


NCOME DISTRTEUTION: FACTS FOR
ECONOMIC AND SOCIAL POLICY

by @erardo P. Sicat

”I INTRQDUCTION

/a

in the Philippines is that it is "very unequal". _The Congre551onalg

common observatlon about the current income dlstrlbutlon

al Economic Plannlng 0Office (CEPO) has called the "income distri-  1
fbuxion,problem" one of the "six crisis points"! of the Phlllpplne

?cbnﬂmy. 'The'followxng'paragraph, circulated by‘CEPO, repva&cats

4

Peasimlstlc, and yet quite prevalent, view of the income- dxs~‘
-tributlon problem in thls country. ‘ .

More than 90 per cent of Flllplnc families have
incomes ranging from zero to P5,000 a year; 7.5 per
cent have incomes of P10,000 and less; and only 2.5
per cent of all Filipino famllles have annual incomes
above P10,000 and beyond. (What this immediately shows
ls the oppre531ve maldistribution of income and wealth
‘in our society. There is too wide a gap between rich
and poor to permit anything else but make the rich
richer and the poor degraded and mlserableq .The poli-
tical implications of such a condition aré indeed ,
gnave, for no truly healthy democratic institution St
can flourish where there is an overconcentration of "

~-~income and wealth in the hands of a few. Wealth is
power, both economic and political, and what we call
our democracy is actually as one pundit has put it,
a rule "of the wealthy, by the wealthy and for the
' wealthy" In our\gresent ‘world, the drive of prac-
tlcally all developing nations is not .only for the
kind of liberal democpacy that the West had known
-+ in the .19th century,’ ~actually for a social de~
. mocracy such as many emerging nations have adopted‘
in the 20th. o

February 1969.



'My“ré§Ction to this assertion in the context of the Phil

3

ippines is. contained below: 2.

«++"The evidence about income distribution change
é?guhglme ie scanty, and whatever is available does
ot appear to show that income distribution today -
is drastically more unaqual compared to sbout ten
ears ago ... There is some slight worsening of
income d;strmbutlnn, i.e., a tendency to show that
higher income groups Own slightly more income at
‘present than 10 years ago. But the evidence does
not contradict the hypothes;s that if there is more
income inequality now, it may be because the rich
have gotten richer and the poor, at worst, have. re~
mained as poor as before. It is not that they have
become poorer, .with the exception perhaps of some mi-
grants from the farm who have suffered from seveve
poverty because dof mmgratlon to urban sectors. .

Thxs paper extends and support this basie thesis. The final sec-}7

.tlon deals 1arge1y on questions which are related to social, poll-?

tlcal, and economic policles.

11, __QOMB DISTRIBUTION: AN ‘_IERNATIONAL COMPARISON

, A hypothesis advanced by Simon Kuznets3 concerns observed
*relatlonshlps between 1ncome dlstrlbutlon and economlc growfh

tér studylng long run and international data on income dlstrlbur:
tlon, Kuznets concludes that as an underdeveloped country experﬁﬁ“

~ences growth over 1on L Pun perlods, the. distribution of income

t

2g,P. Slcat UNotes on CEPO's "Six Crisis Points of the
B Phlllpplne Economy," School of Bconomlcs, University of the Phil-.
‘ippines, April 1969 (mlmeo.). )

‘ 33, Kuznets, "Economlc Growth and Income Inequality,'
American Economic~Rev1ew, vol. ‘45 (March 1955), pp. 408~ }6.




first widens, then stabilizes, andifinally Narrows.

Studies by I. Kravis", H. Oshimas, and most recently
H. Lydall6 support this finding, Kuznets explains that agricul—- §
tural activity displays relatively less income inequality than
1ndustr1al activity. The shift of economic activity towards

greater industrialization and urbanlzatlon, both of which usually

e

accompany economic growth, is likely to lead to more unequal dis~

1

'tributipnfof income.

Table 1 presents comparative data of income distribution
) ) ’

'by the shares of specific ordinal groups in the income scale for.
-the Phlllpplnes and a dozen other countries, some developed and-
others less developed. The data are based elther on household
'income or tax returns and are directly derived from a summary

" ¢table in a paper by Ohja and Bhatt.’ Philippine data are from

the Bureau of the Census and Statistics Survey of Households

41 .B. Kravis, "International Differences -in the Distribu-
ion of Income," Review of Economics and Statistics, vil. 42°

(November 1960), PP. 408~ 16. . . 4

5H T. Oshima, "International Comparlson of the Size Dis- -
trlbutlon of Income with Special Reference to Asia," Review of \
Economlcs and Statlstlcs, vol. 42 (Movember 1962), pp. 439-ub.

6H. Lydall, The Structure of Earninge (Oxford at the
Clarendon Press, 1968).

7p.D. Ohja and V.V. Bhatt, "Pattern of Income Dlstrlbu-
" tion in an Underdeveloped Economy: A Case Study of India,"
American Economic Review, vol. 54, no. 5 (September 1964),
: _Table 3, P. 715.
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Shares of Ordinal Groups

Bottom Bot{om .Top-

. Countries and Year
| 20%  60%  20%

Top
10%

Top
5%

Underdeveloped Countries

36.0 42,0 28,0 20.0 90

Indla, '1953-54 to 1956 57 8.0
Ceylon, 1952-53 5.1 - 27.7. 53.9 40.6 31.0 . 150 .
exico, 1957 bl 21.2 1.4 46,7 37.0 470
. Barbados, 1951-52 3.6 27.1 51.6 34,2 2.3 - - 400
_uarto Rico, 1953 6.6 30.3 50.8 32.9 23.4 1,080
Developed Countries .
United Kingdom, 1951-52 5.4 33.3 44,5 30.2 20.9 1,620
West Germany, 1950 4,0 29,0 48,0 34,0 23.6 - 1,200
The Netherlands, 1950 4,2 29,5 49.0 35.0 24,6 1,#23'
Denmark, 1952 . 3.4 " 29,5 47,0 30.7 20,1 - 1,830
Sweden, 1948 3,2 29,1 46,6 30.3 20.1 2,270j
ted States, 1950 4.8 32.0 45,7 30,3 20.4 . 34520
: taly, 19u8 6.1

