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“If thefundamentalfactofhumandiversityanditsfar-reachingimplications
cometoberecognizedmorewidelyinwelfare-economicanalysisandinpublic-policy

assessment ,thentheapproachwouldcertainlyneedsomeradicaltransformation.The
operationswouldhavetomovefromtheincomespacetothespaceoftheconstitutive

elementsofwell-beingandalsooffreedom , iftheintrinsicimportanceoffreedomis
accepted.Social-welfareanalysiswouldthentakeadifferentform ,andtheevolution
ofinequalityandofdistributionbadnesswouldthenhavetoreflectthatfoundational

transformation."

Sen,Amartya0992;101)

IIntroduction

TheWorldBankconsidersthatduringthe1990stheLatinAmericancountries

havethemostunequalincomeintheworld;the20%poorestreceivelessthan5%ofthe

GDP(TheEconomist ,1996).Itisprojectedthatthetop10percent(therichestpeople)
receive33percentofthenationalincome.

Thedepthofeconomicrestructuringhasproducednewwinnersandlosers.The

structuraldisparitiescharacteristicoftheregion'ssystemsofproductionhavebeen

exacerbatedbytheincreasingproductivitygapbetweenlargecompaniesinthe

vanguardofthemodernizationprocessandthewideassortmentofactivitiesthathave

failedtokeeppace ,wherethebulkofemploymentisconcentrated.Notonlydoesthis
situationprovideamaterialbasisforgreatersocialinequitiesbyemphasizingdomestic

disparitiesinproductivityandincome;italsoaffectsthecapacityforgrowthby

restrictinglinkagesbetweendifferentsectorsofproduction , thedisseminationof
technicalprogressandthemomentumthatexportscouldprovide.

Therefore , inLatinAmericatheaccumulationprocesshasnotmanagedto
achieveeitherthepaceorthepatternsrequiredtogeneratejobsofsufficient

productivity , ataratethatwouldmakeitpossibletodoawaywithstructural
heterogeneity.Structuralheterogeneitycanbethoughtofasthecoexistenceofforms

ofproductionandsocialrelations-ofownership , laborandtrade-pertainingto
differentphasesinthehistoryofdevelopment ,butinteractingwithinpoliticallyunified
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nationalsocieties.

Itisaxiomaticthatthestructuraladjustmentprocesswillhaveeffectsonincome
anditsdistribution.Atanygivenpointintime ,economieshaveacertainproduction
patternorstructurefortradableandnon-tradable , agivenlevelandcompositionof
aggregatedemand , andanassociatedsetofpricesandpaymentstofactorsof
production. Thisinconjunctionwithanarrayofimplicitandexplicitmonetary

transfers ,iswhatdeterminesthedistributionofincomeaswellastheincomelevelsof
socialandeconomicactorsinabsoluteterms.

Bydefinition ,financialstabilizationandstructuraladjustmentprogramsseek
tomodifythelevelofaggregatedemand(usuallytheaimistoreduceitinorderto

bringexpenditureintolinewithincome)andthecompositionofproduction(by

increasingtheproportionofinternationallytradablegoodsandreducingthatof

nor トtradable) andtorealignthepricesofgoods ,servicesandfactors.Obviously ,with

allthesechanges ,incomedistributionandlevelswillbealtered.
Consequently ,thisprocesswillinevitablycreatewinnersandlosers.Theinterest

ofthispaperistoanalyzehowthisprocessaffectsthepoorandmostvulnerable

secωrs ofsociety.

Whatistheconnectionbetweenincomeinequalityandthemacro-economic

variablesthatarecenterstageinmosteconomicdebate?Whatistheinter-relationship

betweeneconomicperformanceandincomedistribution?Howusetheeconomictheory

toexplainwhatishappeningtotheincomeindividuals ,familiesandhouseholds?These
arethequestionsthatthiswritingtriestoanswerthinkingintheLatinAmerican

countnes.

Inthatsensethispaperhastwochapters. Thefirstone “Methodological
aspects"examinesinsectiona)Howisitpossibletoαnα lyze incomedistribution;here

お inves tigated whymosttheoriesofdistributionhavebeenalmostwhollyconcerned

withdistributionbetween “ factors ofproduction" , andleftoutthedistribution
between “persons". Inordertocomplementthese different interpretations a
four-quadrantdiagramisdesigned.

Insectionb)Socialclass αnd informationto αn αlyze incomedistribution , is
explainedthemethodologythatwillbeappliedinthispapertoanalyzeincome

distributioninLatinAmerica.

ThesecondchapterstudiestheproblemofincomedistributioninLatinAmerica

consideringtherelationofboththeanalysisofdistri
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theconcentrationofgrowing.Technologicallyadvancedenterprisesincitieswidenthe

gapbetweenruralandurbanpercapitaincome.Incomeinequalityalsointensifiesin

theurbansectorwiththeaccumulationofassetsinthehandofarelativelysmall

numberofownersofmodernenterprises.

Theauthoritieshavetoadoptmeasurestomodifysomeofthestructuralfactors

thatconditiontheprocessandlimittheinequalitiesgenerated.Therearenouniversal

patternsanditisnecessarytoadoptotherwaystodevelop , basedonadifferent

understandingofmodernizationthatgivesprioritytoequityinmeetingbasichuman

needs.

Inthepast , changesinincomedistributionhaveoftenbeendismissedastoo
insignificanttobeworthattention.Butthiscannolongerbedone. Changesinthe

distributionofthemagnitudeobservedinLatinAmericainthe1980scanaffecttheview

ofaggregateeconomicperformance.TheGiniadjustmentisonlyoneofmanypossible ,
butitshowsthattakingaccountofdistributionchangescangiveadifferentpictureof

growthperformance:therecordofthe1980slooksimpressive.

