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TOWARDS A WORKING DEFINITION OF INCOME EQUITY
by

Mahar Mangahas

The Need for Equity-Oriented Development Planning. -

-y

One of the 1mportant aspects of the quallty of 11fe in the
”year 2000 whlch can be 1nf1uenced by p011c1es 1mp1emented at

present, is the degree of equ1ty in the d1str1but1on of income.

’?he critical‘stete of:present_ipcome inequality in the

. Philippines has been we};“documentedgl/:.Alrhough the hiStoFi9?¥,
rate of Philippine economic growth does not match certain
"economic ‘miracles” found in other parts of the world, the growth
ﬁrete has been a mgéest one,iln the order of 6% per year. In the
meeo;rme, the degfeeiof re;etlverloqome inequality has beeo“rerher
high by internatfonal standards, and has shown no signs of
improvingduringfrhepastrwo decegegﬂor so. Furthermore,”recent
reeeﬁrggubesmep§wn:?her thevegrenr oglfbeolqte poverry“pes also
been widening. As the PREPF pepervpy.u, Bar;is%( rQQEeetes,‘thep
Philippines appears to fit the general pattern of'the Kuznets-~
hypofhesie,‘which’is’rooghly summed” up: as deVéioomént\proceeds,
iheome ined&elir§’usuaily gets worse before it gets better. THis'
condition is deoicted‘by'a”cﬁrve:"éhaped;iikewé”ﬁiil;?théﬁarefdtes
o B SR

income inequality to GNP per capita. It appears that the  °

Philippines.islggill on, the upyerd e}ope Qf.thwbillp and, according

RS

‘. Part of the research’ prOJect—"Towards Equltable Sharing of
Income by the Populatlon of ‘the’ Year 2000", a component of the research
consortlum‘Po‘ulatlon _Resoﬂrces ”Env1ronment and the  h111 i

1/See for- instance Development, Academy: of - the. Phillpplnes (1975)
and Mangahas (1974).

EJBarlls (1975), part of the UPSE/PREPF Phase I report.
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to the Barlis projections, will by: the year 2000 just manage: to' :

get over the hump. The degree of absolute poverty will st111 be

L

substant1a1 Out of 17 8 mllllon famllles, between 4 and 6 m11110n

will st111 not have suff1c1ent incomes to meet the cost of
purcoa31ng a mlnlmum;norm food threshoid (let alone mlnlmal
consumer items aside from food). The rengeyofLZ'oiliion‘in the
eétimete:ie?dﬁe;tofeséumptione oostﬁe”probeble“raﬁge”of growth rates
of GNP. The higher GNP growth rats leads 'to a substantially lower
absoiﬁteﬂﬁoverty rate,Aehd'sovit'méy be coﬁoeaed:that:more;rapid
economic growth is more effective in reducing absolute poverty than
Jess rapid ee%;onic‘; growth, However, tlylié‘project‘iojﬁ that, ‘even
after a full g3 neration of continuous reoid economic §r0wth, thére
vould ‘still tf as many as 4 million families -- over 20 million’

people —-“be?owﬁa food threshold underscores the low potential of
._”'1: ] : , . . . . R . oot

economic growth per se as a policy emphasis.

T .

Of particular interest to us is the work by I. Adelman .

(S

and C. Morris, who did an extensive cross-sectional study of the
,‘egperiepoe_of 74ddeve1oping”countrieq”overv1951;1964. Adelman‘r’

states: y cae y VR PR Ll

"It is 1mportant to recognize that a country must’’
lie among the upper half of those underdeveleped
.., countries at the highest level of development before
‘ ‘h1gher levels of 1ncome are p081t1ve1y correlated
- with equlty._ Indeed, in the absence of domestlc N
"“pollcy action’aimed"- specxflcaliy at' red1rect1ng the
AL B : benefits. of growth, a nation.must attaln‘a level of

ERRE
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developmept corresponding, to- that which exists ....:. ..
among the soc1o—econom1cally most developed of

the underdeveloped. countries (Argentina, Chile, ...:;c .. i
Taiwan, Israel) before the income distribution

tends to be as even.as it is in countries that - .ovavos
have undergone v1rtually no economxc development

. (e.g., Dahomey, Chad, Niger).,:Anything less and; cr
"accelerated development works against the poor. §j

M T oo L : . . il .S:;.".':

iy

The Adelman-Morris study. bears careful considerationj.::-
since very many of their findings bear a striking similarity to

conditlons 1n ;he Philippines;‘/They find Lhat LDC s usually

start out on a stage of dualistic economic growth (a stagnant

traditlonal subglstence sector co-ex1st1ng w1tb a dynamic sector

0

conSisting of a qetropolitan area, and p0531bly export-oriented

plantations or q}tural-resource-extractive 1ndustr1es). ThlS first
} 4
stage,ishchareciérized by the exploitation of such natural

resources by expatriate groups, and by the existence of a politi-..
A ' '
cally dominant ‘elite as a cultural/ethnic group. As .this stage ;-

progresses, both the poorer classes and the middle classes get

worse off and only the rich classes gain from economic growth.