31.2 48,5 34.1 2u4.1 1, 039 
fPhlllpplggs |

4.5 25.0 55,0 39.4 27.7
4,2 24,2 86.4 41.0 29.0
3.5 24,3 55,4 40,0 28.7

b,2 24,22 56.0842,2
4.6 24,68 55,3 40,3

ources P D. Ohja and, V. v. Bhatt, op. 01t. The sources are cited in

.-

th s paper.

or - the Phlllpplnes, Bureau of the Census and Statlstlcs!
"Family Income Distribiution and Expenditure Patterns in the
Philippines, 1965," Journal of Philippine Qtatlstlcsj vol, i
no. 2 (April-June 1968). »

~Joint Leglslatlve—Executlve Tax Commission, A Study of Tax ;
" Burden by Income Class in the Phll;pplnes (Maniia, Fﬁlllpuiﬁ
pines, 196G4), pp. 65-6. o

8Read off from a Lorenz curve.
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t‘Legislaﬂ

(BCSSH)8 and from the study of tax burden of the J01n

tlve-Executlve Tax COmmlSSlOn- ' The years when the data are :

awailable for all the countrles dlffer.

The countrles ‘are grouped in ‘accordance with their levelg

of development. Their most recent per capita GNP leVels, der1Ved:"

10 are given in thgff

7from t+ . recently completé@ World Bank Atlas,
by'virtue of its high per capita in- 

- last column.f (Puerto Rico,
but

e considered a developed country today,

come level would b
t 1n 1953 for which the quoted income dlstrlbutlon data

pita 1ncome per year in

ﬁ?obably no
are obtalned.) Current Philippine per ca

the World Bank estimate is Uss160; I put Philippine per caplta‘;

**»GﬂéggtAUSQZOO, approximately.

The following are relevant observatlons on the basis’ of thef

data in Table 1. (It is of course obvxous that the statements‘rev

fer only to the countries included in the table)?

3Buraau of the Census -and Statlstlcs "Famlly Income Dis~’*
tion and Expendlture Patterns in the Phlllpplnes, 1866,"
'1 of Phlllpplne Statistics, vol. 19, no. (Aprll-June,

%, Lydall's study (oB eit.) would give the clue to many: "
more recent sources of data on income distribution, as his Ap-
‘pendixes 6, 7, and 8 will reveal. Unfortunately.
because his study was designed to give an empirical test to a

spec1a1 theory he advances, Lydall's data are already in the forp
of dispersion measures from the median income, for all the ceaﬁ“

tries he examines, not in terms of percentage shares

groups on 1ncome.

10gece Finance and Development,
Pp! 30 '4,2. ) R

vol. 6 no. 1 (March 1968)




/(1) The shares of the bottom 20 per cent of income earn-

" ers are relativel§ the same among develbped and less deveIOped_
countries; especially if India is excluded. 't oo

v

(2) The shares of the bottom 60 per cent seem also fo be'/t
“the same in value for both developed and less developed countries.,
However, the shar; of this group in.thé ﬁhilippinesyis 6n the low
side. iny Mexico héd a lower share of the bottom 60 per cent

than the-Philippines.

(3) The top 20 per cent has a very large share of income
for the Philippines. It is above the reported share fdr all otheh
cOuntries,.with the exception of Mexico.v In the developed couh-"
tries, the share of thé top 20 per cent ranges between U4 to 50
per cent cf total income. The aisparity of the ccncentration-ofA.
income amoﬁg the less developed countries to a relativé few (top

220 per cent) is not relatively very severe compared to the devel-

‘oped countries. It méy be added that the Philippines tends to

.
A 1l7he Ohja and Bhatt estimates for India reflect a rela- 1
& more equal income distribution compared to other countries -

and would seem typical of, say, more developed countries. This

is in faet-thé veason for their (premature) rejection of the
Kuznets hypothesis for India. The reader is warned that their
results are the subject of controversy. For instance, alterna-
tive estimates of the share of the bottom 20 per cent are in the .
vicinity of 4 per cent, very similar to the percentage of the - .
other countries in the Table. See the comments of (1) Eva Muella
and I.R.L. Sarma and of (2) S. Swamy on the Ohja-Bhatt paper (and '
the latter's reply) in American Economic Review, vol. 50, no. 5
December 1965) 5 pp. 1173-88. ”




A

display slightly more income iﬁeqﬁality comparetl to the other
less developed céuntries. But Mexico's 61 per cent certainly
shows the highesf concentration of income belongiﬁg to the top

-

20 per cent of income earners.

(4) The top 10 per cenht of income earners own, in the de-
veloped countpiés, the range of 30 to 35 per cent of total income;
In the less developed countries, a range of 28 to 47 per cent --
which is a mﬁch wider range. The top 10 ber cenf earﬁs 40 per
cent of income in the Philippines. This would seem relatively
high, even fof the less developed countries. But Mexico has a
much more unequal distribution of income. The same pattern méy

be observed for the ownership of income of the top 5 per cent.

On the whole, the rates of incéﬁe inequaiity is mofé
markea‘in the less developed countries combared to the developed. 
With the exception of Mexico and Ceylon, the Philippines possesses.
a higher level of income inequality. Taxes appear to have a

slight redistributive effect on~incomes, as the before~- and after-

‘tax data for the Philippines show. r

Table 2 gives the chénges in the distribution of income
through time for some developed countries. The initial periods
_for the industrialized countries are already at much later stageé-l
in their developmeﬁt. After'several\decades, a reduction in the |

share of the top income brackets to total income has been observed,



_y/éemparison with Japan

P

A}bfief comparisoh between the income distribution of

Japan and the Philippines; two lafgely disparate Asian coﬁh;
tries in terms of levels of development, may be useful. It
is wellknown that Japan's development is charécferized.by the
excessive concentratien of economic activity -- especially in
industry and banking -- in -the form.of cartels, more popularly
 known as zaibatsus in prewar Japan.3 Aftef thHeir dissolution
by the Allied Occupatlon government of Japan after 1945, there
1has been a resurgence of a new form of 1ntegratlon known Japa-
nese as the keiretsu,12 which is "largely an industrially-based
form of integration. In terms of‘relative'per capita incomes;\
Japan's is almost six times that of the Philippines. nJapan‘s
growth after 1950 until the present is almost twice the rate

experienced by the Philippine economy.

