘ninist;y of ﬁhe Presidency, the data uasvre-
grouped and reorganized in collaﬁor;tion'eith- the Develop-
ment Research Center ‘of the Horld‘Bank. Tﬁﬁs, the cenpar-
-abf?;ty of the information is considered to be the same as
the 1§6§ Bank_of Mexico survey. |
S—
3.2.3 ' selection of Sougges | . ‘
h After weighing ‘the problems of comparability among,-the
different sources, due to the fact of dlfferent"defznltions
of concepts’ used, different coverage,' eed'methoddlogies for’
'co:rectioe of data, we decided ‘to use the original sources
covering the national territory. &t the'eame time, in‘orqer
to have some 1eVei of comparability with respect to the re-
'ceieipg unit, we opted not to include the censuses of 1960
and 1970 because they'bqth use "economically‘active pobula_
TTtion" as the receiving unit. - Thus, the list of sources to
berconsidered is: ‘
., 1950 Census SI.c. -
1956 Survey S.I.C,
1958 Survey S.I.C, _
1963 Survey Bank of Mexico . _ " | ¢
1968 Survey- Bank of HexiboA

1970 Survey S.I.C.
. \
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1975 Survey CENIET
19i7 Survey SPP |

This seiection still leaves us with the problem of éom-

ﬁafahility betﬁeen the 1977 survey (SPP) and the rest of the

sources, because of the definition of the receiving unit.

- The 1977 sufvey uses the concept of-"household"; with some~

vhat broader coverage than "Ednilyﬂ,' which is used by'the
rest of the sources, Even with the conéept of "family"™ we
still find different definitions., ‘A still bigger problem is

present because of the concept of income used in the differ~

-ent sources.

Although some comparability exists between the 1958 and

1970 surveys, betveen the 1963 and -1968 surveys and( in cer-

. *ain ways, lbetueeh 1968 and 1975, and 1968 and 1977, the

overall comparability is by no means.existent., He.shoul@
keep this shortcoming in ﬁind when comparing fhe inco ine-
&ﬁality indiqators derived from these data, fo; diS;;
yearslduring thé ahalysis of the income distribution of Mex-
ico. _

A recommendation ‘should be made that for future sur-
veys, a more careful"methodqfogy be followed, consideriﬁg
that eﬁen when one of the pﬂrposes is to imﬁiZZe the data

. ¥
sources, the purpose of a consistent compariscn over time.

LY

‘remains, ‘Perhaps another recommendation would be for a

qreater»emphasis:on more reljable information for the very

poor {the first 15 to 20 percentiles) and the véfy rich (the

top 5 to 10 percentiles), (" v

rent
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ABALYSIS OF RERSONAL INCODE DISTEIBUTION DATA

k|

In this section ve apply the methodology described in
chapter 2 to the natlonal, urban-rural, sectoral, educatlon-
al and spatlal levels. As expressed in the last section, ve
'nse the original data, which is presenteq'in tables A.1 to.
2.21 in appendix, a. He,preSent tne parameter values of the
different mode}s-used,' per forming a conparison based on the
goodnees-of-fit tests chosen.  We them use the income ine-

éuality‘indicators derived in order to offer some results’

oF N . . ’ Y
regarding the deqree of inconme concentration in Mexico, as

x well as comparlng Mexican income- concentration at the inter-

national level. Flnally, an attempt to identify the poor of
the country is made, Based on the evaluatlon of the -data,
and the properties of the lncone inequality indicators, and
taking into account the lack of a solid economic-theoretic
foun&ation, the reeults provine us,with anly an egproxinate

assessment of the trend and -situation of the distributive

problem in Mexico,

| - . Y
3.3.1 -Comparigon of Imceme Distribution Hodels

In section 2.4 (fhe nethodology of.Analysis of Income
bistribution Data),' ve expresseo the need to choose an in-
come distribution model that'_uould fit the ohserved %come

distribution. ¥e chose, for. this purpose, four.incone'diST
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tribution models that, given their properties, would help us

to derive various income inéquality indicators. "To this

end, we estimated the parameters of the models chosen: Da-

gum, Singh-paddala, Gamnma éﬂd.iognornal; fable 3.4 shows

the estimated parameters of the . four models, as well as the

Sum of the Square Errors of the Cuuﬁlative-function {(SSEF) ,

the Sum,of the Square Erfa;;HBf the density function. (SSEf),

and the values of the goodness-of-fit test selected: the .

Mean Square Error of ‘the density function (HSE)‘and the Kol-
mcgorov-Smirnov test (K=-S). |

" The figures in table 3.4 shov the estimated parameters
and indicators for the models, fitted té infcrmation at the
national‘level of the eleven sources selected, including
1968 (Presidency), as vwell as the 1950 and i956 Navarrete
data. UOpon comparing the SSEF, SSEf, MSE and K-S for the 11

. . A
cases, we observe that in general the Lognormal model fits

better than the Gamma nodel, the s¥hgh-naddala (SINA) _model

~ better than both,. and the Dagun model better than the other

three, There ts one case, 1950C, where the Singh~Maddala

model fits better, and three ¢ases where this model’ compares
:. " . 6 .

. : . 1 :
" in goodness-of-fit with the Dagum model: 1950 using Navar-

rete data, the 1368 Presidency presentation and 1970. In

the first case, even when the K-S and MSE values are smaller

- using ihe.SIHA model, - SSEF is\ spaller with the Dagum model

while in the 1968 Presidency and 1970 casey the goodness-of-

fit values a're§practica11y-~the same. At the same time ve

. Y
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find that in three cases, 1956s, 1968pH and 1968P the Dagum
. and SIMA models have a hette? goodness-of-fit as determined

by the K=-5 statistic, uhereae‘these tvo models and the Log- ' 1
normal perform at approxihetelylthé same level when evaluat- |
ed by the sum of square errors‘of both the cdf and fhe pdf.

In particular; in tables 3.5 and 3.6 we present as an
example the estimation of the density and cunulative fumc-
tions with the four models, using the 1975 survey CENIET

4 data. The tables show ehe goodness-of-fit of the models for
each income clas At the same .time, in table 3.6 we indi-
cate the interval here the observed and estimated distribu-
tions differ the most, placing the Kolnogorov-Snirnov value.
Comparing the estimated values of the dens}ty and ctrulative
functions‘of-the four sodels, ve see that the Dagum and SIMA
models fit welllto\'the:data in. all'the dincome intervals,
with a batter performance for the first model; we see as

ell that the éamna and Lognoruallnodeis fit rather poorly
in alamost all the intervals.

The result of a_bettet performance o the Dagﬁn model
vith respect to the_SInnlmedel, and the SJMA with respect_to
the Gamma and Lognofmal models is in accordance with the re-‘
sules of:. "a) Singh and- Maddala (1976) , proving that their
model fite bettér than the Gamna model- and b) Dagum (1977) ,
showing that his model perﬁorns better than ;he Stngh-nadda-
la nodel., Accordlng to this: resuLt, we have derived_the se-
lected incoﬁe ineqdality 1ndicat62§'ea§ed on Eﬁe Dagum mod~ "

- + . . 1 .
ai] . - » ] .
R AP - - M N Vs
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el, in. order to carry out the analysis; at ghe~nationai
level, of the income distribution data of nexico... Agfthg
sane time, based on the result of the'perfcrnance of the
nodels presented, we es;imate_the ﬁarameters and income ‘ne=

quality indicators of the urbar-rural, sectoral, educatjonal

and spatial levels of analysis, using 6n1y“the Dgg'

L]
. .

3.3.2 u.uisis of Insm Diésubn.ﬂ.an <gta_= ‘The !sﬂénl
Levg . ot ' :

In tables 2.1 to A.11 of Appendix A, we can cbserve the
' '

‘@ata of "income distributionm by income classes foé the\ se=, ~
lected sources. These sources include the ériginql'bnes as -
‘well as -the data for 1950 and 1956 adjusted by-Navarrqte
(1960 and 1970), and. the 1968 Presidency presentatidn. The
purpose of including these three sources is to take into ac-
count the daté used by ﬁany authorsl(as seen in section 3,2)
Snd to try to c§mpare our results uitﬂ theirs. In order to
.'analyse the data we first compare the incone ihequaiity in-
dicators selected, and then conbaré the income share$ of
different segments of the pdpu}ation. . 7 .
The historicﬁl perspective of the. incone éistfiﬁ@tion
.of ﬁexico is observed in tables B.ﬁlﬁnd 3. 8., In’éhe f}rst
;kahf%rie Presént the values of the Gini &oeffiéient, the ob-
served mean inéomeg(in current priceS),t the es;inated redi-
an, the pe;éentage of?familieé vith %ncomg below the}averaée

and two- income ratios indicating the pumber of 'timeé.ﬁhat

~
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the income of the richest quinéile‘is qreatef than that of

the ﬁoorest quintiie and- first three quintiles, respective-

1y, Based on the Gini ratjo ve can see that there is not a

definite,téndency'tpuards either an' increase or decrease in”;ﬁ

#

[ 4 .
the level of concentration-of income in Mexico during the
period analysed. On the other hand, if we compare the years

vhich have more easiiy comparable information, we see that:

i) the difference of the Gini values between the observed

‘data’ of 1950 and 1956 and the one cagrected by Navarrete

§19505 and 1956N) is .02 and .01 Tespectively; 1ii) after

-1958 the income concentration is greater tham in 1958, with

a peak‘in 1963; and iii) for the yeé:s 1963, 1968 and 1977

the level of cohcéﬁ?fation decreases, c¢dmparing either thé

data of the Bank of MeXico or the Ministry of the Presidency

for 1968. However with these results it is diffigdlt to

conclude anything definite with respect *o the overall trend

of concentration during-the period 1950 to 1977,
Table‘3,7 shows as vell that the changes in tremd and
levels observed in the comcentration of income, .measured

through the Gimi coefficients, are almost the same. if ve use

. §he'ratio'Q5/(Q1+Qz+q3) {01 is the poorest quiﬂt%le, Q2'thé

o~ - (((-h . .
second poorest, etc.). However, 1if yé_compare the ratio

'05/01, ‘'we see that it increases from 11.25 ip 1950 to 19.88

in 1977, wmeaning that in 1950 the-average income of a Mexi-

o

can belenging to the richest quintile was 11.25 times great< K

<

er than the average income of a Mexican beioqging to the .

. ’ N . F
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poorest quintile. For 1977 the number of times- had in-
creased to 19.88. ihis; under any standards of social jus-
tice, is difficult to justify. On the other hand, table KT
shows that a. élight tendency exists téwards; a reduction -in
the perceht?ggrof'families"(households'in'1977) wvith income
below the‘aqerage. Thig indicates, in gross terms, a reduc=-
tion in the degree of skewness over time. . |

With respeét to he degree of concentration observed -
measured'through'the ni coefficient, our rgsults arg_the
same as those of Kafifa (1977) . with data up to'197q, and
.Aernandez and Corﬂova (1979) including data-for 1975 aﬂd
_1977. These are however, systeﬁatic lower estimates by the
authors with respect to our own, _rénging from .03 to .10.
This difference is eiplained bf the technique of calculation
used by them, which calculates the "lower bound" of the Gini
coefficient dccording to the terminology used by Gastwirth
{1972). This means that the real value of Gini has been un-
derestimated by the authors, In our case the method used,
as we have shgyn in chapter.z._\avoids this problen, calcu-
lating values of the Ginl coefficient that'are closer to ,the

real ones. !

Even though the level of concentration measured through
the Gini coefficient does not indicate a definite trend, we
can observe in table 3.8 that there have been some groups

that have benefited more than others from the economic

growth of Mexicoc, The firstf four decxleé of the population,

-
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for example, classified according to their devels of income,
have decreased their participation in the distrihution of
inconme, The share of the poorest 40% of the population has
dec:eased from 13.20 to 9.92%. 7In particular. the first two
decilés have suffered the most in terms of their relative

participation, meaning that tho\goorer one is,. the less one

will benefit from the national econonic growth.
—

At the other extreme, - the richer decile has decreased

its share from 84.67 to 39.78%, -showirg th;: the "rich# are
losing their relative position; ‘Howeier, if we'divide this
'-oroup into two, we can see the compositionof ohe changes:_a
dectease' is observed in the 96=100 percentile group, fronm
34,90 to 27.64%, and an increase in the shafd of the 91-95

percentile group is noted, from 10.67 to 12.10%.

With respect to the "oiddle,class",- represented by the

fifth to eighth deciles {41 tquO percentiles), their 1ncone

share has inproved from 28,40 tao 33. 63%, with increases ob=

-

served as well. for each of those deciles of population.

_Fronm the analysis of the data we can conclude that the
£,

economic. qrowth of the country during the last tbree decades

has benefited a ‘growving "middle class" group, composed of

-

the 41=- 95 percentiles, which has increased its income share,
vhile the very CLich -.group {96-100 percentiles) and the poor
{(1=-40 percentiles) have decreased their incone shares, fTle
%%nclusion would not be modified if we introduced the data
for 1950 and 1956 of Navarrete and the 1968 Presidency pres~

entaticn,

T 181
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In section 3.3.4 ve present the analysis of the data of
incomq,distributlon at the urban-rurnl, sectoral, education-
al and spptial levels. Thls breakdown of information allows
us to partially understand the most impoitant variables«;n-
fluencing the Mexican pattezn of income distribution. lThe
orijins.'and an attempt to explain the ﬁexican economic'sys—'
tem generating the observed distributions,. is pteseﬁted:in

the next chapter.

3.3.3 Insgfg Qgéssmmgm Hexico at the Imterpational

We have seen aggigﬂ;n chapter one, using tables 1.1 anh
1.2, that at the inﬁeinational level there is a battern of
income concentration at different levels of inc&me per cap-
ita. Even when it does not mean that each country will fol-

low this pattern, and consiﬁering_that the data are not of

he best quality for the puposes of comparison, we present
in table 3.9 a; attempt to compare the inconme qiétrihgtion
of Mexico with that of other ‘countries, Ve present t;e dis-
fributiqn of income by quintiles, selected percentiles, . se-
lected ratios of quintiles ;nd the Gini coefficients for the
countries within the same incone level as Mexico in 1970
{401 tp 770 U.5. dollars of 1970). At the same time these
indicators are presented for each .group of'COUntrieQ at dif-
_',' ferent levels of income and for HexicQ for thé‘eiqht years

analysed previbusly.

182 (:
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If we consider the average values for ﬁexico, table 3.9

\\\:hovs that Mexican income distribution is more concentrated

han.any group of countries, as well as any country from its
qrodp. éxcept‘Brazil, Gabon, Jamaica ana Sounth Africq, if wé
use the Gini coefficient as the income inequality indicator.
If we compare the ratié 05701, ue.obtain the same result in
terms ofrconcentration, and almost the Eame_ohe vhen using
the ratio QS/(Q1+Q2+Q5). with the exception of the qﬁoup of
countries with an income level between 301 and 400 dollars,
wvhere the value is slightly greater than the Mexican one.
. The.comparison in terms of income shares of the quin-
tiles of population shows that Mexico has smaller income
shares than all the country groups in each of the first four
quintiles aqd a’ greater income share for the last quintile
‘(especially for the 96-100 percentiles of population, which
is the strongest factor explaining the extreme concentraﬁion
of income}. Hith respect to _the démbér countries of'its
- group, Mexico shows a higher level of inequality than all of
them, with the exception of. the four countries mentioned
previously. These four countries, along with Mexico, yéve
the dubious honour of beinyg among the' champions of inequali~
ty in the world,:as we can see in table 1.1:; where, at the
' same tiwe we capn see that Mexico ranks: sixtieth among the 77
countries in"terms of inequality measured with the Gini

icOefficient. This is a rather ungraceful position.

e e
i o el N
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N
3.3.4 Income Distribution im Mexico: Other Levels of
Analysis
Thus far, we have attempted to neasd;e the degree of
income concentration in Mexico at the natiopal level. We
have been able to identify;certaih trends as well as soae
groups that have profited from +he economic growth of the
éouﬁtry. The next step is to identify certain groups by so-
cioeccnpmic characteristics, in order to offef an explana=-
tion of the national income .distribution.based on their be=
'haviour. At.the sape time, the study 6f incore distfibuticn
at the urban-rural, sectoral, educative and spatial levels
,p;ovides us with a good understénding of the dynamics of the
econony denerating the .observed income distributions at the
naticnal level. The analysis at these levels permits us, as

well, to identify groups which_could become "target groups"

within a étrategy of income redistribution,

A; The Urban-Fural Level

The economic growth of Mexico has been characterized by
a shift in priorities since the 1940 s, frém the agricultur-
al to- the industrial sectors. - This change has affected the
level of economic activities carried out in the urban and
rufal areas.: Tpeir importance within the national economic
_developnent strategies and thei} relative prbductivity

" changed, with severe .implications.for people in the rural

g
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areas. The first information that we have about inconme dis;
tribution in the urban and rural areas (1958), shows that
incsme concentration in the urban area is greater than in
the rﬁrgl area, with Gini Coefficien£ values of ,u695 and
+374€¢, respectively (éee table 3.,10). According *o the def-
inition, +the wurban area includes all the localities with
more than 2,500 inhabitants, while the rural area includes
all tke localities with 2,500 inhabitants or less., The sta-
tistical information is grouped according to this defini=-
tion, with the exception of 1968, /::;}e the urban area in-
cludes all the non-agricultur&l séctors, wvhile +the rural
area represents the agricultural sector.

In 1958 we find a strong difference in income per cap-
ita of people in the urban and rural areas: the urban income
is more éhan_ double the rural income per capita (2.09).
Without doubt this explains parts of the dispersion of in-
come observedl at“the national level as well as the streng
inceﬁtive of people to migrate from the rural +o the urban
areas. If we consider the éive years for which we have data
(see table 3.10): 1958, 1963, 1968, 1970 ﬁnd 1975, We see

that-in the first four years mentioned the concentration of

income is greater in the urban “¥Wan in the rural areas,

vhile in the last year, 1975, the level of concentration is

practically the same, Again, due perhaps to comparability

problems n{ the different sources, we cannot distinguish a

trend of concentration within each area. Using *he informa-

-
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tion of 1958, 1970 and 1975 'we find that the concentration
~in the-rural area incfeased, while if we use the 1963 and
1§68Fdat§,_ue find that the céncentration decreases. In the
baée of.the urban area He'obég}vé the same tr¢nd if we use
this division of sources, There is however, - a definite
‘trend in terms of the difference "of inccme per capita be-.
tveen the_ufban and rural areas, uherein'thé difference is
increasing.‘ ihiie in 1958 the difference in urban income
pet éapita vas 2,09 times greater than\Fhé rurgl income per
capita, this ratio kad grown to 2.59 times in 1975, If this
trend continues, we will see increasing income differentials
betwgen the urban And-the rural populations., .The upéer lev~-
el ;ncome of the richest 95% of the population in the urban. -
area compared to that of qhé upper level income of the poor=-
est 10% in the rural area increased from 15 to -55 times,
meaning tHét' while a group of people in the urban area is
Qrowiﬁg at a high rate, a gtoup of‘people in the rural area
is growing at a very low rate, if at ail.

If we take into account the incre351ng‘inc0me per cap-

T
e
el

ita betueen the people of the urban and rural areas, as vell
as the distribution within each group p? means of the Eco- ' |
ndgic Distance Fatic Do, we are able to state that the Eco-
nomic Diéténcé has incregséd from .U483 fo 526 for the péri-

0d.1958 to 1975, with an initial Hecregse +to 431 in 1963 as -

shown in table 3.10
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. At the same time, in table 3.11 we present the parame-

ters and indicatoré of goodnés;-of-fit of the urban and ru-~ -

ral distributions for the five years analysed.

T

B, - Thé'Sectoral Level . n
In‘the-preceding section ‘we saw the effect of the se-
lected strateqgy followed at the national 1e§el onr"the urban
qu'rural -areas, 'causing an iacreasing difference between
< .

the income per capita im both areas, If we compare the 1963

-and 1975 - data of the seétoral' income distribution we can

see, as well, 'the effect of the national eccnomic strategy

on the various sectors. First Ge see ip tables 3,12 and‘

3.1§i(the parameters énd goo@ness-of-fit indicators are in
table 3.14) a strong change in cémposition of the number of
héads of families working in pﬁe different sectors during
éhe short 12 year period (1963-1975), showing the éynamic
changes that‘occurréd in the ecohomy during the past several
years. Agriculturdi sector labour dééreases its share from
42.71 to 31.04% from 1963 to 1975; while industry increases
its. participation from 16,09 to 20.49% during the same
years, Dﬁring this period ¢transport and communicat;dn in-
creased its share and services from 2.86 to 4.95%, while

construction held its share, and commerce lost 2 and 3 per-

centage points, respectively, in each case. Por 1975 the

.data 1is presentgd with a breakdown including government,

which was included in the 1963 survey in the services sec-

tor.

~

-
.
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With regpect to the sectoral income distribugibn, ve
observe ﬁhat, reasured through the Gini coefficiénts. the
agricultural sector has the higﬁest level of cdncentratioul
of all +the sectors, followed Sy commerce, services and in=-
dustry in both years, At the end, with less concentration,
we find ccnstruction and transp9rt and communication for
1963; and governnent, transportation and finally construc-
tion in 1975. During this period we notice tha & agrlculture
and transport and communication are the only two sectors
with an increasing level of concenfration of‘income. In the
next chapter ve will attempt to provf&e an explination of
'these changes, in particular of those occurring in the agri-
culture sector,

‘mables 3.12 and 3.13 show, as uéll, ‘the strong differ-
ences in productzvzty within and between sectors of the Mex-
ican economy. The structure.of incomes of. the sectors is
.practically the same in both years; inccme per family in in-
dustry, commerce, services and transport and communication
is about doublerthat of agriculture in both years, while the
mean income of the family whose head was vworking in con-
structicn increased more tbgﬁ in any other sector. At the
same time we find that in 1975 the government sector is the
. one With the highest mean income per family, revealihg the
'preferential economic status of the people uorkinq ih this
sector. On the other hand, each sector presents a hlgh lev-
el of concentration of incgue, showing the hlgh differences

in productivity. within each sector of the econony.
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This corntrast in productifity or inccme at the-oferall
level provides for some incredible contrasts: owners of caéf
ital or ﬁigh level executives of the ”ﬁrhan-node;n techno-
llogically advanced firms working within thé priority sectors
of the eccnomy vs. the non-qualified labour force sellers of
the non-priority-sector of the economy (agriculture).. While
the uﬁper level income of the 95% richest families in the
industrial Sector in 1963 was 26 times greater than the up-

per level income of the 10% poorest families of the agricul-

tural sector, this number increased to 51 times in 1975.

