American Economic Association

Brazilian Size Distribution of Income

Author(s): Albert Fishlow

Source: The American Economic Review, Vol. 62, No. 1/2 (Mar. 1, 1972), pp. 391-402
Published by: American Economic Association

Stable URL: http://www.|stor.org/stable/1821573

Accessed: 21/09/2011 10:57

Y our use of the JSTOR archive indicates your acceptance of the Terms & Conditions of Use, available at
http://www.jstor.org/page/info/about/policies/terms.jsp

JSTOR is anot-for-profit service that helps scholars, researchers, and students discover, use, and build upon a wide range of
content in atrusted digital archive. We use information technology and tools to increase productivity and facilitate new forms
of scholarship. For more information about JSTOR, please contact support@jstor.org.

American Economic Association is collaborating with JSTOR to digitize, preserve and extend accessto The
American Economic Review.

http://www.jstor.org


http://www.jstor.org/action/showPublisher?publisherCode=aea
http://www.jstor.org/stable/1821573?origin=JSTOR-pdf
http://www.jstor.org/page/info/about/policies/terms.jsp

ON THE EMERGING PROBLEMS OF
DEVELOPMENT POLICY

Brazilian Size Distribution of Income

By AiLBERT Fisurow*

The two postwar decades have resolved
definitively the capacity of developing
nations to expand at rates in excess of 2
percent per capita. Yet it has become in-
creasingly apparent that such a yardstick
is an inadequate measure of performance.
Here 1 examine another and more neg-
lected dimension of development, the dis-
tribution of income. My objectives are
fourfold: to describe briefly the procedures
used to derive an estimated income distri-
bution for Brazil for 1960;! to discuss the
profile of poverty as it presents itself in a
developing country; to indicate the factors
operating to produce skewness in the Bra-
zilian distribution; and to assess, in light
of these and governmental policy measures
in the 1960’s, the apparent changes be-
tween 1960 and 1970.

I

The four distributions of income set out
in Table 1 derive from a stratified sample
of approximately eleven thousand families
drawn from the 1960 Brazilian census re-
turns and accurately reproducing the
population as a whole. The distributions
labeled as ““original” include monetary re-
muneration only, as requested by the
census. To these, four adjustments are

* University of California, Berkeley. T wish to ac-
knowledege the valuable assistance and contributions of
Astra Meesook to this summary of joint ongoing
research.

1 Fuller detail is being made available in a Technical
Appendix by Albert Fishlow and Astra Meesook, avail-
able on request from the author.
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then made, leading to the corrected distri
butions. The adjustments are of two basic
types, one set to incorporate nonmonetary
income excluded from the census inquiry,
the other to reallocate income to family
workers reported as economically active
but without monetary remuneration. After
allowance for income in kind for imputed
rent, imputed rural home consumption,
and imputed room and board for domestic
servants, and distribution of some fraction
of household chief’s income to family
workers, income per worker is increased
almost 20 percent and concentration sig-
nificantly reduced. Family income is af-
fected in the same direction but to a lesser
degree.?

The resultant concentration of income
reported in Table 1, as measured by the
Gini coefficient, is similar to that of most
of the Latin American countries. Such an
index also bespeaks considerably more in-
equality than currently prevails for the
United States, Canada, Japan, and West-
ern Europe. (See Irving B. Kravis and
Econ. Comm. for Latin America 1967.)

2 These renorted distributions differ from those of
William R. Cline and Economic Commission of Latin
America 1970 for the following princinal reasons. In the
first place, both used estimates for the onen-ended class
derived from a Pareto coefficient for the entire distri-
bution; I had a smaller upper class, and used an extraro-
lation of only the last two classes to determine the
Pareto coefficient applicable. Secondly, the corrections
here are both more extensive and keyed unon individual
characteristics available on the samnle. Thirdlv, the
sample method made it possible to construct the family
income series.
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TABLE 1—BRAzILIAN® S1zE DISTRIBUTIONS OF INCOME, 1960

Economically Active Population? Families
Monthly Original Corrected Original Corrected
Income
in 1960, Percent- p, cent- Percent- Percent- Percent- p  cent Percent- p  cent-
iy age of age of age of age of
NCr$ Pop- age of Pon- age of Pon- age of Pon- age of
p op op op
ulation Income ulation Income ulation Income ulation Income
None 14.7 0.0 .5 0.0 2.7 0.0 1.7 0.0
0 2.1 22.3 5.2 26.1 5.2 14.8 2.1 5.4 7
2.1- 3.3 14.4 7.0 16.2 6.4 15.0 4.3 12.5 2.9
3.3- 4.5 10.5 7.4 11.8 7.1 12.9 5.5 12.1 4.4
4.5- 6.0 13.1 12.3 14.0 11.3 13.1 7.4 14.6 7.1
6.0-10.0 13.8 20.0 17.3 21.0 16.7 14.3 22.3 16.0
10.0-20.0 8.2 22.2 10.5 23.6 15.5 24.2 20.4 26.7
20.0-50.0 2.6 16.4 3.1 16.8 7.5 25.0 8.9 25.3
Over 50.0 ) 9.4 .5 8.6 1,8 17.2 2.1 16.8
Mean 5.52 6.51 9.24 10.95
Mean (US$/year)e 513 606 860 939
Gini Coefficient .59 .52 .55 .50

s Excludes Center-West and North, which accounted for 7.7 percent of the population in 1960.

b The distribution of the economically active population plus individuals receiving income is not significantly dif-
ferent: the top 3.2 percent receive 26.8 percent of the income (uncorrected). Since most of the analysis applied sub-
sequently is more appropriate to the economically active population, we shall use it as our basic distribution of indi-

viduals.

¢ Converted at an exchange rate of .129 NCr$ per dollar, the purchasing power equivalent rates in June 1960 as
reported in Econ. Bull. for Latin America, Oct. 1963, 203.

Source: See text.

More precise comparisons would require
value judgments concerning the rate of
decline of marginal utility as income rises,
as well as more confidence in the income
distributions reported in other sources
(Anthony B. Atkinson). But that is not
my interest here.