ITMethodologicalAspects

a)Howisitpossibletoαnalyze incomedistribution?

Mosttheoriesofdistributionwerealmostwhollyconcernedwithdistributionas

betweenfactorsofproduction. Distributionasbetweenpersons , aproblemofmore
directandobviousinterest ,waseitherleftoutofthetextbooksaltogether ,ortreated
briefly(Atkinson ,1997).
Therelationshipofthefactordistributionwiththepersonaldistributionof

incomeistypicallynotspelledout. “For themostpart , economytheoryhasbeen
concernedwiththetheoryoffunctionaldistributionofincomeamongfactorsalthough

someeconomistshavebeeninterestedinthedistributionofincomeorofwealthasa

descriptiveandstatisticalproblemratherthanasaproblemofeconomicanalysis.

Nevertheless , thetheoryofthepersonaldistributionofincomedevelopedunderthe
impetusofthe'WaronPoverty'"(Johnson , 1973).

Statementsaboutthedivisionofnationalincomebetweenwagesandprofitsdo

nottelldirectlywhatdeterminestheshareofthetop20%orthebottom20%ofincome

recipients.Thefactordistributioniscertainlypartofthestory ,butitisonlypart ,and
theotherlinksinthechainneedtoreceiveattention.

Inthistrend ,newideasareappearing.Kuznets(1955)consideredatwosector
economyinwhichoverallinequalitydependsontheproportionemployedineachsector ,
onthedegreeofinequalitywithinsectors , andonthedifferencebetweenthemean
incomesinthetwosectors. Ariseintheproportionemployedinthehigherincome

industrialcould ,oncertainassumptions , leadfirsttorisingandthenfallingoverall
inequality.Thissuggested'longsecularswinginincomeinequality'hashadinfluence

intheinterpretationoftheincomedistribution.Itwaswritteninthe1950s,butthere
continuedtobeawidespreadbeliefthatincomeinequalityindevelopedcountries

continuetofall ,steadily(Tinbergen ,1975).
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Table1.DistributionofIncomeinUrbanHouseholdsbyQuintiles
(Percentages)

Count ，ツ Ye αr Quintilel(poorest) Quintile2 Quintile3 Quintile4 QuintileS(m ω バco)

Decile1 Decile2 Decile9 Decile10

Argentina 1980 2.8 4.0 10.6 15.7 21.7 14.4 30.9
1986 2.0 4.4 9.8 15.2 19.9 14.2 34.5
1990 2.3 3.9 8.7 14.2 20.9 15.2 34.8
1992 2.3 3.6 9.3 15.1 22.3 15.9 31.6

Bolivia 1989 0.7 2.8 8.7 13.1 20.5 16.4 37.9
1992 1.5 2.9 8.6 12.7 19.6 14.7 40.0

Brazil 1979 1.3 2.6 7.9 12.2 20.0 16.9 39.1
1987 1.0 2.0 6.8 10.9 18.6 16.5 44.3
1990 1.0 2.0 6.6 11.1 19.7 18.0 41.7

Chile 1987 1.8 3.1 9.0 12.8 19.6 16.5 37.2
1990 1.7 3.3 9.3 13.5 19.4 15.5 37.2
1992 1.9 3.3 9.4 13.1 18.9 15.0 38.3

Colombia 1980 0.9 2.5 7.6 11.3 18.9 17.5 41.3
1986 1.0 2.9 9.2 14.4 21.3 16.1 35.3
1990 1.5 3.1 9.0 13.6 21.0 16.9 34.4
1992 1.3 2.9 8.8 14.0 21.7 16.9 34.5

CostaRica 1981 2.3 4.5 12.1 16.7 24.5 16.9 23.2
1988 2.3 4.1 10.8 16.2 23.3 15.7 27.6
1990 1.6 4.1 12.1 17.0 24.5 16.1 24.6
1992 1.8 3.9 11.4 17.0 23.5 15.6 26.9

Guatemala 1986 1.2 2.7 8.6 14.0 21.5 15.6 36.4
1989 1.0 2.6 8.4 13.1 21.3 15.6 37.9
1990 1.7 3.0 8.6 12.7 20.8 16.1 37.1

Honduras 1990 1.5 2.5 8.3 12.8 20.2 16.1 38.9
1992 1.5 3.0 8.7 13.2 20.8 17.4 35.4

恥1exico 1984 3.2 4.7 12.3 16.8 21.9 15.4 25.8
1989 2.5 3.7 10.1 13.4 19.0 14.4 36.9
1992 2.7 3.8 10.1 13.6 19.4 15.6 34.8

Panama 1979 1.2 3.5 10.8 15.9 22.7 16.8 29.1
1986 1.2 3.1 10.0 14.9 22.0 15.9 33.0
1989 1.4 2.8 9.0 13.6 20.3 16.7 36.2
1991 1.1 2.8 9.4 14.3 22.0 16.3 34.2

Paraguay 1986 2.2 3.6 10.6 14.5 20.2 17.1 31.8
1990 2.7 4.1 11.8 15.7 21.4 15.4 28.9
1992 2.0 3.7 10.5 14.9 23.3 16.4 29.2

Uruguay 1981 2.7 4.1 10.9 14.7 21.2 15.2 31.2
1986 3.0 4.4 10.4 14.3 19.7 14.7 33.6
1990 3.5 4.7 11.9 15.4 19.9 13.3 31.2
1992 3.8 5.2 12.9 16.6 21.0 14.6 25.9

Venezuela 1981 2.5 4.4 13.2 17.1 24.9 16.0 21.8
1986 1.9 3.7 10.6 15.8 22.8 16.2 28.9
1990 2.0 3.7 11.1 15.9 22.8 16.2 28.4
1992 1.8 3.9 10.7 15.9 22.9 16.8 28.1