When the country gets beyond the .dualistigistage, it is
the mid@lewelaeguwhich:gains'the:mpstﬁwespeqiglly;iﬁuchereqis an;
expansion in ed“PatiQnal’OPPOttuniFieS»ain;pplitiealwpﬁnéisigatiGns
and in:thehgoyerqmept“sha?e\in invesgtment. ;The, position of the

i [ T ST R AT AP SR R soreenp ol HS B F RSN BV 26 ST AR &

3/ pdelnan (1973), pp. 182-183.



rich classes is diminished if there is a'grg§§er conbeqpration on
education,.6hfiﬁdpétrial'énd agriéultpral e#pégsiong'aﬁd~on
government infrgélrﬁcture,?bﬁtfthéir pésition.is enhaﬁge& if there
are exteﬁéivéfnéfﬁfél;;esoﬁfcés:whié§~gfe Qﬁén'to exploiﬁation.
Again, ﬁhe éendency i; that tﬁé ﬁoorerAclésses become worse off, both

absolutely ‘and relatively. In Adelman's words,

"Along what appears to be the most likely transition.
-path, drops of between two and three percerntage points
in the share of the poorest 40% are, on the average,
asgociated with increments in growth rates of less
than one percentage point; under these circumstances,
close to two generations may be required before the *°
poorest gector can regain the absolute level of

-+ . income it had before the change in the growth rate."4/ -
My ital‘)

YL

Adelman §ists eiglit processes by which income inequality'is
structured by eg?nqpic development, many of which are found in the
Philippine conteit:'

(1)“ lhere:i; typicéily a high rate of ébpula;ion gro#ﬁh‘
which depresses perucépita iﬁcomé; -

(2) : there is typically ‘an iminiserizing inflation during
which cash wages increase; but the production of wage-goods lags i
behind, causing greater than. proportional incteéases in their prices;

(3)’-the growth tehds' to be géographiéallj*imbalaﬁéed,

bringing about extreme regional inequality areas (note the Muslim

% 1bid., p. 184.



issue in the Philippines);
(4) on account of‘én'overly capital-intensive technology,

the share of property in total income tends to increase, and there

(5) there is typlcally a 1ack of social mobllltyé/,

is a severe unemployment proBle

(6) the country typlcally pursues 1mport~subst1tut10n

policies which raise the prlces of wage-goods for the protection

7/

.. of the capitalist class—; . ;. [.]

(7) prices of export crops. in the world market tend to
... be soft, and.lggging.behind,other;prgceg,;due;to inelastic world
demand; S e , , R B I B oS EEat

- (8) _fhere is a gradual destruction,of.the, country's.

. handicraft m§u;tr1es,8/

; ;r S ' i Lyt .
Their emplrlcal tests whlch gave roughly equal focus to
: Pt s";“e . i )
economlc, polltlcal and soc1a1 varlables, 1dent1f1ed the followlng
vt . N v l 3 ~
as the flve/most 1mportant varlables, in terms of thelr power to

——

‘ expla1n 1ntercountry dlfferentlals in patterns of income dlstrlbutlon,

in order of 1mportance-

§/See Power and Sicat (1971), Sta. Romana (1975), and ILO

”—jSee Lauby (1975), whlch flnds that the Ph1lippine case
is slmilér.

N SN £
7/See Power and Slcat (1971) and ILO (1974)

~§/See Resnick (1970). €




(1) the level of education;
§2) “the degrgg}qf diregt.gove:nment economic activity,
through the ownership of econpmig resources;
.3 inqcase of a?pndange of natural resources, the degree
of gxplpita;ion by expatr}g;es;,

.(4)’ the degree of polltlcal part1c1pat10n9/

i
i

Adelman concludes by stressing the feasiﬁility of‘éfeéting
Bquity-oriented as Eontrasted to growth-oriented development plans.
Féf'éhbrt=terﬁ‘plan§’6f about five years, it is reasonable to treat
socio-political conditions as exogeneous, and to concentrate on

purely ecbﬁbmic’insFruménté; "However, for long-term planning, there

is a need for a deyelopment model which takes account of the effect
)of e;onogic mode:g?zétion on»sqpial structure ;Fse1f, in such a way
as to determine wﬂether cg;taégﬁsogial groups can have the};nén—
terests articulated in the pql@ﬁicalﬁsystem and can:par;§cipatgrin
the frgitg‘of modernization;‘ As it“gnQergoes trag§f9;g§tion, the

social system in turn brings pressures on the political system.

The political system responds by developing policies which in turn

¢ e . o e

9/

= A positive factor favoring equlty, this is a composlte
Aindex.reflecting .(a). representat1on of major socio-economic and
cultural/ethnic group in national political decisions, . {b)~the
availability of choices among political channels for natlonal
representation, ‘and (¢) the degree" of actual- partlcipatlon in
national political processes. » '
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. influence the economic”structure, thus completing the endogeneity
S Shie T e TNl 7",‘?',-'!51'“74 et - : PR _-'.';v’-,‘

of the model, .

