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ABSTRACT

Since Simon Kuznets launched his famous hypothesis in 1955 about the relationship 

between economic growth and income inequality, a long debate has taken place leading 

to no definite conclusion about the channels through which economic growth affects the 

distribution of income. The pattern of growth has been found relevant in establishing 

the links between economic growth and income inequality by many studies. Therefore, 

research within individual countries can shed light on the links between economic 

growth and income inequality.

Changes in the Venezuelan economy during the period 1989-1997 provide an interesting 

case for the analysis of this relationship. On the basis of a micro-data set and applying 

different static and dynamic decomposition approaches to income inequality, the thesis 

provides an examination of both the level of inequality and changes in the distribution of 

income in Venezuela during 1989-1997. It addresses the causes of income inequality, 

seeks to explain why income inequality changed during that period, and links this with 

the shifts in the national economy.

The author finds that the changes experienced by the Venezuelan economy during 1989- 

1997 were accompanied by changes not only in the levels of income inequality, but also 

by shifts in the causes of inequality changes. This suggests that the type of growth may 

determine not only whether inequality increases or decreases with economic growth, but 

also the channels through which economic growth affects income distribution. Thus, a 

growing informal sector and differences between formal and informal employment, 

along with differences between employers and employees, are found to be the main 

causes of inequality changes between 1989 and 1997 in the Venezuelan case. Also, 

social policies are found to be ineffective in improving the distribution of income, due to 

the over-representation of households headed by informal workers at the lower end of 

the distribution.
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CHAPTER 1 

Introduction

All sciences should be aimed at providing humanity with a better quality of life. The 

classical economists were concerned with this objective of Economics as a science. 

According to Adam Smith (1884), no society can be flourishing and happy, of which the 

far greater part of the members are poor and miserable. David Ricardo placed the 

distribution of income at the centre of his thought when he stated that Political Economy 

should be aimed at determining the laws that rule the distribution of income (Bigsten, 

1983; Ferran, 1997, Atkinson, 1997). Hartwell (1972) goes further in arguing that 

“Economics is, in essence, the study of poverty” (p. 3).

However, this primary objective seems to have been lost many times along the history of 

economic thought. For much of the last century, the subject of income distribution has 

been absent in the agenda of economic theory and policy (Atkinson, 1997). Recent 

history has witnessed changes in perception about the ultimate nature of the economic 

activity. During the 1970s, in the developed world, there was a growing concern with 

the quality of life, and which was manifested in protests against the consequences of 

economic growth, such as pollution and depletion of natural resources. In the developing 

world the main concern was focused on the relationship between economic growth and 

income distribution, since many countries that had experienced growth rates above their 

historical standards realised that such growth seemed to have negatively affected the 

income distribution, leading to increased inequality and a failure to eliminate, even 

reduce, the level of poverty (Todaro, 1994).

The revival of neoclassical economics during the 1980s, in a context of a debt crisis that 

particularly affected Latin American countries, once again put economic growth at the 

forefront of the debate. It was becoming the ultimate objective of economic activity, 

despite the fact that inequality was increasing and the poverty problem was worsening. 

According to the neoclassical perspective, any redistribution would be at the expense of
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one of the two productive factors, thus yielding economic inefficiency. The concern was 

mainly with the factor distribution of income, as it was in classical economics. The 

division of national income between wages and profits tells nothing directly about how 

incomes are distributed among people, which is usually understood as the problem of 

income distribution.

The 1990s witnessed the re-incorporation of income distribution into the main body of 

economic analysis, although economic growth still remained the ultimate objective. 

According to the 1998-1999 Inter-American Development Bank report (lADB, 1998- 

1999), the central argument behind this is that high inequality in income distribution can 

slow down the pace of the accumulation of physical and human capital, which are the 

main sources of economic growth. Thus, the main concern is that a poor income 

distribution harms economic growth. If common welfare were the ultimate objective, 

economists should be concerned also with the effects of economic growth on income 

distribution. An undesirable economic growth is one which increases income inequality 

and widespread poverty leading to social tension and political discontent that jeopardises 

the well-being of society.

As the elimination of widespread poverty and growing income inequality are two of the 

main problems of development, and should be the principal objectives of development 

policy, this research focuses on the distribution of income in Venezuela, seeking to 

explain both the level of income inequality and why the changes in inequality occurred. 

The research also seeks to establish the connections between inequality changes and the 

performance of the economy over a period of economic reforms, a subject framed within 

a more general topic- the relationship between economic growth and income inequality. 

Such a focus is justified on the grounds that an understanding of the connections 

between economic performance and income distribution is useful for policy making 

aimed at reducing income inequality\

‘ It is important to highlight that this research focuses only on inequality in the distribution of income and 
is not intended to show any correlation between inequality and poverty.
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This topic is relevant in the context of Latin America, since in this region income 

inequality has been found to be the highest in the world (Londono and Székely, 1997), 

despite the fact that “Latin American governments have tried hard to mitigate the 

unequal outcomes that economies tend to generate...Often their policy repertoire has 

been cluttered with large public enterprises, massive subsidy schemes, unmanageable 

progressive taxation, restrictive labour legislation, multiple exchange rate and price 

control...All these efforts were conceived as means of spreading the wealth and 

protecting the poor; most achieved very much the opposite. Clearly, the problem is less 

related to a lack of trying and more to a lack of effectiveness in the strategies and 

instruments adopted” (lADB, 1998-1999).

This has been an experience shared by Venezuela (see Maps 1 and 2), even after 1989 

when the economy shifted towards liberalisation and the government kept targeting the 

poorest group of the population, with policies such as food and transport subsidies, 

bonuses and minimum wages all aimed at counteracting the negative impact of the 

stabilisation and structural adjustment programmes launched after that year^. However, 

income distribution has deteriorated and poverty increased in Venezuela suggesting that 

such policies have been ineffective.

What lies behind this ineffectiveness? Where did the policies go wrong? Did the 

policies reach the groups they targeted? Is a policy of legally set minimum wages an 

effective mechanism for protecting the poorest group of population? A high minimum 

wage level might lead to employment reduction, with this being ineffective in raising the 

income levels of the lowest income group. The lADB (1998-1999) reports that, in 

Venezuela in 1995, the legal minimum wage stood at 90 percent of the average wage, a 

proportion well above the level in any industrialised economy. Approximately 40 

percent of Venezuelan workers earned wages of less than 80 percent of the minimum 

wage level, while those who earned the legal minimum wage were moderate-income 

workers in the third labour income quintile. This means that, even on the assumption 

that increases in the minimum wage would not reduce overall employment, the effect of

 ̂These policies are described in some detail in Chapter 5.
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such a measure on the income of the poorest group would be very limited. Moreover, 

under the assumption that “informal” workers^ were over-represented at the lower end of 

the income distribution, the effect on the lowest income groups could be adverse, since 

formal employment reduction might encourage the increase of informal contracts 

pushing downward informal wages.

Likewise, policies such as bonuses and subsidies'^, aimed at protecting the poorest group 

of the population, do not cover the non-professional self-employed, which is one of the 

two components of what have been called the informal sector, nor the workers in micro

enterprises (those with less than five workers), the second component, who find 

themselves unprotected, since these enterprises are likely to face financial restrictions to 

implement such policies, or else are affected by the lack of government regulation of 

their activities. Also, the self-employed and workers in micro-enterprises are less likely 

to be members of worker unions or to be affiliated to the social security system, which 

are some of the means through which subsidies and transfers are distributed.

The term informality used to be applied to the self-employed resulting from the lack of 

employment creation in the modem sector of the economy, and had been used as 

synonymous of poverty by the International Labour Office (Portes, 1998). This view 

suggests a significant representation of informal workers in the poorest group of the 

population. However, the current perception of informality goes beyond that perception. 

Despite the fact that there is still a debate on the topic, it seems that there is an 

agreement to regard as informal the set of economic activities which are outside of the 

state institutions and government regulations, the reason why it is also known as “the

 ̂ There is no agreement on the definition o f the informal sector. But, even if  there was, a reliable 
estimation o f the magnitude o f informal employment is quite unlikely, since one o f the characteristics o f 
informal activities -o n  which there is indeed an agreement- is that they are beyond state control. Many 
approaches have been used to estimate the size o f the informal sector, although none o f them have been 
completely satisfactory (Portes, 1998). The definition adopted in this research is that used by the 
government statistical office o f Venezuela (OCEI) which regards as informal workers those who are self- 
employed, excluding professionals (those holding higher a education degree), and those who are working 
for enterprises with less than five workers (micro-enterprises).

These subsidies are distributed among the population using official nets and organisations and are 
designed in such way that only workers in the formal sector are likely to benefit from them (the details are 
given in Chapter 5)
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underground economy”. These activities would include those which are unprotected by 

administrative laws aimed at regulating property relationships, commercial licences, 

labour contracts, financial credits and social security systems (Feige, 1990). Thus, the 

expansion in the informal sector has also been seen as a response to undesirable 

government intervention. The larger the number of obstacles that government policies 

represent for the satisfaction of individual needs and the access of enterprises to profits, 

the larger the incentive for switching to informal activities (Portes, 1998).

In Venezuela, informal employment has been rising significantly, particularly during 

recessions, but it has not decreased with economic growth^. Therefore, it seems 

reasonable to think that the existence of a significant informal sector might be related to 

policy failure in improving income distribution or, at least, in counteracting the negative 

impact of structural adjustment programmes. To break this trend a deep understanding of 

income inequality and the reasons why it has changed is needed, as well as a 

determination of what extent these changes might be caused by economic changes. The 

literature reviewed in Chapter 3 suggests that how economic growth is promoted can 

make a difference in the way that growth might affect the distribution of income.

A contribution to this understanding is the main objective of this research, which seeks 

to demonstrate that the deterioration in income distribution and the ineffectiveness of 

policies aimed at counteracting the likely negative effect of structural adjustment 

programmes on the share of overall wealth of the lowest income groups, are the result 

of, on the one hand, a type of economic growth that relies on skilled and capital 

intensive activities and, on the other, the existence of a significant informal sector. A 

confirmation of this hypothesis would suggest that income distribution is likely to 

deteriorate in countries that promote economic growth in a fashion which fails to create 

formal employment for unskilled workers.

^Informal employment grew from 32 percent in 1979 to 42 percent in 1984, and reached almost 50 percent 
o f total employment by 1997 (OCEI, 1997b).
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To test this hypothesis the research addresses the following three broad questions for a 

recent period in Venezuela: 1) What are the determinants of inequality in the distribution 

of income among Venezuelan households? 2) What caused changes in inequality in 

recent years? 3) How are these changes in inequality connected with economic 

changes?

The changing pattern of the Venezuelan economy between 1989 and 1997 makes this 

period appealing for the purpose of this research. There was a major shift towards 

economic liberalisation in 1989, a return to controls in 1994 and, in 1996, a new attempt 

of liberalisation was made^.

The view stated in the hypothesis above would find support from this analysis if positive 

answers can be given to the following specific questions: i) Did inequality decrease (or 

not increase) when economic growth stimulated employment creation for unskilled 

workers? ii) Was this inequality reduction driven by the improvement in the economic 

position of the group of households headed by unskilled workers at the lower end of the 

income distribution? iii) Did inequality increase when economic growth failed to create 

employment for unskilled workers and when informal employment increased? iv) Is the 

group of households headed by workers in the informal sector over-represented at the 

lower end of the income distribution? v) Were these inequality increases driven by the 

income deterioration of the informal group at the lower end of the distribution, while 

those endowed with physical and human capital (skilled workers) improved their 

economic position at the top end? vi) Are informal workers unable to benefit from both 

social policies and the social security system?

To deal with these questions one needs to know: a) the main features of the Venezuelan 

economy that help to understand the type of economic growth that occurred during the 

period on which this research is focused; b) the employment structure, how this structure 

changed during the period considered, and how theses changes might be connected with

 ̂ This research started in 1997. In 1998, when the data collection was conducted, the latest household 
survey available was for the year 1997.
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changes in the economy; c) the level of income inequality and how it changed over the 

period; d) the contributions of changes in the economic position of the income 

distribution of each sub-group of the population (according to household characteristics) 

to overall inequality changes, in order to determine the main ones responsible for those 

changes; e) the coverage of the social policies implemented by the government to 

prevent inequality increases.

The research results are presented in Chapters 2 to 9. Chapters 2 and 3 set the 

theoretical framework. More specifically, Chapter 2 focuses on the main concepts 

involved in the relationship within which this research is framed. The concepts are 

inequality, economic growth and income distribution. With inequality being a 

multidimensional concept, the chapter deals with inequality in the income distribution, 

one of its multiple dimensions, discussing definitions and the different approaches to 

measure income inequality.