C. The Educational level
Cne of ,the Mexican socioceconomic characteristics show-
ing a strong relationship with income is +the level of educa=-
tion. It has been argued 'theoretically that ﬁunan capital
is one of tlLe moét important variables explaining income
distribution; evern when ve consider it to be only one of
many variables to take into account empirically, Mexican
data support a strong relationship betu;en human capital
(neasured through the number of years of schcoling) 'ﬁnd the
level cf income received by the head of the family (1975) or
the head of the household (1977). The structure of the lev-
‘el of education in Hexiéo shows a gross base of 30.65% of
‘the heads of ghe family with no education at all (0 years of
schooling) in 1975 (or 27.63% of the heads of the household
in 1977); 53.46% (55.16%) with one'tolsix years of school-

ing; 7.35% (7.85%) with seven to nine years; and 7.67%

A e n erma—— -
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(8.37%) vith ten or more years. The level of income ranges
from $1,589.00 monthly pesos per family in 1975 ($2,392.00

in 1977) for the group with no education, to $9,997.00

{$15,240.00) for the group of péople with thirteen or more

years of schooling, The difference between the mean ﬂbcone

is in botb cases approximately 6. 3 times (see tables 3 15

"and 3.16 for the data of inconme distrlbu+icn by levels of

education, and table 3.17 for the parameters estimated and
goodness-of-fit indicators). “

There are sevefal characteristics observed in the ih-

fermation of income distribution in Mexico by levels of edu=

cation: in general, the level of concentraticn of income de-

creases within each group with higher levels of education,

vhen measured through the Gini Coefficient. In 1975 the

level decreases from .5987 for the group with no studies to
,4001 for the group with thirteem or more years of stugies
(in 1977 the values range from .523% to .4328).  When we
compare the data of the upper level incorme of the poorest
10% with the richest 95# we _face‘ﬁ staggering ratio o@ 148,
accordlnq to 1975 data, and of 111 according to 1977 data.

‘ The strong relatlonshlp between inccme and education in
Mmexico offers the chance for an individual to highly improve
his or_her position in the economic scale, by.spending a fey
extra years uithin thg educative system. This, - ﬁouever,
would not mean that income distribution would improve neces-

}

sarily for the country as a whole if everyone increased his

~

e S



)

T

138

L 66THe

59°sZeBl.

BG *EENEL
89°0880L
ES°*BLLEG
9L ZTLL
L6°0LSY
6L°NLES
LECLLZH
ne LLBT

LT L666

(Len)

68€°081
8Z°0€E
19 °Slk
512l
zo-ol
I8

gy L
86°S
ngh
03°€ '3,
is*l

LOON"®
9

pue :!sieal saTem3 0 UdI = 4

thutTooyos 3o siead 991Yz 03 VUQ = ¢

SLblL

6h°n60LL
sg°ZLLZt
L LLT6
nh*E9NL
hG*E€LTY
L9*L2ZS
86°08EY
98 *G09¢€
£6° 4682
98°5L0Z

058409

(36°2) ..

geEn*ZOE
SL°LE
G5°Gl
Be* Ll
{8°6
LEA
269
IL*S
99°*n
LGt
G€°¢C

geEOH "
S

*cIP3i 920M 30 UMDLITYI = 9
1sivoh DUTU O3 UBABS = g tceak ¥is 2w Ind3 = ¢
'seTpPnsS OK = | fUOTLEONpL JO STIADT
uotierndod 3o abesuaniod aYy3: IO HSWODUT THADT aaddn «x
*(¥/g*Q) uUOTIEONP@ JO [2497 ,poT3ioods-uou, Lq uoath '@0uUd10331d =
IBHLESL 68°Lu0E nI*eint ne*LESS 86
gf *sonolL GL LIS 9 ZntLZ0S CE*G36¢Y 06
GI*ZL6I - LE*HZGHh 33°L8CL 8¢ *BEZZ 08
€8 "9G¢ES 9¢ *62GE 36 EeLhd 065651 oL
LO'6EL LE L 3BE LZ "hGel IR R NAN] 09
£6°N6GE 96°cnfZ 9Z “6961L 9¢€ 698 06
02 *Se6 Lt Ltel LC *hGZL Lh* (I ‘o
66 ‘CLnT 69°0Zs!L ECELD LL*Zen Q¢
GZ*0L6lL cutIntlL 3¢ *863 I8 *LLe ve
Ll 'SLhl Sl 6SL £E6°ELE ZG *'£9t ab
{sosad) IWCONI  TZALUT dfl *%S5ATILREDadd
. ROILYTINAOd
LG "88ES LE*SGEE 28 *cgB? L0°6851L ‘ONI RVIH
(cg *¢) ~(£0°92) (€g92) (59 °0¢) * (%)
t#3Z°'0SL « 12s'onL’2 LER’BOL'T . GLu'EZ1L'E SEITINYS
06 *6E Ln°SE Z€ T Ly '9n X
he “ni 06'Gl L1951 G3*It X1
6L°0L o8l GGl A N IIIA
wG 8 Znte 95 °8 ’ gL "8 TIA
00 °L . 637L Za°9 c0°"3 IA
8% 6 9 an’s £n'n A
hg *h B0°S ZE°h £L'e AT
6 °t 56t e 't oLz 11X
20 ¢ EB*C A 57 "1 II
t3°1L 8S°1L gn ‘o 3L*0 =
THOONI 40 41NEDddEd S2T1Idad
06th* Stan® ITHG " L86S"° ZHIY
M £ [4 l
5T NOILNEISLSIQ EWOONI GL°€ 31691

tNOIZIYDNG3, 40 TZAET AH CGILIZaH



¢ (butto0OY

ajajduonut

e e i o

Jom IO €1)

SToAST 23%°n
jo saeak 7z ©3 OL)
jJo sieak g) Toolos Kiepuooas 2337dwWod (g
{(n ) (buTToOYyDos Jo saeak g) TooOYsds Azeuwtad 93e7dmnos (g
:yotaeoNpI JO ST24d7]

mmﬂ&Wmom pue ALTSI2ATun 832 TdWOD PUE I
106yos ybiy oworduod pue azafdwcont {9 ! (butto0 DS
t (buTTooYDsS ;0 TIevdh g 10 () TcCoyYdsS Kxepuosas

*(butTo0y2S

aTduwoni1T (.o

‘ (hurtocyds ;0 siead

G 03.1) Tooyoss Kzemtad @a3@7dmodoul (g :buirooyds 30 sieaf on (|
, &/...\\b paienipuT uotierndod 3cC abejuaniad oy2 103 -2UCOIT TA/A3T Indulxx
* (%66 *0) UOTI®DONP3 JO TIA3T wpoi3Ioads~-uon, Aq uaazhb od5uU32833TT %

pZ*LZsht wZ°00£LE 6L°69E61 76"E6NSL 00°szZInl 8L "L336 g46°00hL 56
LS*66L1IE BL'HNGOL 66°*LIGNL Le*crZll Qs *Ln9aal 96*792L L1L°c0?s 06
6L°E9LZT LT *3hGTIL Bh*LSI0L - L6°8538 " 03 °3ISLL 03°€ZLG. 0GC'LLHE 08.
nE*BOGLL Q9°96E0L 9L *L898 ° L8'890L 06°LLZ9 CE*T66E £g£09c oL
EG*E8hhl 61°6L88 Gl *2SEL SH*BLOS L3ILLZS 6C°E0TE 3Z°3JLC2 07
LuELZZL Ln*ES9L 99 *{ Z€9 Lo*"6L LS geE‘syYnn £€°8LGT nZ°L96t 0%
0L"6EEOL 90°0LS3 tL *hHhs Z8°GLEN LL*0L8E ZL*GhOL LiL*661l M
£8°H998- LO°8EGS £E"NEIY 8F*LLIE LL*ZHLlE CE*OLSL L1L°g38 o€
S6*'QEQL 6hELNN 00 °91L8¢E 89°356¢C £g°ENGT 67 *IELL L'z 0¢
98°*9012 91 °*9£2¢ nl *nsge ££°Z802 96 ‘Cocl nL*LEL BL*LON Ot
. (sosid) dKOONI 1IZAZT dzZddn ¥ »%55TILNEDEE4d
: 7 NOILYTINdOd
hLtoOnZsl BeE*0BLG L9 EGBL £€8°€929 (d°*neeLs fE°HENE 00°76¢€Z *OHI HYEW
(gL n) (99°€) {z9°"n) (€Z°€) {0zZ°s1) (9¢ *6£) (eg°L7) (%}
on03c ghehih HtheEts 0938G6¢ GghesIl hitLlhhh S I60L 0L SATIOHESO0H
LS EE°LT 08°67 £6°62 £9°0¢€. LL*nE GG'6E X
b6t gz°al oL°S L E€°GL En*sl GG 3L - w33l XI
ZE"LL 6121 LLtL ne*Zl G6 L1 gE 7L 68°LL ITIIA
LL'6 gc 0t 086 €C*OL 88°6 L8'6 L0'6 IIA
LI*L £8°8 LE"B tS'y 3£°'8 €g*'L S3°'L TA
gn*9 09°'L L1Z°L LE°L LE 'L ZE*9 cn'g A
8%°S 8t"9 613 z7*3 00°3 GE"h Lt . AT
Zs*n 9¢°G 61°S ZL°'s Zo'n cL*¢ L6"7 IIT .
1 SL*h AN £6°€ 9Lt 95 °7 1o I: Am
EL*C 0s6°¢ sh'? £8°1L 36°L £6°1 371 I i
JROIRT Jdo L¥ED8dd sq7IodAd¢ ¢
HZENR' 336¢°* 18LE" 23yt £86E " Ghon’ hezZs” IaI9
L 9 : G n R T 4 l
LL6L SNOIZY¥OANAI J0 TIAET Ad ODIXEW HI HOIINHI¥LSIAG ZAIINI giL*g Z74VL



200

3o saedd aiom

*so58d JO SPURSNOYF 50 SUL3 UT
*cogad JO SpULSNCyL UT

P3RP
eIEp LITA

pailewssso

{~TA DPBIRETISO SIDIBWRIB] +x
£18.,3WeIRd =

* (butiooios

I0 gl) sToae ~aienpeabisod pue AirsIsaTun 932T7duUOD pue o3oTduosut (o

i ¢ {butTooyos jo saeak zi o3 QL) TOoYds ybTY 8387dWOD pue aza7ducout (g ! {(buiTo0yOs
jo sieak ) Tcoyos Liepuodes eisrducd (g ! (DUTI00YDS 30O sieak g Io 1) Tocyods Aiepucoss

a391dmoout (p ¢ (buTToOYyDds Jo sIeak 3) TooYos Arewtad a3a7duwos (g ! (butcoyos o sIiead
¢ 03 |) Tooyos Lxemjad aisydmonut {7 ipUTTOGYDE JOC szeak of (L :ucTie=UpPZ 3O STOAIT~Li6L
’ ~ *syeal aIou IC UIEIITLI = I
pue :isiead 2AT@A3 03 Ud3 = ¢ :SIedL DUTU 03 UIAIS = tszeak xIs o, INOF = ¢
tHUTTOOYDS JO SIedk 85IY3 ©1 dU)Y = 7 ISOTPBIS Of = | (UOTILIOPGF 3C STOASTI-GLlol
8L600" €6ELO" 0h900* 6L6L2° 03300° 863060° 63300~ §-¥
690000° LnZ000" 050000 ° £62000° nE€JG0I° Gn000C" nf£ 0000 * ISH ¢
cgno00° bLL00" £E0H0CY*® OneEZ00”® 2L2000" zeeeno’ LL2000° = J0 =SS
£€8L000° 129000° 981002° ZLe0G" OELO0D" 6L100C* L3L000° d 3C =S¢
§40LY2Z 1.l
ho6l ‘¢~ oghe*C~- LEBS T~ 9763°C~ L85 "¢~ LLg3 T~ €oLE T~ ¥i13d
.~ 091n0°05% 080°8CI oLnl *6? CLne*Zd 09L3nl 0687 "yl sn7n°9 ¥AEATT
~ EEZH°L LELL®C 6tBL "L 83t6°0 {060 £862°90 G8LZ*0 ilz4d
nZ00°0 Ze00°0- LS00°Q 69LC*0 £€00°0 geEGL " O~ 89¢¢f *0- ¥YHa1Y
L 9 S f1 £ ’ Z ’ l *%SJ2LIkY 474
LLEYL
nZ8Lo* L8sEC” £8Lco” ghoLG* LENLQ® 00nLo’ S =X
9L£000° 9hsSLOG® g£9000°" LLZ009°* EnLoo0’ “LLLO00° 235k
868100° BZLLOO® CoLS00°" £69L00° Ltnii0d* n9€1 00 3 30 ZS¢
. 6Z29G600° tLeze0” £€9l0C* SHhe000* 99€000" §06000° 4 30 Z€£S
‘ . SEGLYDIGHI
nEE9 T~ £Z8S5°C - oLee*l ELtel - gnZe*l- = £860°7- 7i3z2d
LB°GLE hE*LZL rA] Fg LLhe gL SLL3*e 87L6"9 TAERY T
conL*0, L9ng*o LBLL"L L139°0 €LLot CeEst "0 va3id
LZ00*¢C nnsp 0~ ZZLC*0 Gn7d°0- LonQ*Q gnet*o- THATY
, 3 h. £ Z L *SEEIENT 44d
N Seel
g . . TJAZT TE¥NOIIVONAZ IHI
. $SYOIVIOIANI 4Id-d0-554N000D ANY SHEZCaRVEYNd

ILYHILST Ll FIENL



201

or her level of education. One reason 1s that we would
still face the - cdncéntration of distribution of other fac-
tors of praduction in'ne;ico, | such as land or industrial
capital, among 6thefs. Higher, leveis . of ‘education for
everyone  would probably mean higher levels of production
{and income[ for evéryone, along with ihprOVed opportunities
for the populatlion in terms of couﬁetitivepess in the labour
markets, and perhaps more political pressure for social jus-
tice, Edﬁcation, however, as the urban~-rural dichotomy and
the strong \differences in productivity within and between
the productive sector remains agé an important variable ex-
plaining the high levels of concentration observed at the

national level.

D. >The Spatial Level

Cne last 'factor vhich we consider to be important in
explaining personal income distribution at thgﬂé??&onal lev-
el, and for which we have obtained data, is the "location™
of economic activities, The 1977 survey presents data of
income distribution di;ided into 9 categories, three of then

o~

corresponding to the three largest cities in' the country:
Mexico City, Guadalajara and Hontergey. The other six cat-
egories group the municipalities according +to the number of
inhabitants, f'ror less than 2,500 to more than 500,000 (ex-
cluding the three citieé mentioned) . Oonce again, as we saw

in the analysis of the other levels, the locatign factor

provides us with a definite relationshibd of income uith\§é-

-3

N o
P ——
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spect to the size of the municipality. Mean incomé of the
househéld increases fron $1,460 monéhly pesos for group 1
(hunicipalities‘ﬁith iesé than 2,500 inhablitants), to $5506
wonthly pesos for group & (municipalities with more than‘
SO0,00Q inkabitants), The inconme is even higher for Monter-
rey (the industrial capital of the country and richest city
with $8,052.00), Guadalajara ($€,747.50) and Mexico City
($7,824.50) (see tables 3,18 and 3.19).

This contrast in wmean incomes explains the stropg in-
centiﬁes that éxisp to migraté frem the smaller municipali-
ties to the. larger ones,r'while at the same time providin®
anather explanatiqn of thé)concentration of income at the
naticnal level. While 50.26% of the Mexican population
lives in hundreds of municipalities with less than 100,000.
inhabitants, 20.81% lives in the wetropclitan area of Mexico
City, 3u60% in Guadalajara and 2.8€% in' Mcnterrey. This‘
distribution of popﬁlation responds to economic opportuni=-
ties offered by:the cities vhere the new jobs created by the
industrialization process exist, and where the iﬁdustnial
plants are built to supply the existent demand; the result
has beenr a process of activity concentration created by this
vicious circle. This process has given rise to the strong
spatial contrasts in terms of income at the national level.

Two characteristics are noted in analysing the incomé
distribution at the spatial level. First, the level of in-

come concentration decreases with the number of inhabitants
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TABLZ 3.18 INCOMF DPTSTRIBUTION IN MEXICO: THE SPATIAL LEVEL = 1977

1 2 3 u 5
GINT .5570 .5189 .5013 L8566 428§
DECILES PTECINT OF T =
I 0.01 1.604 1.14 1.72 1.52
TI . 0.02 2,02 2.35 3.06 3,30
ITI 1,52 3.30 3.47 4,14 4,52
Iy 5,2 4,27 4,62 5. 19 5.66
v £.71° 5. 38 5. 88 £.32 6.83
' 8.1¢ 6,72 7.34 .fvzgz 8.15
o VII 9, B8 8,46 9,1¢€ © 9,25 . 9,77
VIIT 12,33 v 1C,97 11.72 11.55 . 11.99
IX 1€, €2 15,47 16,13 15,55 15.73 .
T X 39,49 41, 37 38,19 35.€0 32,53
HOUSFHC LDS 13733¢ 1248 €37 42007309 1151716 - 883315.
(%) {1.24) {11.23) {37.79) (10. 36) ° (7.95)
¥FAN -TYC, 146 0.50C 2024.C0 " 2548,83 5568, 83 6472.67
POPULAT ION
PTECENTTLTS* UFPZP LIVEL TIKCOMT (PESO3)
10 R - et .72 474,31 1436,59" 1733.05
20 ' - €23.54 778.1€ 2092.99 2617, 41
30 593,40 823,47 1379.15% 2698,47 3381.07
4o 813.€2 "1048.97 1398, 04 3321.86 4137.84
50 1000.66 1313.62 1756, 10 4010, 51 4355,05
£0 1209.0¢C 1642, 1€ 2185, 32 4843, 74 5909,63
7% 1477,87° 2085, 64 2746, 89 5933, 04 7123.89
BO 1877.99 2774 .95 3592.17 7583.81 BI40.66
. 90 2741.4Q u227,18 "5300,13 10945,82 12490, 55
9% 3884.29 €204.53 7520.72 15336, 05 16943,73

r
L3

*Uoper level inceme for percen-age of population indicated.-

~
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INCOME LISTEIBUTION IN MEXICC: THE SPATIAL LEVEL - 1977
{COXT'D)

Yand nryY, GUR. . )

1. C.

18625.83

22€99.71

. 3960 .5077 JHUES UEE2
PERCINT QF INCOME
e
1.93 . 1.92 1.73 1.95
37 2,94 3.3€ 3.38
4,€ ' 3.73 4,39 4,23
, 5.95 4,52 - 5.37 5,08
7.27 5.42 642 6. 00
8.73 €£.52 7.€3 7.12
10,42 7.99 9.18 - B. 58
12, €0 10. 20 11.37 10, 74
16,05 14,39 15.26 * 14,71
29.C1 42.37 35.29 38.21
. ~
528978 318187 332982 2313253 :
(8,76) (20.81) L32.00 ~(2.86)
5506.83 8052.33 67647250 7824, 50
-
. UPPER LEVEL INCOMT (PFROS)
153¢.03 2367.80 ' 1980,96 2490. 86
230€. 38 3136.€5 2784,20 3281.13
3039,83" 3863.05 3484,93 3993.30
3780. 31 464€., 91 4197, 86 4742,12
US6€. 06 5566 .82 4992,12 563,59
5449.92 £6735.50 5951.79 €677, 85
6526,77 8372.85 7228.32 8154, 65
8018, 52 11042, 71 9191, 14 10509. 54
10722.59 17020.05 13254, 19 15616, 92
138€5., B¢ 25614, €1

*lipper level income for percentage of po}ulation'indicated.

Tte spatial groupings ace defined as follows: 1) municipalities

wi+h less +than 2,501 inhabitants; 2)

nunicipali+ies with 2,501 to

19,090 inhabitants; .3) municipalities with 10,001 to 100,000 inhab~-

itants;

)

municipalities with 120,CC1 to 250,000 inhabitants; 5)

mu-=

nicipalities with 250,001 +o 500,000 inhabi+ants; €) municipalities
with more than 50C,000 inhabitants, excluding the metropolitan areas

0f Mcn*errey,

Guadalajara and Mexice City; MTY., GUA,, and M.C.-are

*te metrorolitan areas of Monterrey, Guadalajara and Mexico City,

respectively,

»
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for the six groups. Thé Ginl values decrease from .5570 for
the first group to .3960 for the sixth, while the three met-
ropolitan areas have Gini values of 4662, .4468 and .5077
for Hexlco City, Guadalajara and Honterrey, respectively,
The mig;ation towvards these'citie§\\has created huge "misery
beltsn afound then; .yet as we see ih section 3.4, the misery:

- of this group‘_of-hexicans is by no means conparable to the
really poor located in the first three of the six groups

presented by mun1c1pa11ty size.

C

3.3.5 Suamary of Conclusions of Imcome Distribution in

A summary of what we consider to be the most important
conclusions ‘reached in the analkysis of the distributive
problem of Mexico is presented below. It ‘is neaessary to
emphasize that all the conclusions regarding .the analysis of
Mexican income distribution should be tak?n only as an ap-
proximation, due to the probleds found during the evaluation
of the data, namely, a strict lack of comparability;betueen
the infprmatlon,of the various sources.

The most impoftant conclusions reached are as fcllows:

a) We found that there is no clear tendency tovards a change
in the leve corncentration of .income in Mexico dur-
qing the years' 1950 and 1977, when measured through the
coefficzent of Gini. However,,we uitness an increase

in the difference of average income between the richer

LR . s
. .
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and the poorer families durin§ the 1950 to 1977 peri-
oh: the average income of the richest quintile of pop-
ulatioﬁ_in 1950 was 11 Eimes greater than the average

. income of the poorest quintile. The ratio m'had in-
creased to 20 for the year 1977;

b) The income share of the poorest QO% of the population.has
decreased from 13,20% to 9.92%; at the same time, the
richest’ 5 percentiles of the population decreased
‘éhéir share from 34,008 to 27.6u4%. The gains wvent to
the hands of the group composed of the 41-95 percen-
tiles of popuiationy i.e., the growing "mihdle classn
of.Hexican society. The industrialization process in=-
corporatedvand expandé& the middle class, which in-
creased its share in the national ~income. Another
reasor for the decrease in the national éhare of the
upper five pércentiles is also due to the wide inter=
sectofal dispersion of income per deciles (see tables
3.12 and 3.13);

- ¢) The concentration of income is greater in the urban than

in the rural area for the 1958 to 1970.period, while

for 1975';é_pbserve the .same deqree of coLcentration.