LN

“In Viéw of the®uncomfortable similarity bétween Philippine
conditions and the geheral structute of income inequalities in -
othet developing countriés, we would conclude that there ‘is an
urgent need for the Philippine government to plan not only for
“economic growth but'also for reduction in income inequality, = If
ecohomic planning concehtrates énly on growth, then it cannot be

supbbséd thatithe“problem of incomelinequality*will take care of

i S . e e A i .
itself, at least not within a2 reasonable time period. " As Tinbergen

]

has put it;’tie problem is how to ‘avoid mass misery -- as ‘the'

British expedienced in the 1800's, the Russians in'the 1930's, and
the Indians in the 1970's -- while promoting an econchic takehoff.lgj

< .
> v

" : S e _,: v . i R I R oy . - P . oy B e B
There is now a growing tonsensus that it is feasible' to achieve both

redistribution and gtdﬁﬁhfll/ ‘But it can only be achieved with -
the assistance of economic policies which are specifically directed

at redistribution.
A necessary first step in the creation of ‘a plan for

improved equity is the definition of ‘equity 'itself. ~"The term':

lg/Tinbergen (1970).

gee Chenery et al. (1974). e



eguitz needs t&ﬁbé-éiearly'distinguishea;"Eqﬁity‘is not necessarily
identical to equality. This paper takes the view that income’
v}pgqua}itigs:can, in pringiple, be decompgsgq;ingoug?sially
justifigblelor_agggpggb;e cgmponeﬁtg, as_wg%}fgs sgc%glly unjﬁs;;_
able or unacceptable components. . Equity“can:beldeﬁiqu.as thgi
degregAtq§Vhichutbg;e exists unacceptgble,or.unju§ti§i§§;gA
inegualities,}_Analysis;sﬁch,as tb@a, wh?ch,necg§§§r;1y involves the
application of some measure of ethics, is,in‘thg nﬁpg;e;of what
Tinbergen has rgfgrrgdfto,as "§cientific spcia;ism". In the first

~place, the mannet,bi which ethical principles are introduced must

4

be plainly statedf_jln the second place%,thay shguld appealwtpbgv
majority. It should not be gxpec;gqﬁlﬁinberggn_aégueg, tha;};bg

- majority shoglq_h%'gs overwhe}mingvas in\;ssuesvfound in the
,physical:sciencesgulit is necessary only tha;,che_methodology ghould
be appealing to afmajo;ity.of scientis;§_ang that the e;hica; prin-
ciples should be appealing to the majqri;ytof the citizens; but

12/

there is definitely no requirement for unanimity.==

. A second step is the ingorporat@on‘of_;heieqnity concept
in the development planning done by the state. There are several
available measures of income inequality which could be used as

first approximations of the degree of inequity. In the long-run of

N

P

l'-:-)'--/See Tinbergen, dé. cit.



a full generation, however, there will be significant ‘cHdnges in'’
both demographic and economic structure which would tend to

invalidate such time-comparisons. This is the reason for the need

e

to develop a more appropriate definition of equity which is i i

adJustable for such structural changes, partlcularly those changes

whlch affect the decomposmtlon of measured 1nequa11ty as to 1ts
acceptable and unacceptable components. For 1nstance, 1f L is

LN PR RS J»- : 5
a measure of overall 1ncome 1nequallty (rang1ng from 0 for

.'~‘.

complete equallty to 1 for only one famlly hav1ng all the 1ncome),

and A is the cogponent of L whlch represents soc1a11y acceptable‘
1nequa11t1es, then the 1nequ1ty varlable mlght be deflned as
(L-A)/ (1—A), a].go hav1ng a zero-one range. The component A 1t
w111 be argued }ater, 1spart1cu1arly sens:LtJ.ve to demograp_hlc

structure .

i

Whatever the definition of equity, it is necessary that
the government should use it in its’dévelopment plans, thdt:is,
that targets should be set ,ylnstruments proposed and monltorlng

dev1ces establlshed in order to determlne the degree of attalnment

i
[EETERETE SL .

‘of the proposed targets.. It bears repeatlng that the Phlllpplne:,
governmeht. for all its declarat1ons concerning the high prlorlty

of relieving income inequity, and inspite of the technological o
competence of its planmers to do so, has yet to: 1nst1tute specific

numerical targets ‘to ‘the degree by whidh it ‘proposes to reduce income




inequality by such-and-such.amount over some specified time

period.léér T . : Sl : » O

e
0

An Experiment Using a Chinese Wage Structure .

SR

One way of estlmatlng the degree of soc1ally unacceptable

e .
income 1nequa11ty would beAdevelop an estlmate of what w1ll be the

‘f

soc1ally accegtable degree of income 1nequa11ty .Thls presupposes
that one knows, from the very beglnnlng, the soc1a11y—acceptable

set of rules for establlshlng income dlfferentlals. Although thls
prerequlslte 1s“rs:Lerist1ff' the approach may be useful in at
least establlshlng*that the 51ze of aeeeptable 1nequa11t1es,w
relatlve to overa 1nequa11tees; cah be very large 1ndeed | Thls
was done in a 51mnlat10n of what the Ph111pp1ne income dlstrlbutlon
would be like 1f one applied the wage structure prevalent in the |
People's‘Republic:of China, where income equity has, .from all

appearances, been well obtained. Co e e g

oty

A recent report gives some data on the Chinese wage

i
R

14/

Struotute.—~ For the sake of the experlment, 1t was supposed that

the 1ncome dlfferentlals found in thls wage structure mlght be the
. N . . N TR

EQJSee Mangahas (1975).