Latin 1979-1981 2.0 3.7 10.4 14.8 22.0 16.2 30.9
America 1984-1988 1.9 3.5 9.8 14.5 21.0 15.8 33.5

1989-1990 1.8 3.3 9.6 14.0 20.8 15.8 34.5
1991-1992 1.9 3.5 10.0 14.7 21.6 16.0 32.4

Source:ECLAC(1996-97)
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However ,incomeinequalitydidnotcontinuetofall. “In theUnitedStates , theGini

coefficientofinequalityforhouseholdincomesrosebetween1968and1992bythreeand

ahalfpercentagepoints ,whichmoreorlesstookthecoefficientbacktothelevelbefore
thedeclineinthe1960s"(Atkinson ,1997;301).Additionally ,inthedevelopedcountries

thegapbetweenthestatesocialpoliticsandthesocialnecessitiesisincreasing. The

socialsecurityfinanceisthepublicfinancesmainprobleminthedevelopedcountries

(Gonzales ,J.1.,1998;9).
Atkinsonsaid: “not onlyhasthe'Kuznetscurve'beenconfoundedbyrecent

events , butithasalsobecomeclearthatitismisleadingtotalkof'trends'when
describingthepostwarevolutionoftheincomedistribution"(1997;303).

InLatinAmericathereisevidenceofwideningdifferentialinthedistributionof

income:theparticipationofthebottomdecile(2%) , remainswithoutimprovingits
verylowlevelbetween1980and1993(Table1), comparedwiththehighestlevel
participation(30.9%)forthetopdecile ,whichgrew2%.Therewasalsoalargerisein
theproportionoffamilieswithoutincomefromwork:inArgentina , forexample , it

passedfrom2.6%in1980,to17.2%in1996;inPanamafrom10.4%to16.4%;andin
Venezuelafrom6.6%to12.3%(Table2)(ECLAC ,1996-1997).
Asisalreadyindicated ,thereisatpresentlimitedconnectionbetweeneconomic

theoryandtheexplanationofpersonalincomedistribution. Inrecentliterature

(Ocampo , 1998) (ECLAC , 1996-97)thereappearstobewidespreadagreementona
straightforwardexplanationofrisingearningsdispersion:therehasbeenashiftin

demandawayfromunskilledlaborinfavorofskilledworkers.InLatinAmericathis

hasledtoafallintherelativewageofunskilledworkers ,andhenceariseindispersion.
Herein fore , thispapertriestodefineamodelthatexplainsthisphenomenon
combiningthe“ funct ional" and“personal " interpretationofincomedistribution.

Table2.UrbanOpenUnemploymentRates

(Averageannualrates)

Countr ツ 1980 1982 1985 1988 1990 1992 1994 1996

Argentina 2.6 5.3 6.1 6.3 7.5 7.0 11.5 17.2
Barbados 12.6 13.7 18.7 17.4 15.0 22.4 21.9 21.0
Bolivia 7.1 8.2 5.8 11.5 9.5 5.8 5.8 4.2
Brazil 6.3 6.3 5.3 3.8 4.3 5.8 5.1 5.4
Chile 11.7 20.0 17.0 1.2 6.5 5.0 6.3 7.0
Colombia 9.7 9.1 14.1 11.3 10.5 10.2 8.9 11.2
CostaRica 6.0 6.7 6.3 5.4 4.3 4.3 6.6
Guatemala 2.2 6.0 12.0 8.8 6.5 5.7 5.2 4.9
Honduras 8.8 9.2 11.7 8.7 7.8 6.0 6.3 6.5
Mexico 4.5 4.4 3.5 2.7 2.8 3.7 5.5

NPaicnaarmagaua 18.3 14.0 24.2 6.0 11.1 17.8 20.7 16.1
10.4 10.1 15.7 16.3 16.8 14.7 13.7 16.4

Paraguay 3.9 6.1 4.7 6.6 5.3 4.4 8.2
Peru 7.1 10.1 7.1 8.3 9.6 8.8 8.9
T&T 9.9 9.9 16.0 21.1 20.0 19.6 19.0
Uruguay 7.4 11.9 13.1 9.1 9.3 9.0 9.1 11.9
Venezuela 6.6 7.8 14.3 7.3 10.4 7.8 8.7 12.3

LatinAmerica 6.2 7.3 6.8 5.9 6.2 6.3 6.3 7.7

Source:SocialDevelopmentandwelfare.ECLAC0996-1997)
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Oneoftheimportantcontributionstoanalyzeincomedistributionproblemis

thatbyJamesMeade(1964).Hesettheacquisitionofmarketableskillsinthewider

contextofhomebackgroundandthetransmissionofadvantagefromgenerationto

generation , throughbothhumancapitalandmaterialinheritance. Hedescribeda
modelofintergenerationaltransmission.Amongotherelements ,parentalincomeand
wealthaffectededucationalattainment. Propertywasaccumulatedthroughsaving

andinheritanceandtherateofreturntosavingswereassumedtobeanincreasing

functionofwealth.