We compare the- data we have for the Philippines and su-
perimpose them on Japanese data.13 Table 3 shows the percentage
share of the ordinal income groups in Japan, by years. In spite i

of some disparity in data sources, relevant points for compari-

12pn thls see for example, Yoshikazu Mlyazakl, "Rapld
Economic Growth ‘in Postwar Japan," The Developing Economles,k
vol. V, no. 2 (June 1967), pp. 329-50.

o 137, Ishizaki, "The Income Distribution in Japan," The .
Developing Economies, vol, V, no. 2 (June 1967), pD. 351-370. 5




Table 3. INCOME DISTRIBUTION IN JAPAN |

1947 1949 1950 1952 1953 19857

Bottom 20 per cent- 6.6 8.3 11.0 9.6 8.0 9.3 - 8.0 -
Bottom 60 per cent 34,0 37.4 39.7 38.2 35.4 38.0 34.0
Top 10 per cént : 30.5 23.5 26.4 28.1 29.7 29.1 33.5
po 20'per cent 44,9 41,0 40,2 41.9 44,0 42.0 47.0

Source: T. Ishizaki, "The Income Distribution in Japan," The

Developing Economies, vol. V, no. 2 (June 1967).

Basic Data for Figure 1 (p. 12)

N
4
)

1959

- ' . Ratios
Ordinal Group -~ A B C
. ‘Bpttom 20% ; C1.u7 2.39 2.29
'5 3ofto@\a0§ | 1.36 1.61 ~ 1.58
Top éo% | e 0.82 0.73 _° 0.7%

Top 10% o e.17 0.66 0.69

2.65
1;57ﬁg
0.76"
0.73
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soh may be observed.r.The Boftoﬁ 20’per cent in’Japan share al-
"most twice as much of the total household income as the same
1ncqme class'in\the Philipplnes. But the.bqttom 60 éerlcenf,

éeém to be about one and a half timesias much for Japan compared '¥l_
to the Philippines. Also, the top 20 per cent in Japaﬁ owns 9

less income as the'top 20 per cent in the Philippines do. These

are best shown from the ratios charted in Figure 1.
. ,

p//In other words, while in Japan there seems to be rela-
tzvely "high" inequality of income when the top layers of income
receivers are ¢ompared with the rest of the income-groups, Japa-"
nese income distribution appears to be more equitably distributaq
than the,Philippinés. This disparity}is probably explained by
the relatively high level of development that Japan has expéri-f
énéed; The data‘We have just used would tend to support the hypoé'k

the81s that ‘even in a hlghly cartellzed economy as Japan' s, in-

\pomes tend to be more equltably dlsfrlbuted among the lower income_f“

groups. vIt may be that, more than any factor, the rapid growth .
of the economy has had a lot to do with thié, coupled with the ‘ ;:

v - rapid absorption'of labor into industry.

_ From all the above‘data, it would seem appropriaté to ex~

‘r,péct that, given the current per capita GNP of about US$160 to ; §
5200 per year, the Philippines will experience relatively greater.

‘ incomekinequality than'noh exists if.she is to continue to'experiénce

_economic. expansion. However, as per capita income reaches a higher
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Pig. 1, RATIOS OF SHARES OF JAPANESE TO PhILIPPINE
ORDINAL INCOME GROUPS

Cumulative Percent-

age of Ordinal Income

Groups

-

See basic data in page 10.

Note. The reader should note that the years for which data
are. derived are at least about 10 years apart.
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level, perhaps between USSSOO to $800 (at today 8 prlces) R
Whlch is still very far off from present levels of development,\ §

income distnibution is 11ke1y to be relatively more equalizeds /
. N N ; P J.

At least Japan's experience tends to show this.: Thefexperience
of other countries suggests that the movement towards less ih-

come inequality could be expected.

QIII INCOME DISTRIBUTION STRUCTURE IN THE PHILIPPINES

Three. dlfferent surveys of income and expendlture of
households yield valuable information which enables us to ex-
, amine the changes in income dlstrlbutlon over time and by in-

come class.

Overall Patterns o ‘ B

A casual examination of the overall patterns of Phllxp-i
pine income distribution would yield little changes over the lO;I”‘
-years from 1957-1965, A comparison for these three periods (seé }i
Table 1 again) do not show any drastically notlceable change of
.income distribution, although there seems to be a sllghtly more I"{i
.unequal income dlstrlbutlon'ln 1965.1” This slight worsenlng.ls;Ii

however, matched by the follow1ng that. may be jeduced from the

same data.

“*

l4this is probably best seen from Lorenz curves. ' The. * ‘;
~curves for three survey years are shown in BCS, op. cit., P x1v.

(S



V1) A rise of median incomeifrom P924'to P1,6u8 from 1956/
1965. Between 1956/7 to 1961, the medlan income rose by 20 per

cent; between 1961 to 1965 bv 49 per cent.

/6§ A rise of the average (mean) income over households
from Fil, 471 to P2,541 from 1956~ 61. Mean income rose by 25 per"

cent from 1 57-1951 and by 41 per cent from 1961-1965.

) The relative dispersion of the incomes of households
has remained relatively the same over this period. Mean income
‘is abogtllts'times fhat of median income, which implies a veéry
-skewed distribution of income by households. The ratios of‘meah

to median income are:

s

1956-1961 "1.59
1861  ° 1.63 Ce
1965 ' 1.54
e Vi) A rise of the consumer prlce index by 10 per cent be-

"tween 1956/7 to 1961 and 24,8 per cent between 1961 to 1965. We

therefore note that there has been a rise of real income among

households.

T

Urbanization

Measures of the degree ofyur*ba.niza'yt:ionr15 are shown in

15The Bureau of the Census defines urban and rural areas
,as follows:

The urban areas include all chartered cities
and provincial capltals, Metropolitan Manila (Ma-
nila and adjacent cities and municipalities) and




Table i,

of household income by urban and total Phlllpplne areas. Part B,
shows the distribution of households in urban areas.
50 per cent of Philippine income, which is concentrated in urbaﬁr ;

areas, is owned by about 30 per cent of total Philippine house?;”

holds.