Rather, I wish to focus on the internal
welfare implications of the size distribution
of income in Brazil. Comparisons of mea-
sures of inequality require simultaneous
comparison of absolute income levels if
they are to be meaningful. Income more
equally distributed about a low level may
imply a considerably greater incidence of
poverty than less equal distributions about
a higher mean. The tragedy of the Bra-
zilian situation, like that of most develop-
ing countries, is that the distribution and
the level go together. By American stan-
dards of poverty, virtually the entire popu-

lation would qualify. This is after the
extensive redistribution occasioned by
grouping into family units. The small de-
cline in the Gini coefficient as one moves
from the distribution of the economically
active population to families is deceptive.
The relevant comparison is with the much
greater inequality of the distribution of all
individuals, some 70 percent of whom earn
no income at all. But families, while an
important mechanism for redistribution of
income at a moment of time, also are an
important source for transmitting inequal-
ity into the future. To the extent that the
probability of children earning increased
income in the future is influenced by par-
ents’ income, equality of opportunity will
not prevail, and inequality will tend to
persist.

The characteristics of poverty in Brazil
strongly suggest that such a mechanism is
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TaBLE 2—THE PROFILE oF BrAzILIAN POVERTY, 1960

(In Percent)®

Poor
Families Other

All

Sex of Head of Household
Male
Female

Age of Head of Household
14-29
30-60
614

Education of Head of Household
None
Primary
Lower Secondary
Upper Secondary
University

Head of Household Economically
Active

Sectoral Distribution of Economically

Active
Agriculture and Extractive
Industry
Commerce
Services
Transport and Communications
Liberal professions, Govern-
mental, Administrative, etc.

Position in Occupation of Head of
Household
Employer
Self-employed
Employee in Private Sector
Employee in Public Sector
Sharecropper

Number of Workers per Family
0
1
2

3+

Migratory Status of Head of Household

Migrant from Rural Area
Migrant from Urban Area
Nonmigrant

Location of Family
Urban
Rural

83
17

17
70
13

64
35
1

83

92
8

20
66
14

92

49

11

® May not add due to rounding

Source: See text.

TaBLE 2—(Continued)

Poor All
Families Other

Region of Family

Northeast 43 15
East 40 38
South 17 47
Family Size
1 4 6
2-3 18 33
4-5 27 32
6+ 51 29
Number of Children, 0-14
0 15 35
1-2 29 39
34 29 19
5+ 27 7
Number of Children in School
0 67 67
1 13 16
2 10 9
3+ 10 8

operative. Table 2 provides a profile of
poverty in 1960, where poverty is defined
by Brazilian standards themselves. The
real minimum wage for 1960 in the North-
east, the poorest region, is taken as the
lower limit of acceptable income for a
family of 4.3 persons.® For rural Brazil, the
wage prevailing in the rural areas of the
Northeast is taken; for the urban North-
east, the standard of the medium sized
municipio is applied; and for all other
urban residents, the Northeast level, incre-
mented by 15 percent to allow for higher
relative prices, is applied. The poverty line
for different size families is defined with
the aid of the elasticity of expenditure on
food with respect to family size; because of

3 0On the occasion of changing the definition of the
minimum wage in 1950 to include necessities of family,
rather than only those of the individual worker, an
elaborate survey of incomes and family size was under-
taken (Brasil 1949). The average size resulting was 4.3
persons, and was used for the average family. In fact,
the sample reveals an average size in 1960 of 4.9 per-
sons. The results do not hinge crucially on which size is
taken.



394 AMERICAN ECONOMIC ASSOCIATION

economies of scale larger families need rela-
tively less income, and conversely for
smaller.*

The decision to employ a uniform na-
tional standard of poverty rather than the
intricate, regionally differentiated system
of minimum wages requires brief comment.
While the minimums set by law are in
theory regionally differentiated by re-
quired minimum standards, they are, in
fact, reflections of the existing structure of
relative incomes. The minimum wage is
much higher in Rio de Janeiro than interior
Cear4d more because of relative income
levels than relative prices. The latter vary
by much less than the 100 percent implied
in the 1960 structure. A poverty index
based on varying minimum wages would
therefore include all persons in the lower
reaches of the different regional distribu-
tions independently of their absolute level
of well-being. Instead, an absolute mini-
mum has been adopted here, adjusted for

4 Functions of the form log F=a+blog y+clog S were
fit to the data of the rural surveys described earlier, and
to data generated from similar surveys of urban capital
and interior cities in 1961-62 and 1962-63. The respec-
tive results, appropriately weighted, are

log Fp = 1.60 + 39 log Yr + .54 log S R* = 99
(11.9) 3.4)
log F, = —1.87+4 54 1log V. 4 3710g S R* = .88
(12.9) 3.6)

If we accept as a standard of identical welfares equal
relative expenditures on food, we have

dlog F/ly = (b— 1)dlog Y 4+ cd log S = 0,

or

An elasticity less than unity such as results here, .89 for
rural families, .82 for urban, implies economies of scale
in consumption. Consequently for equivalent welfare,
income need not increase as rapidly as family income
above the standard, and income per capita must in-
crease below.

The information cited on relative prices is based
upon an index of relative general prices derived from the
prices underlying the survey expenditures, as well as
other regional prices directly obtained.

the much smaller apparent variation in
relative prices.

Even by such a limiting criterion, fully
31 percent of Brazilian families in 1960 did
not approach an acceptable standard of
income. The differentiating characteristics
of poverty emerge clearly in Table 2: low
levels of education; concentration in agri-
cultural activities; location in, and non-
migration from, rural areas; limited num-
ber of workers per family; residence in the
Northeast; larger than average family size
and number of children; and relatively
smaller opportunities for education of
those children. The shape of poverty in
Brazil thus differs importantly from the
profile of the poor in the United States. In
this country, an important segment of the
poor consists of single-person households,
the aged, families headed by females, and
families whose head is not participating in
the labor force. (Mollie Orshansky). In
short, the 15 to 20 percent incidence of
poverty in the United States is heavily
weighted by special and relatively handi-
capped groups who are bypassed by in-
come growth. The Brazilian problem is
more one of low levels of productivity
withinthe mainstream of theruraleconomy.