Hereitistriedamodelthathasthefollowingbasicassumptions. First , it
combinesthesupplyanddemandmodelofskilldifferentialswithamodelof

imperfectionsinthecapitalmarket(GalorandZeira , 1993,payparticularattentionto
theeffectofthefinancialcapitalmarketoninvestmentinhumancapita l) , andthe
transmissionofwealthfromgenerationtogeneration. Second ,itisassumedasmall
economyopentoworldcapitalandproductmarkets;theinterestrate{r}istherefore

theworldinterestrate ,butthewagesaredeterminedinthelabormarketwherethe
demandisthatofprofit-maximizingfirmswithidenticalproductionfunctions

(assumedtobeCobb ・Douglas). Third , thereareincreasingreturnstoinvestmentin
humancapital(h) ,inparticular ,investmenthastocrossaminimumthresholdlevelin
ordertoyieldanybenefit(Basu ,1997).
Theoutcomedependsonthevariousparameters. Fig.l(a)showsasituation

likethatinAtkinson(1997) , wherethereisalong-runequilibriumwithtwogroups ,
withdifferentamountsofcapital ,wheretherichergroupsareskilledworkersandthe
poorerareunskilledworkers.Theinitiallevelofinheritedwealth , i, isshownonthe
horizontalaxisintherighthandquadrant. Thosewithmorethani1havesufficient

collateraltoinvestineducation(inordertosimplifyhereonlyeducationisconsidered ,
butitwouldbepossibletoconsidermorehumancapitalinvestment: health ,
nourishment ,etc.).Likethetheoryofendogenousgrowthhereisconsideredthepolicy
implicationofemphasizingeducationandliteracy. Thus , inRomer'smodel(1986)
individualshavetheoptionofcuttingdownoncurrentconsumptionandbuildingupthe

levelofknowledge ,whichhelpstheeconomybemoreproductiveinthefuture.
Thelowerrighthandquadrantshowsthedistributioni
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Fig.1.RisingEarningsDispersionModel

constraint , sothatthesupplyofskilledlaborconsistsofthosewhocanborrowto
financetheacquisitionofeducation ,andthewagepremiumexceedsthecompensating
differential.

Thewagepremiumgivesanadvantagetoskilledworkersintermsoflifetime

earnings ,whichfeedsintothedeterminationofbequestsoutofearnedincomeinthetop
left-handquadrant. Inturn , thisdeterminesthepointofinterceptionintheoverall
bequestrelationship ,andhencethewealthinheritedbythenextgeneration-seethetop
right-handquadrantinFig.1(a).Fromthis ,itispossibletoseehowthedistribution

evolvesovertime. Withthecombinationsofparametersshown , theinitialclass
divisionismaintained ,withpeopleinitiallybellowi/convergingtoiuandpeopleinitially
abovei/convergingtoi.(shownbythedashedlines).
Thiscouldtransformthedynamicevolution , withpeopleinthelowerclass

unabletoaccumulatesufficientcollateral.Theywouldbecometrappedinanunequal

distribution.Thedistributionwouldchangeincreasingthegapinfavorofpeopleabove

｣/.

CombiningBasu's(1997)methodology , hereitisamathematicalexplanation.
Peopledistributetheirtotalwealthbetweentheirpersonalconsumption(cunits)and
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theirbequesttotheirchildren(bunits).Individualshavethefollowingutilityfunction:
u=cab ト a

Where0<α<1

Ifanadulthasawealthofyunits ,hisproblemistochoosecandbsuchthat
Maxu=cabJ-a

Subjecttoc+b=y
Bygoingthroughthestandard Lagrangian maximization , given y , the

consumer'sutilityisgivenby

u=ey

Wheretheamountbequeathedisgivenbyb= (1 - α )y . Itisassumedthat

moneymustbeborrowedataninterestofiandlentataninterestofr ,wherei>r.If
apersoninheritsxunitsandchoosesnottoacquireeducationthenasanadultthat

personwillhaveawealthof(x+ ωu) (1+r)+wu.Replacing:
Uu(x)=e((x+ ωu) (1 + r) + ωu) ,
bu(x)=(1 - α ) (x + wu)(1+r)+wu

Ifapersoninheritsxanddecidestoacquireeducation ,
u.(x)=e(x-h)(1+r)+w.) ,ifx二三h
e((x-h)(1+i)+ ω.) ， ifx<h ,

b.(x)=(1 - α ) ( (x - h) (1+ r ) + w.) ,ifx二三h ，

(1 - α )((x-h)(1+i)+ωふ if x<h ,
Thetoplefthandquadrantinfig.1(a)representsu.(x)andun(x)

Assumeφt bethedensityfunctionforinheritancesforindividualsborninperiod

t.Hence ,ifLdenotesthepopulationsizeofeachgeneration ,then

L=f: φt (x)dx

ApersonwillacquireeducationifthatpersonreceivesaninheritanceaboveiI.

Thenumberofpeoplewhoacquireeducationisgivenby

LIS=f:1 φμ) dxandLtu=L-L臼

Themodelturnstothedynamicsandispossibletoknowwhatsortofadensity

functionwillevolveinthelongrun.bu(x)andb.(x)aretheinformationtodefinehow

muchapersonwillbequeathtohischild.IfapersoninheritsXtinaperiodt ,thenthe
personwillbequeathXt+Idefinedas:

X山 = b，.( xふ if Xt<iI

b.(xt)IifXt>iI
Thetoprighthandquadrantinfig.lea)illustratesthefunctionXt+Iandalsoa

45ー line.Itisevidentfromfig.lea)thatinthelongrunthedistributionofwealth(or

inheritance)willconvergetotwopolarcases ,iuandi..
Thishasseveralimplications.Consideraneconomyinwhichpercapitawealth

exceedsg.Ifthiswealthispoorlydistributed ,sothatfewpeoplehavewealthexceeding
g ,theeconomywillendupquitepoor. If ,ontheotherhand ,thisisasocietyofperfect

equality ,thesocietywillenduprich.Henceabetterdistributionhelps.Consideringthe
i2point ,fig.l(a) ,herethecostofeducationislower(forexample ,asaresultofstate

subsidies) ,sothati2nowliesbelowassmallerearningpremium(shownbythedotted
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line).Theunskilledaresubjecttothecapitalmarketconstraint ,sothewagepremium
eXlsts.

Consideringthatovergenerationsandespeciallybecauseofstate role , the
unskilledwealthisrising , sothateventuallythepointisreachedwherethecapital
marketceasestobeaconstraintandthewagedifferentialisattheequilibriumlevel.