There is, however, an %ncreasing difference betvween

the income per capita of the urban and rural areas,

from 2.09 to 2.59 times during the ;1958 to 197') peri-

od;
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d) There have been stroﬁg changes in the coiposition of the
sectoral struéture dﬁring ‘the 1963 to 1975 period,

vhen measured throdqh the number of heads of families
erployed in the various sectors. ' The degree of con-
centration of income is the highest for the agricul-

tural sector, followed by'the comaerce, sServices and

industrial sectors, with an increasing. level of con=-.

. centration inrthe agricultural sector, While the lev-
el of conqentraiién within each sector is high (vith
an income share of ugg or more for the richest quin=~
tile of population in any sector), the péan income.of

."the:kgads of the family working in industry,‘commerce,

‘services and transport and. communication are double
the mean income of the ones in agriculture, This il-
lustrates a strong difference %n income ?etueen and
famong the sectors of economic activity,

e) There is an incredible- disproportfbn of educational lev-
els among the Hexican‘ populat:lorr“::.,_r Income concentra-
tion decreabes uhen the educat1§nél§ level increases,

, measured thraugh the number of years of schooling. Ke

”flnd as uell that the nean income per capita lncreases

greatly at hlgher levels 0of education, Tre mean in=~.

éome is 6.3 times higher fqr‘the'\;ast group (13 or
more years of educationf‘ than for the first group (no

education at all); and
. ¥

. -



f) The distributiom of ‘population in Mexico is such that in

L]
3.8 AN ATIEMPT IO IDENTIFY THE POOR
In the previous section vwe discussed the degrees of.
concentration of income at.the national level, and-ue'of-

209

the three largest cities of the country (Mexico City,

Guadalajara and Monterrey), 25% of the pOpulaﬁion re=-

sides, while-SOS lives in municipalities of less than

100,000 inhabitants, We observe that inconme pef cap=-
ita increases strdﬁgly vhen a person is living in a
larger municipality; at'the same time the level of in-
.come.conéentrdtion decreéses with the nuiber'of inkab-
itants of the municipality,: qith-fhe exception of.the
case of the-three_mentioned metropolitan areas. There
is a large difference between income received by a

Mexican residing in a small municipality and.a Mexican

living in a larger one; an obvious explanation for the

amount of internal migration in the country.

fered, as well, some possible explanations by analysing the

income distribution data at other levels. This analysis has

helped us ¢to identify the population groups that have not

benefited from the economic growth of the couﬁtry. We were

able to find the existing distance ‘'between the rich and the

poor living in the urban and rural areas, working in defined

-
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sectors of economic activity, vwith given levels of education

and located in certain sizes of municipalities. Our purpose
novw ie to identify the characteristics of the poorest asen-
bers of the society, based on the sane socioeconomic charac-

-

teristics mentioned earlier. -

3.6.1 pefipitioun of Roverty

Several concepts of peverty have been used in different
studies innnexico. Hernan&ez and Cordova (1979}, for exam?
ple, define poverty as the pegcentage of fagilies with in-
come below the average income, which helps in carrying out

intertemporal comparisons, avoiding the ‘problem of different

inflation indices for different income groups acccrdind to

their consumption patterns; Kalifa (1977) on the other hand,
 using data only for 1963, defines poverty in absoclute teras
as that group of people with lesgflhan $1,000 pesos (of
19€3); and Vera ‘(1979) cpnsiders the poor to be the group of
people within .the first 25% of the population in the Lorenz
Curve,

Because we are using intertemporal income data, as op-

posed to inforpation regarding basic physical needs (e.g.

nutrition, éhelter, health) or basic cultural needs (e.g.

education, -leisure and recreation, security), and consider-

ing the rdifiiCulty of defining poverty in absoclute terams

(e.g. $2,000 monthly pesos per family) due to the_inflation '

tue

w -

g
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factor, ve have opted to include in the group of poor-all
those families_(househéld§"in 1977) with income less than
"that cf the 40th percentile. |
Tﬁis share of the population respomds to the analysis
performed at the nqtional level in section 3.3.2, where we
found that +the first G40% of the population in 'the Lorenz
.Curve did lose ‘their share during the 1950-1977 period.
Even when the first two deciles 1lost their share Af income,
and the third and fourth maintained their share, £he group'
as a whole was the only oﬁe (except for the richest 5%),
.that lost participation in the distribution of income over:
'time: our purpose now is to identify the sociocecoRonic
,characﬁeris;ics of tﬁis group and determine, if possible, a.’
trend among its sub~groups. This identiﬁicatiqg, even when
suggested previously, provides a useful tool for policy for-

melaticon, determination of “target groups", overall redis-

tribution strategies and socioeconomic.policies.,

3.4.2 poverty Groupg jn Nexico

In order to offer a breakéoun 6f the poorest groups,
and given the definition of poverty opted for, we determine
first the upper level income of the 40% poorest members of
'the society for each of the years'studied. These values, in
current prices, are presented for the yeérs selected in ta~-

ble 3.20,‘where‘the-uppen level income defining the national
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poverty groups ranges from $162.39 monthly pesos (per fami-
1y) in 1950 to $2,317.42 pésos (per household) in 1977. The
table includes data f&f 1950 and 1956, even though a break-
down of tﬁese grqﬁps is not offered for these years due to a
lack of information. The upper level income of monthly pe=~
sos is used.edch year to determine the nuaber ‘of families
within'the.incone distribution of each socioeconomic charac-
teristic, and with this their relative weight in the total
population, The poverty groups are first studied for the
urban-rural areas, then for the sectors of economic activi-
+y, and finally for ;he levels of education and upom consid-

\
eration of their location.

. L

A. The Urban-Fural Level

In 1958 U40% of Mexican  families hal a monthly inconme
under $435.00 pesos; out of these 2,236,168 families (72.9%)
were in the rural area while the remainder, (ZTQP%j vere
living in the urban arégﬂ The percentage of poor r%ving in
tfe‘rural area decreased to 66,5% for the yéar‘1975, follow-

-

ing a trend first towards lower ;participation in 1963 of
6313% and 61.7%4 in 1968, and then in¢reasing %o the level
menficned for 1975 (see table 3.21). 'ggt of the urban-ruéﬁl
\dichptomy, the opposite is observed for the urban area. Ta~-
ble 3.21 shows as well similar trends for fhe percentage of
the populaticn uithi? the urban-rural areas, with incomerun-
de:.the income limit of each year. The difference between

these values and the share of the total is given by the
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285,79
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1002.06
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687€.25
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1963

222.9M
315.41
421,45
546,42

700, 00
900, 33
1185. 91
1659, 11
2746.5u
43717. 11

1977

673, 30
1157.97
1703, 53
2317.42

3026, 12
3383, 33
5001, 85
6667.59

' 9997,79

14219,.78

and "Naticnal Inccme Limi+" defining the
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.changes inlthe relative ueiéhts of the areas due to internal
migration.-
wko are these poverty groups? In the rural area they
represent the ntraditional sector", formed by ; great major-
ity of landless peasants and small landholders; vhile in the
orban area it is formed by people from the ninformal Sec=
torn, mwmainly unemployed, or workers with very low=paying
jobs, = We can say. that sone of‘the poor in the urﬁan_area
have just arrived from the rural area, .and it will be siae
time before they begin {o profit from the better oppoftuni-

ties cffered to them in the cities, We will study this so-

cipecononic process in the next chapter.,

B. The Sectoral Level

While wve found that most of the poor live in the rural
area, it is no surprise to.find that mos* of them work in
the agricultural sector. Table 3.22 shows that 60.0% of the
families working %n the sector in 1963 and 70.7% in 1975 re-
ceived an income under $546.62 and $1,386,.49 pesos, respec-
+ively. Their relative participation in tlre total,increasgd
slightly from 63.1 to 63.“#1 The rest of the sectors showed
some changes in terms of their participation in the total;
commerce, industry and transpbft and communication displayed
an increase in *heir participation, while construction gnd
servicgs {including governsent in 1975} decreased their

’

share.
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TABLE 3.22 POVEETY GPCUDPS IN MEXNICO: THE STCTORAL LEVEL
(LG% OF PORULATION HITH.LOQEFT INCONE)

]

1963 R 1975%
TCTAL NO. ) - _
.OF PRMILIZS A 2031856 o - 4033570"
sgcTors . ' -
AGFICULTURE** 67,0 C 70,7
(» of “otal) (63.1) : (63.4)
TypUITEY - 18.7, & .o 19.7
(% _of .total) {7.4) _ {(11.9) -
SCNSTRUCTION . 45,8 To24,2) g
CCMMFRCE . 28.7 - 31.€
(¥ of tovwal) . i (7.8) (8. Q)
SFRYICFS . 27,7 i 22.2
(x cf *otal) {15.4) ( (9.8)
~EANSP. AND COMMUN, 14,6 . 23.0 .
(¥ of to*tal) R {1.0) (3.3)
CGAVIRNEINT ' ot - B 10.0
(¥ of total) = (1.2)
INCOME LIMIT . SUG, U2 1384,49
{pecos)

¥ PlLe dis-ribution of families dees not include "unsufficiently
specified", with 0,3% and "unemployed", wirh 11,27,
% Porcentage of population within each sectoral income discribu-
tion with an income less than +=he "Naticnal Income Limit",

P
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Among these sécto:é, industry and services are the ones

with the more notable chang?s; industryaiﬁcreased itﬁfshare
from 7.4 to 11,5%, while éervices decreased its share fron
15.4 to 11.0% (iacluding the 1,2% of government) . A'possi-

ble expiénation for 'the'industriaL sector is that its par-

ticipation in the general economy increased, and with it its

ﬂﬁ?re. Ihis may be the explanation, considering that the
share of families with income under the naticnal income lim-
it inéreaséd'only'slightly from 18.7 to 19,7%.

' These ‘data show that{the poorest families in the coun-
+ry have as their heads persons working in the agricultural
secto::(63.ui‘in 1975) , while the rest are._ working in the

industrial sector (11.5%), commerce (8.0%) or services

-\‘ ‘ L T
(11.0%) . We menticned earlier who the poor are in the rural

afea; now we find thenm placed.in the agricultural sector.

The pror in the urban area are now placed in the industrial,
commerce and services sectors, where most of +hea work in

{
the infermal sector, . receive less income than the minimum

. wage, are ﬁon-unionigfgl and are employed }y firms using low

amounts of capital,

C. The Pducationmal Level | .

If we weré able. to clearly placé the poor groups of
Mexico in terms of the urban~rural dichotomy and the sectors
of the economy where the head of the family works, the level
of education is without any doubt a striking characteristic

of the poor, Poverty is concentfated in. 1975, with 97.7%,

T
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in the families whose head had six or less years of school-

ing. 50.3% of the poor had no education at all, while 29.5%

and 17.9% had betwveen 1 and 3 Years of schcoling, and be-

tween 4 and € years, respectively. The,result is practical~-

ly the same using the infbrmétion ‘of 1977 (see table 3.23),

®hile these numbers reveal the strong relationship between
goverty'and educatio;;rf%he values showing the perceﬁtagé of
f?opulation within each group with income lower than the na~-
tional income limit Show an even stronger vrelationship:
while only 2.8% of the families vhose head had bét;een 10
and 12 years of schcoling vere below the poverty line, 65.0,
44,1, 26.4 énd 9.6% were in the same situaticn ﬁhen the edu-
cation of tﬁe head of the family wvas 0, 1 to 3, 4 to 6, and

6 to 9 years of schooling, respectively. Again, uhén 1977

~data are used the results are practically the sane.

Ds The Spatial Lével

Table 3.24, showing the location of the poor in Mexico
‘by municipality size, as well as including the three la:gest
netroﬁolitan areas, presenis tvo clear characteriséics:
first, tie smaller the municipality, the greater the chance
that a household is under the poverty lime; second, ﬁhe poor
people of the country are not living in the "misery belts™
of the three largest metropolitan areas. These remarks are
. in ac&ordance witﬂ the identification of the poor in the ur-

ban-rural areas.
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TABLE 3.23 EQVERTY GROUPS IN MEXICO: THE EDNCATICNAL LEVEL
"~ (40% OF POPULATION WITH LOWEST INCOME)

1975 — R ' 1577
FAMILIES 4,083,570 - FAMTLIES ' . . 4,446,056
YEAFS* . . YEAE 5% :
Ox % 85,0 ' kK 65.1
(% of total) = (50.3) ’ (. of total) © o (45.1)
1 -3 4y, 1 : 1-5 45, 1
(% of total)  (29.5) o (% of total) (45.1)
-6 26,0 6 N 17.0
(% of total) {(17.9) (7 ¢f total) (6.5)
7 -9 | 9, €. 7~8 . 12,7
(% of total) (1. 8) (% of total) {1.0)
. 10-12 z.8 ° 5 €e
(% of to*al) {(C.2) {7 of total) B () I B
A3-0R MOKE . 2.9 10-12 . .0.6
(2 of totalj . (0.3) (% of total) - o (0.4)
INCOKT LINIT 1384.49 13-0P FMore - 10,84
: ) . (% of total) (1.2)

INCOHFE LIMIT 2317,42

* Number of years of schooling of head of family
*¥* Number of years cf schcoling of head »f household
***%* Percentage of population within each income dis=ribution with
ah income less, than the "Naticnal Income limizv®,
Note: The distribution of the total does no* include "insufficiently

specified", with' 0.9 ‘and 0.8% for 1975 and 1977, respectively.
B > .
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ABLE 3.24 POVIETY GROUPS- IF MEXICG: THE SPRTIAL L3VEL

"F
(40% OF POPULATION WITH LOWEST INCOME)

1977
NG.OF FAMILIES © W,LY4E,056 ‘ ‘ ' _ (
1* ' 85'0 ‘
(» cf to+al) . (2.6}
2 - . 71.9 .
(% of =c-al) : (20.2). .
3 ' £2.4
(% of 2c*al) (59. 1)
y ' 23,7
{% of tcxal) (6.2)
5 N . 1€.€
(4 cf teoral) {3.3)
. ¢ ‘ 20,0
{# of tOta}) : (2.4)
MONTEFTTY 9.5
% of +otal) (C.7)
GUADALAJREA . 15,3 .
%“ of total) : (1. 1) ‘
~ MEYTCC CITY ‘ B.U . E !
(% _of total) -. {4, ‘
TNCOMT LIMIT . ' 2317.42

The spatial greupings are defined as follows: 1) municipalities
with less‘than 2,501 .intabitants; 2) municipalities wi*h 2,501 to
10,000 inlabitants; 3) mumnicipalities witk 10,00% %5 100,000 inhab=-

ivan<cs; U mun1c1pdllbles wi<h 120,001 ¢ 250,000 inhabitants; 5) mu-

nicipalities with 250,001 to 500, OCO 1nP3b1+ants. ¢} municipali+ies
with more than 500, 000 inhabitants, excluding fhe metropolitan areas
of Menterrey, Guadalaja;a and Mexice City.

* Percentagc of population.within each income distribution with
income less than the "Naticnal Income Limit™,

9 o et mnn = e
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The percentage of families belov the poverty line de-

creases from 85.0% to 20,0% from the first to the sixth

group of aunicipalities, while only 9.5, 15.3 and 8.4% of
the households - of Monterrey, Guadalajara and Mexico City,
.respectively, ' are in the same situation; This means‘that
the poor of the big cit;es are not the poorest of the coun=
try; In fact, 89.,9% of the poor live in municipalities with
less than 100,000 inhabitants, while in the 'three laréér
metropolitan areaé of the country (possessin§ 25% of the na-
‘t;cnal population), only 6.2% of the poor reside. fhis lo-
cation of the poor is merely a reflection of thg type of ec-
oﬁomic strategy followed in the last decades at the national
level: wmost of the economic activity and growth has‘been

carried out in very few economic centres,

.

3.4.3 f'§nnze:1 of Conglusions

L

Based upon the statistical information about income

distribution presented at different levels, we were able to

identify the poorest groups of Mexican sociéty.- Their so=
cioecononic charﬁéieris:iéé, a19ng with their location coulq
prove valuable assets for policy‘formulation‘in the country.
Ve yave used asltHe definition of poverty théf group of peo=-
ple, at the national'level, vithin the first 40% of popela~-
tion represented by the Lorenz Curve, i.e.; the poorest 40%
of national families. Among the chara€teristics of these

qroups we find:

i ke b et
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ay the overwhelming majority of the poor of the country
(more tham 70%), live in the rural area, i.e., in 1o-
calitlies under 2,500 inhaﬁitants. Ve observe as ;;11
that there has been a slight increase inm the propor-

t;on of the poor in the rural area since 1958;

b) most of the heads of the poorer Mexican farilies, vere
working in thke agricultural sector (63.1% in 1963),
with a slight increase in participaticn to 63.4% in
.1975.‘ For this>year the rest of the poor vere fami-
lies whose heads vorked in the industrial sector
{(11.5%) , services (11.0%), or comnerce'(al;:

C) AlmosSt all the poor -families (95%) ha§ as their head a

| person with Six years or less of sphooling; Among
| them, 50% had no educatfbn.at all, 30% had between 1
and 3 years of schooling, and 18% had between & and 6

years of schooling; . |

d) there is a close relationshlp between the size of the mu-~

nicipality and the percentaqe of\poor below the pover-
ty line:. the smaller the municipality siZe, thg great-
er " the percentage of pépuiation iiving beneath the
poverty line, In fact, the concentration oﬁ the poor
‘ 'is such that 90% of them live in municipalities with a
size of umder 100,000 inhabitants. On the otﬁer hand,
while in-fhe threé largest metropolitan areas of the
ccuntry, Mexico City, Guadalajara and Honteérey, 25%
of the,national population resides, the pércentage of

poor living in thea is only 6,2%;
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e) overall, the majority of the poor of the country live in
the rural area, and in particular in municipalities of

less than 100,000 inhabj ahts, vork in the qgricul;ur—

al sector, and have vé}y little education or none at

all, = These characteristics provide us with solid ar-
guments:for . proposing strategies and policies of in-

come redistribution for Mexico.
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- FOOTNOTES

1. See for example CENIET (1979); Kalifa (1977), chapter 3;
“or SPP (1979a).



IV

INCOME DISTRIBUTION AND ECONONIC GROWTH IH
BEXICO

~

In the previous chapter, the digtribution of income in
Mexico between 1950 and 1977 was 1n§estigated. thereby iden-
tif&ing the areas, ecomnomic sectors; and types of munic}pal_
ities in the country where higher levels of concentration
exi’St. The results obtained illustrate that the econosic .
pfocess has done 1little to solve the - needs of tﬁe "have-
nots", while the "haves"™ have benefited_from inprovedrliving
cénditions. This situation has created such strong aiffer-
‘ences between sonme pbpuléti;n groups. in botk economic and.
generél life-style termﬁ, that 1t is difficult to lmagine a
nation possessing these contrasts. " . ‘

Kith this in mind.- the purpose qflphe present chapter
is to attempt to intégrate the results of the analysis of
the incone distribdéion data -p?esented *o the theoretical
framework proposeﬁ inﬁchapter one, In order to achieve this
~goal, th; set of variab1e§ and their interneia;}onships,
_given as a possible explanation of income Qistribution in
@gveloping countries, are presented within the Mexican con-
text, ‘inteqrating them with the’oﬁéerved inéome distribu~-

tiéns. The first part of this chapter presents an hxstori’

cal perspectlve of the dlstrlbutive' problem in Mexico up to

- 225 -
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the fear 1940, This includes an analysis of these econonic
variables.for vhichk we have data and uhich are qonsidered
important within the theoretical framework proposed. We
take 1940 as the year which marks the beginning of a new ec-
.oncmic and social strategy in Mexico, and which is charac-
terized by a very high rate of growth of econonmic activiti.
We could, furthermore, consider the entire reriod from 1936
to 1945 as the turning point in Mexican economic grouth.\
The second part of the chapter covers the 1941 to 1980
pericd, profiting from the statistics on incone‘distribution
‘vavailable since 1950. The understanding of the process of
economic growth that has generated the observed income dis-
tribution is an~important aim, in order to propose a working
- hypothesis that could aid in supporting various income re-
distribution stratedies proposed for the near future. An
analysis of the agricultural, industrial and s%rv1ces sec~
tors is given, relating income distribution, +hehproductive
level.of concentration and the employment generation. An
explanation of the role of the government and the demograph=-
ic dynamics is offered as well,.? in an attempt to round of*
the theoretical framework suggested, Irn +the third part of
the " chapter we supmarize the results that. the econonic
grewth has brpught about in teras of income distribution,,
marginality, ldhour oocupation, capital distribution and re-

-

qicnal growth,

o

-
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8,1 53]12%! IHCONE DISTRIBUTION AWD ECOWOMIC GROWIH: THE

Tﬁe modern process of economic growth beginning in 1940
has been characterized by an eéoﬁouic strategy that has néi-
ther cffered nor provided économic justice for every Mexi-
éan. While this process is relatively new, its roots can be
traced back to at least the first decades of the last centu-
ry. Indeed, the economic, social, cultural and political

elements of wmodern Mexico clearly reflect the heritage of

the past.

8.1.1 Independent Hexico (1810-1910)
—

Trhe year 1810 marks the beginning of *he period of in-
dependent Mexico, which witnessed the‘end of 5lmost three
centuries of Spaaish rule,. This period las@ag for one hun-
dred yezrs, with three very well-defined sub=-peripds: a) the
1810 tc ‘1821 period of Igdependence Wars, whi h finally'
brought Mexico its status of independenée; b) the 1821 to
1576 periodiof Independent Mexico, characterized hy politi-
cal 1nstab111ty and general economic stagnation, Hhere dif=-
ferent groups, 1deolog1es "and countries trled to 1impose’
their own interests; and ¢) the 1876 to 1910 Porfirian Péri-‘

od (after dictator Porfirio Diaz, who ruled Mexico through-

out thls period), where the nation finally initiated a slow
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but sustaine& growth, through political stability, an im-
proved trﬁnsportation system 1ntegrating‘the econonmy, and
foréign investment attracted by the growing market, the ex-
isting resources and the Poffirian-establishéd peace,
Throughout ths century of idependent Mexico, .the‘nix-
ture of indian and white blood: and thus the creation of a
nev race, continued; the recognition of Hexigo]aé a new and
autonomous state was granted by the European povers of the
time ‘and the United States, and the creation of a new na-
tionalistic identity for the: Mexican population was born.
At the Ysame time, several institutions éhangedlor lost their
comparative :meo::é‘.amce,~ while others remained unaffectéd by
the 100 years of relative turmoil of a new-borm state, Nev-
ertheless, there is én institution, perhaps the most closely
related to the general social organization of a country in
this state 6f develobneﬁt, that was not characterized by any
drastic change throughout the period} the land tenure or
aqrarian system.
¥cCutchen (1971), studying the 1and/systeus of Mexico
from the colonial times to 1920, argues thaf\even at .the end
of this period, in a large part of the countfy, the 1anﬁ vas
held much as it vas iﬁ Spain before the discovery of the New
World - in that age when in western Europe,thelfeudal systen
of land tenure still survived in® spite of the decay of feu-

dalism as a recognized institution. In other parts of Mexico

(the more distinctly Indian districts), the customs govern-

-
.