Part A of thls table shows the degree of dlstrlbutlon

On a proportional basis, there appears to be arslight,re-,l

the poblaciones (centrally located barrios) of
municipalities other than provincial capitals;
while the rural areas include all barrios of

munlclpalltxes except those of the proving&ial

capitals.

More thgn“

- It would seem that some urban areas would not qualify strictly

as "urban" in the sense that sociologists and economists use it. .
For instance, the U.S. census bureau uses a definition
calls any community with a population of more than 2,500 as
-"yrban".

Although the US definition is arbitrary, it

seem that some (if not many) Philippine "urban" areas

qualify as rural instead under the US definitien.
there was a change in the definition of urban and rural house-

which

would
would:

Moreover,

ir - holds, as shown by the following quotation from the Census:

"The definition of the urban and rural
areas of the country adopted in the new sam-
ple design of the statistical survey of house-
holds, which was used beginning with the May
1965 survey, differs from that followed in the

old sample desxgn used in survey rounds up to-

the May 1984 survey. “Some 66 percent of all
households were classified as rural under the
old sample design. Under the new design, on
the other hand; rural households constituted

“about 70 percent of the national total. The

difference in urban-rural definitions does not
preclude, however, the maklng of comparisons

“of family living conditions in the urban and

rural areas as revealed by the results of the

three surveys mentioned earljer." (BCS, op. cit.,

Pe. iX) »
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Table 4., INDEXES OF URBANIZATION =~

/

Degree of Urbanization

Total Urban  Met. Manila ~ Urban Met. Manilaf
) Total Total '

A. INCOME (Billion Pesos, where applicable) ~

1956-7 5.824 3.222 1.261 0.55 - 0.22 -
1961 7.982 4. 469 1.728 . 0.56 0.22
1965 13.023 5.696 3.016. 0.51 0.23

B, NUMBER OF HOUSEHOLDS

1956-7 . 3,959 1,308 292 . 0.33  0.07
1961 4,426 1,505 361 0.34 0.08
1965 5,126 1,520 458 0.30 0.09

Source: BCSSH
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ductioﬁ of urban income between 1956-1965,16 There is a slight}
rise in the broportion of the income share-(by one per cent;only)
of Meﬁropolitan Manila between 1956-1965. More houéeholds havéc
been attracted to settle in Metropolitan Manila. This reveals

a relatively slight growth of iﬁcome inequality in the-Métropolif;.

»

" tan Manila region. It is unfortunate that Rizal province is not'
.included within this region, because as shéwnvin another study,;7
the regional‘growth of Rizal has been thé highest in recentlyeafs;f 
Such a growth also attracted the highest immigration rates among i

all provinces in the Philippines.

Vége degree of urbanization is also measured by comparing
the rates of growth 6f urban and rural households expenditures.
The average expenditure of urban households expanded by 72 per.

c&nt in 1961-1962 compared to the expansion of 60 per cent expe-

7

rienced by rural households.

Over-the-Median-Income-Classes

By comparing the degree of income distribution between

pural®and urban areas, marked dissimilarities are noticed. Ur- ~i{

- 16ye are not sure whether such a reduction is due to the
change in the sampling framework as noted in the previous foot-
note. These reports should not be surprising, however. I have
worked out some explanations of the reduction of income growth .-
in the agricultural sector after decontrol sector in my study of .
"Regional Economic Growth in the Philippines, 1948-1966," Discus=--
sion Paper 68-1 (January 12, 1968), Institute of Economic Devel- -
opment and ‘Research, University of the Philippines. i

171pig,



ban areas have shown more unequal incomes thai/ﬁyfal areas. Fig=
C

ure 2 confirms usual data in other countries. onsidering,that*:

further economic development will involve a more intense degree :

ofjurbaniZation in the Metropolitan Manila and other relativelx

less "urbanized" regions which are presently classified as "urban"

by census definitions, the phenomenon of greater income inequal- A

ity as a consequence of the economic growth process will continue

to be observed in the future.

.

The relative changes in the family composition of differ-
ent income classes are shown in Table 5. This table shows the‘ |
rates of change of the number of households within each iﬁcomé
class for the Philippines, Metropolitan Manila, other urban and

'rural-areas. The growth of households in the higher income brack-"

ets is relatively more rapid and definitely exceeds the nation;li

3

1Y

18

avefage growth rate of households (recorded in the surveys).

'Looklng simply at the number of households within each income class,
there is a steady stream of new famllmes moving into higher 1ncome~§

classes. In particular, those families belonging to the 1ncome \

class from P2,500 to P2,999 increased relatively. This steady °

stream of new households from lower to higher income groups, how~ff
ever, brlng down the average level of income for these income

groups. Total income does not grow fasten than the growth of mem— B

18Th18 might, of course, be the vesult of a sampling bias
thus obviatlng the effectlveness of any 1ntertemporal comparlsons.
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. Table 5. This result, shown in Table 6,, gives comparisons of the o

bers within the income class. This .conveys even without suffi=
ciont information that there is a téndency of the distribution
within each income class to be skewed towards the lower income-

end.

|
Interestingly, {iseholds that fall in the second half

‘range of the median_class (in a base perlod) have 1ncreased

faster in number, relative to the ones originally in' these

groups. An example of this may be computed from column two of
rates of growth.of households w2thin each income class to the 32g;_j
tal growth of the numbér of Philippine households between the

year 1961-1965. The total number of households between -the two

survey years increased by 15.8 per cent.