Itisheadingtowardsasituationwhere ,asAtkinson(1997)said ,thereisonlyoneclass.
Inthat sense , ispossiblenamingthisas a “utopia" process (“ utopia " because
ultimatelythecapitalmarketimperfectionceasestobeoperative).

Thismodelalsosuggeststhatitmaybeworthwhilesubsidizingeducation ,even
ifthismeanshavingtotaxskilledworkers.GalorandZeira(1993)rightlyobservesuch

aschememayberelativelyefficientbecause(unlikeinaschemewherepeopleborrow

fortheirowneducationandthereforetheirrepaymenthastobemonitored): “the

governmentavoidstheneedtokeeptrackofeachindividualborrowerbygivingthe

subsidytoallstudentsandtaxingallthosewhohaveahigherincome"(p.43). The

initialdistributioncanaffectthelong-runprosperityandpovertyofnations , witha
betterdistributioncontributiontolong-runprosperity.

Theobjectofthissectionhasbeentoincorporateincomedistributionintothe

mainstreamofeconomicsthroughafour-quadrantdiagram. Ityieldscomparative

staticanddynamics. For instance , themodelcanbeusedtoinvestigatethe
consequencesofariseintherealinterestrate.Itaffectsthedemandforlabor ,shifting
theWuandlん curves inwardCitismovingroundthefactor/pricefrontier).Therisein
rincreasesthecompensatingwagepremiume- rS

• Inthetopleft-handquadrantthe

propensitytobequeathrises ,asdoestheslopeinthetoprighthandquadrant.Atthe
sametime ,theriseinrincreasesthenecessarycollateral ,andhenceil.
Accordingtothemodel , technicalchangeaffectingtherelativedemandfor

skilledandunskilledlaborcouldshiftapartthecurvesinthebottomlefthand

quadrant.Forthispurpose ,itisappropriatetakestheGonzales'(1998)study , where
isconsideredastudyofproductioninrelationwiththetimeandthedistribution.

Theanalysesofdifferentperiodsinfig.1(b) ,considersthreeefficiencycurves.
ThefirstEorepresentstheoldtechnique.TheotherE1andE2correspondtotwonew

techniques. ThecurveEoisparalleltoEIbecausebothtechniq
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“ y " representsthegoodsfinishedineachprocess.TherelationbetweenYTand
LTshowstheproductivityinmomentTthatcorrespondstothetechnique(YTILT)is

constant.

StartingwiththeoldtechniqueEo,inordertounderstandthecomparisonof
three“ eff iciency curves"fig.1(b) , theproductionscaleisXo,andthegrowthrateisg
o.TheproductioninXoisinsufficienttosatisfythedemand.Ifwiththesametechnique

thescaleofproductionisincreasedtoXl ,thequantityofproductionincreasesbutthe
growthisreduced.Increasingtheproductionscale ,theentrepreneurhasmoreworkers
andthatimpliesabiggerwage.

Ifthedemandpressurepersists , itisnecessarytochangethetechnique. In
whicheverofthetwonewtechniques(ElorE2)theproductionscaleX2isassociated

withthesameoldtechniquewage. Withthenewtechniquethegrowthrateisg2 ・

GrowingdemandwouldobligateachangeoftheproductionscaletoX3 • Inthispoint

thetotalproductandthegrowthratereturnstogo ・In X3thewagereachesWH ・

Thetensionbetweentheproductivityandthewagecreatesadequateconditions

tohaveanewinventionandimprovetheproductivity. Atthemomentthenew

techniqueisintroduceditispossiblemaintaintheoldwage ,butifthedemandcontinues
increasing ,itisnecessarytomodifytheproductionscaleandthatsituationpressesup
thewages. Thelaborforcecostisanincentivetochangethetechnique. The

redistribute policy , inherentin the definition of W, affects the technological
development.Thefig.l(b)explainstherelationbetweentheproductivestructureand

thedifferentialcostoftheproductivefactors.

Theprocessdurationisinfluencedbytheinitialsituationoftheeconomy. If

thereexistsanexcessoflaborforce(Lewis ,1954)(Gonzales , 1998),thepressureonthe
wageswilltakemoretimethaniftheprocessstartsinalevelneartothefull

employment.

Themodeljustdescribedfallswellshortofincorporatingalltherichdetailof

Gonzales'(1998)efficiencycurvesinterpretation , Atkinson's(1997)modelofincome
distribution , Basu's(1997)analysisofdistributionanddevelopment , andMeade's
(1964)accountofthedeterminationofincomes.Thereisnomarriageinthemodel ,or
differentialfamilysize , orsocialcontracts , anditdoesnotdojusticetoimportant
strandsintherecentliterature ,butitisanintenttoincorporateincomedistribution
intotherna
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studiesofincomedistribution.Thisstudywilltraytoretakethisaspectindefining

LatinAmericanincomedistribution.

b)Socialcl α8Sandinformationtoan αlyze incomedistribution

Thesocialsystemistobedesignedsothattheresultingdistributionisjust;

howeverthingsturnout. “To achievethisenditisnecessarytosetthesocialand
economicprocesswithinthesurroundingsofsuitablepoliticalandlegalinstitutions.