\
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ing the possession of land belonged to about the.sane period
chronologically; but corresponded-tb that stage of aborigi-
nal culture that was found in " Mexico upon the advent of phe
vhite race.

In other vords, for four centuries the approﬁfiation
and use of the land in Mexico was a coexistence of a new
. mode of production brought by the Spaniards and the one al-
ready existent, Needless to say, the distribution in terﬁs
of guantity and quhlit} was heavily 1lopsided towards tﬂe
victorious conquetor (conquistador).-' At the beginning of
this period there were a few Enconiéndas, large estates giv-
‘en to an"enéomendero (literally "eﬁtrus;ed cne"), and con~
sisting of groups of villages where the Indians coitinued to-
hold their lands in common.,  The purpose of the Fncomendero
vas to Administrate Crovwn land, --exploit its.wealth .and
sﬁread the Christian faith among the inhabitants, By the
year 1810 tlere were almost 5,000 large holdinqs (1. This
number includes: 3,7u9 haciendas (large $ettlements practi-
éally self-sufficient, with less than one hundred to more
“han a thousaﬁd people,. whose owner vas a cpnquistador or
qo&ernmént official of Spanish origin), and-1,19§ large cat=-
tle ranches (esténciaS). " In both cases the Indians Isaw
their‘social status changed from owners of conmuhal lands to
sérfs bound to the land-holder, upon whose property they

lived.,
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The 1810 +to 1821 period of Independence Wars brought
about a change in ownership of the haciendas and cattle
ranches from the Spaniards to the native-borm Mexicans, but

did not bring about corresponding changes in the system of

productioen. The Mexican hacendados did not vant to reform

the existing structure of production and ownership of the
land. Some of them, however, the Liberals, wanted to dis-
+ribute thke landholdings of the churchk, considered to be not

only extensive but_practically uaproductive. Prom 1857 to

1859 a process of nationalization of church property was_

carried oﬁé, creating political instability and internal
war, This process, however, was continued throughout the

Porfirian years, the‘ ‘land being sold to large foreign and

national companies, or the successful Mexican hacendados.:

By the year 1910 there wvere as many as 8,245 haciendas scat-
tered all over the countryé%! |

Puring the colonial tiﬁes soldiers or public officiais
vere generally paid with relﬁtively small lﬁndhcldings, and,
vith time, became colonizers. Tﬁese farmers were the'poor
vhites, working with their hands‘ and creating as many as
‘6,700 ranches by thq year 1810, During the first century of
independent Mexico the iméortance.of the ranches grew as a
neans of coleonization iﬁ the northern part of the couantry.
By 1910 theré were 48,000 ranches spread throughout the

. LS
country.
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It 15 estimated that by the year 1910 there Qére 11.6
million people living in the rural area of Mexico, fepre-.
senting 77% of thé nétional population. At;the same time,
there .Here approximatel} 2.3 mi%lion heads of Fanily of
which less than 57,000 were property holders (Z.R%i. The
remaining heads of family were people living in the pueblos

(touhs) of Indians working "communal® 1anﬁ (now under d4dif-
ferent names), or were merely working on ‘the haciendas as
peons (where the head of the family and his descendents were
born apd would probably spehd their entire 1lives) serﬁing
the hacendado, These nﬁmbers'give us an idea as‘to the kind
of society existing only a few decades ago in rural Mexico,
wheré most of the populati&n had ny; means of living _and a.
;ery fev were controlling everything, fronm lanﬁ to'iﬁe”pér;
sonal lives of their "workers”.

The ecoromic activities carried out in tke country
started to grow steadily by 1890, when foreign investment
was attfacted by a strong policy of development of comndnif
cations, agd the relative peace creatgd during the Porfirian
period. .Between 1895 (the first"yegr for which statistics
on sectoral production exist) and 1910, tke manufacxuring:
industry grew at u4.9%, construction at €.3%, electricity at
18.7% and mining at 5.9%, Hhiie,aqricultﬁre grew at 4,4% and
caétle-raiéing _at 1.2%. The total rate of growth of the
period was 4,0% (2). Even vwhen the manufacturing industry

was in an incipient state, by the year 1895 it represented
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14% of the GDP and by 1§10 16%., 'The total participation of
the secondary .sector:knA the ‘pericd grev from 21 to 26X,
- while ﬁhe tert%ary wvas constant and the primary sector de-
creased from 81 to 36% in 1910, | '

In other words, vhile 77% of the‘ national population
was in the rural area, toﬁal production there ﬁas not only
relatively énall but decreasing. Mcreover, 1€ we add the
conditions of land ownership explained above, ve can sujgest
that income distribution in 1910 was more ccncentrated than
‘1t vas for any of the eight years analysed in the previous
ch;pter, covering the period 1950 to 1977. This suggestion
is based on tﬁe fact thét 77% of the population particip&ted
in the generation' of 36% of the GDP and 97% of the people
(75$-of the national.total) had practically no ccntrol over
‘the méans of production, and were livihg under extreme con=

di+ions of poverty.

3.1.2  Pevolutjiopary Hexico (1910-1980)

'

~during the time span of 1910 to 1940 ve find some

strong changes 1in the socioeconﬁmic structures o: uexiqo.
In the decade from ‘1911 to 1920 the Eonntry ;itnessed a Rev=-
olution that halted the growth that the economy had observed
since 1890, but at the same time offered freedom to millions

of Mexicans who vere serving ' the hacendados, ' and started a

o 232
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distribﬁtioh of land that until now had been concentrated in:

a mere few thousand hands. - This bloody fight, where over

one million ueiigans died, vas the setting for a nevw type of

life in the country,. especially in the rupal area where thé

najSEity of the population lived. ’ '

—

The Revolution created a lébour‘ market that had been

nonexistent because of the need of the hacendddos to dis-

‘courage any kind of vertical or horizontal mobility of the

peons; at the same time millions of the peons profited froij

the agrarian reform initiated during the first years of the
ReVolutionary_périod, through the direct: exploitation of
land that they themselves had ‘beenuwofking‘for.generations.
The income of these Mexicans grew, .opening new markets for
the still small.ménﬁfacthring iﬁdustry. However, duriﬁg

these early years of the Revolution the K economic activity

decreased in most of the sectors. The statistical informa-

tion for 1921, the first YeiF of data after 1910, shouvs a

reduction in xthe gross domestic preduct in real terms as

compared with 1910, Agticulture, cattle raising and mining
are the sectors‘ with stronger reductions in production.

Nevertheless, from 1921 to 1940 the economy began to recov-

er, and .although growth was halted during the Depression

years, the structural changes initiated during 1910 were

¢

consolidated,

The structural, social and ecoﬁomic.changes that occur-

red in Mexico during the 1910 to 1940 period have been stud-

»

sdabpiadis,

i Ter ek mien
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ied Sy many-authgrs. anong‘thén -Solis (1970), Eeynolds
(1970), Singer (19?9) and Hanseh (1971) . They agree that
during this period §f rgvolutipn,‘fecovery and institutional
reform, there were many economic and social‘variahles uhi&h
changed, in such a way that upon’interacﬁibh; brought about
sustained _growth durihg the .following" foﬁr deéades

(1940~-1980) . Perhaps the single most important elenent\;hat

stronély helpea' to transform Llife in the country was \the .

disappearance of peonage, which brought personal freedom-to

miilicns of people. in the rural area. The possibility of

'.social; gebgraphical and occupational mobility and the sta-
'bility of a transformed éolitical system offered the ma jori«

.ty of the population the chance to participat%,more actively

in thé éconoﬁy, -resulting in an increased urbaan labour sup-
ply. In sum, the opening of a closed society, while étalle
ing the economic dynamigm of ﬂéxicd;. hrou&ht about instituo=-
tional changes that ptovided a framework for the econonmic
growth after 1940,

During the period 1910 to 1940, 1.6 million Mexicans

were reclpients of 1land distributed” by the government

through the agrarian reform (3). This process of.distribu-

tion of land, bequn in 1915, became more and more important

‘with time, in such a way that during the period 1935 to 1940

the number of recipients increased from .8 to 1.6 million.
The use of .uncultivated iand, among other.factors, increased

agricultural production to a rate of growth of almost 5% per
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'year during the period, making it one of the most dymamic

'

sectors of the econony, However, this rapid rate of growth

vas not the same for every household in the rural aiea. Rey~-
nolds (1970), after a detalled analysis of input productivis
ty and regional product;on of the agricultural, cattle-rais-
ing, (Forestry and fishery sectors, concludes that with an
unbalanced fashion of develoénent in the rural area, vhefe a
large though decllning subsistence sector remains (as in the

Mexlcan case), an increasing rural inequality pattern is

difficult to avoid. Thus, while by 1940  the 1.6 million

"aejidatarios" (recipients of landg) were cultivating 49% of
the totai cultivated land (4), ~the femaider of  those in the
rural area were still living .in the same conditipns bf.pov-
erty exlstent in 1910. As we see in the next secfion, these
"fortunate" ejldatarios improved their relative position
during this peried, but renaineq stagnant during the econom-
ic "miracle" of the following four deéades. Of course they
vere, and still are, in a better relative and absolute posi-’

tion than the less fortungie that Adid not receive land

'-througﬁ the agrarian reform and remained in the countryside.

In the urban areas, the Revolution started a process

that brought about urbanization through growing rural-urban

‘migration: increased demand for 1labour by developing the

secondary and-terﬁiary sectors, with lesser euphasis on the

manufacturing'industfy; and’ a third element that became a

,key factor within the political system of the new govern-
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ment: thé organizﬁtion of a laPour movement If the aqrariﬁn
reforn had stopped the social unrest.ig the rural .area, or-
ganized labour in unidﬁs, and these in turn in confedera-
~ tioms of workers, ’pro;ided an organized political movement

that brought political stability 'to'the urban area. In
fact, the new political party -govermment supéoréed- vas
formed by four grbups: the agrarian forces,. the union forc-
es, the military groups and the then small group of profes-
sionaIs; government vorkefs, and merchants. The new demo¢:
racy was heaviiy supported by the firét twvo forces.

This new democratic style.,"o;iginating in the 1920'52
has previded more than five decades of a very peculiar forsm
of government and .bolitical étability in the country. It
tas been flexible emough %o accept the strong structu:a1 
changes of a dyna‘lc society and ingenious enough to remove
ﬁhe military groups from the pa}ty-and the government. Up'
to phis.moment every single election of major impertance for
over 50 years has been won bylﬁhe same party formeé by the
égrarians, tke labourers and the."popular™ sector.

The role of government, within this political context,
has beem .very impoftant in promoting economi& growth. Sing=~-
er. (1969) has divided this role in two categories: as public
investor and as provider of assistancé to the private sec-
tor. This role began in the tueqties-aud has become an in-

herent form of participaticn of the government. While the

share of public investment has been increasingly important,
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the allocation of these resources has determined the style '
of ‘development that the country has witnessed., Public funds

have provided the communications that the econcny needed to.

become more integrated, the resources to provide educﬁtion
t6 an increasing population and the'supply of goods.that the
privﬁie secior could not produce;‘ At the sane time, the
‘government has provided assistance of many kinds (i.e. ex-
emption from taxation, subsidies) ‘to.priéaté eﬁgg;preneurs,
nationals and fgre;gners that‘pafticipate in the eﬁénomy.
';turriaga (1951), studying the ‘evoluntion of the struc-

+ure of ﬁhé_ Me xican social classes from*1895 to 1940, has

concluded that the process of evolution observed is the out~
come of three facfors; 1) the new land tenure system offered

by the Revolution; 2) the urban growth and 3) the continuous

industrialization of the country. The author, after defin-

ing three types of social c¢lasses according to occupation,

analyses the evolution'of the high, middle apd_lower‘class-_

es, A summary of his study is presented in table 4,1, show-
ing that the 45 years 6f‘the perioﬁ preceding the start of
the Hexican."miracle" set the pattern for.the social struc-
ture observed to date. .

A high rate of growth of the middle class is observed,
while the hiqh-cqncentration of the lowver ciass in the rural

- area ls remarked. By the year 1940 most of the population

was still éonsidered to be part of the lower class (83%i.1

with 73% of them living in the rural area. The composition

-
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of the lowér ciass (11.9 million) ir the rural'area-acéord-
ing to tﬁg océﬁpation of the head of the: €family is céncen—
trated in _ihe peons and agriculturﬁl vorkers wvwith 64,0%,
while the ejidatarids and the small iand-holders uére 26,4
and &4,2% respectively (5). If we add that of the 19.6 mil-
lion Mexicans in 1940, 15% were Indians (2.9 milliomn) dnd
‘were living in the rural aréa,'and.that~of these 1,2 million
daid hot sééak Spanish (c?mposing over 40 ﬁroupSg of abori-
gineé) (6), we havewg good picture of thosé‘ﬁexichhs that
were not participating in the structural changes realized in
the country during the "Revolutionary Mexico" period.

In sum, the period from 1910 to 1940, through the re;o- -~
lutionary years, the institutional reforams and thé'creatiop .‘
of the foundations of a néw soqiety is an important period
in nexican.history. © It has proﬁided the basis for a more
democratic society, ttke elementé for a proéess of economic
growth and the confirmation of Mexico as 5 sovereign statg.
Butnthis syster did notlsolve the problenms of social justice
ggrleverycne. As we hgvg shown up to 1940, and will examine
in more detail in tge nex+t section, it left behind a great
number of Mexicans liéinq in  a backward system. and over
time this revolutionary system has created social and eco-
nomic discrepancies that seem difficult to explain when sim-
ply analysed through cold statistical numbers of income dis=-

-

+ribution.
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Table 4.1 CHANGES IN CLASS’ STRUCTURE IN MEXICO (1895-1940)

1895 1940

_Soc;ql Classes
‘ Absolute % , Absolute %
Total Population 12,698,330 100,00 19,653,552 100.00
High ' 483,006  t.44 " 205,572 1.05
urban | 49,582  0.39 110,868  0.57
Bural 133,usu . 1,05 ou,704 0.48
middle " 989,783 . 7.78 ‘3,118,958 15,87
Urban 776,439 6.12 2,382,064 12,12
\Fural 213,308 1,66 " 736,094 75
Low ‘\ ' 11,525,541 90,78 16,329,022 83.08 )
" yrban : 1,799,898  14.17 4,403,337 22.40 .

. Fural 9,725,643  76.61 11,925,685 60.68

Source: Jose Iturriaga.(1951): La Estructura Social y Culﬁura}

de Mexico. Mexico: Fondo de Cultura Economica, p. 28.
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4.2 EB{IS%%EEQH DISIRIRUTION AMD ECONOQBIC GROWTH:

During the lést four decades ' *the Mexican strategy of
econcumic qfouth has . followved a model used in many developing
countries,_nauely; a sirafegy adqpt}ng the iﬁdust:ial éector
as the nost dynamic sector of the economy.. The‘rain_idéa
behind this stratgéy is to promote a sgétor that could be-
co;e a dynamic-leader sector in order tg promote econonic
indepéndence; . higher levels of income and an inprovement'in
income distributiorn. The.léchanics béhind thié aﬁé simple:
based-on a certain amount of protection provided by the gov-
ernment, the industrial sector would help the process of
capital formation of the economy; would substitute imports,
with a subsequent ioprevemént in the balance of trade; would
help the integrétion of the-economy_uith a dynaemic impact on
the rest of the economy, and all of socilety would benefit
througk the creation of employneﬁt and the increase iun pfb;
duction and consumption.

apile the industrial sector was the key to this strat-
eqy, the rest 'of the economy would be fulfilling role of
economnic supporter: the ag;iqulfural sector, thEexample,
providing the foreign exchamge for industrial capital forma=-
tion as well as the cheap labour force, foodstuffs and other
consumption qoods; the services sector hglping'through'fi-
" nancial and coﬂmercia; activities along ﬁith the absorption

of labour ferce from the rest of the econcmy.
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A .similar pattern of growth ‘has been observed in
several economies and repbrfed in various studies (7), show-
ing the economic process as an unequal one of development of
the econony. The Mexican ecénﬁmy, following this pattern,
has been rather succéssful, character;zed by ‘a rapid growth
"in her ‘gross national éroduct siﬁce 1940 (see table H.Zim

The rate of growth of the GNP has been an impressive 6.1%

during four.decades, which illustrates that the strategy has'
14

been successful in terms of increasing the amcunt of goods
and services produced by the econony. The leading sectors
of the economy have changed over the years mainly 'in re-~
spdnse to internal guidéiines or interﬂhtional markets.
Unfortunétely, the benefits of this increased produc-
tioJ1havE not béen equally distributed, with nmost ﬁei;g con=-
centrated in the hands of % small percentage of thg pqpula—
tion, This type of . qréuth has not proved to be the
salvation of the poor, rather their relative ‘bos%tfbn has
deteriorated, bringing with it an increasing difference be-

¥
twveen the rich and poor in the country. As we will see as

well, another outcome of this strategy of development has

been the gross discrepancies in the ownership of the neans-.

of prgguction. The redistribution of physical and human
Jcapital wvas one of the' main .aims of the Mexican Pevolution,
yet th;é gaal remains to_be achie;ed.A Finally, thelsyggzm
of production has developed in such a, vay, in response to

the strategy of development followed, ., that i+ is difficult

g

C
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to'ﬁeny that Mexico works undey‘a Egﬁgfgyeneous .system of
production. fhe céncept of heterogé%;;ty'is_used in both
senses vithin and among the sectors of production.

These three sets of elements, those defining the type
of economic strategy adopted, the ownership of the nmeans of
production and the 1level of iﬁtegraﬁion aﬁd honogeneity of
the system of production,‘are the elenents.probosed in chap~
te; one as t£e main forceé determining the @market income
:distribution in a developing economy. The remainder of this
section aims to use this thgoretiéal framewvork in an atteapt

to explain economic growth and income distribution in Mexico

.

8.2.1 Ihe Strategy of Ecopomic Growth: Some
Characteristics

Below we analyse the growth of the agricultural, indus-
trial and services sectors of -the nexican‘ecqnomy, the pur-
pose being - +he exposure of the characteristics observed in
the sectoral growth, which, when interacted, partialiy ex-
‘plain the observed income distribution at the nationalrler‘
el. At the same time ve show some of the reasons which have
led to ;he creation of strong discrepancies in the levels of
productivity within andlémong tpe various economic sectors.
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b The Agricultural Sector X
' For years the agricultural sector in Mexico was subor-
dinated to the industrial sector, in accordance with the ec-
onomic strategf chosen in 1940. The purpose of ihis‘uas the
rolé of the sectpr as a préduéer of cheap rav materials and
foodstuffs for Ithe constantly growing domestic demand, as
well as the prpduction of agricultural goods to be sold on
the international wmarket, with the purpose of generating
highly needed fdreign qichange in ‘order to import the capi-
tal goods required for industrial growth. There was, as

vell, anothér' important role that the agricultural sector

played witkin the pattern of development: surplus labour

with no absorption within the sector moved to the urban are-.

as, thereby providing éheap labour forceAto various indus-

trial activities and to the services sector, In its early

stages, this migration did not cause significant problems in

the urban areas, but eventually the numbers of unemployed
and underemployed were such that, because of the impossibil-
ity of the modern sector to absorb them all, a whole new
"economy" githih the urban area wvas created. This new
"eédnémy" has“rgceived a wide variety of names, | the most
popular belng the inforna; gector.

The aqricultural.sector managed to -qrou\at a very high
level during the first years of this period: €.4% during the
1945-1955 period, and 3.8% during the 1955-1965 period.

However, the rate of growth began to decline during the 60's

. - e e e =
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ahd the entire sector has been in deep trouble since 19€53,

growing at a rate of only 2.4% per year durfng'the 1965-1978

period. In.particulgr, crop production grev at "1.5% per
year while cattle raising grew at u;os. showing 'that the
initiél é:ograns designed to support this"séctor.were no
longer .positively influencing- crop production (see table

-

5.3y

These mnore importan£ prggrams, carried out mainly by
the government, were at first successful':at'creating a
stgong though select commercial farming sector, yet left the
rest of the agricultural séq;or relatively unaffected. e~
ceiving financial aid, commercial farming uses the most pro-

ductive land, advanced and efficlent techniques of produc-

tion, irrigatiom systems, fertilizers and employs salafied

workers, producing for the market. ©n the other hand, the
campes@no sector works with small farms, using out-dated
techniques of production involving family iabour, and with
practically no irrigation-sysiens. Of course, there are
some productive units which use a nixture of these two sys-
teas, ané are important in terms of their participation in
,the'total productioa. B

The total producfion of the modern adricultural sector
was 69.7% .in 1970, being produced by 9.8% of the total aum-
ber of productive units of the country. Of the total produc-

tive units of the country, a mere 0.€% produced 30.3% of the

total production, gliving an idea of the level of concentra=-

+
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tion in prodﬁction within thié‘sector; on the other hand the
campesino seétor'(nafginal.or informal) produced only 15.3#
ofsthg”total production in 1910'with-78.2$ of the total nume °
ber of pfoduct;yg units; Of them, 43,4% produced only 2.3%
of thé fota} producéibn.‘ Rith respectl to the rest of thé 
proﬁuct{on, 15,0% was produced by 12.0% of thé total hémher
6f.prodhc£ive‘units (see table f.14).