The median income in 1961 according to the survey was

equivalent to P1,105 per household. This median falls within

the income class to P1,000 to P1,499. The number of households

./falllng under the two income classes Whlch are below the median

class decreased in number. The rate of expansion of the number»-io

of households within the median class was only one-half of the
rate ¢f growth of:households in the whole Philippines. The me- "~
dian class in 1961 is the first income class found in Table 6. k
The number of families grew only by a little over one-half of the

natlonal growth rate of 15.8 per cent. However, the relative

growth of households in the higher income classes were much hlgher

-




'CLASSES, RELATIVE TO GROWTH OF NUMBER OF L
PHILIPPINE HOUSEHOLDS, 1951-1965 v

‘Table 6. GROWTH OF NUMBER OF HOUSEHOLDS BY INCOME

Relative Growth LERR

Income ClaSSgs'k Ratio ’ )
P 1,000-1,493"  0.55
1,500-1,999 :. 1,82
2,000-2,499 , o y.ug | o
~ 2,500-2,999 0 7.31
3,00043,999 - ) 6.73
4,000-4,999 - 7.70
\ 5,000-5,999 | : . 5.21
S §,000-7,999 ‘ : 3.2 :
8,000-9,999 | 9,39 |
: 10,000 and over o 7.25

‘*This»was the median income class in 1961.




than thls natlonal growth, extendlnp as high as 9.4 times in the
' case of the income class 78, 000 to P9,999. Evidently, Table §

shows the rapid increase of households by income class.

The same conclusion may be derived for households in thé”1

"higher-than-median-income classes" for both urban and rural

areas.

On closer investigation, the rural areas have shown a
more impressive change on this score. While this might be sur-
prisihg on first glance, the information is consistent with the
irecent findings that the a?rlcultural sector has grown relatlvely

fast compared to other sectors. This growth of agriculture had

e

S

favorable‘effects on household incomes in these areas. Secoﬁdly;‘”

the number of higher income households in the urban areas were

already relatively larger to begin with in 1961 so that it Was (

not as easy to expect the income classes to display much higher'

rates of growth in terms of numbers of households. The encour--

aging picture presented by these data is that there are more

households in the rural areas that are beginniﬁg to fall under

‘higher income brackets, probably as a result of (1) the growth

.

of demand for agricultural products due to the expansion of agri- .

cultural industries and of the national economy, and (2) the

. . 19
growth of productivity in. agriculture.

lgThls is also con81stent with the income distribution
1mpllcatlons of regional income change as a result of pollcy
changes in the early '60s. See, for instance, the regional
growth paper of this author cited in footnote 16



‘Price ChanggS'

. *

It will now be our task to show the effects of price§.>
g Earlier; we mentioned the change in consumer prices to indicate
that overall, there has been an incrgaée of real housého;d in;  _ﬁ;
come. Using year 1957 as base, the consumer price index (in
per cent) was 110.3 in 1961 and 137.3 in 1965. The index had a
rate of inflation of 10.3 per cent bétween'1957-1961, and 24,8
per cent from 1861-1965; over the whole period of 1957-1965 this

inflation rate was 37.6 per cent.

The price weights of the consumer price index (as cém-
puted by the Central Bank) are based on average_expenditure weights
obtained in the 1957 survey of househSlds. Since this is baséd~oﬁj
the "average"; it is inaccurate to deflate the income figures‘ by1gf
different income classes using the same price Qeights. As shOWn"
by Table 7, the average expenditure on food for the whole Philip+;
pines in 1965 was 53.7 per cent; for the income class P5,000 td

‘?5,999; it was 48.2 per cenf; and for the Highest income class,
32.3 per cent. As is well known from:statistical studies of ex-
Vpenditure patterns,20 the proportion spent on "basic" _co‘nsumptionziL
items are subject to declining weights’as income rises. Some ad~ ,
justments must obviousiy be made under each income class to fake

into account the basket of goodé consumed by households of differ-;

, ' 20ge¢ H.S. Houthakker, "An International Comparison of . ,
Household Expenditure Patters," Econometrica, vol. 25, no. 4 (Oc="




-Table 7. FAMILY EXPENDITURES (PER CENT DISTRIBUTION), 1965

Food

* Beverages & Tobacco
Housing |
Clothing /
Others

Total

Source: BCSSH

UNIVERSITY C¥ THB P@ég’ PINTS
8CHOOL OF ECONOMICS L ¥ -

QUEZON CI2X

- Income Classes

National P5,000 to P10,000

Average P5,999 ~and over .
53,7 48.2 132.3
4,8 T © 2.8
17:2 . 17.2 30.2
6.5 7.2 5.6
17.8 22.7 29,1
100.0 100.0  100.0

3 "‘?



il

~tionally been SQbﬁidized in the,Philipp{neé through price stabi-

ent'inCOme.‘~Gobd6*which are "basic". to the consumer have tr

lization polidies,z} Those'belonging to the consumption bagkef 

of the relatively rich, especially luxuries; have been aliowed €8

) seek their own price level. This; in general; %ﬁé/ﬁiﬁheﬁ‘iﬁééﬁﬁ _

( GOlay s

‘eonsumption basket of these ineome groups which is related - to
their income levels, the conclusion about the higher income clas- .

. ges must have had relatively higher rates of expansion of their

classes were subject to more inflation Fvefi the standpoint of

their consumption basket-22

Adjustments -are thus made in Table 8 to the rate of growth

of household income by ‘different income classes. This table as=

~ sumes that the income class with household income under P999 was

not subject to any price changes on the,stréngth of the assump~

tion that these households were probably too poor to be able -to‘~f

‘buy many goods sold in the market. It also assumes that the con= ..

sumption basket of the income group P2,000 to P2,899 satisfies

the consumer basket best exemplified by the consumer price ind;x, ;ﬁ

2lgovernment policy has always tried to achieve price
stability through the subsidization of "basic" consumer goods,
especially rice and other "basic staples". On this see TF. H.
The Philippines: Public Polic d Economic Development
(Cornell Unlversity Press, ’ , 16, ee also G, ,
mbort Demand and Import Substitution, Discussion Paper 69-2 i
anuary 25, . Chapter 5. The latter reference makes esti- -
mates of the rate of subsidization of the consumer goods marketed -

" through NAMARCO. The conclusion is that the operations’ of the

NAMARCO tended to subsidize middle and upper income classes be- -

cause of the basket of goods purchased by NAMARCO procurement . -
operations. In spite of this, however, in view of the changing :

ges being more subject to inflationary pressures is just about
acourate., ' ' ‘

221+ is also very likely, of course, that the same clas~_:)

money incomes.
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The rest are adjusted in accordance with a method appearing in-

"~ the following footnote.23 ' ‘ : ‘ - L
The assumptions enumerated may be criticized as being un-
realistic because the higher income groups often belong to those
with Jériable incomes, who in fact benefit from any inflationary
pressures within the economy. For one thing, the higher income

groups may in fact be saving more as a result of greater incomes

generated., But it must be admitted that the assumptions are on

) 23Tn order to be more realistic, we ap?ly'the following
deflating method. The rate of inflation‘(pj'7 applicable to in-
come class j, is ' v : '

P'j’z.(1+d>j p' R
where d is an adjustment factor depicting price weight corrections
for higher income classes, j the class index, where j=0 for all
income classes up to P2;999, p' is the rate of consumer price

index inflation. The following table computes the value of the
class deflator assuming that dl=0.l and d,=0.15:

VALUES OF INTRA CLASS INCOME DEFLATORS (1+d)?