Withoutanappropriateschemeofthesebackgroundinstitutionstheoutcomeofthe

distributiveprocesswillnotbejust"(Rawls , 1971,275).
AmartyaSen(1992)saidthattheimportanceofdistinctionbetweenseeking

equalityindifferentspacesrelatesultimatelytothenatureofhumandiversity. Itis

becausewearesodeeplydiverse , thatequalityinonespacefrequentlyleadsto
inequalityinotherspaces. “There arediversitiesofmanydifferentkinds. Itisnot
unreasonabletothinkthatifwetrytotakenoteofallthediversities ,wemightendup
inatotalmessofempiricalconfusion"(Sen ,1992;117).
Infact ,generalanalysesofinequalitymustinmanycases ,proceedintermsof

groups-ratherthanspecificindividuals-andtendstoconfineattentiontointer-group

uα ria t ions . “In doinggroupanalyseswehavetopickandchoosebetweendifferent

waysofclassifyingpeople ,andtheclassificationsthemselvesselectparticulartypesof

diversitiesratherthanothers"(Sen , 1992;118). Intheliteratureon inequality , the
classificationmostwidelyusedhasbeenthatofeconomicclass-eitherdefinedinterms

ofMarxianorsomesimilarcategories(mainly ,concentratingonownershipofmeans
ofproductionandoccupation) ,orseenintermsofincomegroupsorwealthcategories.
Theimportanceofthistypeofclass-basedclassificationsisobviousenoughin

mostcontests.Theyalsoindicatewhyitisthecasethatequalityinthespaceof , say ,
libertarianrightsdoesnotyieldanythinglikeequalityofwell-being ,orequalityofthe
overallfreedomstoleadthelivesthatpeoplemayrespectivelyvalue. Thecrucial

relevanceofsuchclass-basedclassificationsisaltogetherundeniableinthecontextof

generalpolitical , social ,andeconomicanalysis.
Theproblemofidentifyinganddefiningthestrataofclassesishighlycomplex ,

bothbecauseoftheirintrinsicnatureandstructuralposition-whichcanonlybe

conceptualizedinabroadergeneraltheoreticalframework-andduetotheirown

internalheterogeneity , whichgrowsevergreaterwiththemodernizationofsociet
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thepoorrepresentthebottom20percentofthedistribution. Forthisanalysesthe

informationfrom“household incomeandexpenditure"carriedoutbytheEconomic
CommissionforLatinAmericaandtheCaribbeanwillbeused(ECLAC ,1996-1997)
Torepeat , thesegroupingsareconventionalandapproximate , andsometimes

thereareslightnominaloraggregatechanges.InLatinAmericadistributionismost

dynamicinthetop20percent ,whichisalsowheremostofthemodernsectorofthe
economyisconcentrated;thisgroupreceivesmorethan49%oftheGDP(Table1).

OverwhelmingdatadeficienciesinLatinAmericagreatlycomplicateanyeffort

tomeasurevariationsinthedistributionofincome.Dataalmostinvariablyrelateto

incomeinayear ,areseldomavailablebyappropriateexpenditureunits.Forexample ,
itwouldbedesirabletohaveincomedataforfamilyexpenditureunitsadjustedforthe

numberofpersonsinthefamilyandtheirstageofparticipationinthelaborforce.In

addition , incomedistributiondataideallyshouldrefertosecularincomelevelsand
shouldtakeaccountofmovementsofindividualsbetweendifferentincomegroupsover

time.Becausethefigures , hereisconsideredthedistributionofincomeandnotthe

distributionofwealth.

Furthermore , exceptforrecentyearsinafew countries , dataareusually
availableforonlyasmallnumberofbroadincomegroups. Finally , therawdataon
incomes received , eveninsomedeveloped countries , arenotoriously unreliable
(Adelman , 1973:150). Theyposeseveralspecialproblemsregardingcomparability ,
andadjustmentscouldbemadeforonlyafewofthem.

IIIIncomeDistributioninLatinAmerica

Ontheaveragefrom1979to1992,over13LatinAmericancountries(table1), the
poorest60%ofthepopulationreceived29percentoftotalincome. Thestandard

deviationoftheirincomesharewas5percent;itwasfrom24% (Bolivia , Guatemala)
to36%(Uruguay).

Theshareoftotalincomeoftherichest10%ofallhouseholdshastendedtorise ,
whereastheshareofthepoorest40%ofthehouseholdshasremainedconstantorhave

actuallyshrunk.Thefindingsindicatethattheregioncontinuestosufferfromagreat

dealofinequalityandtoexperienceseriousdifficultyinmakingimprovementsinthat

distributionpatternevenincountriesthathaveachievedhighgrowthrates(Sarmiento ,
1992). Thehypothesisconsidersinthispaperisthatthewideincomegapbetween

skilledandunskilledworkersanditstendencytobroadenevenfurtherduringthe1990s

havehelpedtoperpetuatethemarkedconcentrationofincomethatistypicalofthevast

majorityofLatinAmericancountries.

AccordingtothemethodologyusedinAdelman ,1.AndMorris ,C'sstudy(1973),
andwithinformationfromtheWorldBank(1997) ,theresultssummarizedinFigure2
showthattheallocationofincometothepoorest60%ofthepopulationwas

“expla ined "by:theextentofstructuralheterogeneity ,thelevelofsocialandeconomic
modernization ,andtheexpansionofsecondaryleveleducation.
Thepoorest60%receivedarelativelylargeshareoftotalincome32%under
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Fig.2.AnalysisofShareofIncomeofthePoorest60PercentofthePopulation

GROUPMEMBERS. Group4:Bolivia , Brazil , Guatemala , HondurasandPeru;Group9:Argentina , CostaRica ,
Paraguay , Uruguay ,Venezuela;Group8:Mexico , Panama , Colombia , Chile.

・ Theothercandidatevariablesthatdistinguishwellamongall14countriesaretheabundanceofnaturalr田ources (20%) ,

theextentofdirectgovernmenteconomicactivity(20%) ,andthepoliticalstrengthofthetraditionalelite08%).
• Thenextmostimportantcandidatevariablesatthisstepindicatethatahigheraveragesharetothepoorest60% is
associatedwithlessethnichomogeneity(25%) ,lowerscoresonthecharacterofagriculturalorganization(22%) ,andless

modernizationofindustry(20%).

• Therearenosignificantalternativecandidatesatthisstep.
日 The otherimportantvariableatthisstepisthestructureofforeigntrade(35%).Themoreexportsarediversified ,
thehighertheshareofthelowest60%ofthepopulation.