.'The dynamiés_of the sector have affected its abilities
to create employment. In order to increase the production -
of.grains {(i.e., soya bean, -vwheat, sorghum), .the official
prices vwere increased in 1973, incréastng_the‘nuuber of hec-
tares dedicated to these products, and decreasing labour re- :
quifements, eye to the labour intensity réequired for these
prbducts. From 1960 to i978, crop production fo caﬁtl
raising had incre;sed from Qis to.11.u$, -reflecting the new
orientation qf‘ the sector towards satisfying the needs of
the American market and those Mexicans of higher income.lev-
els, the éfincipal consumers of Mexican caftle production
(%9 . "

The abilities of the agricultural sector in .terms of

_the level of employment absorption fot the 1960-1975 period

have been studied by Rendon {1976) . She divides the analy~- -
‘ s - .
sis into‘ tweo perio@s: 1940-1960 and 1961=-1975; in these

periods we find two different conditions im ter®ms of capa-

~ bilities. The first period had a yearly rate of growth high-
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land (including the irrigated land), and due, as well, to
éhe increase in productivity. " During the sécond,pe;iod;
196{-1975, the rate of gréwth decreased fq~only ;1.45 pet
yeér, due mainly to decreases in the dynamism of the sector,

vhich deéreaéed the rate of growth of new land and produc-

tivity, amd due, as well, ‘to the increésing use of mechani-

zation and changeovers to types of crops that generated less
labdur dqnand. ‘ | ' ; _

_.At the same . time, the mechanization of ‘producton has
‘not helped to creatg employmeng in the secfo:,_ reducing its
abilitf to offer employment to the ever-increasing number of
Mexican campesinos - (their nuaber alsost doubled - from
{950-1970;; and increasing ?he pressure to migrate to the
urﬁan areas in the search for better living conditions. It
i§ estipated that 1.75 million peoplé miérated betveen 1950
and‘1966, aqd 2.75 million from 19€0 to'j970: a pressure too
great for the prban centres to handle, considering that ihey
themselves had a natural rate of growth of little over 3%
per year,

The hetérogeneity that the agricultural sector has

shown in terms of resources, techniques and productivity can

be translated in terms of income distribution. Thus, for
1975, +the top 10% of the population received 64,6% of the

total income generated by the sector, while the poorest 80X

received only 24.4% of the income (see table 3.13). It is

difficult to say that in real terms some 0f the poorer mem=-

S

o rmawiia a3
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bers-of 'the sector have not improved their situvaticn, how--

ever.we can say that due to the econonmic procéss folloved by

the sector, many campesinos became wage-earnets within the

sectﬁr, and when the situation- did no£ ilp;ove, they'niérat-
ed to the urban:areas, changihg their status from "campesino
marginado" to npember of the informal sector®. TIn both cas-
es théy,are at the bottom of the Lére;z Curve (fits; uOlf.

either in the rural or urban.sectors, or inm the agricultural

or any of the sectors where they "participate® in the econo- .

my once in the city: construction, commerce, services, etc.,
A ,

. but as ﬁg have shown, in much better conditions im the city,

and with the'possibility of impioying their:situation.

»

'B) The Industrial Sector

The policy of import ‘substitution industrialization
(ISI) began at the end of the 1930's, " one of the economic
pPrograms -with better ppssibilifies of success in Mexico,
given the techniques, amounts of investment and size of the
market needed for the production of final goods. During the
1950's, when the size of the market had increased emough,
production turped tp durable consdupti9n goods, and finally,
during the 1960°s, the process of import substitution turned

towards intermediate and even some capital goods.
.

During this ﬁrocess the technigues used were capital

intensive d4s opposed to labour intensive, placing pressure.

on the balance of payments and increasing the technolbgical

depéhdency with respec@zto the rest of the world. In order

[REVEIRL
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to p;otect‘tﬁé_ new national ind}stry from the foreign mar-
ket, the.qoiernment‘uSed quotas and permits for ilpdrtqtion,
thus alleing for a captive market with high prices and lou:
quality ;f'pnoduction. At the same time, the reduction in
imports was to save foreign exchange for imports of capital
goods and factors of production., .

LY

This type of industrial economic pattern created a het-

erogeneous production structure; vith high levels of concen-

tration in almost all the industrial activities: the ‘exis-
“

tence of a few companies using advanced technology,

alongside a great nuasber of“économic units that retained the

e

traditional }echniéueé. This, of course, was not the solu-~

tion for the cféatiaﬁ of employsent in an economy with ex-
plosive popﬁlatioﬂ grovwth. . |

The growth of the industrial sector has beéﬁ impressive
by any 'sﬁandards: 7.1! average yearly growth during the
50's, 8.8% during the 60's, and 6.4% from 1970 to 1978 (10).
However, the growth of the sector was not hémogeneous, sincé
the process of concentration continued in such a way that
the larger natioaai and international conpénies began dis-
placing the smalier and medium-sized companies, resulting in
a productiﬁe structure with little integration and varying
techniques, orgaﬁization and productivity, while sonme activ-
ities were ﬁore dynanic th;n others. The 1argér conpadies

within the most dynamic sectors used capital intensive tech:

niques, vhile in less dynamic sectors or smaller companies



we find traditional technigues with greater labour absorp-

tion.

The industrial concentration is part of the process of

the sector where the larger coupanies control most of -the

‘capital, use the newest techniques, and profit from the fi-

nancial market, A greater comcentration in the manufactur-

ing sector was uitneseed during the 1970-1975 period, - while

ihose companies with ﬁore than 350 wvorkers (9.6%) ‘increased

their total participation in production from 45,1% to 49,6%,
constituting almost one-half of totai production (see table
6.5), - The smaller cempanies, those with 1 to 50 workers,
reduced their partic1pation from 15.6% to- 12 9% The medi=-

um-sized companies (51 to 350 workers) decreased their par-
ticipation as well in the total production, -from 38,5% to
36,5%. It is worthwhile mentiening thai even whep the larg-
er compaeies had a growth rate of‘enpieyment in the period

of 4.9%, while the smaller companies had a rate of ~-1,6%,

- the levels of investment and productivity of the larger com~

panies vere higher, and therefore their possibilities of em~

ployment generation were also. higher. however, their rela~-

.tive levels of employment generation with respect to

investment wvere lower. _ .

The High level of heteregeneity of the industrial sec-
tor has provided varying .levels of vorking conditions, On
the one hand, we find vorkers in large companies with rela-

tively high levels of incone, good working conditions and
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.jpb security, and on the‘otheb ve finq vorkers iﬁ smgller
compaﬁies with leuer levels of the same. According te the
Ministry of Labour (STYPS;-1979), there is an important lev-’
el of labourers (some 15-20%) of the total number of workers
employed vho are occupied under conditicns.of eventual work:
shogt.contracts, suhadontracts or work done within the hone.
'Thie important number of workers is ﬁighly vulnerable to re-
. cessicn periods :and in general - to periods of decreases in

demand, being the first workers to be affected by adverse

economic conditions. These vorkers are part of that mass of

3 ]

Mexicans cgnsidered to be urban marginals, - at fhe bottom of
the scale of Ho%ge;s\in the induétrial tor.

. It is possible|to éay that the past and more recent
conditions under whick the iﬁdustrial sector‘has evolved
have‘created a hetefogeneous sector, with a highly concen-
trated market struéture and a .}éduced level of coampetition,
as weli as with a selection of capital intensive techniques
which have not helped to fulfill the expectations of reduc-
ing tle unemployment and.underemployment of the country.
yﬁus; the impact on income distribution within the sector is

such that in 1975 the‘top 10% of the economically active

- population received 42,1% of the incbme, while the pootest
. 80% received 43.1% (see table 3. 15).

In éﬁnmary,’ the yearly rate of growth of employment in

the manuﬁacturing sector decreased from é 5% during the

19€5~1970 period, to 2.3% during the 1970-1975 period, show-
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ing that even with the rate of growth of the industrial sec~
tor, its heterogeneity and growth pattern have decreased the
possibilities of labour absorption, offering nc solution to

the ever-increasing nunber of unemployed and undereamployed

in the eccnonmy.

Q) The Services Sector '

The services séctor; which includes commerce, transport
and communications, government and other services, has shown
a high.réte of growth of 6% since 1950,and a raté’qf partic=-
ipation in the GDP of approximately 55%. If is, however, an-
other sector of marked heterogeneity in’production: A case
in point is commerce where, in 1970, 4,2% of the businesses
had 70.2% of the invested capital, paid 85.7% of total ;;ges
and gmployed 38.1% of the workers euployed in conmércef On

the other side of the distribution, 95.8% of the businesses

emplaying 1 to 5 workers had 29.8% of the in
paiad 14,3% of totil.wages and empfoyed 6i.9 of the workers
'in commerce. ; While this subsector- a contribution of
31.6% in 1950 to the GDP, and 31.8% in 1970, the -econonical-
ly active population was of only 3.u and 9;9!,- respective;y
(1.

The subsector Yother setv@?es", including ﬂtonrism}
banking, professional services and domestic services showved,
as well, 4 high level of concentration, where in 15%0 all
the units with more than 5 workers (7.2% of the'fotal) had
61.5% of the invested capital, 4u,7% of employmeht,. and

80.3% of total wages paid,

255
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In genera;, thé'Services sectqr grew in response to the

need for vell organized services for the modern sector in
both the rural and urbap aréas, but at the same time it al-

lowed the growth of small econonic units with less than five

workers needing low levels of organizatien or capacity.v

This becane ‘the easiest way to subsist in an .economy that
vas uaahle to provide }he jobs and income for ‘an ever-ip=-
creasing labour éupply.

In 1970 the services Sector had 32.6% of the total eco-

nomiéally active population, with a rate of growth of 6.3%

during the 1960-70 period. The heterogeneity of the sector.

can be assessed if we examine the income lévels of the work-
ers: 35% had an income lower than the official mlnlnun vage,
. with 39% and 32% for the services and comgerce subsectors,
respectively.ﬂ Theée, of coﬁrse, dre the workers of small

commercial- units, 'small restauwrants and the iike, workers

with no education, capital or means of obtaining higher lev- .

els of inconme, The Sector employs 69,5% of the female eco-
-nomically active population and a high .1eve1 of wofkers
ydunger than 24 or oider than 45 years of age,

- The low level incoae workers of the Sector are working
under conditions of no jpb,'seéurity, medical services or
ways of ;mproving their technical abilities, and there-is a
close relationship betieen the number of workers per econof-
ic unit and the existing job conditions, At the sanme tine,

the nuaber of workers vithout pay remuneration (WWP) (12)

»
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has iacreased. For example, in the subsector "other éervi-
ces" in 1970, there were 121,526 economic units employing
WWp (reéresenting 57% of the fotal)."vhile in 1575 there
were 180,125 (63.1%); if ve add these units to the ones with

"1 to 5 workers -and the uni-personal units (wo wvorkers),
their relative participation increases slightly from 92.€¢%
in 1970 to 92.8% in 1975.

On. the other hand, the commerce subsector, while em-
ploying 9% of the economically active popula?ion, employed

15.9% of those workers between the ages of 12 and 19, 13.5%

of tke female labour force,.and 10.2% of the 60 year'gr‘old-v'

er labcur force, It is observed, as well, that 15.4% of
this work force had no schooling, 66.4% had between 1 and 6

years of séhooling. vhile the remainder had 7 or more years

of schooling. It is estimated that in the cormerce subsec~ -

tor a total of 31.2% were underenmployed. -
Thus, .for 1975, the top 10% of the heads of families
working in commerce received 50.3% of the income of the sub-

sector, 49.3% in other services, 36.9% in transport and com=~

munication and 42.0% in government; while the poorest 80% of

the heads of families took 35.5, 36.u; 48,2 and 33.5% of the
income, respectively (seé table 3.13). In sum, it is the
services sector that hgs proved to be tﬁe~absotbipg-sector
of the economy of the increasing labour force, ' providing
sone form of employpent both to those members of the urban

population that are not fortunate enough to obtain employ-

<
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mént in the promising industrial sector, and to the'rural
migrant to the city, arriving with hopes for better living

conditions for himself and for his family.

4.2.2  Ihe Bole of the Governaent im the Strateay
 The role of the government within the nodel‘of_econpmic
growth has beer very important,,_notAonly in directing the
resources of'ﬁhe economy. togards industrialization, but in
filling the prpduction gaps that'the private secter has been
- unable to achieve., The ecomomic strategy, as ve méntioned
earlier, was to promote the growth of the industrial sector
and thus, goods that were previously imported would'now be
péoduced domestically. 1In principle, this.type of unbal-
anced growtk of the economy would eventually bring abﬁut
growth of tﬁe other sectors, thereby generating employment
so that everfone would participate in the economy, and enjoy
incrieased levels of welfare.
| P:otection for  the "infant" industry was provided by
the government through ‘the use of import prohibitions, gquo-
tas or very high ta?lffs; th;»consumer{‘}n turn, was forced
to pay for tﬁe iuefficiency, as well és for the high rate of
profits that pational producers Qere obtaining in order that
the 1ndustriaiist could capi}alize and keep the economy
gfoving. At the same time the governﬁent gave fiscal prior-

ities that would allov the private sector to import capital
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‘goods., The fiscal, ﬁonetaty and commercial policies were

managed in order teo promote savings.‘investlent,_and‘in gen-

eral capital formation, The government-produced goods and

serviges vere sold at low prices in order to subsidife in-

dustrialization, such as in the case of electricity, trans-
portation and oil, The economic infrastructure was in-
creased to offer further support t6 the markets, as well as
«0 provide greater economic ihtegratioh of the econmomy in
génefalﬁ? Bt the same ﬁime, economic policy was directed to-
wards obtaining a control of va&es and a stable foreign ex-

change nmarket,

One of the results of this strategy was the creation of

oligopolistic industries in most of the industrial sector,

initially directed towards the small market of coansumers
with high levels of income. Another side effect wvas the ge-
ographical concentration of physical and human capital
arocund the comsumer centres; this createq a tremendous dise-
gquilibrium in spatial terms,'.uhere most of the economic ac-
tivity was carried out ia oaly a few cities. This regional

imbalance of economic activity was reinforced by the alloca-

tion of federal expenditure by state, Wilkie (1970), study-

'ing the federal expenditure.as a tool to promote social

change, argues that the strategy of allocation has not
brought any improvemests in terms of the regicnal balance.
Based on a poverty index created by the® author, Hilkie shows

that the relative level of poverty in each state has bheen
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‘;he sané since 1910, with the highest conce;tration.of pov-
erfyllocated in the southgrn states.

Pethaps.the aost important element #o:conside:, vhich
has affected the lives of more Mexicans in the last deéaﬁés
thaﬁ any other, is the continuing éfforts of the goverﬁuént

+0 educate the populatiqd.- Tﬂe effort has been such that in
1974, some 21% of thé national ﬁqﬁget vas allocated to pro-
vidé educatipn t6 11.6 million students in primary school,

. 2.6 miilion in‘ secondarf. ;qd .5 willion in higher educa-~
tion, withk as many as u80,000.teachérs (13).

- HBvever;t while tﬁ; nuﬁber of illitgkate Mexicans has

decreased, the rayé of ﬁopplation groﬁth has made the educa-

tion progranm difficultlxorgarry out, ' There has also been a

disproportional allocatidh-of resources on the education of

the population in the urban areas with rgspec{ to the popu-
. ‘ ' = - N .

laticn of the rural areas. ~ Thus this policy of increasing

human capital formation has contributed partially.to the

creation of spatial disequilibrium and lack of_cpportudities

for many. It has been estimated that, even when the levels

of illiteracy have dgcregéed greatly during thé; last dec=

a@es. in 1977 almost six million Hzxicans were illiterate{

in otherlnbrds. “almost 20% of all Mexicans oyeE 15 yéars of
age (14). This problem was, again, distributed iﬁ such a
vay that the rural area was in vorse conditign than the up-~
ban, and of course, vithin tﬁis,' some regions worse than

others: while the national average of schaol years was 4, in

I
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A

the rural area it vas,only'i.S, proof-dnce .again that the

education policy, as hanx others, was not oriented towards.

the most appropriate patterns of development. This meant,

‘as well, another incentive to Rnigrate to the urban area,
T ’

where at least the next generatlon would have the opportupi-,

ties to improve their social ranking. P
. . L

In spite -of this,” there is an increasing number of

a

young Méxicans with higher levels of education, as we can

see in Tables 4.6 and 4.7. ¥h'ile “the first table shows the.

relationship of a better level of education to a lover age

-—

group,. the second table illustrates the lack of balance in

the education policy. Table 4.7 reveals that the greater the
municipality size, the, higher the level of education of the
. . heads of fiouseholds in Mexico. Obviously, these statistics

by ne means represent the major effor; that the society can
make towards qplgidg the educative problemn.
‘y ,Inua‘ very cpmplete work by Carpelo . Hesa-Lago (1978y,

4

. studydng social security systems in several Latinthmerican*'

'l'countries,-the author shows that the expenditure of the gov=-
ernment on soclal security has been strongly biaeed by the
\_political groups that have been represented in the_nexican

—ati:jcal arena.: The~ study shovws how the majority of the
’ sociaL'security‘benefits (including nedical serviceé, pen~-

dh ) a:e'hot onlxgreceived by the people in the ur-

'only a few of them, belonging fo preferred

'<§royps,r are 'the ones enying the resources spentr by the

. . N
- . . . . \\
-~ A ’ - Lo
- P . : .
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qovernmont. ‘The preferred groupé of Mexicans ‘have tradi-
ltionally been the bureaucrats, the workers of the public en-
terprises, and later, ‘the workers of the modern urban sector‘
(vhich includes the unionized, Hell—pald and government pro-
‘tected HorkerS). Iin all cases the dependents an@ immediate_
famil; are included in thetservices provided. This shoué
that besides the high ieyel market incqmes received by some
" Mexicans, they aléo_profii from the sorvicesﬂprovidéd by the
government in the forn of social security, with exactly'thev
opposite effects ‘to those desired. -

In‘general, ‘we can say that the role of the government
-has been successful in promotioq economic growth, but ‘due to
the pattetn of developﬁent and the unforeseen impacts of it,
the economic situation has not inproved for many Mexicans in
either relative or absolute terms. The econcmie policies
should,he cbanged to develop the entiré ecconom as opposed///r\
to promo;ing growth inm only specific sectors, t;;l)_lich has.al-
ready‘resulted in' the observed levels of 'disequilibriun in
diffepent aspects of nexicaq economic life. A rate of
growth of 6 to 7%, or even highér, should not be the goal
but rather arpouerful nediqm for achieving a more jusi soci-
ety, where almost half of the pooulatfé:/ lives in eitreme
poverty ;nd has few opportunities to improve in the near fu-

-

ture.

P W L
'
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%.2.3  Ppopulation Dysamies: A Eey M%L

. . & . Y . .
The dynamics of the population has. been one of the most

important'elenents'to introduce in amn explanatory scheme of
Mexican economic grcowth and income distribution. We mention

here the difficulty .of the economic structure in absorbing

,fhe economically actlve pOpulation- the hlgh rates of popu-

laticn groutH have brought Hlth them considerable disequili-

brium in phe 1abour market, and have ‘produced, togetherruith

+he other characteristics of the economic structure ex-'

ml&ined above, the present conditions of Mexican incode dis-
tribution,
In order to eéxplain the increase in the labour forde in

the last decodes, ve must identify. sonme of the factors in-

volved4 a) the actual rate of growth' has been the result f

a rapid decline in the mortality ra*ev-while +he birth rate

has remained constant.  The result was an impressive 5.4%

rate of growth per yeéc .during the 1950-1%70 period, and

even though decreasing during the 1971-1978 perioq! the rcte

of-grouth vas . estimateq.at a still high rate of 3.3% (15).

iokother words, the population of Mexico jumped fsﬁg 19.6 to
9

25.8 tc 65.8 million people from 1940 to 1950 to 1978,  Ab<

/

_

sorbing all this increase in population would be considered },,r—//ﬂ

an encrmously difficult task for almest any economy. The
economically active population has grown from %;3 million in

1950 +o 18.2 willion &n 1978, this being the result of the



266

rate of grouth of the populatlon itself, .as vell as an in-

creasing partlcipation of the: female labour force over the

last few decades; b) the fenale'incorporation 4nto the la-'

bour force is another'element to Ednsider; vhich has acted

+0 increase their participation 3in the. EAP from 13.6% in
1950 to alméstrzol_in'1978; This has been the result of so-
cip=cultural chEnges"in Mexico durihg the past several dec-
LT : o )

ades_which have allowed for an increase in the education anid
eocial participation of women; and c).the trate cf populaticn
growth has meant that the age pyramid ié such that by 1970
32.1% of the TAP was under 24 years of age and 25.6% vas be-
tween the ages of 25 and 35. The result in the labour mar-
ket has been a Jgreat preséure that has not been properly
satisﬁied, and it 1is expected to increase in the next few
years when today's children enter the labour force.

These, then, are several problems that. the high rate of

s
population growth hds brought' to the Mexican economy. There

is, however, the hope that bychanling the,econonié strat-
egy,*\follouing democratic policies' r carrying out, projects

to alleviate the economlc 1njustices, the problem of iil-

lions of Hexicans could eventuallyfhe solved. This is, how-

A
ever, a practically impossible task, vhen wve consider the
. 5

. groups of ‘Tndians that have not been integrated into the

'Hexican culture, let alone into ‘the economy.. Gonzalez Casa=

nova (1970), researching the problegfof marginality in Mexi-

co, pregents this problem as one of internal.colonialism.

.

Aranmanbet -
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. ;hich,_ far. fron being'solﬁed, . is increasing in absqlute
ternms. He &efines; this sitﬁation as one uhene:the Indian
cbpmunities are HMexico's internal colonies v;thin the na-
tional territory with cha{ggfefisti s of a colonized_éocie-
ty. Regarding~tﬁ.»linguis§ic problen, he-finds that the nua-
~ ber of indiaps aged five or ol vho are momolingual or
h(b@qgual with. predohinantl}‘Indian chlture increaséd fron
450 to 3.030 l-iil]_.ion from 1950 to 1960. By the year 1960
they FepréSented 10.1&;of the national popuiatiop (11.2!‘;n
1950) aged five or older, . where 3.7% did not speak Spanish
and s.t{x vere bilinguial (16).

This fs“uithqut doﬁbt one of ‘the more serious prbﬁiems
that the country has 1;o “solve) in order to. cffer écononic'and
social justice . to every ‘ngican. It is not ©possible to
gliminate \the poverty of these 'Mexicans if they are not

taught to speak Spanish and becone integrated ihto the Mexi-

-

cén nation.;The inability to speak Spanish or share the same

culture relegates _these groups to an inferior position-ih

society, and limits their opportunities to -participate in

the growth of the country. These groups, of course, are in-
cluded in the boverty group (poorest 40%) analysed abéaé.

and their characteristics are notorio they live 'ip,qhe

rural area, work in the agricultural sectol, and have no ed=
ucation.

The dynamics of tﬁe‘population oyer the|l pext several

t

years continues tq create pressures on*the ecpnomy.. It is

* AR
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estiu;i;d by the governnent' that if the historical trend
continues for Fﬂe next 20 years, with a 3,2% growth rate per
year, the Mexican population uill reach 132 million, an as-
tonishing _number with equally astonishing implications.