As a first stage towards understanding the possible connections between economic 

growth and income distribution. Chapter 2 gives also a quick overview of the theories of 

economic growth, paying special attention to the Lewis Model, since this model has 

provided the theoretical support for those scholars that, based on the experience of 

today’s developed countries, have sought to explain the relationship between growth and 

inequality in the context of developing countries, starting in this way an unfinished 

debate on the topic which is reviewed in Chapter 3.

Likewise, as a contribution to the understanding of the links between growth and income 

distribution. Chapter 2 provides a brief discussion of the main ideas about the 

distributive problems developed in the past which underlie the current theoretical debate. 

The revision of theories presented in Chapter 2 suggests savings as being the key 

variable to explain economic growth and how it relates to income distribution. 

However, most of these theories are aimed only at explaining the determinants of the 

level of employment of productive factors and their relative prices, and are of limited 

value in analysing government action and the impact of economic growth on the
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distribution of income among individuals, or among households. There is a lack of 

connections in these theories between payments to factors and the inter-personal 

distribution of income.

A search for these links is shown in the debate presented in Chapter 3 which revolves 

around the question of whether economic growth tends to improve, worsen or have no 

particular effect on the personal distribution of income or whether high levels of income 

inequality are a necessary condition for growth. As this research seeks to explain 

inequality changes over a period of economic reforms, and looking at how these reforms 

might have affected the distribution of income, the debate presented in this chapter is 

more about the effects of economic growth on income inequality rather than the other 

way round. The main conclusions of this chapter are that, despite the vast volume of 

literature on the relationship between economic growth and income inequality and many 

years of debating, no definite relationship has been found and we are still far from 

generalising the channels through which economic growth affects the distribution of 

income.

The suggestions drawn from this unfinished debate are that the way in which growth is 

promoted is what matters when it comes to its effects on income distribution, and that 

looking at this relationship within the boundaries of individual countries is a relevant 

contribution in establishing the links between economic growth and income inequality. 

This finding gives an initial support to the view regarding the relevance of the “type of 

growth” in income inequality trends, which is expressed in the hypothesis intended to be 

verified throughout the work.

The methodology used in this research is explained in Chapter 4. This methodology 

consists basically of inequality measures and decomposition techniques aimed at 

explaining both the levels and changes of income inequality. Apart from these 

methodologies, other tools are used in the analysis of income distribution, such as 

diagrams and tables of distributions of frequency and income shares. Also, this chapter
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provides a detailed description of the data set used and discusses its limitations and 

problems, such as underreporting and overrepresentation.

Chapter 5 addresses one of the elements of the hypothesis set out earlier, that is, the type 

of economic growth followed in Venezuela. This is approached through a description of 

the evolution of the Venezuelan economy during the democratic era, of between 1959 

and 1997, which gives a picture of the main features that have characterised economic 

growth and further provides a better understanding of the changes that occurred between 

1989 and 1997, the period on which this research is focused. The main conclusions 

drawn from this description are that the Venezuelan economy relies heavily on the oil 

industry, a capital intensive activity which usually demands skilled labour, while the rest 

of the industries are weak and incapable of sustaining growth independent from the ups 

and downs of the oil prices. Also, that the structural reform programmes implemented in 

1989 and 1996 have failed in their objective of diversifying the economy. Venezuela’s 

economic growth depends more on the foreign exchange coming from both the oil 

industry and external debt, as well as on public sector spending, rather than on domestic 

savings and a dynamic manufacturing sector. These characteristics make feasible the 

promotion of economic growth without new employment generation, thus confirming 

one of the assumptions stated in the hypothesis.

The existence of a significant informal sector is another assumption stated in the 

hypothesis. Chapter 6 shows the historical relevance of informal employment, its 

association with poverty and income inequality and with economic performance. 

Largely relying on previous research work, this is done through an analysis of the 

evolution of the labour force, inequality and poverty in Venezuela and linking these with 

the performance of some macroeconomic indicators. Labour earnings are the main 

source of income in most Venezuelan households, the reason why changes in variables 

such as the level of employment, unemployment rate, share of the informal sector in 

total employment, and real wages, are expected to be associated with changes in income 

inequality and poverty, shedding light on the specific connections between economic 

reforms and inequality in the Venezuelan case.
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Chapter 6 concludes that the most remarkable features of the recent evolution of the 

Venezuelan labour force are the rapid increase of female participation in the labour 

market, the increasing significance of the informal sector in total employment since 

1981 as a result, in part, of the successive recessions that the economy has faced during 

the last two decades, and a general improvement in the level of education of Venezuelan 

workers, and which has have been even more remarkable in the case of female workers. 

A positive association between informality and inequality was observed, while poverty 

and inequality responded inversely to the economic cycle, decreasing during the 1970s 

and increasing during the 1980s, with trends in the 1990s being less clear-cut, which 

justify the in-depth analysis for 1989-1997, as presented in chapters 7 to 9.

Chapter 7 gives the first step towards explaining the level of income inequality in 

Venezuela through a detailed analysis of the income distribution in 1997, which is the 

latest year on which this research is focused. The objective is to determine what sort of 

differences among households might help explain the level of inequality in the 

distribution of income^. The analysis is conducted by dividing the population into 

different groups according to specific characteristics of the household heads and income 

source of the household. This kind of analysis is relevant not only for research purposes, 

but also for policy making related to both the fiscal and benefit system, since the way in 

which incomes are spread among the population affects the effectiveness of any tax or 

benefit policy.

The results of Chapter 7 show that the group of households whose heads had higher 

education, those headed by either bosses or employers (within which enterprise owners 

are included), and those whose heads were working in either financial services or the 

petroleum sector (activities with very low shares of total employment) were over

represented at the upper tail of the income distribution. This suggests that households 

better endowed with human and/or physical capital were more likely to be enjoying a 

better position within the distribution of income. Also, the chapter shows that the 

differences between households headed by informal workers and those whose heads

 ̂The household is the basic unit o f  analysis, a choice justified in Chapter 4.
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were working in the formal sector might be relevant in explaining income inequality in 

Venezuela.

Chapter 8 focuses on changes on the degree of overall income inequality over the period 

1989-1997, looking for explanations of both the level and changes of overall inequality. 

To support consistent conclusions about sub-group responsibilities for inequality 

changes one needs to measure the contributions to both the level of inequality and to 

changes in overall income inequality that those groups were driving. Chapter 8 

addresses this task using both static and dynamic decomposition analysis. The static 

analysis allows a measure of how much of the total inequality can be explained by a 

selected characteristic of households, while the dynamic approach quantifies the 

contribution of such a characteristic to overall inequality changes. The latter is 

conducted in two stages. The first one measures the contribution of changes in 

explained inequality, by each characteristic selected, to changes in total inequality. The 

second decomposes the changes in overall inequality, identifying the proportion of the 

contribution due to changes in population shares of groups and the part that is the result 

of changes in sub-group mean incomes, according to each characteristic. Also, the 

chapter provides an analysis of changes in the proportion of inequality that remains 

unexplained.

Although a substantial proportion of the level of inequality in Venezuela remains 

unexplained, the static analysis conducted in Chapter 8 gives formal support to the view 

that, in fact, the ownership of human and physical capital is relevant for the location of 

each household in the distribution of income in Venezuela during 1989-1997. 

Furthermore, the results add support to the argument that these groups of households are 

able to improve their relative economic position during a recession, as they are in a 

better position to enjoy the benefits of economic growth, this being a reason why their 

relative gains appear to be responsible for income distribution deterioration between 

1992 and 1997. Also, Chapter 8 shows that the growing number of households whose 

heads were working in the informal sector has an equalising impact on the distribution 

of income, which is counteracted by a deterioration in their relative mean income.
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Chapter 9 focuses on changes in the position of various groups of households in the 

distribution of income. The objective is to identify sub-group responsibilities for overall 

inequality changes which was formally measured in Chapter 8. This objective is met by 

observing changes in both income concentration by sub-group and sub-group 

representation in both the bottom and upper tails of the income distribution. The analysis 

concentrates only on those households’ characteristics that were found relevant in 

explaining overall inequality changes in Chapter 8. This is a detailed, and probably 

somewhat tedious analysis, but very useful in identifying which sub-groups are behind 

the most relevant contributions to changes in overall inequality. It thus helps in 

clarifying the likely channels through which changes in the economy might have 

affected income distribution. The results are relevant for policies that are targeted at 

specific groups with the aim of either preventing further deterioration of the income 

distribution or reducing the level of inequality.

The results of Chapter 9 show that households whose heads are non educated was the 

group driving, at the lower end of the income distribution, the slight decrease in 

inequality registered between 1989 and 1992. But that also the relative deterioration of 

the economic position of households whose heads were working in the formal sector, as 

well as the deterioration of the economic position of households whose heads had higher 

education, might have contributed to the reduction in inequality during this period. 

Likewise, for the years between 1992 and 1997, Chapter 9 identifies the group of 

households whose heads were more highly educated, and those headed by either bosses 

or employers, as those mainly responsible for the deterioration in the distribution of 

income at the top end, while at the bottom end the main ones responsible were 

households with heads who were either unemployed or working in the informal sector.

Finally, Chapter 10 draws the argument to a conclusion. It establishes the connections 

between the main findings relating to inequality in the distribution of income and some 

salient features of the Venezuelan economy during the period 1989-1997. It concludes 

that the results of this research supports the view expressed in the research’s hypothesis.
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CHAPTER 2

The Theoretical Background

2.1 Introduction

This chapter is devoted to introducing the theoretical background of this research 

which is framed within the relationship between economic growth and income 

inequality. Therefore, the three main concepts to be discussed are inequality, 

economic growth, and income distribution.

Inequality is a multidimensional concept. This research refers to one of those 

dimensions: the inequality in the distribution of income. Section 2.2 discusses this 

concept, the different approaches to measure inequality, and the definition of income. 

Section 2.3 gives a quick overview of the theories of economic growth and their 

extensions which helps to understand the possible connections between economic 

growth and income distribution.

However, these connections can only be seen in the light of the theories of income 

distribution. How the total income generated in a society is distributed among its 

members and what determines such distribution have been questions placed at the top 

of the debate in some periods in the history of the economic thought and relegated to 

the background during others. The dominant ideas in a specific period are linked 

with those in former periods, even in times when revolutionary changes have 

occurred. Therefore, having knowledge of the main ideas about the distributive 

problems developed in the past contributes to a better understanding of the current 

theoretical debate on income distribution. This is the subject of Section 2.4. The 

chapter finishes with a summary and a set of conclusions presented in Section 2.5.
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2.2 Inequality

In any context the concept of inequality refers always to comparability between 

elements. The comparison is usually based on specific characteristics which can be 

measured using adequate indexes or indicators. Thus, the fact is reduced to 

comparisons between quantities and inequality will relate to differences in these 

quantities. In these terms, inequality seems to be a straightforward concept which, as 

Cowell (1995) states, "obviously" suggests a departure from the simple idea of 

equality, this is, the fact that two or more quantities are the same size.

However, difficulties arise when the concept is framed into the social context and in 

connection with economic problems. In this context, the concept is generally related 

to differences in income, consumption or wealth and associated with social welfare. 

In this common usage the term embodies some sort of value judgement about 

fairness which will differ according to different ethical viewpoints. Debates on 

subjects such as the relationship between inequality among individuals and social 

welfare, fairness in the distribution of wealth, levels of inequality allowed without 

being offensive to society, can not avoid some ethical arguments.

Naturally, these arguments are also present when regarding the measurement issue. 

According to Sen (1973) there are broadly two categories of inequality measures. 

On the one hand those which try to catch the extent of inequality from an objective 

point of view, using statistical measure of relative variation of income, and on the 

other those that try to measure inequality in terms of some normative notion of social 

welfare which introduces the complication of ethical valuations. The problem is that 

there is not a clear line drawn delimiting the two approaches. "Even if we take 

inequality as an objective notion, our interest in its measurement must relate to our 

normative concern with it, and in judging the relative merits of different objective 

measures of inequality, it would indeed be relevant to introduce normative 

considerations. At the same time, even if we take a normative view of the measures 

of income inequality, this is not necessarily meant to catch the totality of our ethical 

evaluation" (Sen, 1973, p. 3).
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But the problem goes even beyond this point. It has been said earlier that inequality is 

about comparison. What one would want to compare is the living standard of each 

individual in a specific society. Unfortunately, no agreement has been achieved 

among social scientists about what exactly the standard of living of an individual 

means and how to measure it. The controversies arise not only from the different 

ethical points of view of those who want to measure the extent of inequality, but also 

from the difficulties in capturing accurately the person’s well-being. As reflected by 

Sen,

You could be well off, without being well. You could be well, without being able to 

lead the life you wanted. You could have got the life you wanted, without being 

happy. You could be happy, without having much freedom . You could have a good 

deal o f freedom without achieving much (Sen, 1985, p. 1., quoted by Goodman, 

Johnson, and Webb 1997, p. 11).