-_;£/Council for Economic Development (1972), .. ;.
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maxinum socially justifiable for Philippine society. It appears
that Chinese workers are classified into grades (I, II, III, etc.)

for the purpose of determining their wage rates, as given in Table 1.

;sv.
In general, one is assigned to Grade I when ofie flrst’become a’

regular worker., Every five years, a worker moves up by one ‘grade,
and recelvef a higher wage;..by the .time he haswreached“thevage of
60, or retrrement he has attained the highest grade, whlch is

Grade VIII.‘=The table also includes a wage rate for apprentlces,
AN RS NI N B "l .-:.;.

which is below that of\Grade I, and two wage‘rates‘for hlgh—

N LT PRCERR A0
ranking emqloyges.\ The top\:ank xs_a391gne5 ‘a wegé 1evel of 250 Yuan,

PN OIS £ A A RN f:‘..

which is a gudgment f;gure based on the 1nformetidn ‘that éﬁglneers

\\

receive anywhe~e frcm 96—296 Yuan‘end that unlver51ty full rrofessors

receive 35d %ien. The~wage rate of 190 in-the second hlghest group

' \

is simply dhe midpoint between 250 and 130 the wage rate for

|
i

Grade VIII Thus eleven 1ncome brackets were\{grmed out of the two

rank—groups the E1ght grades, and the apprentlce&group. The next-

R S B
\

o-}ast column in the'table simply converts the wage level to a base
‘\r’|<lllf“'. .

HObg 100 for Grade Iy 1ndlcat1ng~that workers in. Gtade VIfi receive

) f y
!lrf \1 L Gl \9

almost - Crlple the income of workers in Grade i, and that top-rank

workers recelve about 5~ 1/2 times the income 1n the base grade.

HEE: 's;‘"{'i’. CAHODRG treand DE G b s it
PR RRTES 3 R RN VI
We then nsked what Ph111pp1ne income inequality would be

.'i.i

if these wages were combined with the Philippine occupational

structure and age structure. Since about 5 percent of Filipino
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Table 1. Chinese Wage Structure Used for Experiment . . . 5
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in China, Makati, 1972, pp. 56-57." Also see
text. [ SNELED e
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fimilies in'1971 were occupationally characterized as ‘either
profesdionals or administrators, it was assumed that half, or
2—1/2 percent of "all families, would be in the top or eleventh
| 1ncome bracket, and the other half of 2- 1/2 percent would be 1n
the tenth income bracket. The proportions. of families found in
income brackets 1 to 9 were obtained by pro-rating the remaining
95 percent of families according to the 1970 Philippine age distri-
bution. - The result of the experiment is that the mean income is
found to be ISQ?index points, or approximately the same as the
income of thoseiin the age group 35-40. The Lorenz curve is
plotted in Fiffte 1, and has a Gini coefficient of .28, which is
over half of the actual Philippine Gini coefficient of .49. The
results thus §nd£cate that a very large segment of total measured
Philippine income inequality might be accounted for by. soczally
justifiable factors: .the two factors of acceptability con51dered
in this experiment are (a) occupational rank and (b) age structure.
One éhould hasten to add that the results do not minimizéﬁthe
' sgriqustéss_of»;ncome inequg}ity in t@e_Phi;ippingsf ;t‘is ptgtigely
because income inequality is so serious that one needs to examine
';!égdgfﬁater-detailythe extent. of. the acceptable and unacceptable

. o -
R EE

édmponents of it.
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The Income Concept.. . ; N

. S dgmpse

Ideally, one would prefer to work w1th an all—lncluslve,

T

?}full—lncome concept. Thls would 1nclude income from both market and

non-market act1v1t1es w1th the 1atter 1nc1ud1ng not only goods

“produced for home consumptlon but also household—produced serv1ces.

et t §

Phlllpplne 1ncome surveys in the past have always made prov1s1on

S

for inclusion of the home consumptlon component of agr1cu1tural

production, with the possible exception of food produced in home

gardens too smhll to be classified as "farms". ‘A‘ééftibﬁ"bf”éhe

UPSE[ERERF\eoi?o—economiogsurvey questionnaire is-devoted to the
atea of home gardening in order to meet this omission.. :. . -

o
ok

Even less data is avallable on the value of servlces,

partlcularly those of the housew1fe, produced by the household for

{1-‘; i by

1ts own consumptlon‘ This is of relevance to the stuoy of 1ncome

i,

B 1nequa11ty, 81nce publlshed data permlt c13531f1cat10n of incomes

T AN T TR PR RTS B

as comlng from exther full-tlme or part—tlme workers, ‘with female

workers typically playing a large role among the part—tiuere.‘ The
point is that part of.,the additional cash: income earned'by a woman
who leaves the home is.counterbalangediby a reduction in. the house-
.-hqld services which ghe could-otherwise provide. - If a: full-income

concept. is not used, then measured.family:income might:seem-greater

on account of the entry of a housewife into the.market laboriforce,
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due to the lack of a correction factor for the reduced value of

household serv1ces. Then the degree of measured 1ncome inequality

would appear 1ower than 1f a2 proper adJustment were made. Further-

more, one would expect that the market—labor-force part1c1pat10n

rate among women would be substantlally greater 25 years from now.