Howevef, the goyernment has hegﬁn to promote the control §k

population growth through different means.. Based on this

policy,. the government has set alternative ™targets™ of

rates of growth for determined years (17}. The alternatives

estimate 100, 104 and 109 million Mexicans by the year 2000,
: ' ! . .

depending upon the rates of growth assumed from 1982 to the

year 2000 of 1, 1.5 and 2%, respéctively. The three.alter-

natives estimated a reduction 4in the rate of growth from

3.2%'in 1978 to 2.5% in 1982, a certainly optimistic rate.
2 reéenf'study carried out during 1976-1977, supported

by the International Statistical Institute in Mexico as part

‘0f the World Fertility Sur#ey  Project shows, among other

+hings, that the use of contraceptives is becoming a popular

device with 41.5% of the "exposed” womed in the 15-49 age

bracket using sohe yethod (18) . Once again the "educaticn

factor" emerges as. an important’ element to cochsider, Even

when-89% of the women intervieved declared to have knowledge

of a method ;;:Ebntraception. only 75% with no .education

compared to almost 100% of those wifh secﬁﬁdary education or

higher had heard of a ﬁéﬁhod: In general, the study reveals

‘a direct association of lowver fertility with a 'qreater size

t

3f the locality .of residence, ﬁgkhigéer levei of éducation,




. rated income dis“ribution.
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and a higher level of the husband's occupation. Of all fer-

tility differentials, however, the nost'inportanf is the

level of'eduoation.

If we consider the "trends 'in education, urbanization
and in general better living conditions, as well as the p;d-
motion'of contraceptivelme;hods by different agencies of thg
govérnnent, we could assunme thﬁt the rate of growtﬁ of the

Mexican population is going to decrease. However, by the

"year 2000 (only " 20 yeafs from now) +the  number of Mexicans

bet veen,the ages of 15-64 will junp from 36,3 million (the
figure of 1980), to somewhere between 67,9 and 70.7 million.
The 67.9 million figure is the most obtimistic'alternazz)g\

of the goverament, while Tb;7 is based upon thé historical -

trend, althouyh there is certainly not a great di fference.

N, . N .
The difference lies in the  number of Mexicans between the
ajes of 0 and 14, with 30.0 or 56.7 million for both esti-

mates, In sum, the pressure upon any kind of socioecononic

organizatioh adoﬁied will be 'such that the creation of jobs, .
. . h ]

education, .social infrastructur¢”and the 1like is not going
to pé easy. . This'ui;hout doub will test the existent so-~

Eial institutions and will impact upon the already deterio-
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4.3 THE RESULTS OF THE RATTEEN OF DEVELOPHENT

4

From the model of development followed, where -ve ean-
counter different types of problems in terms oggstructural
het erogeneity of the productive-sectors, owvnership of the
ﬁeans of'produc£ion, varying levels of education; spatial
concentration of theg-economic ‘activities, differen; levels
of participationﬂﬂ:9;he dyqﬁuics. of the econéﬁy, etc,, we ..
find problems that are merely representations of the sa@e
phenomena: urban and rural uafginality. unemployment and un-
deremployment in ‘the 1abour-market, gegional and vrban-rural
imbélances,,apa, once translatig_iﬁfo mohetary tgrns, a genp-

eral‘rep:eseptaiion of "all of them - incone"distribution.

2.3.1 Bugal Macrdimality | |
Marginality is a term that has been used to express the
total or partial exclusion of pagtvof the population from
the benefits of ecénqnié developnment. In the Mexican case
the marginal groups could be divided into rétal'and urban,
and identified by living'conditions, type of eupioymenﬁ,,and
in general by ﬁhe income they rgceive. ‘ '
In the rufal afea, during the ﬁeriod 1960~1977, approx-
ihateliﬁtuo-thirds of thélp0pu1ation were belov the level of
‘ the official ﬁihimun.vagé (19), considered to-be the peoplé.

within the rural marginal group. ' Prom this group of Mexi=-
. o B . i N e .

“
] - . . , . -
. < .
. o - .
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cans, we can identify tvo groups whi¢h have different char-

acteristics: one 1is that - group of indi&iduals with very
3 .

small productive economic units (i.e. .ejidatarios, very

smail producers) - and those that do.not have any land at all.

The first group forams the-majority ef the econcmnic units of

the agricultufal sector as we have seen above. Most of them

produce only at the subsistence level and have a very low-

level of income. . . It is considered th;t. these farmers are
the cones who will remain in +He rural area  with little in=-
tention of migratxng, due to-the fact that they are at least
‘able tg sub51s and are therefore in a relatively hetter
position thar the other groﬁp '§f rural marginal: the land-
less, ) ”

The landless is a group estimated at more +than 3 mil-
lion peoPle living under conditions of extreme' poverty.
* Some of them ccntinually migrate from regicﬁ to region ‘dur-
ing the crop season. While they are harvesting a crop.they
remain in a particular staee,for one or two mogths,h Hnﬁ at
the end of the season they migrate to amother regfo&yfé or-
der to harvest stilad enother*cfop (20‘: These rural margi-
nal are at the bottom of the incomé levels with no'psocial
: sgcuélty, no job protectiou, and uorking under thel worst job
conditions., |

The sometimes inhuman standards ' of liv A these

groups, along with the relatively better cquitlons in the

urban areas have provoked, quite understandably," an in-

v

s 2
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creased propensity to migrate from the~rural to the urban

areas,” It has 'been estimated that between - 1950 and “1970,

some 4,5 -million people migrated to the urbanp areas, angdg,

keeping with the trend, ian 1975, 57 out of 100 persons in-

crementing the rural population moved to ‘the urban areas’

(21) . This hlgh rate comes as no surprlse if we consider

that the landless would have a much better chance of improv-

perhaps BoSt important of all};\ basic edmcation that could
change the future for their childreén. = On the other hand,
the ejidatarios and small producérsﬂfihd tgfmselves inf‘a

situation where they have partiilly.éolved their economic

problem by working their "own" land; but over time their

children cannot sub-divide the already.small propertiés!
forcing them “o beccme either migrant workers or to look for
better conditions by migrating to the urban areas or to the

United States (22). The poorest uox income group of the ru=—

ral area described in the previous chapter using tables 3.10

and 3.21 correépond to part of the rural marginal group pre-
. \ :

sented here. : ' ‘ - v

¥.3.2 Ugban Nargipality

‘ ‘The Horkéts'of the iqfonpql sector 1n‘.the urban areas
(urban marginal) share most of the characterist;cs of thg
rura; marginal, such as income under the cffiéial ainimum

~

ing their livlng condltions in terms of health housing and,
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vage, no job securlty. no social beneflts. nedical lnsurance
or a union that could defend their rights. Some of ‘them ate:'
working on an individual‘basis with most of the characterls-'
.
tics described above, While the conditions of .these uorkers
are s1m1lar to the omes in the rural marginal secton ‘,the
urban marqinal are able to benefit f;om the services provid=
ed by the government in tke urban area: free education, free
medical services, subsidized food and public transportatlon,
etc., along with tte possibili&! of'ohtnining services'égl-'
dom nnailable in the rural areas such as electricity, run=

ning water, television, etc.. This, of course, combined

with the expectationé of obtaining higher dincomes even’

“+hough underemployed, is a gfeat attraction for 'bédble:to

migrate to thke urban aré&s. In 'fact, ve'have.already shovwn

in the previous chapter the striking dlfferences ~in intome

received in ghe urban and rural areas at all social levels

(see table 3.10}. : ‘ : .

£

During the i9u0's‘and 1950's it was possible for the

-m1gratxon process to be successful, since the modern sector

was growing in such a way. that nany people went from Horking

in tradltional act1v1t1es to modern ivities, but eventu-

. ally fhe naturdl population grdﬁ*h of the urban areas plus

the rural-urban ‘migration were such'that the informal sector
became increasingly evident, creating a considerable social

and political problem difficult to solve.
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It has been estimated thet 38.2$£of“ the‘eight miltion

-

urban vorkers were within the . category of urban margimal in-

.

1978 (23), meaning that over‘three-nillidn vorkers had an

_incoue or such labour conditions that made them part of the

urban 1nfornal sector. Two important characterlstlcs of

‘+hese horkers are that two nillion vere working as vage

earners. (31.7% of the total uage earners), while .8 mxlllon

vere vorking om an individual basis (62.1% of the totel
vorking on an individuei'basis),

"mhere are certain sectors where the .heterogeneity of

production 4s such that it has concentrated high levels of -

'workers under ‘these condltlons.' domestic services (78.9%) ,

.agrlculture around urban areas (€7. 8%), construction (59 u%)

and’ commerce (u9.3%). These econonic act1v1t1es concentrat-

" ed 56.6% of the total number of iorkers.of-the informal ur-

. ban sector with 13:€, 9. 8, 10.2,-and 23.0%, respectively.

/
/. The personal craracterlstics Qf the workers under these

conditions provide definite conclusions as to tbexr jdenti-

ty, and con51der1ng age, education and sex we can Ldentxfy a

I

1arge number of them, Hith respect to age, T70% pf the peo-

ple under 20 years of age and *401 over‘SQ years of ace|uork

-under these conditrons.' 45.5% cf the women and -35.0% of.the

& . .
men are considered workers .-in the informal sector. . The

=

ever-present eﬁucation yvariable shous that‘the higher the,

level of education, the lower- the- probablllty of being in

-

the informal sector. In fact, thle 81 3% of -the' yorkers in

3

Pl SRS
- .
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‘the informal’ sector<had finished 6 years or less of school-
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r

ing, 49 5% of ' the workers ‘in the "formal" sector had that

’ characterlstlc' in otheY words, only\19 7% of the~25rner had

8.3.3 Unemployment apd Underemployment

secondary eﬂucat1on or hetter, while the Latter had 50.5% -

with that characteristic. These characteristics complement
p . N . ) . ' .

[ B -7
the qualities shofin"in section 3.4 wvhen studying the 40%

poorest of the urban‘agia.

Theré is'clearly a close.relationship between unemploy-
- - S

-

plqinéd above, in both the urban and rural cases. ﬁoweVer,
Y S )

"if we maintain the definition of underemployed as all those

workers with less than fhe offlﬁ*al minimum vage (OMW), vwe
£ind that the econonic growth of the country did not fuﬁflll
1ts_exgectat10ns. - It is - estimated that in 1950 37.4% of
those quloyed received less than the Oﬁw, 44.9% in 1970 and
47.5% in 1978°(24). ' This in iﬂéelf'is an indicator of- the
disequilibrium‘ in the '1a§our market during the econoumic
groyth ofﬂ;he past three decades, where, as mentioned’pbove,

the modern sector was umnable to generate enough jcbs for th#&

,inc&easing labour force. . b L -

There is, hovever, another indicator that the situation
is becoming progressively worse: the unemployment rate (in-
: A ‘

dividuals who were so unfortunate as to be unable, to gain ;,,-

~

- ~

-medt:and‘uﬁderalploymedt and %he .concép£ of marginality ex- —\::)
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employment even at less +han the OMW), The estimations of
- . LERS . . . B 3 R N
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this tate are 1.3% in 1950p'u.9i_;q 1970, jand‘v.os iny 1978,
which indi;ate the trqﬁehdous rate af u%ich thig problen is
growing. iv particuiar, the unemployment rate of the three
largégt metropolitan ;areas kas fluqtuaied between _6,&,qnd
8.1% from 1973 to 1978. j
Co;;idering the national ‘uhenpldymen; rate of - 7.0%.
there were, in'197?, 44 million people unempi;yed. "There
.is, however, .the estimate bf .5 miilioh:people that are not
included inﬂthe*7% rate, béqau%e they havesheen diséouraged
from lookihg-for a jdb, due tb their per$gral charactéris—
“ics of age, sex, Or Sducation. These indiﬁiduals‘pohsider
the probabilities o¢f obtaininQ employment ;s ;Q;yfllow and
therefore remove themselves from the labour wmarket." The

growing rate of unemplngent shows that the system is becom-

" ing less and less Eapable of absorbing the increasing labour

force, and is one of the failures of the economic strategy

chosén vhich has to be corrected in order to offer better

-

opportunities to millions of Mexicans - certainly pot "an

easy task,

4.3.45 . Conceptration of Capital . c.

.The ownership of @apital as an element explaining in-

come distribution in Mexico has been pointed out above.

Statistical information regarding the concentration of capi-
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tal has not been collected, hovever the 1977 Survey (&PP)
S presents ‘the sources of the household nonetary incone gener-
'ated. Table 4.8 shows the total monetary income as well as
. five types of sources by income 1evels. In Mexico, most of
the households' income ~ (70.1%} is genereted as payment t0'1§;
labour, »while the entreprendurs' -income participates with
'22.35 and g:oprietors' incone vith 1.0%. ‘The hfest of the .
incone oniginetes in -Transfers (5.4%) and Other Income
(1.2%) . - eqrepneneurs' Income and Proprietops*'lncome are
the two sources clearly 'ldentified with tﬁe‘ownershfg of
capital, its distribution being highiy concentrated,; . as in-,
dicated in Table 4.8, In\ggrtlcuqu, Entrepreneurs' Income,
of which 4.8 million households {out of l1 1)" received in-
© ¢cpme in. 1977, had a concentration such that the top 8,5% of
the households received 35 7% of the total income generated
from this source, while On the opposite side, 41,3% of the
households‘receiving this type of income received only 11.%%
‘of the totol. | -
- The Proprietors' Income, which includes rents:and in-
terests, had a similar concentration,‘where the top.15 1% of
the households received 71, 7% of the total from this source.
wvhile the hottom 48,5% of the households obtai ned only 7.4%
of this type of income, These statistics show that if ip-
come is badly dlstributed in Mexico, the_ownershlp of capi-~-
talils not any better distributed. It is important to re-

mark that even when land 6wnership, -as seen above in terms

r
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of dﬁalitg‘and quantitf, " shows a high level 6f concentra=- .
tion, a fact seen as well in the industrial and conmetcial.
capi+al, more information regardlng this subject could lead

- : s 79

to a more couplete understanding of its causes and effects.

4 - : ~

L

4.3.5 Regiopa] Imbalanges
‘\\ ‘ 3ihe diéferénbes-in incoue,'_po§sibilities'of gsecuring a
v job,' obtention of sefvices and in general -expectationé of
increasing: the .personél level of welfare in the rural and
urbah areas have been such in Mexico tha;rthe process of ru-

ral-urban migratipn has become thé ‘only 'way out of a poor

way of 11fe., Thls process -‘has been oriented towards the

-~ more "successful" urbaﬁ -areas of the country, vhich have had

B

the oppgrtunities to create jobs during the last decades,
havinq'moderﬂ activities as the motor of théir growth. It
is estimated that over 12 -wmillion Mexicans have migrated to
the urban areas sihce the ;eginning of. the ¢entury, >with a
high 30% (approximate1§”359 pmillion up to 1978y \arriving.to
3 the metropolitan area of Mexico Ci*y. Thig inmigrat;on,"
plus.ghe natural rate of grovth of the populétion .in the
N Jcitf has created an overcongested area of 13.2 m;llion peo-.
plé. Thennéxt twor cities of,importance, Guadalajara and
Monterrey, ad& up to 4.1 million 1nhaﬁitants and represent,
along with Mexico City, approximately 25$~of the natioﬁal

populatidn (25) .
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On the other side of thevdigttibution, 38% of the popu-
latiSn (22.7 million}, 1lives inrover‘95,000 localities of
less than 2,500 inhabitants each., This situation pharactek;

1zes -a highly urban concentrated population and the disper-

sion of the rural population. The renaindér, only 37% of‘

the population, lives in urban areas ouvt of the three larg-

‘est cities, and in.pgrgiculér, only 17% in-cities with more

than 50,000 and less than a million people., More specifical-
ly, according to the Secretaria de Asentamientos Humanos y
Obras:Publicas (SAHCP), (1978), the qeogra?hical distribu-~
tion of the urban centres shous _a strong disequilibrium.
Out of 180 cities with moTé than 15,000 inhabitamts in 1978,
85 of them (with 29$‘§f the population living in this type

of cities) were localized under 500 metres above sea level,

vhere 80% .of the natural' resources (including fresh vater

and emergetics) exist. The other 95 cities 'had the rest

(71%) pf thé pcpulation, with only\?O% éf the resources.

SAHOP- (1978) argues that after 15&0 tte policies sup-
‘pdrting the industrializaticn of the tountry through import
substitution brought about better equipment, dinfrastructure
and services to those industrial centres representing an im-
porfanf sharg.of the markets. Tﬁese policies, helping tﬁe
growth of the.economic activity, coincide with the urbaniza-
tion proéé%s of the'country; Public investment.' folléwing
the trend, shows a strong ccncentratidn in the centra}'area
;f the altiplanc (an area of 500 metrés above sea levely,

-
L]
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especially around Mexico City. Public investment includes
™ . . _ .
as t;ansportation systens. Urbanization, indust;ialization
and in general growth of the economic activity was such tﬁat
by'1978, 60% of the national population lifed in the central
ﬁé;t of the altiplano {composing less than 20! of the pa-
tional territory), and possessed 80% of ﬁhe industrial ac-
_tivity. In this small area the rarket size played an impor-
tant role in industr%g}y growth, but in particular the

economic activity in a very small area (the Federal District

and the stpte of Mexico) had 44% of the gross domesﬁiC‘prod—:

uct ., bn-the other hand; there were states, espeéially in
the South, f£hat had a very small participation in the GDP,
vith sg#en states contributing less «than 1% each to the GDP
(26). '

This type of regional imbalance, and in particular the
differences between ufban-rural Mexico, between the‘central
part of the altiplano and #he rest of Mexlco, between re-
gions (or g:oﬁps of states), between the metropolitan area

of Mexico City and the rest of the country, and between the

municipalities according to size are the result of the eco~

"Homic st?ateqy chosen - urbanization, location of industry,’

‘government expenditure policies, etc. This is an outcome of

L]

a process which at the same time has affected the generation
of -the Mexican income diétribution. We have shown in the

previoué chapter (see tableée 3,18) the strong relationshifr

-

systens of potable water, honsing, and infrastructure such‘

{s*~
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bet veen average income and municipality size as a variable

affecting the national income distribution.

_4l3-6'/ Income Distribytion agd Ecoyomic Growth: R Summary

Another dimension of the same problem, studied through
marginality, unemgloyment. regiopal imbalances, etc.,, is
pjesented through - income distribution, ' considered as the
monetary representation of the economic participation of the
population in the economic systen. As we have seen, the
structural heterogeneity of the productive sectors, the rate
of growth of the population, the role of the government, and
the distributicn of the ownership of the means of prodéc-
*ion, among other thirgs, forced the Mexican ectnomy into ;
strategy that has not responded satisfactorily to the ae-
sires of the majoerity of the population.

During +he analysis performed in chapter 3 we identi-
fied the aifferentials of income of the rural and urban are-
as, Hiiigjfjﬁgrs of production, the iévels'of education and
the types of municipalities, ;n order to explain income dis-
tribution at the national level. It has been our purpose t6
show that the i;::;relation of forceé such as the general
strategy of growth, the historical conditions, the distribu-
tion of hum%y and physical capital—anékthé rate of growth of
+he population gere presented pave prodJced the outcome wit-
nesse¢d in the past 30 years, being represented in différent

wvays, including income distribution,
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Thus we can say that the low levels of inconme, high

levels of unemployment and underemployment, high levels of -

population working in "informal" conditions, individuals

with low levels of education, poor ﬁousing, nutrition and

health, are all'charéctéristics of the same soclal ;eality;
The poverty ;roups idenfified above are not merely

*hose groups +hat have been unfortunate in the coapetitive

milieu, but rather their income is the result of the inter-

action of the identified vanigbies conforming to a model of
_ socioecononic development.‘ The lntegration of these qroups;
some of them with quite different cultural and ethnic back-
grounds, into the economy, is quite a difficult goal that
the Mexican authorities will have t¢ attain in thé near fu-
ture.

The sum of the factors presented have resulted in those
chandges in income distribution from 1950 te¢ 1977 discussed
previously: the poorest 40% of Mexicans have lost their rel-
ative economic positionm, thé riches* 5% have decreased their
‘share, and the middle 55% have increased their participa=
tion, with no significant =rend to an overall increase of
: éecrease in the already high level of concen*ration of in-
come. Pa;liatives to this problem could create increasing
political pressure on thé organized political qgroups that

"defend"” the interests of some 30 pillion Mexicans.

)

1



8.

10.

11.

12,

. - 12? 284

FOGTNOTES

The statistical information related to land ownership
up until 1910 is obtained from McCutchen (1971).

Data from thé Bank of Héxico (i979), Producto Intégno
Bruto 'y Gasto 1970-1978, 0Oficina de Cuentas de Produc-
ciom. '

From Hansen (1971), Table 2.8, p. 34.

Ibid., Table 4.1, p. 139.

From Iturg}aga (1951, @ﬁhle‘10; p. 36.
Ibid., Table 25, p. 93 and Table 29, p. 99l -
Among many studies, Mehmet (1978) r;ports on this pro-
cess for several countriess o
some of the ideas presented in this'éection are taken
from Hansen (1971), Singer (1969), Solis (1970), STYPS
(1979) and Reynolds;(1970). _

Prom STYPS (1979), Volume 1, Table 12, p.59.

From Bank of Mexico ({1979), Producto:Interno Bruto y

~Gasto 1970-1978, Oficina de Cuentas de Produccion.

This, and the‘remaining data pertaininé to fhe servi-
ces sector is from Bank of Mexice (1579), Producto ih-
terno Bruto Yy Gasto 1970-1978, Oficina de Cuentas de
Produccion, and STYPS (1979), pp.32-44,

WWP (worker without pay) are usually family menmbers
working- informally imn a small _ecdnomic unite (i.é.

7mall stores; restaurant, cottage industry).

&
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14,

15,
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18.

19.

20.
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-,

The information regarding education 1is’ takén: from

de Educacion. o . ‘ e -

Thls fxgure represents the official governmeat esﬁi-

mate of the Plag Nacional dfp Educacion (1977) . How~-

ever, there gxist estinations that the national illit=-

B . oy
eracy rate is’ as jhigh as 35% for all ages accoqglng to

-

G.T, Kuriaf' (1978): "Mexicc®, Encyclopedia of the

‘Third World, Vol II. New York: Facts om File.

*

‘S;c:etaria de FEducacion Publica (1977), .Plan Nacional

From Cbansejo Nacional de,PoblaFion {1978) ¢ Mexico Dem=- '

Official information regarding the indigenous popula-’

tion of Mexico after 1960 has been difficult to ob=

péin,_ ﬁnd therefore'many contradictory fiéures exist’.

e
For exanmple, - the Encyclopedia of the Third Wor {(op.

cit.) cites as nuch as 30% Indian popilation, 7% mon-

»

.olingual (noa-Spanish speaking) out of “the ndiional

- population. J

-

From Consejo Nacional d& Poblacion (1978): Mexico Dem-
ografico. Breviario. - L.'