Source:Table1andAdelman&Morris'methodology(1973)withtheWorldBank(1997)information.
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Fig.3.AnalysisofShareofIncomeoftheWealthiest10PercentofthePopulation

GROUPMEMBERS.Group7:Bolivia , Brazil , Chile , Guatemala , HondurasandPeru;Group6:Argentina , Colombia ,

Mexico, Panama;Group4:CostaRica , Paraguay , Uruguay , Venezuela.

Thetwomostimportantalternativecandidatevariablesshowthatalowershareofincomeofthetopfamiliesis

associatedwithgreaterdirectgovernmentparticipationineconomicactivity(23.8%)andbroaderpopularparticipation

inpoliticalprocesses(20%).Theremainingsignificantvariablesindicatethatlessconcentration.ofincomeatthetopis

associatedwithmorepoliticalstrengthofthelabormovement(17%) ,alesspowerfultraditionalelite(17%) ,higherper

capitaGNP(16%)

・・ There arenosignificantalternativevariablesat-thissplit.

Source:Table1andAdelman&Morris'methodology(1987)withtheWorldBank(1997)information.
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substantialdevelopmentassociatedwithmajoreffortstoimprovehumanresources

(group9). Theirincomesharewas smallestwhere a sharply heterogeneous

developmentprocesshadbeeninitiatedbymilitaryoreliteideologicallyorientedto

receivemostofthebenefitsofeconomicdevelopment(group4). Theremaining

subgroupsofcountries ,inwhichtheincomeshareofthepoorest60%rangedfrom27
to30% ,includebothfairlywell-developedmoderatelyheterogeneouscountries(group
8).

Wheneconomicgrowthbeginsinasubsistenceagrarianeconomythroughthe

expansionofanarrowmodernsector ,inequalityinthedistributionofincometypically
increasesgreatly , particularlywhereforeignexploitationofrichnaturalresources

providesthemotivatingforceforgrowth. Thisisoneaspecttraditionallyassociated

withtheKuznetshypothesis. Theincomeshareofthepoorest60% declines

significantly ,andtheincomeshareofthetop5%increasesst廿r北i
Thegainsofthetωop 10%areparticularlygreatinver げy low-incomecountries

whereaheterogeneousdualisticstructureisassociatedwithpoliticalandeconomic

dominationbytraditionalelite(figure3).Theirshareincreaseswithgreaternatural

resourcesavailableforexploitationanddecreaseswiththegovernmentroleinthe

economicsphere.

Asdevelopingnationsbecomelessheterogeneous ,themiddle 噂income groupisthe

primarybeneficiaryundertwopossibledevelopmentstrategiesavailabletocountries

thatareatleastmoderatelydeveloped. Widelybasedsocialandeconomicadvances ,
combinedwithconsistenteffortstoimprovehumanresourcesandfacilitatedbya

reasonableabundanceofnaturalresources ,typicallyfavorthemiddlesector.
"Whereresourcesaresparse ,themiddlesectormayneverthelessbenefitthrough

thedevelopmentofadiversifiedmanufacturingexportsectorsupportedbygovernment

economicroleandexpandingfinancialinstitutions"(Adelman ,I.&Morris , C. , 1973).
Incontrast ,whenneitherofthesestrategiesisfollowedbutrapidandquitewidespread

economicgrowthundermoderateheterogeneityneverthelesstakeplace , therelative

positionofthemiddlequintileworsens , withthebenefitsofeconomicchangegoing
rathertotheupper20%ofthepopulation.

Withrelativelyhighlevelsofdevelopmentandacapacityformorebroadlybased

economicgrowth , thepoorestse
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Subsistencefarmersandlowwagepaymentstoworkersinno-modernsectorsare

particularlyhardhitbyrisingprices.Typicallytheysufferbothdeclinesinrealincome

andnutritionaldeficienciesastheybecomedependentonthemarketformayor

necessities.

Thefactorsatworktoworsenthepositionsofthepoorest40percentappearto

bechangesinproductandtechnologywithinbothagriculturalandnonagricultural

sectors ,rapidexpansionoftheurbanindustrialsectors ,migrationtothecities ,lackof
socialmobility ,andinflation.
Severalconcomitantsofthegrowthprocesscharacteristicalsooperateto

worsentheabsolutepositionofthepoor. Asagriculturaloutputexpands , the
no-elasticityofinternationalanddomesticdemandformanyagriculturalproducts

tends to reduce the realincome of agricultural producers. Simultaneously ,

mechanizationinindustrytrendstoappropriatemarketsformerlysuppliedbylarge

numbersofartisansandcottageworkers.Thedestructionofhandicraftindustriesacts

toreduceincomesandincreaseunemploymentamongruralandurbanpoor(table2)

andagrowthintheno-formalsectoroftheeconomy.

Thus , to summarize , technological change , thecommercialization of the
traditionalsector , andurbanizationallcombinetoreducetherealincomeofthe
poorest40percentofthepopulationinverylowincomecountries.Thosemiddle-and

upper-incomegroupsbenefitthatarebetterabletofinancetheapplicationofmore

advancedcapital-intensivetechniquesofproduction.