™Y CHLE

Thus the con31derat10n of a full-lncome concept is more cr1t1ca1

for cross—generatlonal 1ncome analy31s.

SRR N

Demographic Factogg

]

‘Demograptic factors are of partidular importance in the

analysis of ircof inequality, firstly, because the bisic 'income

rec1p1ent unlt the 112 secondly, because there are very
clear relatlonships between 1ncome levels and such demographlc

factors as sex, age, and 81ze of famlly, and,thlrdly, because it

can be argued that a substantlal portxon of the 1ncome dlfferentlals

due to demographlc dlfferences mxght be c0n31dered as soc1a11y
ol

acceptable.
a7 In the fifst place, the family & the fundamental sbcial
~+unit (which the state has beefi'constitutionally dirécted to’
‘strengthen). " Income differentials among members of the' same family
‘are” typieally:ignoted;: they are not published, and, even when

savailable! from ‘primdry sdurces, rarely analyzed. ''This is“bedause



. 8cems neededito !'standardize,

17

one. implicitly.assumes.that income inequality among members of one

family. is .¢completely socially justifiable. The family will take

.-¢are of equitably distributing the goods and services which'can be

safforded :by .the .combined level of family income. For long-range

projectionsg, one thus takes a keen interest: on the processes by

which families are formed, maintained, and eventually .die. ‘In the
.. course of economic growth, there is a trend towards later marriages,

.. and .towards .earlier breakaways by young single individuals and ©

young married,couples from their-families.of orientation), and more
¥

of: a tendency: for old couples/widows/widowers to live alone rather

than with:thélr children's families of procreation. Some procedure
F 4

" as it were, our measure of ineguality

for the type of family structure to which it pertains;ié/
z 3
" REE N

Three of the demographlc—lncome relatlonshlps of 1nterest

i

are 1llustrat°d in F1gure 2 In the flrst place, we f1nd that

average family ‘incomes are generally greater among household whose

ot

heads are male than among those whose heads are female. (The case

..-of ‘Manila .and Suburbs should be noted as an exeeption, however.)

The .income.differentials may to some extent:be due to discrimination

aceording to sex -- that is, a female'receiving lower income ‘evén

15/

C a7 Ruznets (1974)reports, for -instance, ‘that much of U.S.
“income inequality is explained by low incomes among single-person

households. This is not similarly the case in the Philippines at
present, but we may expect some trend towards it in the future.
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when her other qualifications for work may be exactly the same as
@ male. On the other hand, the income différentials 'aré also
partly explained by the difference bBetween the occupational

© structure of males and that ofﬁfemales,'altﬁough’3760unter—afgument
would be that males may hdve unfair advantages in*finding”ﬁlecement

in higher-paying occupatioms. It should be poted that the "

- proportion of houscholds heads who ate fémales is only about 10%

~ of the‘total.t‘Presumably the large majority of these are women’ who

are widows or separated from their husbands; thus the lifé expectancy

“of males relative to females (which could change over thé' cdiirse of
“a generation) is%an‘important factor of "‘consideration here. " In

wivother cases, it &.ny be that the female household heads are young

vildmdividuals takidg care of. their brothers and ‘sisters, and who have

&

become househol heads since both parénts are no longer empioyed or

have already dléd In this case, what may be relevant are (a) the

i

proportlon of flrst-borns who are females, 1n conJunctlon w1th the

- H

llfe expectancy and employablllty of the parents, and/or (b) the
- T RERE DR

employablllty of young females relatlve to young males.

it

The sccond portion of Figure 2 depicts 'so-called dge-iticome

wviprofiles. The rate at which income increases ofi account of'age’

‘declinmes ‘with.age, dnd there is a peak in average famlly incones

reached at the age 55-64. As always, there are income differentials

T oon. accOunt @ﬁdaree of re31den €: to some extent this yould be simply
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reflective of different costs of living in different areas, and
might also be considered as socially acceptable.. Over a space of
one generation, one would expect substantial changes in age
structure. Specifically, the Philippine pépulation will be getting
younger and younger, and, therefore, there would be a larger
proportion of household heads in the lower income categories simply
on this account, i.e., the degree of acceptable income inequality

due to age structure would rise over time.