The policies appropriate to dealing with
poverty are correspondingly differentiated.
Negative income taxes, subsidies, and wel-
fare programs have less role to play in
Brazil than efforts directed at disseminat-
ing modern techniques in agriculture and
accelerating growth more generally. Note
that policies designed to tie the population
to agriculture by making urban conditions
less satisfactory will not help; the poor are
not to be especially found as migrants en-
gaged in marginal activities in urban areas.

Yet the problem of poverty will not
easily yield. The average number of chil-
dren per poor family is 3.1 compared to 1.7
for all others. The reason for the discrep-
ancy is that family size and family income
are not strongly associated; if they were
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positively related, larger families would
escape the poverty definition. Children
reared in the circumstances of poverty
consequently account for 44 percent of the
total number, although poor families com-
prise less than a third of the population.
These children carry with them not only
the scars of malnutrition, no transference
of past assets and status, and limited as-
pirations, but also deprivation of educa-
tion. The probability of a poor child at-
tending school is significantly smaller than
one reared in more adequate circum-
stances. Poor children in school number
only a third of the total; moreover, they
stay fewer years and advance less rapidly.
Past illiteracy and present poverty are
strongly associated. But so are present
poverty, future illiteracy, and probably
future poverty. For this reason, the trade-
off between redistribution and growth is
generally exaggerated. There are possi-
bilities of achieving both simultaneously
by improved quality of human resources.

II

Thus far we have focused on the dif-
ferentiating characteristics of poor fami-
lies. It is possible to broaden our scope to
the structural factors making for inequal-
ity among workers more generally. A use-
ful inequality index for this purpose is
that developed from information theory,
and elaborated by Henri Theil. It may be
written as

Vi
(1) Z Vi lOg;;

where y; are the income shares of class ¢
and x; the population shares, and inter-
preted as the expected information of a
message which transforms population
shares into income shares. When per capita
incomes in all classes are equal, it there-
fore takes a value of zero. Its extreme
value is log N, the number of individuals,

which corresponds to a situation where one
person receives income, and no others do;
where equivalent proportions receive cor-
responding income shares, the measure is
identical, regardless of the absolute num-
ber of persons.

Like the Gini coefficient this inequality
measure is distribution free. Its principal
attraction in this context is its convenient
aggregation properties. The measure can
be decomposed two ways. One is into be-
tween and within components; the other
is into the contribution to total inequality
of variation in mean incomes among sec-
tors, regimes, etc., taking account of in-
teractions as well. We use both. We may
write, respectively, for the case of two
characteristics:

Vi..

Xi..

(2) T = Zyi.. log

Vij. yi'./yi..
—I—Zyi“{Z#log ]—_}
i i Y. xu‘./xi..
+ 22&1{2 &log’_’ik/__yi}

i Yio ko Yij. xijk/xij.

and

Yi. Nk
3 Ix= Zyj.log]—-k Zy,klogx—
i ; k *

X .

+ { 2 2 viklog 2
Fl k

Xjk
B2 Y.k
— Xy log= = X ylog —} ,
i Xj. k Xk

where y are the income shares, x the pop-
ulation shares, and the subscripts 7, j, and
k refer to income class, sector, and educa-
tion. Then (2) shows how to express total
inequality as a sum of the differences
among income classes alone, plus the
variation of sectors within income classes,
plus the variation of the means of the dif-
ferent education classes, within sector and
income cells. In fact, for our data there is
no variation within income class—all ob-
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servations are assumed clustered at the
midpoint—and so the last two terms go to
zero. Equation (2) permits us to deter-
mine total inequality of the population
considering variation in income class alone.
This is tabulated as the total of Table 3.

TABLE 3—DECOMPOSITION OF
INEQUALITY COEFFICIENT?

Corrected Uncorrected

Total .57 .72
Within .25 .29
Betweenb .32 .43

FEducation 20 (.11) 25 (.11)

Sector .12(.03) 19 (.05)

Age .09 (.09) 13 (.11)

Region 04 (.03) 05 (.03)
Interactions

E-S —.10 —.15

E-A —.01 —.02

E-R —.03 —.04

S-A —.02 —.04

S-R —.02 —.03

A-R .00 .00

E-S-A +.02 +.04

E-S-R +.02 +.03

S-A-R .00 .00

F-A-R 00 +.01

@ Measured in natural log units.

b The three regions are the census-defined Northeast,
Fast, and South. The seven ages are 10-14, 15-19,
20-29, 30-39, 40-49, 50-39, and 60+. The five sectors
are agriculture and extractive; industry and construc-
tion; services; merchandise commerce, transport, and
communications; and financial services, independent
professions, and public administration. The six educa-
tional categories are none, primary incomplete, primary
complete, lower secondary, upper secondary, and uni-
versity.

Source: See text.

Equation (3) enables us in turn to de-
termine how much of that total inequality
can be explained by wvariation among
sector means and education class means.
The difference between (2) and (3) is due
to the variation in income classes within
the j-times-k sector-education cells, and
is due to omitted characteristics. This is
the “Within” category of Table 3. The
terms in equation (3) further partition the

total explained inequality into three com-
ponents. The first term is the weighted
difference among sector per capita incomes
relative to the average; the second is a
similar variation of per capita income in
different education classes around the
average; and the third is an interaction be-
tween the two. These are reported as the
component ‘“‘Between’ and “Interaction”
entries of Table 3.

Turning at last to the substantive re-
sults, a number of findings emerge. In the
first instance, age, sectoral, regional, and
educational differences succeed in ex-
plaining something more than half the
observed income inequality. These vari-
ables define the most important dis-
criminants of productivity; variation of
individual abilities, inherited wealth and
status, and stochastic elements contribute
to the further variability within these
categories.

The explained proportion is higher for
the uncorrected series since the concen-
tration of low and zero income persons in
the agricultural sector enhances the ex-
planatory power of that variable. The rela-
tive hierarchy in significance of the four
characteristics is not unequivocal, at
least among education, sector, and age.
Substantial interaction occurs between
education and sector: limited education
and employment in the agricultural sector
together produce smaller incomes than
would be expected from the educational or
sectoral classifications alone. For this
reason, I have tabulated the parenthetical
values shown. They are the contributions
of the specified characteristic, holding all
the other characteristics constant, as it
were; in terms of our expressions above,
they are the last term of equation (2), after
all other variables have been considered.
This treatment of the interaction en-
hances the role of age especially, since it is
by and large independent of the other
classifications. It also establishes educa-
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tion as more important than the sectoral
differences.