Assumed Values of d

Income Class - 3 d=0.1. d=0,15 i
P2,000 to P2,999 . 0 * 1.00 1.000
‘3,000 to P3,999. 1 1.01 1.015
P4,000 to Pu,999 2 1.02 1.030
P5,000 to P5,999 3 1.03 1.046
P6,000 to P7,999 4 1.04 . 1.061
P8,000 to P2,999 5 1.05 1.077
P10,000 and oveér 6 1.06 1.093
: P5,000 and over® : 1.04 1.069

*This is an open-ended class average based on other bounded
income classes. We simply assumed here that d is the aver-
age of d for classes 3, U, 5, 6.




the conservative side. They ref1ect situations which would ha

subjected the richer income classes to the severe negative ef-
fects of a rising price ;evel;r |
.Table 8 shows the rate of growth of total income by in-
come groups for the Philippines and Metropolitan Manila. The
effects of price inflation (as assumed above) have either been
g?counted'for or completely!unadjusted.' This table may. be com=-
pared Qith Table 5, in which the rates of growth of households by

income classes are reported.

The growth rates of income by income classes adjusted

A
- for'prices ‘are relativel§/slower than the gfowth rates of house-
‘holds. This is not uﬁéxpected.’ Newcomers into ﬁigher income
g?oups wduld naturally be located af the lower end of the incoméiﬁ
class. Thus, fhe distribution of households per income class
would be relatively skewed to the loWwer end of the distribution.
(It‘can,be argued ofvcourse that with price adjustments being .

- done, some fam111e3°1n a hlgher income class would sllde back to
the lower income class, but this cannot be verlfled w1th the data(

available to us.) u . ' : iu

The unadjusted income growth rates in Table 8 show\ the
most optimistic rates of increase of income. When the rates of
growth are adjusted by the common;incpease of the consumer prlce;
index (which we have not doné) the result is obviously the same.
Newcomers tend to cluster at the lower income end of the incomek

N

" group.



Llly 1ncome between the. Phlllpplnes ang Metropolltan Manlla. Tﬁ&

major exqeptlon is, however, that the hlghest income groups in
Metropolltan Manila display a much hlgher growth in real income =
about 1.3 times that of the same groups in the’ Phlllpplnes. All ;
the above_flndlngs fit into the findings about growth of income fé

in rural and'urban areas already discussed.

CONCLUDING REMARKS : BEYOND AND UITHIN ECONOMICS

The following paragraphs w111 first summarlze some sallent
points made in this paper. Then, some remarks will be made . on

.

other matters that go beyond the intent of this'ﬁaper.

(1) The income distribution 31tuatlon seen from a cross
sectlon of different countries places the Phlllpplne income dlstrl;
bution in a relevant contemporary‘ as well as historic perspec-
tive. As more development proceeds, st startlﬁg from the lowest

levels of per caplta 1ncome, 1ncome 1nequa11t1es would continue

P

to grow. On.the other hand, the relatively advanced countries

have shown a narrowing of once widely unequal income distribu- - i‘

tion. This suggests that the transformation‘processﬂgQJQLJumgg

omy helps to make ad3ustments ;nmthe pattern of income dlstrlbu-"

tion. Of course, it would be fallacious to assume that it is

pmmaenears

economic development alone which has accounted for this pattern.”

(2) Behind the facade of a rather stable income distribu~

tion pattern in the Philippines, there are dramatic changeé which ©



are not seen. Income ‘mobility is evident from _the raﬁig,

1ncrease of households w1th1n sPeclflc lncome 'roups. The me- -

N o A e S SO e N i g S

dian and méan incomes have been rlslng. And even when prlces

are fully accounted for, the rise of incomes of the "above-the-

medlan-lncome-groups" is also ‘evident. The growth of urban in-

.

equalitgﬁis a phenomenon which is, on the other hand, observed

almost everywhere during the growth process.

-

(3) There is a trade-off between gpowth and welfare poli-

cies de81gned to reduce 1n00me 1nequa11t1es. This trade-off is

more in evidence in relatively poor countries‘because the little
resources that may be allocated for ecohomic development.might be
squandered in programs which do not have any growth-inducing ef~ §
i fects.?3 An important requisite fér deVelopmeht is te chaﬁﬁéie“
- currently available producfiv ‘resources ffom consumption to sayfl
ings. Increasing the rate of saving may be -- from a develoﬁjif

ment standpoint -- the fundamental question which has to do with

S,

income dlstrlbutlon pollcy. Lack of awareness of the consequﬁﬁeéé

R
23An economist should, for 1nstance, be able to point out
how a stralght subsidy worth hundved million pesos (which has no
economlc value of lasting character, a "palliative" in the politi-
cian's terms), would cost the economy in terms of new growth of
" output and of additional employment. If the social or private
return to capital were known (I would place rough estimates of
this from 15 to 20 per cent in our country), then the costs of .
the subsidy become rather clear. - Or one can.make studies of how
POliCleS which distort the prlces of inputs in productlve activ-
ities create an unintended bias in the choice of industries pro-
moted within the country. This question has been answered in my . ¢
other studies. :



Of:the_trade—offs.ofténtimes;induce'policy;makers to'concentrate*

on the ill-conceived "welfare" objectives{zu

(u) A properly focused income. dlstrlbut;gnmwpollqy in an n

o Y

economy,i’sﬁartrnp frOm a relatlvely 1ow level of per oaplta 1n-

A

‘come and w1sh1ng to achleve a hlgh rate of growth must be in

e e ATt TR RS
m.—--mx«-a-,,w i

the area of soc1al control of 1nequa11t1es 1n consumptlon.» of

o N AR 4 TN O ot e .

course, if incomes are unequal, it follows ‘that consumptlon must

also be unequal. There-is, however, a case for less inequality

’ 1n consumptlon to reduce the external features of 1ncome 1nequa1-

;gy which lend themselves to social criticism. This is most ef-

.