In tie third part of Figure 2 we find a positive relation-
ship between‘?amily size and income. To some extent, this is due
to the correl tion between family size and age of household head:
larger fami%}is belong to heads who are older, and, up to a point,
older houseﬁolé heads earn more income. However, to some extent
the increase in income is due to the greater supply of labor by
members other than the household heads as the size of the family
expands. Larger families have more family members of working ages
who can contribute to family income. It should also be noted that
this positive relationship between income and family size does not
contradict the negative relationship between fertility and income

E

(above some minimum income level) which has been revealed in earlier

16/

studies. It is nevertheless true that fertility is a prime deter—

lg/See A. Kintanar et al. (1974) and Concepcion and

de Guzman (1975).
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..minant,. although not-only the determinant, of family size.. -Further-
more,- the size of family also.figures as a demand factor, since it
can, also be considered sociallyiacceptable that the’ family with

. more mouths.to feed should earn more income.

Flnally, it should be noted that the income proflles
B ;fc'_ ' ’
assoc1ated with demographlc factors found in Flgure 2 are the actual

proflles. One should next determlne what the Justlflable proflles
may be. The data have merely indicated what the general shapes of

the JustlflabfL proflles are but more 1nformat10n 1s needed to

s ¥ r

!

Area and Region o R LTI I R PE

® oz : i
> . .‘,,,. . »14 B i
3 g

: Income data are often geographlcally categorlzed as by

area of urbanlzatlon (Manlla and suburbs, other urban areas, and
rural areas), or by region. A reglon w111 contain 1ts own dlfferent
Coep ey [

areas of urbanlzatlon, although unfortunately, publlshed 1ncome _

e N o L

surveys frequently do not cross—classxfy by area and reglon. Income

.\
i

dlfferentlals accordlng to area and reglon ma¥ be partly acceptable

and oartly unacceptable. At the very least one should make adJust-

[EEE

ments correspondlng to d1fferences in the cost of 11v1ng between

Eoaw
=

areas or between reglons. Costs of 11v1ng are typlcally hlgher,
the more urbanized is the area. (A major difficulty with ptesent

Philippine price indices is that they are'éesfgnea to reflect only



-

differences acrogss time, and-not likewise across geographical space.)

+Aside from the cost:of living factor, however, the remaining.com-
ponents of,.spatial income;imequality:should probably not be'rated
as justifiable. Regions need-not be similarly endowed-with'natural

resources in order for reglonal 1ncomes to be equal. Wlth suffi-
- >

c1ent1y equal opportunltles for acqulsltlon of human capital and

-M‘.-
x ;o

for moblllty of labor across reglons, workers incomes in dlfferent

reglons would tend to equallty in equ111br1um

Occupational Rank &s A Socially Acceptable Factor

There may be income differentials which correspond to

occupational rank which are themselves socially acceptable. These

ranks exist both ‘.;m capltallst or market economleq and in socialist,

coc . R
N 1] 1 .

centrally dlrected economies. Iﬁ the former, the structure of

organlzatlon in rlrms, and the need for a system of superv151on of
P ‘; i o
workers brlngs about a condltlon in whlch superv1sors are pald more

17/

than the supervxsed~“ Thls condltlon would not be unacceptable to
" the superv1sed to the extent that (a)’the& may antlclpate being
themselves promoted in rank, as they grow in ege ehd experience,
R . «'J",
“or (b) they may conslder that attalnment of h1gher pos1t1ons 1s based
7 on 1nnate ab11iey.‘ In soclalist economles, there also are 1ncome

.l.’. 4
* ’ .,

‘{ZSee‘Tuck (1954).
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differentials associated with rank, as earlier described in the
experiment using tﬁe Chinese wage ctructure. In. the Philippines in
partlcular, there are some 1ncome dlfferentlals whlch are determlned
by the polltlcal body as a whole, as for 1nstanve the salary levels
set for the highest ranklng government officials, which are foucd

in the national conétitution.f‘One might also argué that the

salary structures found in gorernment 1nst1tut1ons reflect to a
substantlal‘extent soclally acceptable dlfferentlals 1n.compensat10n
for different types of work. Further research is needed to deter-
mine the ﬁagﬁi&ﬁdes of income differentials, associéted with
occupatichal rfhk, which the majority of Philippine society would

2
consider as a?eptable.l—s-/

-
¥ oo .

Main Source of Income A =

This variable gives us some information on the distribution
of income according to. etonomic factors of production. 'There are
11 types'of-sburCes%in the - incomé surveyé*pﬂbliéhéd?by the ﬁﬁréé&“
of. Cénsus and Statistics, which can be combined in ordér tc dis-

19/

tinguish:income: from work from income from property.—=

A 18/T1nbergen (1974) 1mp11c1t1y argues that occupat10nal wage
differentials are socially acceptable. It is interesting to note that
the Gini coefficient of income inequality for the salary items con-
:~tained in the:1975/1976 un1ver51ty budget for salarles 1n the upP
~$chool of Economics. is’.29. ; .