Wworld Fertlllty Survey (1980) "The Mexicoc Fertility

. survey, 1976-1977 A Summary of Findings®",. No. 17,

[

Internatlonal Statistical Institute.
From STYPS (1979) . . . \

It is impdrtant to emphasize the lack of movre informa-

"tion concerning this group of Mexicans, known as "tra-

bajaﬂoresfgolondfinas"'(swallows).



21.

23,

24,

25,

26.
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For a detailed 'study of rural-urban/’;igration in

’ . . - \ .
Mexico see Silvers and Crosson (1980): Rural Pevelop~

ment and Ucrban-Bougd Migratiom in mexico. Washington:

. [
Eesources for the Puture.

The experlence of leaving the rural area -and the way

in which the migrants adapt and climb the socioeconom-

ic ladder in Hexico are explained in the very wvell
ﬁ

~documented work _of Balan, f rowning and ﬁelin (1973) 3

nen in a Developing Soc1ety. Geographlc and Soc1a1 ‘Mo-
bility in uonterrey, Hexico. Ugiversity of Texas.

The data related to urban marginality is originally
p:esented ih'"El Sector Informal Urbano" of, STYPS,

-

1979, and partlally reproduced 1n STYPS (1979).

'The data related “to employmeﬁt and unemployment are

obtained fréﬂVST!PS'(1979) ahd/SPP: ‘Encuééta‘Continué
de Mano de dbra. Serie 1, Vols. 1 to S. ,
Sécretaria de Asentamientos Huranos y Obras Publiégs
(SAHOP) (1978) , Plan Nacicﬁai de Desarrollo Urbano.
Mann (1979) and Kalifa (1977) study the incone distri-
bution by state. showing among other things the rela-
tionship between average inqome,' inconme dlstrlbutlon

and industrialization, “%

S .
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Nevertheless, this

‘chapter 1

LS

'V EDISTRIBUTIOR OP INCONE IN MEXICO: POLICY

*\l\ RECOMNENDATIONS \

The recomamendation of policies of income redistribution
is not an easy task, for Mexico or for -any other country.
We have argued that in the geieration. of market incoﬁe, so=

cial, political and econonmic forces intervene, determining

the strategy of developaent, the- regicnmal and sectoral-

structural heteroq&nity and the distribution of resources

s : ' ‘ . o

among the population. These types of forces represent the
- 4

- . ’ N - * -
core of the social organization of a country, and any propo-
sition to change it will encounter opposition, as evidenced

when a structural change is carried out in any society.

chapter aims to reconmend certain poli-

cies of income redistribution for'nq;ico, based on the anal-

ysis of dincome distribution data andﬁthe relationship be-

tveen - income distribution and econonic growth presented
above, In ,section 5.1 we offer a vorring hypothesis pfrine

come redistribution and economic growth for Mexico, whose

' Fa
ma%n purpose is to help define the Objectives, General Mod-

Strategies (followiﬁg the - nomenclature dgiven 4in

problem-of ncentration and high Yevels of poverty

The Genefal Model, Objectives and Tariget

5

- 287 -



P g T Tt T e e i bt © 8o e o R e 3 AT RY 4 S ey LA * e

288

»

Groups are proposed in section 5.2, vwhile the Strategies are

. proposed in section 5.3.

3]

5.1 BCOME BEDISTRIBUTION AND ECOBORIC GBOHE. H IN MEXICO: A

OBKING HYPOTHESIS

|2

s An attempt to interpret the dymamics of the Mexican

econony df the last'uo years, and its impact on the genera-
-  tion of inéome, is presented below. This attempt summarizes
the economic variables fhat ve gonéider the wmest importaﬂt
in explaining Mexican income distribution. It provides .the
basis for undek#;anding iﬁe mech;nism which generates the
gxi‘tent uneéual distribution, while at the sane time‘m;y
allow us to forecast the behaviour of income distribution in
the near future. It is understood that this attempt is con-
sidered only an hypqtheéis about the process of income gen-
eration of the Hexgcan ecoﬁomic syétem. |
‘He ideutified,-”theoreticafiy, the acting forces that

"are the most important in understanding the generation and
distribution of incoue'in,developing.countfiesf specifical~-
ly: the macroecqnomic policies, determininq the general
strategy 6f development of the country; -the technological;
socio;cqltural, historical and depographic forces, determin-
ing tﬁe regional and sectoral heterogeneous structure and

the factors determining the distribution of resources amcng

the. population (sée chapter 7). This theoretical framework
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was used to analyse Mexican income distribution (see chapter
4), showing that a structural heterogeneity exists in the
productive system, which in turn implies the Foexxstence of

_ 7 .
different sectors of the econody with different levels of

' technology, rélationghips with the domestic and wprlq“nar-
kets and dynamism of growth,
This structural Leterogeneity, found both uithin and

betvween the productlve sectors, can be aggregated into three

levels of technologies: primitive, 1ntermed;ate and modern.:

tn the first ve find extremely lov levels of productivity
and ineome; in the second, broductivity-and incope approxi-
mate the average productivity of the country; whilé in the
third ve find levels of productivity and income as high as
those in developed eeononies."Thie situation allows for the
ooexistence of economic units with varying levels of tech-
.n2logy: from primitive agricultural productlcn to petrochen-

ical and nuclear plants using the most advanced world tech-

nologiee. The levels of industrial qonceqt;ition and"v

heterogeneity have increased over time, shewing that contras

ry to the idea that there is a trend to homogenize produc-.’
tivity levels, the modern sector of the economy will gener-

ate and concentrate the technological progress, thereby

increasing +he dlscrepancies uith;n the economy.
o
For the purpose of ana1y51éave have divided the economy

into four sectors, all interrelated and with.vell-identi~

fied labour markets. The sectors are: modern urban, rural-

A

[ T

PR
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~modern, ﬁrba# informal and’rural :&arginal. fﬁ the modern
-wurban sector we find a relqtively smaii nunber of workers

with highalevels of productivity, income and social security
services and organized into unions which belong to a confed-
eration of wvworkers represented inuthe Mexican congress and
tn the ministry ofllabour. On thg other hand, the urban ia-
formal éector'is.characterized by a majority of workers with

very low levels of productivity, income and social security,

poorly organized and without represenﬁatibn within the offi-

cial political system. In pafticular.- most of the modern

urban secter -includes the workers of the modern secondary

and tertiary sectors, includind the workers of the govern-

ment and the'professionals. The informal urban'secpor in-

cludes the workers of very small companies, independent

-

workers, small commerce, and different types of services:

Tn general, the iﬁcome of the workers depends on the size of
the labour market and the number of workers competing iﬁ it.

The'rural.mgrginal sector includes the small-ownership
proprietors, ejidatarios and landless péasants with the low-
est level of produéti;ity and income in the ®conomy, charac-
tefized by very low levels of technclogical advancement, low
levels of investmént, no technica@ assistance and for years
'posséssing an unfavourable systen of'pfices. These cgarac-

teristics could be identified as the most important ones of

the "agrarian" system (contrary to the “modern agricultural™

system) . The low levels of income and lack of public servi-.

s i lion b
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ces, including education, have produced extremes of poverty
and pressure to migrate te the urban areas, Finallj,' the'

" ‘.- N . \ .
modern rural Sector includes the economic’ units producing
s

-

for comgerciai purposes using credit, technical assistance,
ani cheap labour from seasonal rural workers during harvest
time, The productivity and dfnamics of this "modern agri-

cultural" systen conforms - *o that of the modern urban sec-

A
-

-+0T. .

Perhaps the most iﬁportant'connecting sector of the
Mexican systeﬁ'is ‘the informal urban sector, wvhich allofs
the passage‘éf_ the poor fromithe rural #Q the urban éreas.
throcugh the pr6¢ess of migration. This process of;ginated
due to the lack of land in the agrarian sector, populdtiosn
pressure in the competitive labour m;rket of the modern ru-
ral éecto;'and the hope of.improved coﬁditions once in thf‘ e
urban area.

Population growth'has been an imﬁoFtant factor in ex-
plaining the observed income distribution of the last sever-
al decades, I£ has breought such ﬁ}essure-in_the labour mar=-
kets that the lack of a high level of- absorption of labour
in the modern sectors has created an increasing number of
underemployed in the urban and in the rural areas, and moré
recently a growing number of unqnployed Mexicans. Thé mil=-
lions of jgbs that the s;stem has created have not érbvided
a solution fof a pcpulaticn thét doubles every,twenéy-five

—t
years or less. = Even when Mexican migration to the United

.
]
l'\
'\u,

- i



T T . S e . C e e
. A . . )
- . . :

| _ 292
StatesAﬁas'he;ped.to partially ‘reliévé‘the pobulation pres:
sure in the nexican economj (estimates faqge from 8. tb 12
million néxicans who‘have migrated in'this‘centpry), the im-
pact,of the demographic éxplosion on ﬁhe lgbour‘ua:ket will
continue at least untillfhe end of the century, _fven if thé
campaigp for population cbntrol is successful, the entrants
to the labour market in the. nex* 20 years ﬂave\aizeédy been

v
born.

TwO fina} elements have bgenr pte;epged as important
factors defining Mexican income distribution: the spatial
disparities of the economic actiiities and the iﬂequality of -
the distribution of capi£al among Mexicans. This spatial

disequilibrium of the economic activities is such that the
.reorder of the population distribution in Mexico as a re-
sponse to job opportunities in .a féw econgmic centres‘has
meant . the concentration of 25% of the population in the.
three ’larqest metropolitan areas of the country: ‘ Mexico
City., Guadalajara, agd Honterrey. .0n the bther hand, almost
40% of the national population lives in over 9b,000'10cali-,
ties of less tham 2,500 inhabitants. The process of indus-

L\/ \ . - . .
trialization was carried out in the larger cities in order -

to satisfy the urban markets, wvhich in turn  created jobs
that.attracted people from the rural area and from smaller
cities. For years the process Has.sucéessful, with higher

levels of income for the people in those_cent;es. until the

incapability of the modern urban sector to absorb the grow-
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‘ing populatiog gave‘rise to the npow ehOrioﬁs info#mal sector
~ with growing zgké;y belts.ﬂw.On'the ygther hand;_ the 40X of
‘the population of the rural area has not directly benefited
from the - "successful" process carried out.during rth; ﬁaét

few decades, but’ rather has only observed the groﬁing eco-

nomié differences in relation to the population of the urbanm -

-

areas,

'Finally, the pattern of development witnessed in Mexico
has>meént an increasihg‘importance, "in tersas bf_production,
of-the modern agf;cultural system; it has.meant, ét the %Zame
tiﬁe, industrial concentratibn and g:ea;er participation by

the larger economic units in tértiary production, This can

‘be interpreted fas _‘;oﬁcentbation of capital resulting
from =he Mexican economic process. There is however, a
qrowing partiéipafion of Mexicans in the educative systen,
meaning a lower rate of illiteracy and a more Qidely spread
hﬁman capital distribution. It is considered that the prob-

""lem of illiteracy is far ‘from solved however, since we find

almost 20% of all Mexicans over 15 years of age illiterate.

Wwhile the national average of school years is only'u, 'that‘

of the rural area (not'surprisingly) is only 1.5; evidence
of yet another of the many policies which have brou;ht about
/;n uneven pattern of development for the country.

In summary, we consider that the intefactioﬁ of the so=-
cioeconomic forces outliﬁéd above and explained in the pre=-

vious chapter havé determined the geheral nodel of develop-

o s
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meﬁi\ of the Mexican . econory and the éeneration and
diStribution of ipcome over tinme, | These forces are the ma-~
croeconomic poiicies éhat aided the industriglization'pro-
cess in only a few urban areas of the country; the 1evé&s of
technological absorption which among other things detgfmined
ﬁhe structural heterogeneity in tLe productive system and
ﬁértiallj déterminéd‘the fatg of abéorption of the existent
laho?r forcé; £he“Folicies that gave .rise to the gfowth of

. o« 4
tvo types of agricultural systeams: the agrarian and the

modern agricultural; the population dynamics, including the

emigration to the United States,  that brought about strong’

pressiure for the‘économy to satisfy growing job demands,
51ong with ‘pkoyiding‘increased goods, services and roia;
infrastrugture: and the educational policy which reduced the
illiteracy rate, but still left millions.of Mexicans in somé

regions, and especially in the rural area, illiterate. e

‘believe that theﬁe are the main elements to take into ac-

-

count as the basis for the formulatiecn of strategies of in-

cone redistribution for Mexico. tny policy recommepdation

should be directed towards changing these forces which de-

fine the structure of the Mexican economy.

~
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S.2 A NODEL, OBJECTIYES AND TAEGET GBOUPS OF“k—
REDISTRIBUTION OF INCQAE IN EEXICO

‘A) A Model and Objectives of Rédistributidn

0
e

-

. Wwe have argued. tkat tﬁe _socioécononmic policies :haﬁﬂ
forn'redistribution strategies have to be proposed within
the historical and golitical context of the development of a
cduntry; The propoéed gtrategies will be aimed at reshaping

the structire of the actual modei of development in order to
reach the desired objectives. ‘In this way, different models
of income redistribution, representing complete forms of
growth gnd distribution aimed at particular objectives, can
be proposed: .the high gfouth-trickle down; the radical mod-
el; the incremgntal model; and the redistribution through

"~ #Jrowth model (see 1.3.2). 0f these four models the first,

' following the idea of growth now and distribution later, has
.not provided the solution for Mexico. The incremental mod-
.-fel; implying taxing the better-off in order to redistribute
to the worse-off, attacks the problem superficially, 3ignor-
ing any s;ructural éhanges that could get to the roots of
the problenm, Aside from tge lack of a solution throdgh this
zbute there exists the economic impossibility of subsidizing
more than 40% of the population when £he econbpy is still in
need -of nQre éapitai‘forgation. From the two models remalin-~
ing we consider that a seriéus effort should be made based

on the model of redistribution with growth.
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The model of r;aisiribution with growth is aimed at
reaching the'obﬁectives o£ elimination of poverty and reduc-
tion of inequaliiy through the wmaximization of the we;ghted
évgrage of the growth rates of\?ifferent income-gr;ups: G =
L P where LA arg the weights of the groups angd 94 their
rate of growth of inconme. This model éésumes ‘the need to
previde investment resources to the poor, offeringu them a
pernanént SOufcé of income réther than merely a temporary
.increase-in consumption'thro;gh subsidies, The general ob-
fective of redistribution means a lower rate of growth of
income at the upper end, and a higﬁer rate of growth at the
1over‘end., |
"'In theory t?e model requires that the strategies fol-
lowed not significantly reduce the growth of the Gross Na-
tional Product and that at the sarpe tihe there is not an ab-
solute reduction in income for particular.grdups. However,
if we consider Ehe‘difficulty in justifying a 'society that
has omnly a fév mémbers enjoying its progress, we shduld n>t
be overly concerned with a .reduction in the rate of drowth
if post of the members are nof increaéing their incomé- | Tt
can be argued ’th;£ a rate of growtk of the an of 3 to 4%
per year during the last 4 decades, with only arfair distri-
bution of the érqgress, would have beeh preferable to the 6%.
rate of growth observed with the impact on the distribution

presented above.: On .the other hand, if i+ is difficult to

justify the incredible disproportien of incomes betueén‘the
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richest and the poorest, an absolute reductiom in income for (

‘those groups that have traditionallz'been strongly favoured

by the econcmy can be proposed. An income tax to hélp fi-

nance investment for the poor is certainly requiréd. The

unfair economic outcome of a system in terms of distribution

.+«in the past is by no means a justification' for the present

one. . .
Bﬁsed on the analysiS”pérformed apd on the general ob-
jective bf redistribution, which states that the income of
the poorer groups should grow fas£er tha; the income of the
.cicher ones, @e propose five - specific objectives‘ for the
Mexican case. The first objective refers to the increment
of income to0 the population of the'fural area which we have

jdentified as -the poorest in the country, -especially the

Mexicans in the agrariam agricultural sector; the second

" purports a more equilibrated reqional distribution of eco-

nomic activities in the econony; the third proposes the cre-

. . J-_.‘
ation of ecmployment in all the sectors and regions of the

- country in order to decrease the existent pnderemployment‘

and uhemplofment; the fourth dbjective_purports to offer ed-

ucation (with a ainimunm of 4, 6 or 9 years) to every Mexican

depending upor availability of resources: and finally the
P

last objecti@é}uould have an impact in the longj run on the

ecdnomic disﬁributive précess thréughla reduction in popula-

tion growth. , ' o \\\V)"

-

ot ms o i ST
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Perhaps the most important element to consider within

' this-conte;t of incone redistribution is the generation of

enployment. Job creation ﬁouid!mean‘the possibilify to amil-
lions of Mexicans to geﬁerete‘ their own income without hav-
inq only an increase in consumption for a short period as
oould ;e the case of a subsidy. The investment resou:ces_of

the economy should be directed towards tle sectors and re-

" gions more in need of -income. .

" These specific objectives represeut the goals of five
strategies proposed in the next section, con51dering that ia

general they would Lelp to’ provide investment resources for

“+he poor. -The gquantification of. this general objectl?e

~could be done following the methodoloqy presented in section

243.1 where we studied the possibility of €ixing an income

‘distribution target (IDT) as a planning tool in the building

4 -
of an. economic plan., Corresponding to the last observed in-

¥

come distribution of Mexico (1977) " is a Loremz Curve that

estimated a perceuntagye of income of 9.9, 33.€ and 56.5% for

the 1-u0,ﬂu1-80 and 81-100 population percentiles.‘ A poséi-
ble .target to £ix, that would correspend to our general ob-

1ective of redistribution, is a change of percentage income

to 2d.0, 35.0 and 45,0 for the same population percentiles.

This implies doubling the income for the poorest 40% of the‘

population, a slight increase for the 41-80% population per-
centiles and a decreqse to US% of the percentage of income

received by the richest 20% of the population. EQF this,
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the decision-makeré should include in. their strategy of de-.
velopment the approbriate econoaic policy to realize the
change of thé income structure within a finitg'time horizon.

corresponding to this proposed lLorenz Curve is a €;tget
income distribution that could be estimatéd. As the target
incbme‘pér capita for fﬁe next decade is known from the, PLANW
GLOBAL de DESARFOLLO of SPP (1980), we are able to calculate
+he distance from tke observed to the target income distri-
bu;iOn_using the'ECOnomic Distance FRatios. .He could moni;or

the distance over ¢time in order to evaluate ihe e ffective-

ness of the economic pol%cies carried out.

B) The Targét Groups
we have indicated previbusly Vthe disparities in income
that eiist between the rdgal and urban afeas, between the
large punicipalities and the small ones, between the agri;
'cultural7sec£or and the rest of the -econoiic sectors, "and
be+ ween tho#e Mexicans with little or no education at all,
and the mofe educated ones. We have arqgued that this is the
result of the pattern of development followed vhére a large
group of Mexicans were left behrng "during the process of
rapid grovwth, In particular, the populatiom working in the
"agrarian systém" vere identified as the poorest,memberé 6f
the society: living ip the rural area, . in municipalities
with less than 2,500.inhahitants, working in the agricultur-

al sector and haiing practically nc education.
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However, based on a more detailed examination of ;he

poverty QrOups according to the analysis performed- in sec-

tion 3.4., ve . are able to identify three groups of people
 that presenf common characteristiCSa They are relatively

homogeneous with respect to the effect that a given set of

policy ianstrumeunts might have upon thenm, therefore making

‘hem target groups of income redistribution; they are: - a)

The Indian 6roups; b) The Small Farmers and_Lhn&léssfof}fhe

" Rural Area; and c)Tre Unemployed and Uderemployed’bf tbeTU:?

. ~
ban Area., :

.a) The Indian Groups. In the rural area there are al=.

most six million Indiﬁns living 4in the most précahiouS'con-
ditioﬁs. They represent over 26% of' the poorest. of tHe
country. While their basic human needs are ;ot fulfilled,
most of them do not speak Spanish, ;epresenting . a stréng
barrier for cultural or economic integration.

b) Small Farmers and Landless. 1In section 4.3 we foﬁnd
that the small farmeérs and landless were'the tw.o poorest
qroués in the rural area. These groups were considered to be
+he most numerous ones of the rural wmarginals. They cer-
tainly have many chafacte istics in coﬁmon;,suqh as level of
eddcation, place'of restﬁznce, and sector of employment; but
theyléﬁbuld be considered separately -in terms of policies
regarding their s;tuation, since the migratory characteris-

N

+ic, lack of land and pattern of settlement distinguish thenm
y _
from cne another.

1os gy oy e e g et Emes b ag e
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c) The Unemployed and.Undérglployed of the Urbén Area.
These grqués;conform to the urban marginal, which repéesent
ohé third of the poor of the country. Most of the uderem-
ployed uork in small inddstry. commerce and services, anﬁ

live in munlcipalitles of 10 000 to 100,000 residents.

‘These groups are gepnerally much better off than the nargi-
"pals in the rural area due to. the use of the services and
subsidies available in the cities, |

In éumma;y these three groups éf nexic;ﬁs_rep:esent the-
majority of the poorest members of the sogietj. The strat-
egies dirécted towafﬁs improvipg the inconme ?istributibn of
+he coﬁntry should régard them as prime targets. An inte-
grated effort uiﬁhin a nev general strategy 'of devﬁispment
which would offe:‘éducation, jobs and more services to ﬁhese
groups would be considered as a serious attempt to solve the

problen of Mexican inconme distribution.

5.3  STRATEGIES OF INCOME REDISTRIBUTION

3

‘The following five strategies -(according to the defini=-

tion of strategy given in chapter one) are the core of a new '

model of distribution and growth proposed for Mexico.  They.

represent five different fronts of action that the govern-
ment could follow in order to offer better economic possi-

bilities and social justice to the Nexican popﬁIation.

-
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A) Rural Deielopnent

of Mexican poli-
tics is the social unrest {in the rural are Not surpris-
ingly, this is a reflection of the socioeconomic Ehéracteé-
istics found in this part of the country. Por over half a

decade‘the agrarian reform has been the political palliative

-t0 a deep socioeconomic problem: the agrarian reform has at-

tempted to change an unjust social organization in the rural

area based on an unjust land-tenurergystem. Up'{o 1977 (1)

.

the agrarian reform in Mexico was a political 4instrument

used to threaten: terratenientes '(the larger land-ouhers)

. FS .
with nationalization and fragmentation of their land for

subsequent distribution to the landless peasants. Over the

vyears this process .(as explained ir chapter four) created

thousands of swmall farmlands with low productivity levels.