‘fectlvely undertaken by an approprlate combination of incentives

ﬂf: in favor of savxng and by heavier taxation of high level consump~
| tion. - The Philippines has had a negatlve experience with consumev
price\controls. First, thelr income redistribution effects are   ﬁ
dubious‘(as Qe have earlier mentioned)-if, as often stated, thoy
are to orotect low-income consumers from adverse price changes.‘k
Second, as shown qulte clearly by the experience 1n the rice and
NAMARCO sub51d1es, they had negative effects on producer 1ncent1ves.
They therefore adversely affected economic growth and employment. |
The questlon of how to dlscouraae consumption and redlstrlbute 1n-'
come is a compllcated one. It 1eadb us to tax and expendlture pol~

icy, wh1ch w111 not be dlscussed here. 3

2“For' 1nstance, see G.P. Sicat, "Labor Policies and Phlllp— 3
pine Economic Development,” Dlscu581on Paper 69-u4 (February 7,  °
1969), Institute of ‘Economic Development £ Research, UnlverSLty of
the Phlllpplnes.




(5) pulatlon control policy has potentlally 1mmense ef

fects on. 1ncome dlstrlbutlonA] "Control", of course, has varied

phases. Let us just concentrate on the population growth rate\#{

‘which is estimated at 3.5 per cent in the Philippines.

It is not necessary to go‘along with the dominant Malfhu-7
sian pessimism that has characterlzed preSent discussions of Phll-J“:
ipplne population., We may take it as obvious that(T\rapldly grow-b
ing population requires xrapidly expanding investments in social.’
facilities - schools, hospitals, secial welfare services -- which
compete with directly productive investments and with investments
which would other&ise invoivelthe improvement of currently e;;st-e
ing social facilities. . A program of population growth rate reducéf‘{

tion is able to release more current resources for new investments

other than maintaining "current facilities“.ZS’ Therefore, it has.

a favorable effect on programs for economic growth.

Moreover, since growth as a rule creates absorption of :
'more 1abor 1nto new activities, the real wage would rise faster
than in_a situation of a rapid 1abor force expans1on due to hlgh i,
‘populefleh growth. It can be argued that populatlon growth rate

reduction will help to pull through a greater segment of the poor

~ 25crit1cs of the inequities of present income distribution
‘who insist omr ignoring the population "control" issue but who pro-
pose"programs which are based on a set of "welfare pollcles“, put
themselves in a rather awkward situation vis-a-vis the questlon of
income distribution. It seems to me that the Christian Social Movee
ment and the welfare state proposals of other regular politicians
fall under thls eategery. \ v
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population into higher income levels. "An obvious c0nsequencé ofi’h

the above would show itself as a reduction of income inéqualitie#.

(6) Critics of the ecoﬁbmic system of private enterprise
would suggest an alternative economic #ystem which is Basically
- tharacterized by relatively more equal income distribution, such

as in a socialistic economy. /A socialistic economic system does

26

not redistribute 6utput equally to raise consumption standards of

ali'ditiZens. In fact, if a high rate of growth is one of the

' most important goals of policy as is found- almost everywhere((for'

-

instance, in China and the Soviet Union), the socialistic economy
will. find it necessary to have relatively low consumption stand-

ards for its citizens. These ponsumption levels are generally

"more equal" compared to consumption distribution'in other econo-
ﬁicrsystems. Growth is more easily achieved by releasing more,
rather than less, of currently produced resources for saving and
capital accumulatioﬂ; thus the pinéhgis on consumption standards,
ﬁedirection of reséurces may be déﬁe through the rationing of

congumptiohv(firstly, by determining the basket of {consumption

-

25£or‘an imaginative statement of the comparative effec-
tiveness of investments in population control compared to invest-
‘ment in physical capital formation, see Stephen Enke, "Economic

Aspects of Slowing Population Growth," Economic Journal (March
1966), pp. u4=56. . ' h

+

1
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goods to be produced?’or by means of the tax system, Thus, the
bas1c Pr1nc1p1es of developmént of the capltallstlc and the SO*
eialistic economies are essentlally the same, although the d19~:

trlbutlonal 1mp11catlons are dlffepent.

i

(7) Many pfoponents of land reform associate the redis-
tribution of large areas into smaller owner—éulfivated figlds aﬁxf
a solution to a bad income diétributioﬁ pattern. This is, in
any,éﬁée; the Philippiné (and apparently also, the Latin Ameri-
can) Qersion of the problem, It is misleading to make a complete?
assoclatlon between,xncOme distribution and land distributidh.;
The strong polltlcal element 11nked to land reform programs" ap-

parently makes deClSiQDS on land pollcy based 1argely on groundsf;

27A turnover sales tax on goéods reaching consumers_in the
Soviet Union has become an effective tax on-consumption., For in-
stance, Robert W. Campbell in his Soviet Economic Power (HoughtOn
Mifflin Company, 1960), pp. 150-1, wrltes'

. %

"The technique which Sov1et planners have found .
most satisfactory for mopping up the excess: purchas-‘
ing power is the famous "turnover taxV. The whole=
sale price which the producer receives is sufficient
only to cover his costs and give him a small profit.
In the wholesale distribution network, however, a
heavy tax is placed on consumer goods, so that when
these goods reach the retailers they are priced at
levels much higﬁer than they were when the wholesaler
paid for the gbdds. The price paid by the consumer
is neanly twice the cost of producing and distributing
the goods, with the difference accounted for by the
turnover tax."

i, :

See also F.D, Holzman, Soviet Taxatlon (Cambridge, Massachusetts,.



other than economic. | The ownership of land represents ownership:

ofyan economic asset. HowéVer, it is the return on the - asset

which generates income, énd it is nét really very clear that‘

large lanq;6wnership impliesvlérge incomes. One important argu&x

‘ment which is fairly recently %ssbciated,to land reform as a :

ccrfection of "social injustice" is the productivity objective,zgi
. In any case, whether or not land reform éérrects social

_injustice‘based on inequities in land ownership patterﬁs' and

helps to push more economic development and industrialization

.(as thehcommdn argument goes), it is also trué that the growth

‘of industries in urbén areas are accompanied by the‘growth of

29 Thus, as we have noted in the Phil--

concentration of incomes.,
ippines, the urban regions in fact, display wide income inequality., .