——/See Mangahas and Géﬁbca'(1975);



On’ constitutional grourds; we ‘would ¢lassify income

differentials which are Attributed to prgﬁértyiasqghtirélyﬁ
T g6eidlly unaéféﬁtabléf’5Wéﬂﬁa§'cifé Section 6 of Article 11,

* "PBeclaraticn 6f Principles and State Policies":

. s
s e

"The State shall promote social justice to ensure ,
' the dignity, welfard and security of all the people.
Towards this end, the State shall regulate the
~ acquisition,’‘ownership’’ use, ‘enjoyment and dispo-
) sition of private property, and equitably diffuse
e AR AsOTY property ownership and profits."20/

FIRA

Inhoot Lo Co U e

On thg other hand, ﬁie portionlqp;ributable tolworkfwould be:ppggly
acceptable and pap:li unacceptable. Certain acceptable facto;s are

discussed below.

EEREY]

-

* Education and Occufation

. Education and majotioccupation are empirically. very

important factors determining the level of income received from

0 K A N : e . R . . Dol

work.gi/ In determining whether there is a socially acceptable

component to this, we are considering a two-stage analysis. One
gl oty e R voe) car . I

may initiallY_classify'ipcgme diffgrentia}s arising frem. schooling

and occupational differentials as acquired in a socially acceptable
way. Then one could turn attention to the cquality of opportunity

IRRE IR . 5ok EEI

ergg Lrers o e

e P “ : .
U s RN )

‘““”V””"*gnghé*coﬁparablé section i’ the 19353bdﬁstituiioﬁ'Was less

N ”éxplicit; 'SeefFérnandbi(197&),:p.i75,_whp;§fgugs on consti-
tutional grounds that the Philippines is a welfaré state. o

:ZL/See J. Encarnacién 1974)."
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amogg:iqdjvééuals for the attainment of desired levels of schooling
.,and of occupation.. To the extent that such .opportunities are-
_dgtermined‘by.family_wgal:h,or‘background, or similar factors, the
resulting income differentiais would be clasgified as unfdair. If
some part of the differentials in attaining schoolingand occupation
Qan.be”shpﬁn to be .due to differences in innate ability"-then the
Xesults in income differentials can be termed asacquired iii-an ¢
acceptable way.gszgAgain,mpne;should?be careful not to impute tbo
mych to innate ability. For: example, a person may do poorly: in his
search fpr;edué%tion,rbecauseghiszmental capacity has been hatrmed
by;malnptritioi as an. infant; so that this factor too needs to be
considered. ,e might also consider cases of individuals whose

lack of achie ment may be due to a congenital defect attributable

SIS

to inadequétéﬁheélth of the parents on account of a condition of
R D Seue : oo i A
poverty.

NS

T T R T Co Teoedmraens wbe e
A Preliminary Approach to the Measurement of Income Equity

\?J._-w. . There :are several available alternative measures of: ‘overall
income inequality, which, as a first’ approximation, would serve as

monitoring devices. for -income inequity.: It were as though one °

ZZ/Tinbergen (1974), however, observes that Nature has not
distributed innate ability 2qually to all individuals, and appears
to consider such a distribution as unfair. - +vc bag

{
: é;‘"’ 6441/ —=
Universify ci :Le Philippinds System

School of Eccromies Library
Diliman, Quezon City



suadsumed, to-start with, that 100% of the income inequality were’

AV

socially. unjustifiable. . This is a very ‘tonservative approach,“4nd

393

-could be likened to the use of an extremely“sénsitive isigfiéf’"’ ﬁ.é‘n’t,
which flashes at-the :slightest provocation, even though in mény

- instances there may be no real dangér. As a refinement, one can’
make -estimates of those components of ‘income ihequality which may
be (taken :to be acceptable to society,” but: tak1ng care not to oVer-
estimate- the' acceptable portion, even to the extent of know1ngiy

:underestimating'itt« By analogy, one is trying to design a sighal
light which gives gewer false alarms, but taking ceré that, even |

.

though it may stilj: registér some false alarms, it will not Fail

to registet:in:cagp.of a real danger.

Among the; measures of 1ncome 1nequa11ty, it would be

: W

convenlent to use one whlch can be reduced to additive components
(such as the variance, or the Gini ratio, or the Theil information

measure, or the Kuznets 1ndex) In general the decomp031t10n can
et ; s !L4.<_.4.

R ‘. [

te carrled out accordlng to mutually exeluswe classes of income
' ‘xeclplents or according to mutudl exclusive ¢ategories of 1ncome.-—/
Since.one income recipient ‘can' have more than one category of income,

it is much simpler to consider ian accounting frame classified ‘"~

according to recipient. . e

T R T N

23‘1'Manga‘has and Gamboa, op. ci:_t.k_.{_é’ : T
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PP o - . f . . . S e . oo A

Any 1ncome 1nequa11ty varlable 1s a measure of dlsper81on.