ThiskindofdevelopmenthasconductedLatinAmericatoaneternalconflict

betweentwoobjectives:growthandsocialequity. ThecomparisonofsixLatin

AmericancountriespresentedbySarmiento(1992)showsthatcountrieswhichhave

Table3.LatinAmerica(sixcountries):DistributionofHousehold'sIncomeandEconomicGrowth

Country Year Gini Averageper5years

Coefficient- %growthofGDP-1980/ 邸

Argentina 1980 0.365 -2.1
1986 0.406 0.3
1995 0.42 6.1

Brazil 1979 0.518 1.3
1987 0.540 1.9
1995 0.56 1.0

Colombia 1980 0.484 2.5
1986 0.467 4.8
1995 0.48 4.0

CostaRica 1981 0.340 0.2
1988 0.360 4.4
1995 0.43 4.6

Uruguay 1981 0.350 -2.7
1989 0.350 3.7
1995 0.4 4.5

Venezuela 1981 0.370 -2.0
1986 0.390 2.9
1995 0.48 3.8

-Ifeveryonehasthesameincome,theGinicoefficientiszero;ifallincomeisconcentratedinthe
handsofoneindividualtheGinicoefficientisone.
Source:Gini1980 ・1986 ， Sarmiento(1992);Gini1995, Londono(996);Averageper5years%
growthGDP , ECLAC , 1996-1997.
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advancedinoneofthesedirectionshavenotmadeprogressintheother.Argentinaand

Uruguayhavethehighestlevelsofsocialequityandthelowestgrowthrates , while
BrazilandColombiahavethehighestgrowthratesandthelowestlevelsofsocialequity

(Seetable3). Additionally ,whentheGDPhasgonegrowingtheGinicoefficienthas
beengrowingtoo.Thatistosayinequalityisincreasing ,LatinAmericaisinatrapof
inequality.

EvidencecitedbyKuznets(1953)ontheearlystagesofeconomicgrowthin

currentlyadvancednationssuggestsarelativeworseningofthepositionofthepoor.

Studiesofcontemporaryunderdevelopedcountriesalsolendsupporttothehypothesis

thatphasesofeconomicgrowthincreasetheinequalityofincomedistribution.

Recently ,thatevidencehasbeenbroughtforwardofabsolutedeclinesintheaverage
incomeofthepoorest40to60percentofthepopulation , associatedwitheconomic
growthinthesecountries(Seetables1and3).

ItisnottoomuchtosaythatthelevelofinequalityinLatinAmericaisdeepas

wellasdiverse. TheGinicoefficientsofvariouscountriesshowsthatlevelsof

inequalityvarybetween0.63and0.42withintheregion. Thisindicatesthatinsome

countriesthewealthiest10percentofthepopulationhave84timesmoreresourcesthan

thepoorest10percentwhileinothercountriestheratiois15to1(Londono , 1996, pg.
130).ThegreatestlevelsofinequalitycanbefoundinHondurasandPeru;thelowest

canbefoundinUruguayandBarbados.

Althoughcountrytocountrydifferencesexist , “15 outof17countriesinthe
regionhavehigherthanexpectedlevelsofinequalitygiventheirlevelsofdevelopment.

EmpiricalestimatesoftheKuznetscurve-whichpredictsinequalityaccordingtolevels

ofdevelopment-forasampleof102countriesshowthatonaveragetheGinicoefficient

forLatinAmericancountriesis4.1pointshigherthancountrieswithsimilarpercapita

incomelevels"(Londo 詰0 ，1996).

Allthesefiguresindicatethattherelationshipbetweenlevelofeconomic

developmentandtheincomeshareofthepoorest60percentofthepopulationis

asymmetricallyU-shaped.Bothextremeunderdevelopmentandhighlevelsofeconomic

developmentareassociatedwithgreaterincomeinequality;betweentheseextremesa

moreequalincomedistributionisgenerallyassociatedwith a lower level of

development. Thissuggeststhatthe
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contrary ,theabsolutepositionofthepoortendstodeteriorateasaconsequenceof
economicgrowth ,especiallywhenthelatterismoderate.
Inotherwords , LatinAmericanincomeinequalitytypicallyincreasesasthe

concentrationofgrowing ,technologicallyadvancedenterprisesincitieswidensthegap
betweenruralandurbanpercapitaincome. Incomeinequalityalsointensifiesinthe

urbansectorwiththeaccumulationofassetsinthehandsofarelativelysmallnumber

ofownersofmodernenterprises.

Thisconcentrationisacceleratedbythespreadofcapital-intensiveindustrial

technologythroughatleastthreefactors-theeasewithwhichownersofmodern

enterprisesobtaincapitalabroad , theinabilityofsmall-scaleenterprisestoobtain
financing ,andagrowingpreferenceofmediumandlargeentrepreneursforadvanced
moderntechnologies.Thislabor-savingbiasoftechnologicaladvance , therapidityof

urbanpopulationgrowth ,themigrationtocitiesofunemployedruralworkers ,andthe

lackofsocialmobilityalltendtoswellthenumbersofurbanimpoverishedandto

decreasetheincomeshareorthepoorestsegmentsoftheurbanpopulation(Nolan ,

1987).

Thetendencyabovementionedhasbeenincreasedrecently.Thereisagrowing

amountofevidenceintheliteraturethateconomicliberalizationandglobalizationhave

tendedtoleadtoadeteriorationinincomedistribution. Ocampo(1998)saysthat

duringthelast25yearstheintroductionofeconomicliberalizationmeasureshasbeen

associatedwithadeterioration-insomecasesofconsiderableproportions-inincome

distribution(p.2). ThisevidenceisfromcasesinArgentina , Chile , Colombia , the
DominicanRepublic ,MexicoandUruguay.AcomparativestudybyRobins(1996)also
indicatesthattradeliberalizationhashadadeleteriouseffectintermsofsocialequity

invariouscountriesoftheregion.

Itisimportanttoemphasizethattheaboveobservationsshouldbynomeansbe

interpretedassignifyingthateconomicreformsarethecauseoftheregion'scurrent

levelsofsocialinequality.Farfromit ,aswasnotedearly , theinequalityexistingin

LatinAmericaisadeeplyrootedphenomenonthatis ,inparticular ,associatedwitha
strikingdegreeofinequalityinthedistributionofhumancapitalandwealth.Inmany

countries , thesituationintermsofdistributiontookaturnfortheworseduring
import-
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