Then, it seems quite unlikely to find out a single index able to provide a full 

description of living standard as this outlined by Sen. The literature on inequality 

and poverty has often used income, consumption, and wealth as proxies for living 

standards, but none of these three concepts takes into account health, freedom or 

achievement. They do not measure happiness unless we assume that happiness is 

directly equivalent to level of income or consumption. Even more, in fact, what 

people regard as happiness is influenced by culture and personal preferences, and this 

varies from individual to individual. These proxies do not measure the “worth” of 

an individual. Income, consumption and wealth tell us about the command over 

resources -potential in the case of income and wealth, and actual in the case of 

consumption, but not about welfare per se (Goodman, Johnson, and Webb, 1997).

Furthermore, Cowell (1995) discuss that none of these concepts cover completely the 

command over resources for all goods and services in society. They exclude “social 

wage” elements such as the benefits received from enjoying items such as municipal 

parks, public libraries, the police systems, whose distribution may only be 

conjectured. According to Lipton and Ravallion (1995) measures based on person's 

consumption of goods and services are intrinsically limited. They may reveal nothing 

about the disutility of work, the length or health of the life over which consumption
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is expected, risk and variability, etc. "Income is a useful indicator if we want to 

identify which people are likely to lack the resources to achieve a social acceptable 

standard of living. However, it does not measure accurately their capacity to achieve 

access (which may be influenced by other factors such as education, information, 

legal rights, illness, threatened domestic violence or insecurity)” (Wratten, 1995, 

p.l3).

Thus, we can see that the living standard of an individual or household is, in fact, a 

multidimensional concept involving, in principle, every aspect of direct consumption 

along with non-consumption activities and services and this makes inequality a 

multidimensional concept. Supplementary social indicators are sometimes used to 

compensate the weakness of income or consumption based measures in capturing 

adequately many aspects of well-being. Some of those indicators are life expectancy, 

infant mortality, nutrition, the proportion of household budget spent on food, literacy, 

school enrolment rates, access to health clinics or drinking water. Again, the idea is 

to have a standard scale so that different population groups may be compared 

(Wratten, 1995).

The problem is that when using a wide range of indicators to describe inequality the 

different variables may tell conflicting stories. Cowell (1995) argues that we often 

want to answer a question such as “has inequality increased or decreased?” with a 

straight “yes” or “no”. So, making inequality a multidimensional concept the 

probability of giving ambiguous answers is pretty high. Also, having a standard 

indicator is useful because it provides a uniform scale against which comparisons can 

be made in different populations such as urban and rural, populations living in 

different regions of the country, urban populations living in different parts of the city, 

male and female headed households, old and young, etc. Comparative data are 

essential in order to target resources to specific groups of the population. This is why; 

in practice and for policy purposes; income, consumption, and wealth remain the key 

measures of inequality, despite the grave deficiencies of compressing the different 

features of inequality into a single indicator of well-being which provides only a 

partial picture of reality.

40



However, standardised indicators of living standards based on income, consumption, 

and wealth can give rather different measures of inequality depending on the specific 

circumstances to which they are applied. This is worth discussing here.

2.2.1 Inequality in income, consumption or weaith?

As it was said earlier, income, consumption, and wealth are three concepts associated 

with command over resources -potential in the case of income and wealth, and actual 

in the case of consumption. The controversy about which indicator should be used 

arises from the discussion on whether we should measure potential or actual 

enjoyments of goods and services. Let us have a closer look at this.

Between these three concepts there are such relationships that variations in one yield 

changes in another, which is interesting to observe. In any year any person may 

receive one (or a combination) of the following flow  of resources: earnings, transfers 

(student grant when young, pension when old) and capital receipts such as legacies 

and gifts. These flows constitute his incom e\ Also, this person may hold some 

wealth the value of which might increase (decrease). This increase (decrease) in 

value constitutes another flow of resources which is also regarded as income 

(negative). This person can save part of his income. Therefore, the difference 

between his income and saving is his consumption. At the moment, let us assume 

that there is no difference between expenditure and consumption which will be 

discussed later on^. If this person does not save, his wealth at the beginning and at 

the end of the year will remain the same. If he saves, this person will be increasing 

his stock of wealth. If his consumption is greater than his income, his wealth will 

decrease or he will have to borrow.

Goodman, Johnson, and Webb (1997) use the life-cycle theories to explain how these 

three concepts can give rather different measures of inequality. According to these

* This concept will be discussed more formally in the next section.
 ̂ Atkinson (1983) considers that income can be disposed in one or a combination o f the following 

ways; expenditure, saving, and capital transfers to others. Thus, the difference between income and 
saving would be, in this case, equal to expenditure plus capital transfers.
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theories people smooth their consumption when their income varies. Their 

consumption decisions are not only based on their current income, but also on their 

expected income in the future. These authors assume an isolated individual who 

enters his adult life with neither income nor wealth, and that there are no student 

grants or pensions. Then, he goes through three periods -education, work, and 

retirement. "Life-cycle theories would predict that he would borrow during the 

period of education. In the working period he would pay-off these debts and save for 

retirement. In retirement, he would receive some investment income from his assets 

but he would also use up his assets. He would die (leaving nothing as he has no 

children to inherit from him) with nothing" (Goodman, Johnson, and Webb, 1997, p. 

13).

The main point here is to see what is going on with this person’s income, wealth, and 

consumption throughout these three periods of his life. According to the life-cycle 

theories consumption would be more or less the same over time. However, a rather 

different story is told with respect to income and wealth. During the first period he 

has no income and ends up with negative wealth. During the second period he has 

income which is greater than his consumption, because he is paying back debts and 

saving. Meanwhile, his wealth gradually becomes positive. During the last period he 

has little income and his wealth is decreasing until his death when it will be zero. 

Therefore, Goodman, Johnson, and Webb (1997) argue that if a population of three 

individuals identical in all respects but age is assumed, each one at the beginning of 

each of these periods previously described, a measure based on wealth or income 

would show significant inequality, while a measure based on consumption would 

find no inequality. Even more, the measure based on wealth would rank the 

individual at the beginning of the third period as the best off followed by the one at 

the beginning of the first period, and the one at the beginning of the second period, 

who would be the best off according to an income-based measure.

Obviously, the real world does not work like that. People do not follow that 

rationality. As the authors argue, capital markets are not perfect and individuals are 

not always able to borrow as much as they want, they can be risk averse and inherited 

wealth matters. Also, these individuals may belong to households in which they
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share living standards with others of different ages, a case in which, again, different 

stories can be told about inequality if the unit of observation is the household or the 

individual.

But the main problem arises when considering these indicators as measures of 

command over resources. To see the differences, based on an example given by 

Goodman, Johnson, and Webb (1997), let us assume two households (or individuals) 

with identical characteristics, their income included. One of them spends all its 

income, whereas the other decides to save (or can just spend) 50% of its income. A 

measure of living standard based on income will find no difference between these 

two households. In this case, income is a measure of the potential command over 

resources. A measure based on consumption will tell us a rather different story. It 

will show a significant inequality between these two households, since one of them 

does not access (or cannot achieve access) to all goods and services it could have had 

with the income at its disposal. In this case, consumption is a measure of actual 

command over resources. In a more illustrative way, using Atkinson’s words, "A 

miserly millionaire who lived on virtually nothing would from one point of view 

appear rich, and from the other, poor" (Atkinson, 1983, p. 37). So, the choice 

between income-based and consumption-based measures will make quite a difference 

to the level of inequality reported.

If one is specially interested in comparing the actual enjoyment of good and services 

by households (or individuals) in society as a way of comparing their living 

standards, measures based on consumption seem to be advisable. However, the 

information commonly available is expenditure and not actual consumption which is 

what one really would like to measure. There are so many goods which are not 

consumed at the time of purchase as well as so many goods that people consume over 

a long period of time. "Current expenditure will overestimate consumption if one has 

just made a large purchase of a durable item, but will wM^ferestimate the amount of 

consumption if they are making use of many goods for which they have already paid 

in the past" (Goodman, Johnson, and Webb ,1997, p. 21). Also, some households 

produce for home consumption which increases the command over resources, but 

this type of consumption is not taken into account when an expenditure-based
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measure is used. These are perhaps the main weaknesses of expenditure as a proxy 

for consumption in measuring the living standard of households or individuals in 

society. Then, it seems quite unlikely that actual command over resources can be 

measured with accuracy.

Thus, due to the availability and reliability of data as much as anything else, this 

research concentrates on income as the primary measure as it has been done by the 

majority of the researchers involved in the analysis of inequality from an economic 

perspective. This means that this research concentrates on potential command over 

resources. However, it is worth pointing out that in the presence of accumulated 

savings and wealth, income will give only a partial view of potential command over 

resources.

2.2.2 Definition of income

Income is the simplest and most fundamental concept in Economics. Despite 

seeming a straightforward concept a clear definition is needed when it is going to be 

used as a measure of living standard. In the broadest sense of the word income 

denotes what comes in. Thus, it may be used in different contexts with quite 

different meanings. The definition widely accepted in Economics of personal income 

is the amount o f money, in a given period o f time, that an individual can spend in 

consumption without altering the value o f  his/her wealth (Lindahl, 1933; Simons, 

1938; Hicks, 1946; Atkinson, 1983).

As it has been stated earlier, personal income is a concept that has to do with 

command over resources. Simons (1938) put this in terms of possession and exercise 

of rights. It connotes, broadly, the exercise of control over the use of society’s scarce 

resources. So, in these terms, according to the definition given above, the calculation 

of personal income implies the estimation of the value of rights which the person 

might have exercised in consumption without altering the value of his/her store of 

rights.
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Therefore, when the value of store of rights is unaltered, in a given period of time, 

the potential command over resources equates the actual. In this case, income is a 

good proxy for living standard. Unfortunately this rarely happens, as it was 

discussed earlier. Actually, it is the level of enjoyment of individuals through 

exercising their rights what one would be interested in measuring and comparing. 

Then how helpful is the concept of income outlined above in measuring these 

enjoyments? Fisher (1930a) uses the concept of real income to clarify this. Real 

income includes all those events such as the use of food, wearing clothes, going to 

the cinema, etc., which contribute to our enjoyments. However, most of these events 

occur in different ways producing different levels of enjoyment for different 

individuals. Therefore, they are difficult to measure by using any standard unit. 

"They have no common denominator. Even the individual who experiences them 

cannot weigh and measure them directly. All he can do is to measure the money he 

paid to get them" (Fisher, 1930a, p. 47).

Fisher (1930a) identifies three stages in the process that leads to these enjoyments, 

which occur in the opposite order that they are stated. These stages are: i) the inner 

enjoyment which he calls enjoyment income, ii) the events in the outer world which 

give us inner enjoyment which he calls real income, and iii) the amount of money 

that we have to pay to get those events which he calls cost o f living. Thus, the cost of 

living measures the real income which give us our enjoyment income.

Here the following question arises: Does the money that the individual receives in a 

certain period of time equate to his cost of living? We have already seen that, in 

general, the answer in no. To understand the difference Fisher (1930a) uses the 

concept of money income. "Money income includes all money received which is not 

obviously, and in the nature of the case, to be devoted to reinvestment - or, as the 

expression is, ’earmarked’ for reinvestment. In other words, all money received and 

really available and intended to be used for spending is money income" (Fisher, 

1930a, p.49).
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Money income is usually less than cost of living. Cost of living practically never 

equates money income. Many persons live beyond their money income. According 

to Fisher’s definition, money income can never be greater than cost of living.

Thus, the money that the individual receives in a certain period of time would be 

money income only in the case in which this individual spent all the money received 

in that period without saving. If the individual saves part of the money received, only 

that part devoted to be spent will be his/her money income. In this case the money 

received will be greater than the cost of living. If the individual does not save but 

borrows, all the money received will be money income and it will be less than the 

cost of living.

When working on inequality, ideally, what one would be interested in measuring and 

comparing is the enjoyment income of individuals which is not directly measurable. 

Cost of living would be the indirect monetary measure of enjoyment income but then 

there are problems related to the differences between expenditures and consumption 

discussed earlier. This is why most of the research done on inequality from an 

economic perspective, this included, using the money received in a certain period of 

time, which has been called just income, as the measure of the potential living 

standard of individuals (or households). In doing so, there will be a difference 

between income and cost of living equal to the amount of savings minus the amount 

of borrowings^. Thus, only if the person neither saves nor borrows or if he/she 

borrows to save (savings = borrowings), the money received equals the cost of living.

2.3 Economic growth

Economic growth can be defined as a rise in per capita income and national product. 

To increase national product the volume of investment must be greater than the 

amount necessary to replace depreciated capital. Therefore, the amount of savings 

and investment plays a significant role in the process of economic growth This view

 ̂money received = money income + savings; 
cost o f  living = money income + borrowings; 
money received = cost o f living + savings - borrowings
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is central in the classical models of economic growth such as Harrod-Domar and 

Solow" .̂ Holding constant other variables, an increase in the rate of savings would 

accelerate the rate of economic growth. This is the simplest statement in the 

influential Harrod-Domar model.