What does seem clear, irrespective of
the mode of calculation, is the limited
contribution of income variations among
regions to the observed total inequality.
(Since the regional disparities maximize
the per capita differences, separation into
more units, say states, would have only a
modest effect upon the magnitude of the
regional contribution.) Even if regional
equalization of incomes were to occur, the
extent of reduction in existing inequality
would be quite limited. Personal and other
characteristics, as reflected in the “With-
in” contribution, and such immutables as
age, contribute far more. Yet this is not
to say that the long-standing commitment,
intermittently implemented, to assist the
Northeast is unwise, or refuted by these
results. Since both the illiterate and those
engaged in low productivity activities
are more than proportionally concentrated
there, there is indeed a much higher pay-
off to regionally oriented policies that go
to those fundamental factors. Moreover,
the objective is not only greater equality,
but less absolute poverty. And the data
earlier presented leave no doubt about the
regional concentration of incidence. What
our findings sensibly suggest is that an
equalization policy that did not attack
those root causes would leave total income
inequality substantially unaltered.

Another view of the regional situation is
presented in Table 4. There a decomposi-
tion similar to that of Table 3 is presented,
but differentiated by region. T would call
attention to three points. The first is the
fact that inequality is not closely asso-
ciated with per capita income. The North-
east, with far lower income per capita than
the East, displays less inequality; indeed,
as measured by the Gini coefficient, it is
less than the South. Differential regional
income, while obviously influencing stan-
dards of living, does not by itself reduce

TABLE 4—REGIONAL DECOMPOSITION OF
INEQUALITY COEFFICIENT®'P

Northeast East South

Total .50 .56 .47
Within .20 .23 .24
Between .30 .33 .23

Education 21(.12) .23 (.12) 11 (.09)

Sector .13 (.03) .13 (.03) 08 (.03)

Age .08 (.07) .10 (.08) 09 (.09)
Interactions )

E-S —.10 —. 11 —.05

E-A —.01 —.02 .00

S-A —.01 —.03 —.02

@ Measured in natural Jog units.
b Corrected.

Source: See text.

inequality. Second, as to be expected from
the limited regional interaction present in
Table 3, the relative importance of educa-
tion, sector, and age do not considerably
vary, although the first two are somewhat
more important for the Northeast and
East.

The third observation relates to the rela-
tive magnitude of the “Within” inequal-
ity. For although total inequality is in-
dependent of income levels, the contribu-
tion of the residual variation to total in-
equality is not. In other words, age, sec-
toral, and educational characteristics seem
to be a less satisfactory predictor of in-
equality in the higher income regions. But
a moment’s reflection suggests that this is
as it should be. Where personal charac-
teristics can have more play, and social
mobility is more prevalent, individual in-
come will be less accurately characterized
by group averages. By contrast, the more
status-oriented a society, and the more
rigid its resistances to mobility, the
smaller the opportunities for individual
variation within defined educational, sec-
toral, and age classifications. This inter-
pretation suggests that attention to the
“Within” as well as total inequality is
called for, as an additional and informative
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parameter of the income distribution. The
wider applicability of this hypothesis, for
other countries and for other groupings
such as higher educational classes, skilled
sectors, etc., remains to be examined.
The importance ascribed to age and
education in the preceding decomposition
lends support to an underlying model of
human capital accumulation as a funda-
mental determinant of differential income
levels and, accordingly, inequality. As
presented by Gary S. Becker and Barry
R. Chiswick, that formulation reduces to

) log E; =~ a+ #'n; + u,,

where E; are the earnings of the ith per-
son, a the /og of the average income of un-
skilled persons, #' the average rate of re-
turn adjusted for income foregone, %, the
investment period, and #; a conjunction of
individual abilities and chance. Then,
excluding #;, the variance and means of
both rate of return and the investment
period would enter into the determination
of the variance of /log E; (Chiswick, p.
496) :

Var(i'n))
Var(n)#? + Var(i')r‘z?
+ Var(n) Var (7).

(5) Var(lnE)) |

Since the variance of the logarithm of in-
come is another measure of income in-
equality, we have another decomposition,
involving this time only returns and the
investment period. Age is readily intro-
duced, as well as other factors that sys-
tematically alter the rate of return.
Despite its obvious appeal, T would
enter three caveats against uncritical ac-
ceptance of the model. In the first in-
stance, it unequivocally implies causality
from investment to income. Yet the data
we use to implement the theory are cor-
rupted by exactly the opposite relation-
ship. In the case of Brazil this relationship

is important and pervasive, where family
income is one of the significant determi-
nants of school attendance (Lerner). If
higher education is monopolized by those
already wealthy, and they pass along to
their children opportunities to command
income unassociated with actual produc-
tivity, increasing the number of educated
persons will not lead to the past pattern of
results. A second and related point has to
do with the persistence of inequality of
which there is no mention in the model. In
fact, of course, the Brazilian educational
system itself is an important mechanism
for guaranteeing the maintenance of the
existing structure, rationing degrees not
only to the already well-to-do but also
predominantly to those with educated
parents. If broader access to training is
secured, it does not mean other institu-
tional mechanisms favoring persistence of
income differentials will not emerge.
Lastly, it is well to remember not only
how much of inequality is explained by
education, but also how little. Age and
education together do not account for
more than a third of the variation in in-
dividual incomes. When we put aside the
stochastic error term, we are far from
ignoring an insignificant part of the prob-
lem.> Whether all the rest is totally in-
dependent and unsystematic may be
doubted. Equation (5) and the correspond-
ing assumption that inequality is directly
affected by the rate of return and number
of years of schooling alone is a long leap
of faith. Statistical regression analysis at
an aggregate level is not a useful dis-
criminant. In applying the model to re-
gional data for Brazil, it turns out that
almost all income variation is explained by
differential years of schooling—R?=.994—
despite our earlier finding of an indepen-

® “For simplicity, let us neglect the residual U; and
assume that all income above ¥ is due to investments
in training.” [Chiswick, p. 496]