i B

One wrll need to explaln or account for thlS dlsper31on, because
- .x_,'..“ b FRET

the explanatlon factors are potentlally to be the focus of pol}ey

‘ 0
Sror SRR s

RO

1nstruments. Inev1tab1y, however, the total dlsper31on w111 be

H cprfoee sy rands . PRE

d1v1ded 1nto an explalned' component (often referred to as the

S I : TG L ¢ R T g

'between—group dlsper51on) and an unexplalned component (often
referred to as 'within-group' dlsper51on) Barring evidence to the
contrary, we should consider the unexplained dispersion”as_pnre;y
a socially unacceptable dispersion;gi/ We may turn next to;the“;
explainedwéon?onent*iﬁ“total’&iéﬁersiongfitfshbuld”be cldar that
the termf"éxgiained"gigﬂaéfiﬁitely'not»beiné*déed to corfote i

"justifiable’f. An accédnting idrtHer reedéd '8f-thé portion 68°

15

explained difpetsion’attributable 6 soeidlly unjustifidble "

-

facﬁofé;*ané the'éartion’étﬁribdtable3to gocially "justifiable **
factdrsy In ¢onducting re&dedrch oné’should start withiwhat seemed
st BéEhe - ‘Most ufddcceptable factdrs and end With what seem to Be
'thé ®ost ‘acteptabléones. “Oné cannot Be'indifferent*aS‘to the “order
»'fn which -the factdrs-ate ‘taken. We wish to avoid unnecessarily’
impdting “unexplanatory power “to accéptable factors, and ‘there is'a
danger of imputing too much to the factors which are used first in
a eequence.‘ One may draw a 1esson from stepw1se regre391on -- when

P

only one explanatory varlable 1s used, 1t tends to, grab" the

24
s .”(Perhaps later on.one could study Filipino attitudes towards

bluck or purely random events as a determinant of income. Perhaps few
would begrudge a neighbor's good luck; but would they feel it to be
fair if he experienced bad luck?
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explanatory power of all the missing variables it has some correlation

with As the m1331ng var1ables are found and 1nc1uded one w111
always note a decllne in the explanatory power of the earller- »
g in s e

1ntroduged varrables., Inev1tab1y, of course, not all of the dls—

PR - A R

perslon w111 be explalned‘ and 1t the varlables 1ntroduced are all

SRR

what may be termed soclally Justlflable, then one w111 have over-

1, it

estlmated the1r explanatory power.

. s
A v : . T 5y
B . . Ty .

T O P TN O Con T

Conclusion

Lae . PRV R St B . A R PRI e B . A Y

This papetjbresents preliminary viewsﬁon*hGWFa measiite of
overall ‘income: iné;’bality may be subdivided into'a socially -
acceptable or déf?nsiﬁle'oomponent; ds well as a socially @ -
unacceptabletotf"stréssingfcdmponentf"The latter ‘component is
identified as iniomelineqoityﬁ The identification ‘of acceptable

{income ifequalities-is’definitely not intended ‘t6"'play ' down the
séfioushiess of the iticotie inequality ‘problem. It"“is precisely because

““Ificomeé inequality thréafens to -become worse before becoming better
that it deserves a very close look, which results in certain income
‘differentials being classified as mdre socially problematic’than

ot

‘others.
It was argued that the acceptable 1ncome d1fferent1als are

closely related to demographlc var1ab1es such as the number of

- famllxes, the sex of the household heads, the age structure of the

L Lo A4 : e ey _s-,t.‘l.f':: SETES CEVUNE AR B S
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working population, and the size of: . families, all of which will
probably be very different in the year 2000 fromAwhat they are

today Therefore progectlons .of. overail 1ncome 1nequa11ty whlch da

not account ﬁor.demographlc structural changes are 11kely to either

overstate or understate (dependlng on how the demographlc structure
i . : LR :

changes) the degree of income 1nequ1ty., Furthermone, although the

'

variables are tradltlonally considered demographlc, they ‘are not

i t by ., . . L e
‘‘‘‘‘ [ i RE i .s‘.'.\\i

1ndependent of economic factors. The dec131ons on age of marrlage,
KSR £3 10 ’,: SRR i SR
on the chomce of :a, gpouse (w1th-the potentlal of enjoylng a certaln

C . N
H .r,\

income from elther work or property), on when to leave the fam_ly

SN . "

SV PR Yot RTRI
of orlentatlon ;m order to establlsh a new famlly, on number of

- . . ; I ; . et
cl‘u!A Ty RES v,r.:,»’ LA

chlldren to’h

sisters. shopld‘be the family. head --<all of these tog. some. extent

“n.‘, l. Si

Kdepend on pre nt and expected 1nqome streams on ownershlp of wealth,

-y

on costg.of qgttlng up a separate h

hold -on the beneflts from .-

combining incomes of separate 1nd1v1duals, and other economlc factors.

In ‘the néxt phase of PREPF, work will continie on (a) more

precrse defrnrtzon of ‘the 1nequ1ty varlable, (b). data gathering on;

income (wmth emphasxs on the full—lncome concept)»and on-soolal

att;tgdes towards ‘the acceptablllty or unacceptabllrty of certaan
ki
determenants of 1ncome dmﬂferentlals, from forthoomlng UPSE/PREPF
.i { ‘ . . '
surveys, and (c) constructlonxof a model W1th the purpose of sinulating

income imequity in the year 2000. .. . . . Lv e

[ M
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