But obviously those other variables are not constant, they are changing. Changes in 

the rate at which capital produces output can counteract or add to the effects of the 

rate of savings on economic growth, as well as the rate at which the total population 

is growing affects the rate of growth of per capita income. If the population is 

growing at the same rate or faster than that of total output, then the rate of per capita 

income may be zero or even negative. These factors have been incorporated in the 

classical models of economics growth which predict correct correlation between the 

rate of growth and variables such as savings rate, output-capital ratio, and population 

rate. But these models are not able to predict exact levels of growth rates providing 

specific values of the variables involved which the models assume as exogenous. 

The reality is not as simple as that. Not only the growth process affects, in fact, the 

value of all those variables, but also the effect does not follow a definite pattern. The 

rate of savings, for example, perhaps the most relevant variable in the models of 

growth, may be influenced by the level of per capita income in society, as well as by 

how total income is distributed among the population. It seems logical to think that 

countries with a low level of income also exhibit small or even negative rates of 

savings. The very poor countries have limited room for savings. As the economy 

grows this room for savings may enlarge. But once a certain level of per capita 

income has been reached, there is not guarantee that the savings rate will keep on 

growing. Several factors can be mentioned. One is that the notion of what the basic 

needs are changes as society becomes healthier, which may imply increases in the 

rate of consumption to such an extent that it may even overcome the savings rate. 

For example, the USA is one of the world’s richest countries, but also has one of the 

world’s lowest rates of savings (Ray, 1998). Another factor is how the benefits of 

growth are distributed. If the benefits of economic growth go in greater proportion to 

those groups of population who are regarded as having a high propensity to save, 

then the overall rate of savings is expected to rise. But if growth benefits more the

Harrod (1939), Domar (1946), Solow (1962) (See Further References for reference details).
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groups with high propensity to consume, then the overall rate of savings would 

decrease as a result of growth and would harm subsequent growth. This argument 

has been used by some scholars in the debate about the effects of growth on income 

distribution, as it will be seen in the next chapter.

Another factor affected by the path of economic growth is population growth. Both 

the death rate and the birth rate tend to be high in countries with low levels of 

income, which keep the rate of growth of population at low levels and varying within 

a narrow range of values (For figures, see Ray, 1998, p. 299). Economic growth is 

expected to bring a rise in the living standard of the population which makes the 

death rate fall due to improved conditions in hygiene, sanitation, and medicine, while 

the birth rate reacts with delay^. As a consequence, the growth rate of population 

initially increases. Once the birth rate adjusts, the growth rate of population starts 

decreasing and in the long run it reaches low levels again.

Also the capital-output ratio might be an endogenous variable. The value of the 

capital-output ratio depends on the relative endowments of capital and labour in the 

economy. This relative endowment of productive factors may change with economic 

growth. Total output is the result of the interaction of these two productive factors. 

When labour is abundant, few additional units of capital are required to produce 

larger amounts of output. In this case, the capital-output ratio is low. As more 

capital is incorporated into the productive process (capital accumulation) the capital- 

output ratio rises because labour becomes a relatively scarce factor. What is at work 

here is the law of diminishing returns to individual factors of production.

The Solow model takes account of the diminishing returns on capital and predicts a 

steady-state of per capita income in the long run, in which total output will be 

growing at the rate of growth of the population. This is, as capital is accumulated 

faster than labour, the capital-output ratio decreases reaching a point at which no 

further growth in per capita income is possible. In contradiction with the Harrod- 

Domar model, in which constant returns are assumed, the Solow model predicts that
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the savings rate has no long term effect on the rate of growth. Capital accumulation 

itself is unable to sustain per capita growth. This important conclusion leads to 

incorporate technological progress in the model as the ultimate source of growth. 

Technical progress increases the productivity of labour so that, the model predicts, in 

the long run increase in per capita income takes place at the rate of technical 

progress.

The idea that technical progress may drive long-run per capita growth is quite 

acceptable. But the following questions arise: How is technical progress introduced 

and expanded in the production process? Does technical progress evenly increase the 

productivity of labour? According to Ray (1998), the so called "New Growth 

Theories" bring to the arena the concept of human capital. In short, human capital is 

regarded as skilled-labour. This is, educated labour that is skilled in production, able 

to operate sophisticated machinery, able to improve methods of production, and able 

to create new ideas applicable to economic activities. These theories augment the 

Solow model by splitting savings into physical and human capital. The introduction 

of human capital in the model of growth makes it feasible that there may be broadly 

constant returns to physical and human capital combined, despite that the physical 

capital exhibits diminishing returns. This makes the economy appear to behave as 

predicted by the simple Harrod-Domar model. In this way, the rate of savings 

reassumes its role in the long-run growth.

However, the effectiveness of savings and investment cannot be taken just in 

aggregate terms. There are key sectors in the economy which may require more 

investment than others. These are the sectors which may be able to shoot up the 

growth process spreading the benefits to the whole economy. Models based on dual 

economies see the industrial sector as the engine of growth so that the balance 

between rural and urban sectors is of special importance. These models have been in 

the centre of the debate about economic growth in developing countries, they have 

also been used to explain and Justify the increasing inequality in developing countries

 ̂ There is an inertia effect on birth rate. In poor countries population is young with high levels o f  
fertility. A lso, with limited flow o f information, families tend to reproduce their decisions regarding 
fertility. For a more detailed discussion see Ray (1998, Chapter 9).
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as a result of economic growth. The most influential model of this type is the Lewis 

Model treated with some detail in the next sub-section.

The connection between inequality and growth has been seen not only through the 

effects of growth on income distribution, but also in how growth is affected by 

income inequality. There is recent literature connected with the new theories of 

endogenous growth that establish the links through economic and political 

mechanisms^. The economic mechanism emphasises the effect of income 

distribution on the size of domestic demand and, as a consequence, the potential for 

industrialisation, as well as the role of imperfect capital markets. The latter 

establishes the links through the investment in human capital. In the presence of 

imperfect capital markets the individuals face borrowing restrictions for education. 

The inheritance of each individual determines whether he invests in education or not. 

Hence, the distribution of income determines the aggregate level of investment in 

human capital and then the level of output (Galor and Zeira, 1993).

Alessina and Perotti (1993) highlight three political mechanisms. One stresses the 

fact that unequal distribution of income is linked to large incentives for the poor to 

engage in rent-seeking activities or in illegal activities that pose a threat to property 

rights, and thus hindering investment and growth. The second mechanism is the 

fiscal channel in which income inequality induces the majority of voters (who are 

poor) to vote for high taxation aimed at redistributing income. The increase in 

taxation reduces the after-tax marginal product of capital and, as a consequence, the 

rate of accumulation decreases and therefore the rate of growth. Finally, the 

instability channel operates through the fact that a large group of impoverished 

citizens, facing a small and very rich group of individuals, demand radical changes 

leading to mass violence and illegal seizures of power that negatively affect the 

investment opportunities^.

 ̂Alessina and Perotti (1993) present a critical survey o f this literature.
 ̂I will return to this point in Section 3.6 (Chapter 3) with empirical evidence.
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2.3.1 The Lewis’ model

Lewis (1954) put forward an approach of economic development based on the 

process of transformation of a traditional economy into a modem one. This approach 

is based on the existence of a dual economy in which a “traditional” sector coexists 

with a “modem” sector. The term traditional is associated not only with the 

agricultural sector, which produces the traditional output of society using old 

techniques of production which are labour-intensive, but also with all those economic 

activities based on the same conditions of production. These conditions of 

production include an organisation based on a family whose members share the 

overall output. On the contrary, the modem sector encompasses all those economic 

activities that are organised on capitalist principles and use new technologies which 

are capital-intensive. However, it is worth saying that in the real world this 

distinction between traditional and modem sector is not that clear. The agricultural 

sector can operate based on capitalist principles of organisation and may use 

advanced capital-intensive technologies, while there are economic activities 

organised in capitalistic form, although using labour-intensive technologies. 

Nevertheless, such a simple distinction is helpful to explain the main ideas of Lewis' 

Model.

The fundamental assumption of Lewis' Model is the existence of a large surplus of 

labour in the traditional sector of the economy which can be transferred to the 

modem sector without affecting the amount of output in the traditional sector. There 

are too many workers relative to other factors of production, so that removing the 

surplus does not affect the level of output. This means that the marginal product of 

labour in the traditional sector is zero or very close to zero.

According to Ray (1998), this is a narrow definition of the concept of surplus labour 

which may be inapplicable to reality. His main argument is that, holding constant 

other factors of production, there is always the possibility of increasing the output by 

using additional labour with improved and more intensified techniques. However, 

the applicability of this concept depends on an adequate interpretation beyond this 

purely technological definition, Ray (1998) adds. In this sense, even if we assume
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that zero marginal productivity of labour really exists in traditional activities, we 

have to remember that payments in these activities are based on income-share 

criterion (total output divided by the number of workers) and workers will not 

transfer to activities with positive marginal productivity of labour unless this 

marginal productivity is greater than their actual payment per unit of labour. 

Moreover, zero marginal productivity is not a necessary condition for the transfer to 

go on. It is enough that there exists a differential in marginal productivity of labour 

between the two sectors. This differential leads to the concept of disguised 

unemployment which has been interpreted as an extension of the concept of surplus 

labour (Ray, 1998). The extension is complemented with the fact that removing 

labourers from the traditional activities does not mean removing labour. Actually, 

the remaining workers in the traditional sector may increase their effort such that 

total output does not fall. This is, the labour input may remain constant so that 

removing labourers does not affect total output.

This extension of the concept of surplus labour is fundamental in the description of 

the process of economic growth as a result of the process of labour transfer from the 

traditional sector to the modem sector described by the Lewis Model and later 

extended by Ranis and Fei (1961).

Ray (1998) provides a schematic description of how the process takes place, based on 

Ranis and Fei (1961), which can be summarised as follows. There are three phases 

in the process. The first one is the surplus labour phase. In this phase a surplus of 

labour in the traditional sector is assumed in which "wage" is equal to the ratio 

between total output divided by total number of labourers (income share criterion). 

Let us call this "wage" wi. If some labourers are transferred from the traditional 

sector to the modem sector an output surplus is originated, assuming that output does 

not fall and "wage" does not rise in the traditional sector. This output surplus divided 

by the number of labourers removed equates wj. Since the labourers removed from 

the traditional sector have now to buy their food, w; represents their subsistence 

level. Multiplying w; by the terms of trade (relative price) between the two sectors 

we get the minimum wage (w* ) in the modem sector. Thus, in this phase, we have a 

perfectly elastic supply of labour. This is the so called phase of economic
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development with unlimited supply of labour, maintaining wages at the subsistence 

level.

As the process goes on, the output in the traditional sector starts to fall which leads to 

a rise in food prices. This is, the process moves out of the surplus labour phase. As a 

consequence, wages in the modem sector have to rise above w* to compensate this 

increase in food prices. However, workers in the traditional sector still consume the 

same per capita amount, which means that their "wages" remain at w; . This is called 

the disguised unemployment phase. From this point, the supply of labour in the 

modem sector is not perfectly elastic any longer. As the process of labour transfer 

continues, the total output in the traditional sector keeps falling and reaches a point in 

which the marginal product of labour begins to exceed wj . Therefore, the wage in 

the traditional sector rises above w; which induces a sharper increase in the modem 

sector wage to compensate not only for rising food prices, but also to be able to 

attract additional labour in order to sustain further growth in this sector. This is the 

commercialisation phase.

From the demand side, the scenario is that, while the economy is in the surplus 

labour phase, the modem sector demands labour paying wages at the level of 

subsistence and further expansion can go on, demanding more labour, without raising 

the wage rate. Once beyond this phase, further investment requires higher wages. 

Labour tums into a scarce factor of production and food prices rise increasing the 

cost of hiring workers. The expansion of the modem sector accelerates growth, but 

this is limited by the ability of the economy to produce a surplus of food. Thus, the 

Lewis Model tells us that the basic requirement to shoot up economic growth is 

transferring labour from traditional activities to the modem sector paying wages at 

the level of subsistence.

2.4 Income distribution

The term "income distribution" is usually coined to the "picture" which is intended to 

show who receives how much income within a specific society.
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There are two principal concepts of income distribution encountered in the literature: 

the functional and the personal or size distribution of income. The functional 

distribution shows how much income is received by each factor of production. This 

is, how total income is distributed between land, labour and capital. The theories 

based on functional distribution consider the existence of only three groups (or 

classes) in society: labourers, capitalists, and landowners, assuming within-group 

homogeneity.