PROBLEMS OF DEVELOPMENT POLICY

399

TaBLE 5—S1zE DISTRIBUTION OF INCOME, 1970
In Percent

Total Economically
Active Population

Agriculture Nonagriculture

NCr$ per

Month Population Income Population Income Population Income
None 11.7 0.0 20.1 0.0 5.1 0.0
0-100 31.7 8.0 46.8 28.4 19.7 3.4
101-150 12.8 6.2 15.3 17.8 10.7 3.6
151-200 15.6 10.6 0.0 16.3 20.0 9.3
201-250 4.5 3.9 1.7 3.7 6.6 3.9
251-500 14.6 21.2 4.6 16.0 22.7 22.6
501-1000 5.9 17.1 1.0 7.2 9.7 19.3
1001-2000 2.2 13.0 .3 4.3 3.8 14.9
2001+ 1.0 20.1 1 6.4 1.7 23.0
Mean NCr$ 258.1 107.3 377.1
Mean U.S.

1960 $ per year® 679 282 992

Gini coefficient .63 .53 .58

s Converted at the 1960 parity rate multiplied by the Brazilian implicit GDP price

deflator: NCr$ 4. 56.

Source: See text.

dent regional effect of not inconsiderable
magnitude after allowing for education.
We may conclude that education takes
us part, but unfortunately not all, of the
way in explaining the Brazilian distribu-
tion of income in 1960. Research is con-
tinuing upon the composition of the
“Within” wvariation and the systematic
contribution of personal characteristics
like sex, color, and migratory status. Ul-
timately there will still remain a large un-
explained component. Its persistence and
the institutional characteristics which
nurture it must enter into any fully satis-
fying explanation of income inequality.

II1

Since 1967 Brazil has grown at real rates
of 9 percent and greater, and the immed-
iate prospects seem equally auspicious.
This economic “miracle” has already be-
gun to rival the earlier German example.
The common ingredient of greater scope
to market forces and freer rein to the pri-
vate sector has not gone unnoticed; there

is already talk of the applicability of the
Brazilian model to other parts of the de-
veloping world.

Yet the recent publication of the pre-
liminary results of the 1970 census give
much less cause for satisfaction on the in-
come distribution front (Brasil 1971). In
Table 5 T have presented estimates of the
income distribution for the total eco-
nomically active population and its agri-
cultural and nonagricultural components.
The coverage of the censuses of 1960 and
1970 are quite comparable, and the treat-
ment of the open-ended class is identical
for the two dates. The conclusion that in-
equality has increased over the course of
the decade accordingly seems correct, if
lamentable. The upper 3.2 percent of the
labor force commands 33.1 percent of the
income in 1970, compared to about 27
percent in 1960. Although the concentra-
tion of income is less in agriculture than
nonagriculture, thereby reversing their
1960 ordering, this accomplishment is not
indicative of greater welfare in rural areas.
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Rather, the sectoral differential in re-
ported census incomes has widened, a phe-
nomenon corroborated by the independent
quarterly surveys of households conducted
since 1968 (Brasil 1968).

It is legitimate to object that the 1970
data are not a fair test of what rapid
growth in a capitalistic mold implies.
Little more than half the decade is spanned
by the continuity of military government
since 1964, and only the last segment of
that is characterized by substantial ma-
terial progress. In fact, it is reasonable to
presume that stabilization was more re-
sponsible than growth for the widening
inequality portrayed in Table 5 (Fishlow).
Between 1964 and 1967, as the conse-
quence of policies both severely restrain-
ing nominal wages and inducing ‘“‘correc-
tive inflation”—adjustment of govern-
mentally administered prices—real mini-
mum wages declined 20 percent. They
subsequently barely held their own. Ave-
rage real salaries in industry fared some-
what better, declining by less and increas-
ing more rapidly from their nadir. The
1970 level stands about 10 percent above
1964 receipts. Since per capita income
rose considerably more rapidly over the
same interval, 22 percent, someone gained
relatively. As we have seen, it likely was
not the rural sector, but rather urban,
above-average income recipients in
finance, commerce, etc. Such an inter-
pretation is consistent with the aggregate
income distribution for 1970.

The concentration of income resultant
from stabilization was not wholly inten-
tional. It occurred because actual inflation
exceeded programmed price rises, and the
latter were applied to the official wage
formula. The increased inequality thus
measures the failure of the conventional
monetary and fiscal instruments applied
during the Castello Branco administra-
tion. In a larger sense, however, the result
was accurately indicative of priorities:

destruction of the urban proletariat as a
political threat, and reestablishment of an
economic order geared to private capital
accumulation.

Because such goals persist, it is not
easy to be sanguine about the distribu-
tional implications of more rapid growth
over an extended period. The very strength
of the recent expansion, after all, partially
derives from the prior concentration of in-
come. The leading sectors in the industrial
revival have been consumer durables,
automobiles especially, rather than food-
stuffs or textiles. The differential is more
than one would expect on the basis of in-
come elasticities of demand, or perhaps
even the greater facilities for credit, and is
presumably not unassociated with some
reallocation of income shares.

Governmental policy instruments as
presently applied, moreover, hardly favor
equity. One of the distinguishing charac-
teristics of fiscal policy is its liberal con-
cession of tax incentives for investment in
the securities market, application in cer-
tain regions and specified sectors, etc. By
its very nature this is a boon to those with
tax liabilities and of no corresponding ad-
vantage to the poor. Despite progressivity
of the tax structure, increased withhold-
ing, and attempts to eliminate evasion,
the proportion of revenues originating in
direct taxes has declined since the early
1960’s. On the financial side, positive real
rates of interest for savers, and an ebul-
lient stock exchange, may satisfy the re-
quirements of an efficient capital market
but will also benefit relatively those with
above-average incomes. Such apparent
distributional counterweights as the Pro-
grama de Integracao Social and the Pro-
grama de Integracao Nacional (PIN)
hardly rectify the balance. The former,
financed by a tax levied upon employers,
creates a fund to which workers have
limited access. Its benefits are scaled to
earnings, rather than the inverse relation-



PROBLEMS OF DEVELOPMENT POLICY 401

ship that is implied by distributional ob-
jectives. Depending upon the ultimate in-
cidence of the tax, there will likely be
modest redistribution from capital to
labor at best. In the meantime, the fund
runs a surplus and these forced savings
ultimately finance the acquisition of pri-
vate assets that will set up skewed dis-
tributions of income in the future. The
PIN is based upon the questionable prem-
ise that colonization is to be a major com-
ponent of the solution of rural poverty. A
proposal of doubtful direct economic
profitability, it has the further cost of de-
tracting energies from more effective al-
ternatives designed to increase agricul-
tural productivity directly.