For instance, in spite of the common claim that land distribution

]

283ee V.W. Ruttan, "Land Reform and National Economic De-
., velopment," G.P. Sicat (ed.), The Philippine Economy in the
19608's (Quezon City, Institute of Economic Development & Research,
University of the Philippines, 1964), Professor Edmundo Flores .
of the Universidad de Mexico, in a recent lecture at the.School /
of Bconomics, U.P., has given this author the impression that the"
-.only alternative to a successful land reform program which puts
into effect a transfer of land ownership (at least in the Latin
American model) is confiscation through political revolution.
Otherwise, only a.developing country which is well on its way

to further development can afford to subsidize a land reform pro-
gram. -

28These impressions are confirmed by the findings of a
study of Philippine industrial concentration that I shall report
to the profession shortly. = ~ A



is very unequal, the income distribution patterns in the rural

areas of the Philippines is less unequal than in urban areas.

(8) Social and poiitical eclectics -- especially the in%
telligentsia which is alarmed by the present income distribution -

would of course ppéss for the "happy medium". In some quarters;“

this is represented by the mixed socialistic économies with em- -

e e e

phasis on sbcialwyelfare programs prevalent in the Scandinavian .

-

countries. Although the welfare programs of ‘these countries are

wofthy of study, they are apt to be misleading models for‘thé
Philippines. To begin with; these'economiés are relatively highqlx

ly developed‘;_3 théy can faifly afford expensive and extensive . 5

P

N ' SRR
social welfare programs. The welfare state programs of these

countries moreover are recent. Like all the rest of Western »
’ ) ’ iy

Europe, these countries had typically capitalistic economic Syﬁgjgi

tems during the eérly stages of their dQVelopmen£;7

It may be that less developed ecqnomies like the Philip-

-

pines have only a choice between the system such as ‘the one 1t [;

- 307he per capita incomes of Denmark, Finland, Norway,
and Sweden are, respectively, US351,830, $1,600, $1,710, and >
$2,270, according to the World Bank Atlas. These figures would .
place per capita incomes in these countries in the range of 9 to:
13 times that of the corresponding figure for the Philippines.
It may be added that in these countries, income distribution pat-
terns are typically similar to other West European countries, if
the data for Sweden is representative. (See Table 1, above).




"now has, which is strongly tied to the enterprise economic sy

tem_éithough with the characteristics of a "mixed" economy on

- the one hand, and one which is strongly similar to the socialis-

1

tic economy > répresented by Mao's China and Fidel Castro's Cuba

¢

" in order to merge income distribufion objectives with rapid eco- “ﬁ‘

nomic development.

LI

»

But ih the end the Choicé of an economic system‘is,largély‘
a pbiitiéallchoice. It may be wortﬁ&hila to point out that thé
,'sociaiistic system héé probably_cérrectly,interprefed 6ne of the .
more famous plgtitudiﬁohs slogans of this cen%ury, Staliﬁ's dictum
"to eaéh‘according to his need,%%gjeachvaccording to his ability"

by adopting differential ifcentives to pay rewards to scarce-‘re- '1

sources (represented by citizens with special skills).33

311+ may be worth pointing out that our experience«with‘ 
government-operated enterprises in the Philippines has not been
~a very happy one. As it is usually admitted, the best entrepre-
neurial brains.in the country are in the private- sector. It
will take an overhauling of the economic system -- a-political
revolution -- to change the current allocation of ecéﬁsmic; re-
sources between "private" and "public" sectors. S

\‘\:\\ ) '*_
32¢uba is still in the throes of recovering from the im-

- mense transitional problems of changing from one political:and
economic system to another. ‘ ‘ : o o

W~33Even this transcends generational transfers of income

and opportunities. David Granick has written of the fact that
in the Soviet Union, children of executives and the intelligent- .
- sia have had greater opportunities of becoming executives than thosé

of common factory laborers. See his Red Executive (Doubleday and.

. Company, 1961), ch. 3. 1In a capitalistic enterprise system this_
is a fairly obvious observation. The literature.on differential . .
ingentive systems in the Communist countries is a large one. On

- Wage systems in the Soviet Union, the standard work i3 Abram

Bergson, The Structure of Soviet Wages (Harvard University PreSs;:
~1954); on the system in Communist Eﬁina which has many similari-




In summary, while we stress thatZ;olicy questions,whiChs

have economic and social implications, are in the end polltlcal

questlons, it is also true that manv such questlons are resolved
without any knowledge of the relevant-economlc facts. What th13~

paper has done 1s (a) to 1nterpre+ Phlllpplne 1ncome dlstrlbutlon-,

;ln the llght of current 1nformatlon fOr other countrles and wa v
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the 1ong run hlstorlcal experlence of now economlcally advanced
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couatrles-'and (b) to examlne in greater detall the meanlng of.

“%mw'aww e

7,ava11able lncome distribution data in this country. A final

ep01nt tries to show that economic and 8001a1 pollcy dec1S1ons

s e ot b 0 RO T Mt gt Bt

._must be made with a clear awareneSs of the trade gfggwnhmgh are

ok I LNt o R )

1nvolved. It would seem now that the best way to achleve a more.

equltable income distribution in the future -~ if we ignore the f’5

question of changing the economic system -- is to insist»on poli—,f

‘cies that make the economy grow at the fastest pOSSlble rate. and,“
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- second, to pay more attentlon to overt population control pollcyﬁ

N N s e

“ties with the Sov1et system, see Charles Hoffman, Work Incentive

Practices and Policies in the Peo le's Republic of China, 1953-
1965 (State Unlver81ty of New York Press, 1967). These authors

have extensive primary source materials listed in their works.
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