On the other hand, the size distribution of income shows how many individuals (or 

households) receive how much income. This is, how total income, from all sources, 

is distributed among individuals or households.

Other concepts of income distribution sometimes used in analysis of income 

inequality are those which make a distinction between urban and rural areas as well 

as interregional or interstate differentials. However, the theoretical debate about 

income inequality has been focused on the concepts of functional and size 

distribution of income.

2.4.1 General theories of income distribution

If some agreement arises from all the debates about distribution of income along the 

history of economic thought this is that there is no agreement among economists 

about which are the determinants of income distribution. The main reason is that the 

distribution of income is the final result of the entire economic process (Bigsten, 

1983), and it is well known that there is a lack of unanimity of views even on 

general economic issues of that process which makes it logical to expect no 

agreement on a topic that has been the source of ideological wars and political 

revolutions (Sahota, 1978).

A theory of income distribution needs a theory which explains prices of factor of 

production and factor shares that would explain the factorial distribution of income.
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"Most theories conceive the central problem of income distribution as the 

determination of the level of employment and remuneration of the factors of 

production, usually grouped into capital and labour. They differ mainly in their 

assumptions about market behaviour and the way in which wages and product prices 

are determined" (Ahluwalia and Chenery, 1983, p. 43). But a theory of size income 

distribution needs to explain also the distribution of the ownership of factors among 

households (Knight, 1976). Some theories fail in going further than the functional 

distribution of incomes.

The classical period was characterised by focusing only on the functional 

distribution. Adam Smith devoted his work to the causes of wealth and discussed the 

division of what was produced between wages, rent, and profit, but he did not 

develop a theory about the determinants of such distribution. David Ricardo was the 

one who placed the distribution of income at the centre of his thought. According to 

Ricardo, the Political Economy was aimed at determining the laws that rule the 

distribution of income (Bigsten, 1983; Ferrân, 1997). "He was the first economist to 

derive a meaningful income distribution theory" (Bigsten, 1983, p. 4).

The productive factors are land, capital and labour, and total income is distributed 

according to rent, profits and wages. The basic idea in Ricardian thought is that a 

differential rent is produced only when less fertile lands are exploited requiring more 

capital and/or labour leading to a rise in the price of agricultural products. As a 

consequence, the owners of the more fertile lands receive an increased rent. This is 

why Ricardo insisted that the increase in rent is not a cause but a consequence of 

wealth (Ferrân, 1997). In the Ricardian system distribution is prior to exchange, thus 

income distribution does not depend on demand for final products (Bigsten, 1983).

The distribution of total income works as follows: the surplus over the production 

costs (output value) constitutes the rent and the rest is distributed between profits and 

wages. "The Ricardian system accepts a Malthusian unlimited supply of labour at the 

subsistence wage in the long-run; it assigns to 'profits' the residual between marginal 

product of labour at a point in time and the subsistence (or institutional) wage, and 

attributes to landlord rent the remaining residual in total output value" (Cline 1975, p.
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360). Since land is not unlimited and not equally fertile, in the long-run, according to 

this theory, the share of profits tend to fall while rent and wage shares tend to rise 

(more labour is required), although the real wage is kept at subsistence level.

According to Ricardo, this distribution in favour of the landlords prevents economic 

growth acceleration and the economy would tend to stagnate, since he regarded 

landlords as spendthrifts and thought that economic growth was financed by the 

savings of the capitalists. Moreover, he proposed reducing restrictions to imports and 

introducing technological innovations without increasing the proportion of labour 

and keeping wages at subsistence level in order to achieve rapid economic growth 

(Gillis, Perkins, Roemer, Snodgrass, 1987). This proposition reveals his view that 

economic growth requires not only redistribution from landlords to capitalists, but 

also stressing inequality between profits and wages.

The Ricardian theory focuses on the conflict between rent and profits. Later on this 

focus shifts to the conflict between profits and wages especially with Marx’s view. 

Since Karl Marx regarded the main class conflict to be between capitalists and 

workers, he only considered two sources of income: profits and wages. Although 

Marx recognised that rent, benefits and interests were also sources of income, he 

assumed that these types of income were received only by one class: the capitalists 

(Ferrân, 1997).

Marx uses the Ricardian "labour theory of value" to diagnose exploitation of workers 

(Cline, 1975). Like Ricardo, he assumed an unlimited labour supply which allowed 

the capitalists to hold down the wages at a subsistence level. But the labour surplus 

was possible through the existence of a "reserve army of labour" that capitalists were 

stimulated to maintain through labour displacing innovations in order to achieve the 

profit rate level that capital accumulation requires. Marx refused to accept the 

Malthusian theory that demographic forces created the labour surplus (Gillis, Perkins, 

Roemer, Snodgrass, 1987).

In the Marxian theory, the structure of the distribution of incomes is strongly linked 

to the structure of the production relations. Therefore, a change in the structure of
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distribution can only happen as a result of a change in the production conditions. 

According to Marx, capitalism constantly reproduces its production relations and 

therefore the laws that rule the corresponding distribution of income, reason that the 

economic position of the working class can only improve when capitalism itself 

collapses. He saw the industrial concentration as the result of the tendency for the 

profit rate to fall leading to cyclical crisis until a final apocalyptic crisis. (Cline, 

1975; Bigsten, 1983). "In the Marxian long-run the system collapses due to declining 

wages (whether declining absolutely or only relatively to capitalist income is unclear) 

and intolerable worker poverty in the face of capitalistic accumulation" (Cline, 1975, 

p. 361).

Opposite to the Marxian theory in many aspects, the neo-classical or marginal 

productivity theory postulates that all factors of production are in scarce supply and 

all of them create value^. This refutes the Marxian view that only labour creates 

value. The product value is explained by the marginal utility which also explains the 

remuneration of factors. They generalised the marginal productivity as the basis for 

payment of all factors, eliminating the attribution of residual income to any one 

factor. This view is based on the principle that the producers maximise their benefits 

and this point is only reached when all factor payments equalise their corresponding 

marginal productivity. Thus, the distribution of income is regarded as part of the 

general pricing process in the economy. In this way, the demand of factors depend 

on product demand, this is, the demand of factors is derived from product demand. 

The prices of factors and goods are assumed to be determined by market forces. Also, 

factor substitutability is assumed so that the rise in one factor supply decrease its 

relative price. Therefore, the neo-classical theory of distribution is based on 

production functions and elasticities of substitution (Cline, 1975; Bigsten 1983; 

Ferran, 1997).

Explaining the functional distribution, the neo-classical view helps to explain the size 

distribution of income. "The sum of payments to the factors of production possessed 

by an individual determines his income" (Bigsten, 1983, p. 5). Thus, the changes in

This theory was worked out in the late nineteenth and early twentieth centuries led by Alfred 
Marshall.
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the functional distribution and, as a consequence, in the size distribution of income 

over time can be explained by changes in relative factor supplies, elasticity of 

substitution between factors, changes in product demand, and the capital or labour 

saving bias in technological change (Cline, 1975).

While the neo-classical theory uses the marginal productivity of factors to explain 

income distribution, the Keynesian economics bases its view on marginal 

propensities to save. According to Ferran (1997), Nicholas Kaldor establishes this 

view stating that the profit share in total income is determined by macroeconomic 

forces which assure that capitalists expenditures in consumption produce benefits to 

finance those expenditures. This is, as quoted by Kurz (1994), assuming that only 

capitalists are net savers, a given amount of profits can only materialise if there is a 

corresponding amount of net investment and capitalists' consumption.

Kaldor's model assumes that there are only two classes: capitalists and workers. Each 

class has a specific propensity to save -workers' lower than that of capitalists. In this 

model, the ratio of investment to national income is an exogenous variable which 

does not depend on changes in the propensities to save. Then, under full employment 

condition, equalising saving and investment yields the only one possible distribution 

of total income between wages and profits (Cline, 1975; Bigsten, 1980). The profit 

share in total income is expressed by the equation

P/Y=[l / (Sp-Sw)][( I /Y)-Sw]  (2.1)

Where P  are profits, I  investment, Y total income, Sp and are the propensities to

save of capitalists and workers respectively, being Sw < Sp (See Ferran 1997, pp.

248-249). Assuming that both propensities to save are given, the profit share is 

determined by the rate of investment. The coefficient l / ( S p  - Sy )̂ measures the 

changes in the distribution of income due to an unitary change in the investment rate. 

The smaller the difference between Sp and Sw the greater the impact of changes in 

investment rate on income distribution. Assuming Sw very small, nearly zero, 

equation (2.1) leads to
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p = (l/Sp)I (2 .2 )

This last proposition shows clearly Kaldor’s view on capitalists’ consumption, stated 

above^. Therefore, according to Kaldor’s model, there is a specific distribution 

between wages and profits that makes savings equal to investment. An increase in 

investment forces an increase in savings to restore equilibrium. Since capitalists are 

assumed to have a higher propensity to save, the equilibrium can only be restored by 

increasing profits through an increase in the price level (Knight, 1976). This 

suggests a positive relationship between economic growth and inequality in the 

factorial distribution of income.

Cline (1975) points out a couple of basic flaws in Kaldor’s model. The assumption 

that there are only two classes makes its application extremely restricted, since it 

becomes undetermined considering three or more classes. Also, an exogenously 

given investment is not well justified

While Kaldor built up his model focusing on profit share, Michal Kalecki proposed a 

model based on Marxian view focused on wage share in which he uses monopoly 

analysis. In his microeconomic analysis Kalecki uses the Lemer definition of the 

"degree of monopoly": = (p -m)/p, where p  is product price and m is the marginal

cost. "If marginal cost is equal to marginal revenue, ju is equal to the inverse of the 

elasticity of demand for the product of the enterprise" (Kalecki, 1951, p. 19). In 

Kalecki’s model the components of variable costs are raw material and labour costs. 

Aggregating for a closed economy, Kalecki shows that labour share varies negatively 

with the "average" degree of monopoly power in the economy (Cline, 19775; 

Bigsten, 1983). So, according to the relationship between the degree of monopoly 

and the elasticity of product demand stated above, this means that the lower the 

product demand elasticity, the lower the share of wages in value added. Thus, this 

model suggests that economic growth relied on a growing monopoly power in the 

economy would lead to an increasing gap between wage and profit shares in total 

income. Kalecki’s model faces the difficulties of building up a macroecomic theory

In fact, since Sp = 1-  Cp , where Cp is the propensity to consume o f capitalists, from P  = ( l /S p) I  we get
P  =  I  +  CpP
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of distribution based on microeconomic elements without paying attention to 

aggregation problems. For example, Ferran (1997) argues that at microeconomic 

level it is plausible to assume a given factor supply at a given price, while at 

macroeconomic level some limitations may arise by factor availability.

2.4.2 Theories of size income distribution

The foregoing theories are aimed at explaining the functional distribution of income 

rather than the size distribution of income. Therefore, they are of limited value in 

analysing the governmental action. According to Ahluwalia and Chenery (1983), 

most of the wage earners belong to the middle-income groups the reason why 

policies affecting the distribution between wages and profits mainly concern the 

upper end of the size distribution. Although, the neo-classical theory makes some 

contribution in understanding the determinants of the size distribution of incomes, 

differences in factor endowments seem not to be enough to explain the large 

inequalities in developing countries, particularly in Latin America. It would be 

necessary to explain also how these differences in endowments were created.

A number of theories of size income distribution have been developed. According to 

Sahota (1978) the set of theories of personal income distribution can be classified 

into two basic groups. One group ranges from those theories developed by 

economists who believe that income inequalities are largely a consequence of 

voluntary choice to those in which inheritance and institutions play the main role. 

The other, which Sahota (1978) calls the "fatalist" group, is constituted by three 

schools: a) theories based on the premise that incomes are distributed among 

individuals according to abilities which are genetically determined; b) theories that 

postulates that income inequalities are largely determined by chance, luck and 

stochastic factors; and c) the life-cycles theories which give high relevance to the age 

effect on earning capacities.

The theory presented by Milton Friedman is referred to as the individual choice 

theory in which stochastic influences are combined with optimising behaviour on
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behalf of the individuals (Bigsten, 1983). According to Friedman, being risk-taker is 

what explains that a small group in society can receive a large proportion of total 

income since, as in the lottery, the amount of money that many can lose is small in 

comparison with the large amount that a few individuals can win (Ferran, 1997). The 

risk averse individual will take less risky choices. As a consequence, a society 

composed of risk averse individuals will generate less inequality than one composed 

of risk-taking individuals. This theory suggests that the rich are risk-taking while the 

poor are risk averse individuals. However, Ferran (1997) refers to the work by 

Stanley Lebergott (1959)^® who tests Friedman’s model using data from USA and 

finds that the group who takes the most risky investments is not the richest but the 

small investors expecting a windfall. Moreover, in most countries (developed or 

developing), gambling seems to be supported by the low income groups who expect 

through a windfall to improve their economic position.