It is important, however, not to place
undue emphasis upon the possibilities of
conventional policies in influencing the
distribution of income. Even highly pro-
gressive tax systems have limited leverage.
In the instances of the United States,
Sweden, and the United Kingdom, the
shares of income of the upper 5 percent
of the population are diminished only by
between 10 and 20 percent after taxes.
(Simon Kuznets, pp. 208-11). In the case
of Brazil this would at best mean an after-
tax distribution in which the wealthiest 5
percent would have claim on something
more than a third of the income. This is a
considerable improvement, to be sure, well
beyond what Brazilian fiscal policy is
likely to achieve, and still leaves matters in
an unsatisfactory state by comparative in-
ternational standards.

In light of such constraints, it is es-
pecially disturbing to discover that such
structural factors as the distribution of
educational opportunities and the sectoral
allocation of the labor force are not tend-
ing in favor of equality, but instead the
opposite. Between 1960 and 1970 the ave-
rage number of years of schooling of labor
force participants increased from 2.24 to
2.95 years. Yet because the increase re-

sulted from the disproportionate gain in
persons with training beyond the primary
level, the variance increased by an even
greater 48 percent. The consequence, to
the extent that education is causal, is that
the more skewed distribution of educa-
tional attainment itself accounts for about
half the observed increase in total in-
equality over the decade.®

The causal factor making for inequality
is the variance rather than the level of
education. While in principle the greater
educational attainment could tend to in-
crease the concentration of income as in
equation (5), in fact its quantitative con-
tribution appears to be negligible.” Thus
there are some degrees of freedom for
governmental policy. Some increase in
variance and inequality may virtually be
inevitable owing to the age structure of
the labor force and the prior lack of educa-
tion, but there is clearly scope for a policy
that emphasizes to a greater extent ex-
tension of educational opportunities to the
underprivileged—and various calculations
of the rate of return to elementary school-
ing suggest it is a highly profitable strategy
as well (Lerner, Levy). Thus an educational
policy that succeeded in elimination of

6 The calculation performed is

’

Vi,
ny--~log~—~—-nyeo...logx— ,

Xigp... Lgo. .-

where y; / equals the share of income in 1970 corre-
sponding to educational level 7. Such a share is calcu-
lated by retaining the 1960 means, but applying the
1970 population proportions. To the extent that the dif-
ferentials narrowed, the anticipated educational effect
upon inequality is inappropriately magnified. Other
evidence discussed in footnote 7 suggests that the hy-
pothesis of constant differentials is not inappropriate.

7 Regressions of the form log ¥ =a4-bS were calcu-
lated for both 1960 and 1970 using eight groups of
states and eight sectors as the observations. The mean
return by region in 1960 was 27.0 percent; in 1970, 26.9.
By sector the means are .454 and .354 respectively. The
corresponding variances are: .0070; .0040; .0026; and
.0026. Chiswick emphasizes the negative association of
vears of schooling and equality, but uses indirect corre-
lation measures rather than direct calculation of the
effects of increased average education.
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illiteracy among the young between 1960
and 1970 could have simultaneously in-
creased the average level of educational
attainment more, while reducing the vari-
ance less, than the pattern actually occur-
ring. Current plans, however, seem to
favor continuing emphasis upon secondary
and university enrollment, without sensi-
bility to the distributional implications of
such a structure.

Similarly, while the reallocation of labor
from agriculture to the nonagricultural
sector has positive, albeit limited, possi-
bilities for greater equality, the widened
divergence in average incomes has pro-
duced the opposite result. Despite ab-
sorption of labor in the secondary sector
in the 1960’s at a much more rapid rate
than in the 1950’s, in large measure owing
to opportunities in construction activity,
the sectoral contribution to overall in-
equality actually increased.

In sum, in the absence of effective and
far-reaching alteration in governmental
attitudes, there is likely to be little prog-
ress and, quite possibly, retrogression in
the distribution of income. Tt is mistaken
to view such a result as an unfortunate but
inevitable consequence of rapid growth.
There is no necessary inconsistency be-
tween greater equity and expanding out-
put. Brazilian poverty is directly linked to
low levels of productivity, particularly
rural, that are subject to attack. Policies
can be developed. But first there must be
recognition of an accounting system that
reckons and applauds not only increases
in aggregate output, but also tabulates the
differential gains in welfare that are re-
flected in the distribution of income.

REFERENCES
A. B. Atkinson, “On the Measurement of In-

equality,” J. of Econ. Theory, Sept. 1970,
2, 244-263.

G. S. Becker and B. R. Chiswick, “Education
and the Distribution of Earnings,” Amer.
Econ. Rev., May 1960, 56, 358-369.

B. R. Chiswick, “The Average Level of
Schooling and the Intraregional Inequality
of Income: A Clarification,” Amer. Econ.
Rev., June 1968, 58, 495-500.

W. R. Cline, Potential Effects of Income Re-
distribution on Economic Growth in Latin
America, forthcoming, New York 1972.

A. Fishlow, “Some Reflections on Post—1964
Brazilian Economic Policy,” unpublished
paper, forthcoming in volume on recent de-
velopments in Brazil, Alfred Stepan, ed.

L. B. Kravis, The Structure of Income, Phila-
delphia 1962.

S. Kuznets, Modern Economic Growth: Rate,
Structure and Spread, New Haven 1966.
M. O. Lerner, “Determinants of Educational
Attainment in Brazil, 1960,” unpublished
Ph.D. dissertation, University of California,

Berkeley 1970.

S. Levy, “An Economic Analysis of Invest-
ment in Education in the State of Sao
Paulo,” unpublished paper, Instituto de
Pesquisas Economicas, Sao Paulo 1970.