Present authorities-have put a stop to this process, arguing

"that the amount of Mexican territory cannot increase, " in-

stead emphasizing support for the existent producers, small
and large, to increase their productivity.
Rural development (2) should be considered within a

systenic approach, iniroducing elements that, in an inte-

grated form, would impact upon the general welfare of the

peasant population. The:implementation of an integrated ru-

ral development plar should contain projects aimed to: a)

Improve efficiency in the the use of scartce land and wvater

resources; bh) Provide capital resources in order to finance

,“\\\-
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- the inputs of production (i.e, nachinery, seeds, fertiliz-

'ers);~ c)} Create employment opportunities: 'd)'Develop human

resourcess; and e) Reform the legal and institutional frame-
work presently stalling the development of the peasént econ-

omy.

While this set of projects would directly and indirect~

ly raise the per capita income of the roor im the rural
area, we - believe they would encounter strong qppoéition.
Some of thém for,;xample, emphasize structural changes that
would break with the hegemony of local or regiomal groups.
Interestingly these are preéisély the groups profitiﬁg from

the existent structure (3}.

B} Regional Balance

There is a strong dichotomy between the rural and the

urban areas in Mexico, yet it is the difference between the

large urban centres and the smaller ones that is most im-

-

pressive, Iﬁ fact, most of the industrtgl production of the
country is carried out in oﬁlf three gities:- Mexico city,
Guadalajara and Monterrég. The creation of enployment in
these cities brought about strong pressure for migration to

these cities from the rural area and from the'smaller cit=

“les, The need to equilibrate the growth of the economic ac-

tivities in general, and the industrial ones in particular,
is clear.
In order to rearrange the ecgonomic activities of the

country, the Mexican government is Carrying out (as of 1973)

P N 7 AT U T T, I TR O P T - W TP §
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a nationai pian of~urban development. Anong the main objec-
.tives we find: a) to stop the growth of the tnree biggest
cifies; b) to promote the_qrowth of 15 cities in 10 selected
regions of the country. and ¢) to help provide urban servi-
ces 1n ‘sSmall chosen communities, defined as the .capitals of
microregions.

The first objective is apparently an easy task, if per-

missions for pew industrial Plants and other economic units

are not provided; hovever reality indicates the difflcuity

of implementing such polic1es. The second objective follows

a policy cof discriminating hundreds of cities in order to
create, over the next several decades, twenty huge metropol-
i*an areas as opposed to any other possible distribution re-

arrangement The third objective would attempt to stop ru-~

ral-urhan nigratlon by offering services in the rural area .

for the more than 90,000 communities in'Hexico. This,’how-
.ever, contradicts tke idea of nigration.due mainly. to income
differentials,

The list of instruments'proposed to'reach_ these goals
is a long one, including fiscal policies, economic stimulus
given by the governnent, and improvement in the regional al=-
location of government Lesources. Still, while it will take'
Years to fulfill these objectives, they will iltimately help
to redistribute -‘the economic activities, job creation and

income of the Mexican population.

W



305
C) Comprehensive Employlent-elan

-The striking figures of almost S5S0X underemployment

(uorkers eith less than the official minimua wage) and 7%

unehployment:in Mexico in 1978 must be. reduced. They not

Ll s e e

only represent the failure of the system but 'lov levels of

social uelfare and 1ncrea51ng polltlcal unrest.
In 1979 the Pederal’ government presented the first se=
" rious organlzed effo:t to ettack the employment problen
through the Programa’ Naczonal del Empleo 1980/82. This pro-
gram, efter recognizing the need to change ' the productive ;gf\
" system of the country, . fixes certain goals and targets for
the years 1980 to 1982. | The estimation of new jobs during 2
:rfgié per&od was 2.2u1lmillion, 'and an estimated increase in
the labour force of 2.180 million people., Tt seems that for
the first time in decades the #Mexican eeonomy would be able
to create more jobs'then the ;nerease in_ the‘labeur forse,-
ﬁence deereasing the numher'of uhelployed and undereaployed; e
vet this absorptlon means only 61 thPusand jobs, and at this
rate it uould require a few hundred yeﬁrs for the ecomomy to
offer a Job to every Hexlcan. ' E
It is obvxous that the eﬁfort in Ehis direction should
be euch greater.n'ﬂfhe task ;s not simple, bet the-identifi-
cafioﬂ'and gromotion of ecenomiC<ac£;{ities genefating jobe
is necessary. The shift of emphasis to the rural area and a
:ﬁ\\\jnore equilibrated creation of economic,aetivitief would cer-

-

tainly have a higher impact on Jjob creation. The reiatiye
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ioportance of the Federal government in tke economy should

be condsidered as an inportént tool of job creation. ‘It is

possible for the government to select its projects based on

~ .

job creation, taking a microecononmic approach of benefit-

cest-apalysis (4).. Some projects can be ranked according to

this proéedure with their finanecing approval dependent upon

the actual number of jobs,creat%S.

-

D) Eduéatiﬁnal Blannig

Mexicans have an average - of.3.5 years of schooling,
which besides being very. low, is ill-distributed. In 1979
while 28% of ‘the headé of households had no years of school-
ing at all and 40% ﬁad lesé than five years, 5% had attended
“university. Por years education in Mexico has been elitist,
ﬁorgetpin@ m;ny parts of the rural areé while séending on
huge public universities (5). Ideally, every Mexican should
be litefate and the 20% il;iteracy_rate should be'unacqepta*
ble.. |

Dt 8

Ln educative plan for Mexico should restructure the al-~
Ilocéticn'of resources, giving priority to those Mexicans
with no educﬁtion. ‘The rural'area should be a prime‘target
while agricultural education and training érogrammes should

be considered terminal rather than feeding higher levels of

education (6). There is no reason to disregard the Mexicans

living in small communities by offering education only in °

‘
“he larger cities,
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D)rfoéu;atioh Control
If'population.grbwth h&s put pressure on tﬁe ecdnomic
-system for manf yeéfs, in the next tio decades the pressure
will surely increase. The number of héfionals‘betveen the

ages of 15 to 64 will jump from -36 to 68 million between

-

1980 and the year 2000, meaning that the number of potential'

job seekers is going to almost double in this period. If
job creation during the pas<t decades has not been satisfied
by the ecgnomic systen, there ;s little hope for a solution
in the next few years should'th? population grow as pro ject-
‘ed.. The indications of a reduétion in population growth in

the short run are encouragiag, but the country obviocusly

will not be prepared to again double its population frome100

£o 200 million from the year 2000 to the 2030. If the actu-
al problem ié not easily solved, thesé numbérs are unreal.

A very ser;ous effort to stop ‘the population growth
should be initiated,' It is considered to be the most impor-
tant problem of the future, and certainly through +the unfair
economic system the impliéations on income distribution are
Clear., The incapability of the system to cffer jobs and so=-
cial justice for millions of Mexicans should not be tested
anymore,

In conclusion, then, we believe' that through these five
strategies, aiong.with their pafticular objectiveé to ful-

£111l, the distributive problem in Mexico could be affected,

e
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This implies a reshaping of the actual systenm, in order to

_offer -social and economic justice to the wmillions of Mexi-

"cans that have been left out of the vitnessed progress of

the country. The impact of the strategies upon the identi-

' fied target groups should lead " to the fulfilment of the

.

overall objective of a higher rate of growth for the poorer
g;oups-thah for the richer oﬁes. This is the objective pro-
posed within the model of redistribution through growth sug-

- ) .

gested.

BT
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FOOTNOTES

~

Por a complete summary of the changes in the politics

of the agrarian reform of . Mexico during tﬁg presént ad-

ministratiocn see Secretaria de Programacion y Presu-

.

puesto, Direccion éeneral de Documentacioa y .Analisis
(1978) : "Reforma Agraria®. Cuadernos de Pilcsofia Poli-
tica de ste Lépez Portillo. No. 5. Mexico.
#e follow here the‘uorks of Stavenhagen (1977) and Héh—
pet (1978). ¥hile Stavenhagen emphasizes the peasant
household as the basic econémic unit influencing'the
,types of policies to fo;lou, nehme£ mentions the need
for a systemic approach.
Tn 1980 a first big affort in this direction waé bequn
in Mexico.,  The Sistema Alimentagio Mexicano (Mexican
Foodstuffs System) aims to reorganize the food systen,
including the production, distribution and commerciali=’
zatior, E;en when fhe impact is méré oriented towards
rediuvm and laté;.productive_unitg, the crea*ion of jobs
in the rur#l area and price controls Hili benefit one
of oﬁr target groups: thé small farmers and landless.
This approach is presented by several authors. Seé for

example Mehmet (1978).

5. ‘See Cynthia Hewitt de Alcéntara (1979) studying the edu-

6o

cative systen of Mexico sice the 1920's..
e
For a detailed discussion of educational planning see

Mehmet (1978).




'SUMMARY ANQ COFCLUSIONS

”?é p;oblem of income distribufion and eccnomic growth
in ¥exico has hecome an increasinq ‘ﬁeme of study during “he
las* years. This interest develeoped af+er decades of high
grewth in income per capita and'nol cbserved imobrovement in
the ‘living conlitions of many ¥exicarns., In +%*i3 nersoec-
+ive, .the ~bjective of this study tas beer to perferm an
analysis of.incche distribution and redistribntirn of Yexi-
co, estahlisting a mc<todolady Zor cempara*ive analysis with
fUture da*a, qudh*ifying *he ex*tent of +*e concentra+tion,

B - -
evaluating +he obijectives of gqrow+*}t and incecme Aistribution

"

+le gountry tas set and attenrting *o formulate redisz-

-

tha

t

tributicn pclicies *e improve the welfare cf +he rajority »f

+te Mexican popnlaticen. :

", Tn order to achieve this nbijec*ive i+ tas heen n-opnsed
*

a theere*ical framework and a me+tcdolndy ¢f analaysis of

. : A
income dis*ribu+isn da*ta according te ohserved socio-eccnom-

LY

ic ckaracteris+«ics in Mexico, Af+er . analising Mexican in-
o - : : ‘ .

come dis+ribntion data and +he eccnemic grow+h of +he coun-

++y since 16450, we identified +he:cbijectives, ‘the {;rnet

aroups and strateqies c¢f redistributicn ¢f Incene in Moxico.

“%to main conclusicns of +his study include:
L

310 )




1. rfter reviewing the mos®
theories cf pérsonal income distributicn a +heore*ical
framework has peep pfppcsed considering elemen*s of dfffe:ea
ens ttenries. -While the micro theories attemp*t to exolain
personal inccﬁe distrihution from *he individual ovoint of
vieu; the maéro tLecries a++empt +c exnlain the qeneratién
nf ipcome at *te aggregate level (i.e. naﬁicnai. :eqianal,
secteral). Based on an evaludticn according *o *heir :éie-
vance for deyeloping countries ké fird *ta* *be CFTPAL-DPRIRLC
arnccach pr vides a framework of aralysis cleser *o =he lLa*-
in American réalifi. I+ allows us *o iﬁtrcduce'kéy elemen*s

for tte nnderstanding of *the Me xican economy, <such as popnu-

§Tow+~h, rTural-urban migrariern, -labour -marke% condi-

+inns, fhe he*erogeneity in +he prcdnuctive secter, ctc.

2. ! comprehensive evalua*ion of *le 1li*eravure 5 E
L _ 3

fnecdne redis-ribu+icn and.eccnomic growtt  lead vs %2 con-

clude tha* *he +cpic is far frem heing clear, and lacks a

well-defined methtodology frr the formnla*icn and implemen*a-

-

s

an of income redisrtribu+tion policies as well ar an exami-

natier of +heir impacts, An analysis of +he d*“feren% in~

come redistribution models sheows *heir assocla<ed
abjec-ives; at the same time we classi€y *te policies and

s*rategies of income rtedis<ribution., The reliciers aza clas-

‘o . » | L] L3 - )
sified in four qgroups: 1,) Policies affec*ina *he general

fnnctioning of tre econoamy; 2.) Pnlicies preprsinao 33lutions

1 ~ i

+n +he different sectors of *he econcmy; 3,) Prlicles af-

. ‘(,0
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fecting - the . ownership of +he fac*ors of preduction; U,)

The "parginal" peclicies precposirg seoluticns. +v'rough fiscal

oclicy. The strategies x0f income redis*ributicn discussed

are: 1.} “mployment Generation; 2.) cedirecting Invest-

. -

mont; 3,y Direec*t attack on Pover;v: 4y, Puman aﬁd Physi-
cal Lesmurce Develbpment; 5.} .The igricnl+ure Tevelopmen*
Appreach; 6.) Inteagrated Rural Developrents 7.y The New
Interna*icnal Eccﬁpmic Orda;; Ry Pcpuiafién Central; 94)

Tntergenera*insnal Transfers; 1.} redis+*ribu+ion of Con-~

[N

-

sumpticn,
3, Tc unders-and *lke prhtess of gereration and distci-

hisicn 0f inceme we have +o ccnsider the macrceccnpaic poli-

~ .

‘cies dgfermininq the strateqy of dpveinpmont: *te histori-
*cal, demograptic, +ectnological and sociocultural forces
devermining *he regicnal and sectoral theterogenecus sTruc-
*ure; and the factors determiniha .*he dig+tribo+iontof re-

sources ameng the popula*inn, - Tn +*}is serse, income redis-
[ * -
=ribu+ion is concelved as a combina*+ion .¢f pelicies +tha*
. " . ’
will “crm new stra*eqies and will restape *+te s*ructure of

“+he ac+*nal mecdel of development.

r

}de

4. The me-tcdolcgy of analysis of income dis+tributisnm

dara calls for a derivation of Inccme Tnecualitvy Inlica%n-s

(ITI's) from a well fi+ted Income Tigerihu%ion vodel (IDM) .,

~nis me+hod solves the problem created by the way Mexican

data is presented: grouped data wi*h a d*fferent namber of-

classes nn differen* dis*ributicns and sometimes with less

*+han R=2 classes. The calculation of an T7T wi+k <his type

:
3
!




of data using a distribution free form. in+troduces a

systema+ic bias in the value of *4e III's, A+ <«he same

s

*ime, +*he metlLod choser allows 'for an in*er- ¢r extrapola-
tion of income classes in order *o calcvlate +he number of

-ecipients and their’ income in arbitrarily =selec2ed incone

brackets.

S. Three TII's were selec*ed: the Gini Ceefficien+,

. b i . ) .
+he Lorenz Curve and +he =conomic nNis+tance "a*ios, ."he
first twe are Tntra-Inccme Tnequali+*y Indicators, - while *he

*hird cne is an Inter-Tncome Tneguali+y Tndicatﬁr._ The se-
lection was h;sed on an evaluaticnp nf ;cre *tan 20 ITT'3 ac-
cording *o several desired properties.

E.' "he selec*icn of Tncome Pistribmtion ¥olels was
carried out after an evalua+tisn ©f +fhe mng+ freanently 1sed
TOM's according tc deéired prqperfies.d Tre TDnF's chosen in

“~

crder to estimate +reir pazameters and compare *heir goosil-

,ﬁess-bf—fit were: +he *‘Loqnormal, Gamma, Ginah—?adﬁala‘and
hagqum *ype T, IT and IIi mgdels. ~he qcodness-rf-Sis tesﬁ
used were <he Kclmogorov- Smirnov +es* and. tte Mean Squafe
Error; wkile tlhe parame*er estimaficn vés rerfrrmad usine
+ke nen~linear leas+ Square Me+hod, chosen for #+g alvan*tag-
es over the Method of Mcments, ‘=he Maximum Likelitsod Hethod
and Pearscn's Minimum Cli-=quare M@*hod.v

7. ) compariécn of the IDM's chosen, using Mexican

‘data for eight years, shows that *he lcancrmal model fi¢s

retter than the Gamma model, +he Sinch-Faddala mecdel het*er

v, 3130
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“han beo+h, and “he Dagum model béttef ttan +he other three.

Mecording.to this régult, we tave derived +ke selected Tn-

)

»

come Tnequality Indica*crs based cn %“he parame*ers es+imated

witlk ke Dagqum model.

-8, "he chosen data até- frem eigh* eriginal souzces -
covering +he national terri%ory ard using family as =he Te-

ceiviqg uni+, except.in one case which uses householl as “he

receiving unit. ° The scurces were selec*ed “rom 11 original
sources (eiqht Surveys and three censuses) and 3 sources ce-
qrouping or adjus+ing the oc-iginal da+a. The years convered
are 1950, 195€, 1958, 1933, 1968, 1970, 1975 ard 1977.

2. ¥L ﬁumher cf s%ﬁdies (30{ ¢f income ais*riﬁutian in
Yexicoe haﬁe been reviewed showina “*hat there *s 1 clear
+cend in terms of prefereﬁbes abcu*t *+he svbject: Ei:sththe

studies of <functional ipccme dis*ribu+ien abppeared; “hen

*%e analysis of *he dawa, - eact +*ime in a mcre *%*orough wavy

and using more advanced sfatisticalrmef?rds:' and finally

*he use of these results to s*udy particular aceas 2% inter- .

ozt in the‘field.‘ Mest of ~he studies (19) analyse percs?nal

e

income distrihution using different T7TI's, metltods 5% calen-

iV

lation and data. This caused a diverqence of conclusions in

relaticn *o the quantifica*ion, *rend and analysis by levels

of income concentration of the ccun+try. P11 +re s*uilies,
however, aqreed upon thke-high level of concent*rat+ion,
1¢. There is no clear *tendency *towards a-chanqe in the

level of concentration of inccme in Mexice he*ween the years
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1950 and 1977, wken ‘measured *hrovwah tte Coefficiens of
Gini, T+ should be apparen:t, thLowever, +ha* while the U40%

< nocrest members of +*he scciety and'the 5% richest have de-

creased their inceme shares, the_ middle and vurper middle
classes have strengthened tﬁeir prsi+ion.

11, Inccﬁé concen*raticn is areater in the urban than
‘r the rural area for EEGA11958 +c 197C perird, while for
1975 the same deqree of cgncentraticn was obsérved. A% *he
same +ime, we find the highest deqree 'of ccncentration of
inceme .in the aqgricultural sec+or, ‘ollowed by +te commerce,
services %nd indus+«rial sectors, wi*k an increasiﬁq level 2 €
ccncentfa*ioﬂ in +*ke aqgricultural sector, Tt steuld be ob-
served :hét +he urban families werk in +he aaricultural sec-
tér and rural families work in *he non-aaqricul+ural aéctor.
‘Incecme concentrqtion decreases whten 'fhe‘educaticnal level
increases, measured through *he rumber ‘of veare of school-
ing, And *te level of income corcenttaticn decreases wifh
+he number of inkabitan*s of the municipali“y, with <he ex-
ception of Mexice City, Guadalajara and Mon+errev.

A : .
12, There is an increasina difference in income ver

' capita between the urban and =rural areas, Tte mean income

of heads of family working ;n indus-=ry, comﬁerce, services
'and transport and ccmmunication is double *he mean income o€
+*he cres in agriculture, The. mean %ncome per capita in-
creases qreatly with higher levels qf dﬁucaﬁion. Tt is

“ound that the mean income of +*he aroup wi+h 13 »r moce
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years of education is 6.3 *imes higher *han +he group with

- ; ’ 3 . -
no education. Besides, +the income per capi*a sharply in-

creases when a person is living in a larger mwnicipality,

13. Bt the internatioial level, Mexican income Aistri-

.

bution rawks sixtieth ‘among 77 countries measured with the

.

Gini Coefficient, Nut . of 1N coun“cies.in +“re same income

.

level group in 1970 (4C1 to 700 U,S. dcllars ¢f 1970)  ‘our
\
have a higher income ccncentration (Brazil, €abon, Jamaica

and Sonth lfrica) wkile 6 have less concentrat:on (Barhados,

Chile, Cos*a Fica, lebanon, Panama and Surinam).

14, The overwhelming majority of the pdor »¥f +he coun-
try (more than 70%} live in -the rw:a} area, wifﬁ'a sligh+*
increase sin&e 1958: Most, 0f +he head§ of +lke prorer Mexi-
can fémilies were werking in ﬁhe aqricul+ural sector’ (€3.1%
in 1963 and 63.4% in 1975). ﬁf the-same éime} -aimast’all
- *he pryer families (95%{ had as their head a persen with six
vears ¢r less of schooling; among them, '50% had no educa-
tion at all, BOﬁ‘had be+wecn . 1 and 3 years nf schroling, and
18% had between ﬂ'aﬁ& 6 years of =sctroclinna, rinally, we
find +rat +he smaller ﬁhe‘municipali*& éize, *te areater *he
percentage of popwlation living beneath *Lke poverty line;
+hé cencentration of.the %cor is suchk +that 9% of fhem live
in munic#palities:with a size cof urnder 130,dhh7in?abitants.

15; There is an apparent cen*rtadiction betwaen the
proposed *arqgets and *he reélisa*ion of Ehe Mexican model 2¢
sdcio-economic‘deveiopment. The observed charac*efistics 3 f

< .

i

- : R T — e
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structural heterogqenity of the ‘productive sys+tem, +he dig-
tribution of 6wnérship ¢f the means cof production, the vary-

ing levels of education, +the spatial concentra*icn 9¢ +he

economic ac*tivities and the population . arowth, szhowed a

stronqg rigidity in face of the implementatinn of *he Mexican
model, Several phenonena associa*ed with the above men-
tioned.characteristics such as urbap and rvral mar&inality.
unenplcyment: and uhderemplovment in +te labour matke: éon-

*inued *o0 be observed witk similar or accen*nated intensity

v
.

whereas new socio-eccnomic problems such as regicnal and ne-

-

ban-rural imbalances appeard. Threy-, can he represented and

evaluated in *erms ¢f income distributien, and income ine-

quality within and betwcen income 4

[N

s+*ihutions.

]

16. Finally, ve have suqgested +lé model of redis+tri-

hutisn *hrcuqh grewth in order to increase <ke income o< the

ncerer members nore rapidly *than +ha* of +re cicher ones, We

rropose s*rategies aimed %o provide inves*ment resources far

.

*he prer, includirtg a program ¢f rural development, <he

need for a be«ter reqional balance of ccenemic ac*tivities, a

WComprehenSive‘emPlsyment plan, a non=elitisgt+t educa+vion plan

and measnures for popula+ion contrcl.

-~

“+he medel and strateqies proposed are: *te indian grouos,

~he small farmers and %he landless, and *te nnempolyed and’

nnderemplovyed.,

A 4 e mmm—ame e a kel e peiea——n s g — .

“re, targe+ ‘grouns of

EO Y
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