Cline (1975) and Sahota (1978) highlight the work by Mincer (1958)^^ among those 

economists who support the human capital approach. This approach focuses on the 

explanation of job-earning differentials. "Mincer’s human capital model is based on 

the idea that occupations requiring longer training periods pay higher earnings to 

compensate for the foregone income during training. More precisely, all individuals 

are assumed to choose among occupations such that the present discounted value of 

earnings is equated among all occupations...all incomes are in reality equal. 

Observed differences are merely statistical illusions stemming from the fact that the 

high income individual has been on the job a shorter time than his low income 

cohort" (Cline 1975, pp. 365-366). There are two general objections to this model. 

First, it focuses only on job-earning differentials as the main source of income 

inequality, disregarding the effects of other sources such as holding assets. Second, it 

overemphasises the impact of schooling on earning differentials, but disregards the 

effects of sex, race and family background on schooling achievement which could 

limit the range of real choices that individuals have.

Lebergott, Stanley, (1959), "The Shape o f the Income Distribution", American Economic Review, June. 
" Mincer, J., (1958), "Investment in Human Capital and Personal Income distribution". Journal o f  
Political Economy, Vol. 66.
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Another interesting approach within the context of the job-earning differentials is the 

"job competition" model attributable mainly to Thurow (1972, 1975)^^ (Cline, 1975; 

Bigsten, 1983). According to this model "wages are paid based on the characteristics 

of the job in question and workers are distributed across job opportunities based on 

their relative position in the labour queue" (Cline 1975, p. 367). Bigsten (1983) 

argues that the position of a worker in the queue should be dependent on the potential 

cost of training the worker which may be determined using some screening device 

such as education.

The job competition approach refutes the assumption that the labour market 

determines the wage level. Wages are not set by the marginal product of the worker 

associated with his/her previously acquired education level, but by the marginal 

product associated with the skills he/she learns on the job. As a consequence, people 

with identical levels of education may be paid different wages. This theory 

disregards that how rapid workers can learn skills on the job might depend in some 

degree on the level of education previously achieved, which in turn depends on 

several other factors such as family background. So, according to the job 

competition view, expanding education would not tend to equalise income 

distribution. The effect of education expansion would be only to increase the 

admission requirements for obtaining jobs, while expanding job opportunities would 

have a more effective equalisation impact.

Abilities and stochastic forces have also been used as explanations for inequalities in 

the distribution of income. Differences in abilities explains differences in worker’s 

productivity and as a consequence differences in income, while other theories regard 

stochastic forces as responsible for the skewed shape of the personal distribution of 

incomes. However, these views give little help for explaining the determinants of 

income inequality and for policy making aimed at changing the distribution of 

income. (For details about these theories, see Sahota, 1978, and Bigsten, 1983,).

Thurow, L. C. and R. Lucas, (1972), The American Distribution o f  Income: A Structural Problem  
(Joint Economic Committee, Congress o f the United States, Washington, D.C.).
Thurow, L. C., (1975), Generating Inequality: Mechanics o f  Distribution in the US Economy, Basic 
Books, New York.
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The theories previously discussed are concerned mainly with the distribution of 

earnings. They neglect an important source of income which is property. Sahota 

(1978) points out that property incomes are more unequally distributed than earnings 

and that inheritance is the major source of property class perpetuation. Hence, a 

theory of distribution that neglects property incomes will tell only part of the story.

The personal-income-distribution theory of inheritance takes account of property 

incomes. Sahota (1978) and Bigsten, (1983) summarise the view of inheritance, 

attributable to Meade (1964, 1976)^^, as consisting of a bundle of four major 

endowments: genetic make-up, parental level of education and training, social 

contacts, and inherited property itself. The mutual interaction of these endowments 

affect incomes, savings, and accumulation, so inequality in these endowments 

explains differences in income.

This brief survey shows that the ideal theory able to explain simultaneously the 

determinants of factor prices, functional shares and the size distribution of income 

does not exist. Although the theory of inheritance considers the property incomes, the 

missing element from all those theories is an explicit treatment of the distribution 

among households of the various forms of assets such as land, privately owned 

capital, access to public goods, and human capital. Ahluwalia and Chenery (1983) 

coincide with Sahota’s (1978) view that the distribution of assets is more unequal 

than the distribution of earnings. Also, Deininger and Squire (1997) refer to six 

developing countries in which inequality in the distribution of land is greater than 

that in the distribution of incomes^"^. Ahluwalia and Chenery (1983) associate the 

variations in income at the lower levels with the lack of human skills, physical capital 

and access to them. Attanasio and Sékely (1999) document that income inequality in 

Latin America is, to a large extent, a reflection of a very skewed distribution of 

income generating assets. Therefore, asset distribution cannot be disregarded when 

assessing the effects of economic growth on income inequality.

Meade, James, (1964), Efficiency, Equality, and The Ownership o f  Property, Allen & Unwin, London.
_____________ , (1976), The Just Economy, Allen & Unwin, London.
Those countries are: India, Indonesia, Korea, Thailand, Tunisia, and Peru.
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2.5 Conclusions

The aim of this chapter has been to discuss briefly the three main theoretical concepts 

relevant to the present research, justifying the definitions adopted. These concepts 

are: inequality, economic growth, and income distribution. Regarding inequality, 

what most researchers are interested in measuring and comparing is the living 

standard of individuals, which is a multidimensional concept. Despite the 

deficiencies of compressing the different features of inequality into a single indicator 

of well-being, income, consumption, and wealth remain the key measures of 

inequality, although none of these concepts cover completely the command over 

resources for all goods and services in society. Since the information commonly 

available is expenditure instead of actual consumption, actual command over 

resources cannot be measured with accuracy. As a consequence, most research 

concentrates the attention on potential command over resources, using the amount of 

money received in a certain period of time, which is usually called income, as a 

measure of the potential living standard of individuals (or households).

Savings seems to be the key variable to explain economic growth and how it relates 

to income distribution. Savings is essential to increase productive capacity which 

leads to higher rates of growth. The classical theories of economic growth teach us 

that increasing the savings rate would be enough to rise the per capita income, if the 

returns of capital were constant. But even dropping the assumption of constant 

returns, a case in which the economy would reach a steady-state, according to the 

Solow Model, and when technological progress would be the ultimate source of 

growth, the New Growth Theories bring the concept of human capital to help the 

savings rate to reassume its preponderance not only in the short term, but also in the 

long-term growth.

Moreover, the theories based on dual economies, such as the Lewis Model, usually 

taken as the paradigm for economic growth in developing countries, add nothing new 

to the fundamentals of growth. In agreement with the basic model of Harrod-Domar, 

these theories give to the savings rate the central role in the story of economic 

growth, but they state that accumulation of capital must take place in the modem
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sector which is regarded as the engine of growth. The basic assumption in these 

theories is the existence of an unlimited supply of labour which makes feasible the 

accumulation of capital in the modem sector, maintaining wages at subsistence level. 

Here the story is connected with the distribution of income, which will be discussed 

in the next chapter.

But we saw that connection even earlier in the classic postulates. Both Ricardo and 

Marx assumed unlimited supply of labour at the subsistence level of wage in the 

long-run. Ricardo paid attention to the possible effects of inequality on growth. In 

Ricardo’s view growth is financed by the capitalist’s savings and higher inequality 

accelerates growth. While Mai’x looked at the effects of capital accumulation on 

inequality and specially increasing poverty which would lead the system to collapse. 

In M arx’s system profit rate tend to decline and so do the wages, although it is not 

clear if wages would decline in relative or absolute terms. Also, savings is in the 

centre of Kaldor’s view who postulates that it is the difference between the workers’ 

propensity to save and that of capitalists that determines the degree of impact of 

investment rate on the functional distribution of income.

Opposite to the classics, the neo-classical theory postulates that all factors of 

production are in scarce supply and marginal productivity explains their 

remuneration. The market forces determine the factor prices and their demand is 

determined by product demand. The income of an individual is determined by the 

factors he/she possess. But the neo-classical theory fails to explain the determinants 

of the distribution of these factors among individuals. Therefore, changes in 

functional distribution and, as a consequence, in size distribution are explained by 

changes in relative factor supplies, elasticity of substitution between factors, and 

changes in product demand. Since growth might affect all these variables, these 

would be some of the channels through which economic growth may affect income 

distribution.

However, all those theories were aimed only at explaining the determinants of the 

level of employment of productive factors and their relative prices, with the 

exception of the neo-classical theory which makes a little contribution to explain the
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size distribution. They are of limited value in analysing government action and the 

impact of economic growth on size distribution of income. But even those theories 

which attempt to address the determinants of size distribution are mainly concerned 

with the determinants of individuals’earnings. To explain earning differentials some 

of them look at the differences in risk aversion among individuals, while other 

highlight differences in ability and stochastic factors. Some theories give to 

schooling the pre-eminent role in explaining the level of income of individuals, while 

others reduce this role to a simple screening device giving preponderance to either 

job characteristics or the skills that individuals learn on the job. But these theories, 

reviewed in this chapter, neglect property as a source of income and as a consequence 

they can tell only part of the story. Although inheritance has been considered, an 

explicit treatment of the distribution of the various forms of assets such as land, 

physical and human capital, and access to public goods is missed in these theories.

However, there has been a recognition in the recent literature that the return on the 

various assets owned and used in a productive fashion by the household members is 

relevant for the household income. The distribution of these assets may be affected 

by the path of economic growth, the reason why analysing these effects might be a 

good step forward in explaining the links between economic growth and income 

distribution, a relationship that has been the subject of a long debate which is 

presented in the next chapter.
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CHAPTER 3

Economic Growth and Income Inequality: The 
Empirical Evidence

3.1 Introduction

In the previous chapter I introduced a set of theories that have attempted to explain 

the distribution of income and its relationship with economic growth. This chapter is 

devoted to presenting a literature review on this debate and what the empirical 

evidence says about the relationship between growth and inequality.

Economists have been widely concerned with the effects of economic growth on 

inequality and vice versa. Does economic growth tend to improve, worsen or have 

no necessary effect on income distribution? Are high levels of income inequality a 

necessary condition for growth acceleration? These are the main questions around 

which the debate revolves. Perhaps behind this debate is the desire of finding 

"economic laws" that describe the path of the distribution of income in the course of 

economic growth. The hypothesis put forward by Simon Kuznets in 1955, well 

known as the inverted-U hypothesis, has been assumed to have that category of 

economic law as the centre of the debate for more that 40 years, despite the little 

empirical support that this hypothesis has received. This is why Gary Fields (1988, 

p.462) called it "one of the greater ironies in the history of thought on economic 

development".

To present the debate I have divided the chapter into seven sections. The first one 

introduces the chapter, while Section 3.2 presents the hypothesis launched by Simon 

Kuznets in 1955. Section 3.3 is dedicated to the debate on the effects of economic 

growth on income inequality, as Section 3.4 summarises the findings related to 

"poverty"\ Section 3.5 looks at the debate in the DCs context, while in Section 3.6

* The definition o f poverty varies among the works reviewed in this section. The poorest quintile o f  
the population is used by Fields (1991), Deininger and Squire (1997), and Jha (1996), while 
methodologies based on definition o f a poverty line according a minimum requirement o f household
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the other side of the coin is presented, this is, income inequality as a cause of 

economic growth. The conclusions are summarises in Section 3.7.

3.2 The Kuznets’ hypothesis

Kuznets (1955, p. 18) stated that there was "... a long swing in the inequality 

characterising the secular income structure: widening in the early phases of economic 

growth when the transition from the pre-industrial to the industrial civilisation was 

most rapid; becoming stabilised for a while; and then narrowing in the later phases". 

Surprisingly, Kuznets recognises that "No adequate empirical evidence is available 

for checking this conjecture of a long secular swing in income inequality; nor can the 

phases be dated precisely" (p. 19). Even more, he admits that his paper "...is perhaps 

5 per cent empirical information and 95 per cent speculation, some of it possibly 

tainted by wishful thinking" (p. 26).

However, some supporters of the hypothesis, such as Anand and Kanbur (1993), 

have tried to provide the "adequate" empirical evidence and formalise the process 

using mathematical models. The motive seems to be looking for explanations of the 

increasing inequality in developing countries. If the inverted-U hypothesis holds, 

then the less developed countries (LDCs) are on the left side of the curve, thus 

increasing inequality is justified, and it is just a matter of time for the "trickle down" 

to operate. This is, growth itself generates opportunities for lifting up the bottom end 

of the income distribution. Hence, it is worth having a closer look to Kuznets’ 

explanations of his "conjecture" and his warning about favouring repetition of past 

patterns of the now developed countries (DCs) in the present LDCs.