M. Orshansky, “The Shape of Poverty in
1966,” Soc. Sec. Bull., Mar. 1968, 31, 3-
32.

H. Theil, Economics and Information Theory,
Amsterdam 1967.

Brasil, Instituto Brasileiro de Estatistica,
Pesquisa Nacional por Amostra de Domici-
lios, quarterly, 1968.

Brasil, Ministerio do Trabalho, Industria, e
Commercio, Inquento do Salario Minimo,
Rio de Janeiro 1949, 4.

Brasil, Servico Nacional de Recenseamento,
Censo  Demografico, 1970, Tabulacoes
Avancadas, Rio de Janeiro 1971.

Economic Commission for Latin America,
Economic Bulletin for Latin America, Oct.
1967, 12, 38-60.

Economic Commission for Latin America,
“La Distribucion del Ingresso en el Brasil,”
unpublished preliminary report, Rio de
Janeiro 1970.



	Article Contents
	p.391
	p.392
	p.393
	p.394
	p.395
	p.396
	p.397
	p.398
	p.399
	p.400
	p.401
	p.402

	Issue Table of Contents
	The American Economic Review, Vol. 62, No. 1/2 (Mar. 1, 1972), pp. i-x+1-247+vii-xi+1-520
	Volume Information [pp.i-x]
	Front Matter
	Inflation and Unemployment [pp.1-18]
	Private and Social Rates of Return to Education of Academicians [pp.19-31]
	Distributional Equity and the Optimal Structure of Public Prices [pp.32-36]
	The Industrial Composition of U.S. Exports and Subsidiary Sales to the Canadian Market [pp.37-45]
	The Process Analysis Alternative to Statistical Cost Functions: An Application to Petroleum Refining [pp.46-56]
	Optimal Economic Policy and the Problem of Instrument Instability [pp.57-65]
	Default Risk, Scale, and The Homemade Leverage Theorem [pp.66-76]
	The Creation of Risk Aversion by Imperfect Capital Markets [pp.77-86]
	Production, Trade, and Protection When There Are Many Commodities and Two Factors [pp.87-106]
	Experimental Evidence on Alternative Portfolio Decision Rules [pp.107-118]
	Social Returns to Public Information Services: Statistical Reporting of U.S. Farm Commodities [pp.119-130]
	Communications
	Welfare Economics and Welfare Reform [pp.131-138]
	A "One Line" Proof of the Slutsky Equation [p.139]
	A Geometric Treatment of Averch-Johnson's Behavior of the Firm Model: Comment [pp.140-141]
	A Geometric Treatment of Averch-Johnson's Behavior of the Firm Model: Reply [p.142]
	Security Pricing and Investment Criteria in Competitive Markets: Comment [pp.143-146]
	Security Pricing and Investment Criteria in Competitive Markets: Reply [pp.147-148]
	Macroeconomics of Unbalanced Growth: Comment [p.149]
	Macroeconomics of Unbalanced Growth: Reply [p.150]
	Allais' Restatement of the Quantity Theory of Money: Note [pp.151-154]
	The Phillips Curve and the Distribution of Unemployment [pp.155-160]
	Uncertainty and the Evaluation of Public Investment Decisions: Comment [pp.161-164]
	Uncertainty and the Evaluation of Public Investment Decisions: Comment [pp.165-167]
	Uncertainty and the Evaluation of Public Investment Decisions: Comment [pp.168-169]
	Uncertainty and the Evaluation of Public Investment Decisions: Comment [p.170]
	Uncertainty and the Evaluation of Public Investment Decisions: Reply [pp.171-172]
	Optimal Taxes and Pricing: Comment [pp.173-174]
	Optimal Taxes and Pricing: Reply [pp.175-176]
	The Role of Money in a Simple Growth Model: Comment [pp.177-179]
	The Role of Money in a Simple Growth Model: Comment [pp.180-184]
	The Role of Money in a Simple Growth Model: Reply [p.185]
	A Note on Pollution Prices in a General Equilibrium Model [pp.186-192]
	"Fixed Costs" and the Competitive Firm Under Price Uncertainty: Comment [p.193]
	"Fixed Costs" and the Competitive Firm Under Price Uncertainty: Reply [pp.194-195]
	Separability and Complementarity [pp.196-197]
	Money Illusion and the Aggregate Consumption Function: Comment [pp.198-206]
	Money Illusion and the Aggregate Consumption Function: Reply [pp.207-210]
	Do Blacks Save More? [pp.211-216]
	On Measuring the Nearness of Near-Moneys: Comment [pp.217-220]
	On Measuring the Nearness of Near-Moneys: Comment [pp.221-225]
	On Measuring the Nearness of Near-Moneys: Reply [pp.226-229]
	Lags in the Effects of Monetary Policy: Comment [pp.230-233]
	Lags in the Effects of Monetary Policy: Reply and Some Further Thoughts [pp.234-237]

	Errata
	Optimal Taxation and Public Production: I [p.238]
	Toward a Theory of Nonprofit Institutions: An Economic Model of a Hospital [p.238]

	Announcement [p.239]
	Notes [pp.240-247]
	Richard T. Ely Lecture
	The Second Crisis of Economic Theory [pp.1-10]

	Have Fiscal and/or Monetary Policies Failed?
	Have Monetary Policies Failed? [pp.11-18]
	Have Fiscal and Monetary Policies Failed? [pp.19-23]
	Have Fiscal and/or Monetary Policies Failed? [pp.24-30]

	Issues and Perspectives of Black Political Economy
	Viewing Minority Economic Development as a Problem in Political Economy [pp.31-38]
	The Economic Case for Reparations to Black America [pp.39-46]

	Regulatory Reform in Transportation
	The Basic Behavior of Regulatory Commissions [pp.47-54]
	Inherent Advantages Under Regulation [pp.55-61]

	Arts in the Affluent Society
	What's Wrong with the Arts Is What's Wrong with Society [pp.62-69]
	Unions and the Arts [pp.70-77]