According to Kuznets (1955), excluding government intervention, there are two 

forces that explain income inequality before taxes: the concentration of savings in the 

upper-income groups and the industrial structure of the income distribution. The 

former yields inequality in savings which, all other conditions being equal, has a

income per capita per day is used by Kakwani (1993), Smolensky et al (1994), Psacharopoulos et al 
(1995), Morley (1995), Ravallion and Datt (1996), Janvry and Saoulet (1996, 1999), and Ravallion 
and Chen (1997).
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cumulative effect of increasing the proportion of income-yielding assets in the hands 

of the upper-income groups leading to larger income shares of these groups and their 

descendants. The other force is the result of the process of industrialisation and 

urbanisation, this is, economic growth accompanied by the shift away from 

agricultural activities. On one hand, the process increases the urban share in total 

population, which is assumed more unequal than rural population. On the other 

hand, since average per capita income of rural population is usually found lower than 

that of the urban, Kuznets (1955) argues, that this gap in relative mean incomes 

tends to widen as a result of a more rapid growth of the per capita productivity in 

economic urban activities than in agriculture.

However, despite the cumulative effect of the concentration of savings, eventually 

these tendencies reverse over time, according to Kuznets (1955), as a result of both 

government redistributive intervention through legislative interference and political 

decisions and a group of "less obvious" factors which characterise a dynamic 

growing economy. First, the decreasing proportion of rich families as a result of 

more family control in this income group and the increasing immigration entering at 

the lower-income levels reduces the share of the top 5 percent of the population. 

Second, dynamic economies create an atmosphere of relative freedom of individual 

opportunity giving the chance for more rapid growth to younger industries and hence 

expanding the emergent middle classes. Third, in these economies there is a rising 

trend, shifting workers from lower-income to higher-income industries. The last two 

"less obvious" factors along with the Lewis’ view (1954) have been used as 

arguments by the believers in the trickle down, when they attempt to translate 

successful experiences in DCs to the LDCs context. In this respect, Kuznets himself 

warned against the temptation of favouring the repetition of past patterns of the 

"now" DCs under the markedly different conditions of the "present" LDCs. This 

warning has rarely been cited in the literature and surprisingly ignored reason a why 

it is worth quoting his own words here as basis for further discussion.

"There is danger in simple analogies; in arguing that because an unequal income 

distribution in Western Europe in the past led to accumulation of savings and 

financing of basic capital formation, the preservation or accentuation of present

69



income inequalities in the underdeveloped countries is necessary to secure the same 

result. Even disregarding the implications for the lower-income groups, we may find 

that in at least some of these countries today the consumption propensities of upper- 

income groups are far higher and saving propensities far lower than were those of the 

more puritanical upper-income groups of the presently developed countries. Because 

they may have proved favourable in the past, it is dangerous to argue that completely 

free markets, lack of penalties implicit in progressive taxation, and the like are 

indispensable for the economic growth of the now underdeveloped countries. Under 

present conditions the results may be quite the opposite -withdrawal of accumulated 

assets to relatively ’safe’ channels, either by flight abroad or into real state; and the 

inability of governments to serve as basic agents in the kind of capital formation that 

is indispensable to economic growth" (Kuznets 1955, pp 25-26).

Despite these words being completely valid, the process described by Kuznets (1955) 

has been taken as inevitable by believers in trickle down whose explanations are 

almost always related to the nature of structural change. As Gillis, Perkins, Roemer, 

Snodgrass, (1987) discuss, the main argument is based on the similarities between 

conditions observed in LDCs and those which prevailed in the industrialised 

countries before the Industrial Revolution The theoretical framework to explain 

rising inequality with economic growth is provided by the Lewis model, discussed 

earlier, while the Fei-Ranis (1964)^ extension of the Lewis model explains, according 

to these authors, that this tendency toward increasing inequality is reversed when all 

the surplus labour is absorbed into modem-sector employment. Thus, labour 

becomes a scarce factor of production and further growth, which implies an increase 

in labour demand, will push the wages up. So, this rise in the general wage level will 

bring the downturn in inequality and poverty reduction.

 ̂Fei, J. C., and Gustav Ranis, (1964), Developm ent o f  Labour Surplus Economy: Theory and Policy, 
Richard D. Irwin, Homewood, III.
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3.3 The debate about the inverted-U hypothesis

The Kuznets’ hypothesis at the early stages of economic growth received support by 

the first major study about the relationship between economic growth and income 

inequality by Adelman and Morris (1973), although they admitted that the downturn 

predicted by the Fei-Ranis model is not automatic, this is also challenged by Ashwani 

Saith (1983) who places emphasis on the differences not only between DCs and 

LDCs, but also the fundamental inter-country differences with regard to size, 

historical heritage, the timing of their industrialisation process, etc. In this sense, 

Saith (1983) gives justice to the Kuznets’ warning quoting Kuznets’ call for national 

studies: "If emphasis is to be on similarities and differences in the basic 

characteristics of the process of adoption of the industrial system -for countries 

distinguished by their size, historical heritage, and the timing of their industrialisation 

process- we obviously need a variety of national studies" (Kuznets 1954, p. 153^, 

quoted by Saith, 1983, p. 369). Later on Adelman and Fuwa (1994) give relevance to 

policy choices made in the course of the development process where the downturn in 

inequality occurs.

But Saith (1983) also challenged the methodological aspects. He discusses the fact 

that the inverted-U hypothesis acquired a paradigmatic status with the arrival of the 

Paukert (1973) and Ahluwalia (1976) papers which attempt to test the hypothesis on 

the basis of cross-country data" .̂ He argues that these econometric studies have little 

in common from a methodological point of view with Kuznets’ studies which were 

supported by time-series data on the income of the "rich", while these papers 

concentrate on the bottom 20% or 40% of the population. In fact, Kuznets (1955) did 

not hypothesise about the income share of "the poor". Even more interesting is 

Saith’s criticism about the estimation of one U-Curve from observations on both

 ̂ Kuznets, S., (1954), "Underdeveloped countries and the pre-industrial phase in the advanced 
countries", in A.N. Agarwala, and S.P. Singh (eds). The economics o f  underdevelopment, Oxford 
University Press, New York.

Adelman and Fuwa (1994) report an additional number o f works which using cross section 
regressions confirm the existence o f the Kuznets curve. These works are by Bacha (1979); Chenery et 
al (1974); Ahluwalia, Carter and Chenery (1979); Anand an Kanbur (1986); and Papanek and Kyn 
(1986, 1987). For full references about these papers, Paukert (1973) and Ahluwalia (1976) included, 
see Further References.
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LDCs and DCs. Actually, when the sample is restricted to the LDCs group of 

countries the inverted-U hypothesis does not hold. Saith (1983) objects to 

Ahluwalia’s assumption that the position of the DCs on the inverted-U curve reflects 

the future position of the LDCs on the basis of two arguments. First, that the internal 

conditions and the international context in which the LDCs (taken from the sample) 

existed, were essentially different from those in which the DCs (taken from the same 

sample) developed. Second, that the economic and political life of the LDCs’ world 

is not independent of the DCs’ world. "Thus, different cases in Ahluwalia’s cross

country regressions are not really independent of each other. Such a dependence 

would make the cross-sectional exercise even more questionable" (Saith 1983, p. 

374).

Capital exportation from DCs to LDCs make feasible further economic growth in 

DCs still under unlimited labour supply conditions, once the "turning point" on the 

U-Curve is reached in DCs. So, one could speculate on whether some DCs are on 

the right leg of the inverted-U Curve at the expense of their relationship with some 

LDCs or not and if, under these conditions, those LDCs would be able in the future 

to reach that leg of the curve as well. In respect of this, Saith (1983) re-estimates the 

U-Curve using only the 41 LDC sub-sample, excluding the "outliers" (the poorest 

and the richest countries). He shows that a better fit is provided not by the U-Curve 

but rather by an inverted-L Curve. Also, Ahluwalia, Carter, and Chenery (1979) use 

a 36 LDCs sample of which 16 countries are beyond the "turning point" estimated 

from cross-country data and only Taiwan shows some evidence of experiencing the 

second phase of the inverted-U Curve. These findings suggest that, in the case of 

LDCs, the relationship between economic growth and inequality could be better 

described by an inverted-L Curve rather than an inverted U-Curve. However, notice 

that this discussion is focused only on the relevance of the level of growth and/or the 

rate of growth. Also, when conjecturing about the inverted L-Curve, heterogeneity 

among LDCs is ignored.

Another methodological weakness of those cross-country studies might be the 

comparability problem which arises as a result of the differences in recipient unit 

choices, income definition, geographic coverage, and variations in household survey
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design. Sailesh K. Jha (1996) addresses this problem using an expanded data set up 

to the 1990s and finds that most of the variations in income distribution are due to 

country characteristics and not to data comparability problems. Another important 

finding in Jha’s estimates is that the growth rate is not a significant variable, 

indicating that there is not feedback from the rate of growth to income distribution. 

This result is consistent with the findings of Ahluwalia (1976), who also suggested 

that the way in which economic growth is promoted matters for the distribution of 

income, and with those of Papanek and Kyn (1986), and Adelman and Fuwa (1994).

Gary Fields (1988) assessing the lessons learned from studies which have used cross- 

sectional data, inter-temporal data, and micro data states that considering the two 

possible conclusions -one that income inequality "must" increase before it decreases, 

the other that income inequality may increase or decrease depending on the "type" of 

country and the policies pursued- the latter is certainly more consistent with the 

empirical evidence at hand. Also, the studies that consider structural and policy 

factors along with income level or rate of growth. Fields (1988) reports, show that the 

extent of inequality in different countries was associated with factors such as 

education, extent of direct government economic activity, population growth rate, 

urbanisation, and importance of the agricultural sector in total production. "This 

provided strong motivation for looking at the changes that have taken place within 

individual countries and the reasons for them" (Fields 1988, p. 467)^.

Later, Fields (1991), using papers produced for 20 countries as part of a research 

project launched by the World Bank in 1985 and adding information of another 35 

countries, confirms his previous finding that there is not a definite relationship 

between changes in inequality and the level or the rate of economic growth, but that 

those changes seem to be associated with the "pattern of growth". Further support to 

this view is given by Matyas, Konya and Macquarie (1998), who, using a two panel 

data set of 47 and 62 countries, find that it is not the GDP per capita which explains 

income inequalities but rather the specific characteristics of a country such as social 

structure, political system, and natural resources.
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3.4 The effect on poverty

In relation to poverty, Fields (1991) results show that poverty is nearly always 

reduced by economic growth and it is more apt to decrease the more rapid is 

economic growth. Deininger and Squire (1997) reach similar results, they use an 

expanded data set on income distribution adding new observations from primary 

survey data to official statistical publications and research papers. They found that 

periods of growth are associated with an increase in inequality almost as often (43 

cases) as with a decrease in inequality (45 cases). In contrast, they found a strong 

systematic relationship between overall growth and growth in the income of the 

poorest quintile, the latter increased in more than 85% percent of 91 cases. This 

finding is shared by Morley (1995), Psacharopoulos et. al (1995), and Ravallion and 

Chen (1997) who found that growth reduced "poverty", although not inequality, 

while Ravallion and Datt (1996) show that aggregate growth is able to reduce 

"poverty". Also, Jha’s (1996) estimates prove that the bottom 20% of the population 

benefits from economic growth in the long run suggesting that trickle down seems to 

operate.

Therefore, these findings in relation to the poorest groups of the population seem to 

give support to the trickle-down argument, since there is little disagreement about the 

positive effect of growth on poverty reduction. However, based on these results we 

could be tempted to make optimistic predictions that could be overstated. In respect 

of this, Janvry and Sadoulet (1996) had made a contribution to the methodology for 

analysing the relation between growth and inequality/poverty. They argue that causal 

analysis of this relation has usually been done by observing changes in inequality and 

poverty during broad periods of growth and recession instead of treating country- 

specific periods of growth and recession as observation units. For example, in the 

case of Latin America, they report, the 1970s have been associated with growth, mid- 

1980s with recession, and late 1980s and early 1990s with growth recovery. 

However, countries like Costa Rica and Colombia were avoiding recession during 

the mid-1980s, while Brazil and Peru were still in recession in the late 1980s and

 ̂Among the studies examined by Fields (1988) those which considered structural and policy factors 
are Chiswick (1971), Adelman and Morris (1973), Chenery and Syrquin (1975), and Ahluwalia (1976)
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even early 1990s. Therefore, they suggest, the analysis needs to allow for this 

country heterogeneity by looking at country-specific spell of growth and recession. 

Otherwise, if a negative relationship is found between growth and poverty, for 

example, the sign may derive from recession, from growth, or from both. So, if the 

strongest relation occurs during recession, optimistic predictions about this 

relationship could be wrong. Even more, government policies aimed at promoting an 

equitable income distribution might be driving part of those optimistic results, the 

reason why Jha (1996) suggests that further research should focus on how much of 

this growth versus equity trade-off is due to policy.