	Models for Urban Land Use, Housing and Transportation
	Public Transportation: Wish Fulfillment and Reality in the San Francisco Bay Area [pp.78-86]
	An Econometric Simulation Model of Intra-Metropolitan Housing Location: Housing, Business, Transportation and Local Government [pp.87-97]
	Discussion [pp.98-102]

	The Corporation, Technology and the State
	Is the Corporate Economy a Corporate State? [pp.103-115]

	The Keynesian Revolution and Its Pioneers
	The Keynesians and Government Policy, 1933-1939 [pp.116-124]
	The Role of Keynesians in Wartime Policy and Postwar Planning, 1940-1946 [pp.125-133]
	Discussion [pp.134-141]

	Economists and the Trade Union Movement
	Academic Wisdom and Union Reality [pp.142-148]
	The Working Class Experience [pp.149-153]
	Discussion [pp.154-156]

	What Economic Equality for Women Requires
	Discrimination Against Women, Occupational Segregation, and the Relative Wage [pp.157-160]
	"Women's Place" in the Labor Market [pp.161-166]
	Is the Household Obsolete? [pp.167-174]
	Discussion [pp.175-176]

	Some Contradictions of Capitalism
	The Contradictions of the Green Revolution [pp.177-186]
	Capitalism and Poverty in America: Paradox or Contradiction? [pp.187-194]

	Is the South Still Backward?
	Is the South Still a Backward Region, and Why? [pp.195-203]
	Some Rural Economic Development Problems in the South [pp.204-211]

	The Stock Market and the Economy
	The Economic Consequences of the Stock Market [pp.212-219]
	Impact of the Stock Market on Private Demand [pp.220-228]
	Discussion [pp.229-233]

	Issues in Incomes Policy
	Incomes Policy and Inflation: Some Further Reflections [pp.234-241]
	Cost-Push and Some Policy Alternatives [pp.242-250]
	A Wage-Price Freeze as an Instrument of Incomes Policy: or the Blizzard of '71 [pp.251-257]

	The Future of Consumer Sovereignty
	The Economics and Politics of Consumer Sovereignty [pp.258-266]
	Consumer Behavior and the Concept of Sovereignty: Explanations of Social Decay [pp.267-278]

	The Economics of the Military-Industrial Complex
	The Military-Industrial Complex: A Market Structure Analysis [pp.279-287]
	MIR Ving the Boondoggle: Contracts, Subsidy, and Welfare in the Aerospace Industry [pp.288-295]
	Does the U.S. Economy Require Military Spending? [pp.296-303]
	The Political Economy of Weapons Procurement: The Follow-on Imperative [pp.304-311]
	Ten Propositions on the War Economy [pp.312-318]

	Taxation of the Poor and the Rich
	Taxation of the Poor and the Normative Theory of Tax Incidence [pp.319-328]
	The Taxation of Wealth and the Wealthy [pp.329-330]
	Discussion [pp.331-334]

	On the Status and Relevance of Economic Theory
	The Current State of Money and Production Theory [pp.335-343]
	The Political Economy of Money: Evolution and Impact of Monetarism in the Federal Reserve System [pp.344-352]

	Inequality: The Present Tendency and the Remedy
	Individual Preferences and Distributional Adjustments [pp.353-360]
	Long-Term Changes in Personal Income Distribution: Theoretical Approaches, Evidence, and Explanations [pp.361-362]

	The Economics of Full Racial Equality
	Occupational Discrimination as a Source of Income Differences: Lessons of the 1960's [pp.363-372]

	Economists Consider Economic Reporters and Vice Versa: A Discussion
	Introductory Comments [pp.373-375]
	Truth vs. Partisan Political Purpose [pp.376-378]
	Communications Gap Narrows but Persists [pp.379-380]
	Economists and Reporters: A Combination to Promote/Restrain Trade [pp.381-383]
	Economists and the Press--A Progress Report [pp.384-386]
	Friends with Points of Friction and Misunderstanding [pp.387-388]
	Economists and Economic Reporters [pp.389-390]

	On the Emerging Problems of Development Policy
	Brazilian Size Distribution of Income [pp.391-402]
	Farm Size Distribution, Income Distribution, and the Efficiency of Agricultural Production: Colombia [pp.403-408]

	History of Economic Thought
	Economic Theory and Society: A Plea for Process Analysis [pp.409-415]
	The Early Economics of Keynes [pp.416-421]

	Economic Education
	TIPS and Technical Change in Classroom Instruction [pp.422-428]
	Some Modern Myths in Teaching Economics: The U. K. Experience [pp.429-433]
	Teaching Radical Political Economics in the Introductory Course [pp.434-438]

	Long-Term Trends
	The American Economy in the Year 2000 [pp.439-443]
	Long-Term Planning and Forecasting in the USSR [pp.444-455]

	Luncheon in Honor of Gunnar and Alva Myrdal
	Response to Introduction [pp.456-462]

	Proceedings of the Eighty-Fourth Annual Meeting
	The John Bates Clark Award: Citation on the Occasion of the Presentation of the Medal to Dale Jorgenson, December 28, 1971 [p.464]
	Program of the Eighty-Fourth Annual Meeting of the American Economic Association [pp.465-469]
	Minutes of the Annual Meeting December 28, 1971 New Orleans, Louisiana [pp.470-474]
	Minutes of the Executive Committee Meetings [pp.475-479]
	Report of the Secretary for 1971 [pp.480-484]
	Report of the Treasurer for the Year Ending December 31, 1971 [pp.485-487]
	Report of the Finance Committee [pp.488-490]
	Auditor's Report [pp.491-497]
	Report of the Managing Editor: American Economic Review [pp.498-503]
	Report of the Managing Editor: Journal of Economic Literature [pp.504-507]
	Report on the Visiting Scientists Program in Economics [p.508]
	Report of the Representative to the National Bureau of Economic Research [p.509]
	Report of Representative to the International Economic Association [pp.510-511]
	Report of the Economics Institute Policy and Advisory Board [p.512]
	Report of the Census Advisory Committee [p.513]
	Report on the Economic Index Project [pp.514-516]
	Report on the Social Science Research Council [p.517]
	Report on the Division of the Behavioral Sciences of the National Research Council [p.518]
	Report of the Committee on the Structure of the Economics Profession [pp.519-520]

	Back Matter