The focus of the research by Janvry and Sadoulet (1996) is Latin America and they 

make another important methodological contribution which allows measurement of 

how much of the impact of economic growth on income inequality is due to the 

"pattern of growth". They argue that there are qualitative differences between growth 

before and after the debt crisis that should be taken into account. Before the crisis, 

many Latin American economies were still implementing models of import 

substitution industrialisation, accumulating debt and discriminating against 

agriculture. After the crisis, following IMF-World Bank prescriptions, most Latin 

American countries started to apply severe fiscal discipline, restrictive monetary 

policies, devaluation, and trade liberalisation. They control for these different 

"patterns of growth" creating a set of variables which pick up the "qualitative features 

of growth" while another set do the same with the "structural features of growth"^. 

Their findings are very interesting. First, as in previous works, they found that 

growth itself is not a strong determinant of the change in inequality, while the 

structural characteristics of the countries were found relevant to inequality. The 

effect of economic growth on poverty reduction was found favourable in all periods, 

which reinforces the findings reported above, but they highlight that the main link 

between income and poverty is established through recessions.

(For reference details see Further References and References).
 ̂ Qualitative features o f growth: predicted growth rate o f the Gini coefficient; length o f growth or 

recession sequence; difference in growth o f value added between agriculture and manufacturing, and 
agriculture and services; inflation; real exchange rate growth; international terms o f trade; coefficient 
o f variation o f  GDP per capita; migration rate; and urban minimum wage growth. Structural features 
o f growth: initial GDP per capita, share o f agriculture in GDP, initial level o f inequality, initial urban
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It is important to bare in mind this methodological contribution when assessing 

results on Latin American inequality, since increasing inequality might be a 

misleading finding in terms of the inverted-U hypothesis. In fact, Altimir (1995), 

Beccaria et al. (1992), Fields (1992), Lustig (1995), Morley (1995), and 

Psacharopoulus et al. (1995) have found that inequality mirrors the economic cycle. 

This is, inequality rises during periods of recession and falls during recovery, which 

suggests a negative relationship that contradicts the inverted-U hypothesis. Janvri and 

Sadoulet (1999), using data for the 1970-1994 period for 12 Latin American 

countries, do not find support for the inequalizing effect of growth in Latin America. 

They find a very strong asymmetry in the effects of growth and recession on 

inequality, whereby one year of recession can cancel the inequality reduction effects 

of more than one year of growth. This suggests that recessions in Latin America 

have been devastating on inequality, and growth has been ineffective in reducing it. 

These findings are in line with those of Adelman and Fuwa (1994) who deal with the 

effects of policies on the growth-equality trade-off for the poor. They used income 

distribution data for LDCs compiled by the World Bank for the 1970s and the 1980s. 

Their regression system confirms the inverted U-hypothesis for both periods, but the 

most interesting aspect of their results is that the variables portraying the nature of 

adjustment policies are of significant influence on income distribution to such an 

extent that the authors recognise that their results suggest that during the 1980s the 

structural adjustment policies have exacerbated the growth-equality trade-off for the 

poor. They find that the share of the poorest groups decline very steeply, reaches a 

minimum and tends to remain there. This response might be related to the sensitivity 

of poverty to inequality changes. Kakwani (1993) found that poverty measures were 

considerably more elastic for changes in inequality than for growth rate, so if 

inequality remains at high levels, economic growth will be less efficient in reducing 

poverty. This is confirmed in the case of the USA by Smolensky et al (1994), who 

found that "...the effectiveness of growth in reducing poverty depends a great deal on 

how growth is distributed. The rise in inequality offset the poverty-reducing effects 

of more than decades’ worth of growth..." (Smolensky et al, 1994, p. 222). However,

and rural poverty levels, natural growth rates o f urban and rural population, initial shares o f urban and 
rural in total population.
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this fact has not been explored thoroughly and more research is needed on this 

subject.

3.5 The "U-turn " in developed countries

The debate is not limited to the LDCs context. The relationship between income 

inequality and economic growth for advanced economies, according to Kuznets’ 

view, should lie on the right leg of the inverted-U curve. However, Maty as, Konya 

and Macquarie (1998) report that the Gini coefficient is growing parallel to the GDP 

in Denmark, Japan, and Sweden. Also, Kirby (2000) surveying evidence on growing 

inequality in DCs finds that in the USA income inequality increased steadily from the 

mid 1970s and throughout the 1980s. In the UK, income inequality fell up to the late 

1970s but the Gini coefficient rose by more than 30 per cent between 1978 and 1991 

which, according to Kirby (2000), is more than double the decline in the UK from 

1949-1976. This finding coincides with that of Goodman, Johnson, and Webb (1997) 

who report that from 1977 onwards, in the UK, the level of inequality as measured by 

the Gini has registered a continuous increase which is historically unusual. Also 

Kirby (2000) reports an upward trend in income inequality over the 1980s in 

Australia, and increase in inequality in New Zealand during the late 1980s.

Rati Ram (1991) presents formal evidence from the USA, which was one of the three 

countries used by Kuznets (the other two were Germany and the UK), contradicting 

the inverted-U hypothesis associated with income inequality. After Kuznets (1955), 

this is one of the few studies made using inter-temporal data of a single country. He 

recognises that using data for about half a century might not be able to capture the 

full Kuznets structure.^ However, his work has the advantage of covering a single 

country and avoids the problem of dealing with country heterogeneity. The use of 

cross-sections of states deals with some degree of heterogeneity, but this is much 

smaller than that in cross-country samples which include countries at various stages 

of economic development. According to the advanced nature of the USA economy it 

would be "reasonable" to expect, based on Kuznets' view, that the USA economy
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would lie on the right leg of the inverted-U curve. The prediction of a monotonie 

decline in income inequality, even at such a high level of economic development, is 

not supported by Ram’s results, which suggests that the performance of the 

relationship between growth and income inequality fit better with a U-Curve rather 

than with an inverted-U curve^.

Donald Harris (1993) makes an important contribution to this debate from a Marxist 

point of view. He regards "the trickle down idea is analytically invalid and 

historically incorrect". There is no automatic mechanism in a market economy which 

could guarantee income inequality reduction with economic growth^. He opposes the 

neo-classical and neo-keynesian models’ assumption of abstract economies operating 

at full employment the "real world" of actually functioning capitalist economies 

operating with a margin of unutilised capacity as well as a reserve army of 

unemployed labour. Harris’ (1993) main argument is that, in these economies, growth 

has a cyclical character (boom and bust) which produces corresponding cycles in the 

pattern of income distribution without any necessary long-term tendency in one 

direction or the other. In boom periods, wages and profits rise and wages may even 

rise ahead of profits as the army reserve diminishes, Harris argues. But the tendency 

of profit rate to decrease leads to a downturn imposing the limit to which the income 

distribution may improve and as the downturn continues the income inequality 

worsens again. Given the pattern of property ownership, these cycles in the factorial 

distribution translate to the size distribution. Harris (1993) reports the empirical 

evidence of this cyclical pattern in the case of USA, showing that over the past 30 

years USA economic growth has been associated with a significant upturn in 

measured income inequality. "As far as the U.S. economy is concerned, and

 ̂ The time-series observations for the U.S. cover the period 1947-1988, and four cross-sections of  
states pertain to the census years 1949, 1959, 1969 and 1979. (Ram, 1991, p. 1113).
* Fosus (1993) makes methodological objections to Ram’s (1991) work referred to the use o f  
inequality measures based on family incomes with no control for family composition. Ram (1993) 
replies showing that the addition o f the family composition variable does not add any difference to his 
original estimates. Also, he points out that many other scholars such as Braun (1991), Bishop, Formby, 
and Smith (1991), Coughlin and Mandelbaum (1988), and Ray and Rittemoure (1987), have reported 
strong evidence that shows either the U-shape for the relationship growth-inequality for the USA or 
brings out increasing inequality over the 1970s and/or the 1980s (for reference details see 
Biobliography).
 ̂ It is interesting to notice that Harris (1993) argument is in line with Saith (1983) and Adelman and 

Fuwa (1994), but from a different point o f view and in a different economic context.
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unfortunately for the Kuznets thesis, it now appears that the inverted U-curve has 

turned up again" (Harris 1993, p. 69).

3.6 Income inequality as a cause of economic growth

The debate presented so far has been on the effects of economic growth on income 

inequality, to which the bulk of the literature has been devoted. Let us now turn our 

attention to the reverse of the relationship. According to Colman and Nixson (1988), 

the Lewis Model gives support to the argument that increasing inequality is not only 

an inevitable effect of economic growth, but also a necessary condition for growth. 

The basic argument is that savings are essential to increase productive capacity which 

leads to higher rates of growth, the reason why income must be redistributed towards 

the groups that save and invest -the rich- in order to ensure capital accumulation and 

growth. Therefore, an economy with a high concentration of income by the upper 

groups is more likely to grow faster than one with a more equitable distribution of 

income. This is the pro-inequality argument.

However, in line with Kuztnets’ (1955) warning, in a LDC context there are no 

guarantees that the higher-income groups will save a significant proportion of their 

income in their own country. According to Todaro (1994), unlike the historical 

experience of the now developed countries, the rich in developing countries are 

characterised by spending in luxury consumption (usually imported) and saving 

abroad. This author also challenges the pro-inequality argument pointing out that 

highly unequal distribution of income is manifested in poor health, nutrition, housing 

and education for the vast majority of the population, which in turn lead to low levels 

of productivity and thereby to a slower-growing economy, while the redistribution of 

income to the lower-income groups would stimulate demand for home production, 

since the rich tend to spend more of their additional incomes on imported goods. 

“Rising demand for local goods provides a greater stimulus to local production, local 

employment, and local investment. Such demand thus creates the conditions for
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rapid economic growth and a broader popular participation in that growth” (Todaro 

1994, p. 159)^®. This is the pro-equality argument.

Empirical works have been conducted to test these arguments. Leightner (1992) did 

not find evidence to support the pro-inequality argument in the case of Korea for the 

period 1963-1980. His regressions undermine the rationale for the argument that an 

increase in private saving causes an increase in investment. In contrast, he finds 

evidence that an increase in consumption causes an increase in investment. This 

finding gives support to the pro-equality argument that greater equality produces 

more consumption which drives investment and growth. Leightner (1992) recognises 

that his findings are surprising in light of Korea's rapid growth because the Korean 

government pushed inequality too far and, according to his results, a redistribution 

of income would have produced greater growth. He also refers to the experience in 

Japan with similar, or greater growth rates, while its government purposefully 

increased income equality. Leightner's (1992) work is specific on Korea and does 

not prove the validity of the pro-equality argument. What his findings show is that 

increasing inequality is not a necessary condition for growth.

Deininger and Squire (1997) also address the question whether more egalitarian 

countries grow faster or not. Their results challenge the view that higher inequality 

accelerates economic growth. To deal with the problem of limited availability of data 

to assess the impact of initial income distribution on subsequent growth, they 

complemented their data with information on the distribution of land holdings, which 

provides a better measure of initial distribution. To investigate the effect of initial 

inequality on long-term growth, they look at determinants of growth rates for the 

period 1960-1992. These authors find that the negative impact of the initial income 

inequality on subsequent growth is not very strong^ \  However, inequality in the 

initial distribution of assets, measured by the distribution of land, exerts a significant 

negative effect on subsequent growth. In a previous work Alessina and Rodrik

Todaro (1994) supports his view on research by Ranis (1962), Grupta (1970), Lessard and 
Williamson (1987), and Mason (1988), and Myrdal’s (1968) view (See reference details in Further 
References).
" Actually, later Deininger and Squire (1998) question the validity o f  this negative relationship 
between income inequality and growth.
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(1994) find a similar result. This result is quite relevant, since it gives further support 

to findings of research, reported earlier, about the role played by country 

characteristics and structural factors in the relationship between economic growth 

and income inequality, also it might have important policy implications. The authors 

suggest that if unequal distribution of assets is proved to have a strong negative effect 

on economic growth, then policies that enhance the number of people who are able to 

access credit markets could contribute to accelerating economic growth.

The mechanisms through which an unequal initial distribution of income might affect 

subsequent growth are addressed by both Deininger and Squire (1997) and Garcia 

Cecilia (1994). Garcia (1994) reviews a group of papers that examine whether there 

exists a causal relationship between inequality and long-run growth. According to 

Garcia, there have been two theoretical approaches. One of them focuses on political 

decisions about income redistribution through taxes -the political mechanism^^-, 

while the other looks at how inequality affects the opportunities of individuals to 

invest in their education and thus its implication on growth rates -the educational 

m echanism ^T he first group shows that inequality harms growth, while the second 

group finds a U-shaped relationship between inequality and growth. So, based on the 

first group one could speculate that more egalitarian distributions would tend to 

favour growth, while from the latter group no definite relationship can be predicted^"^. 

According to Garcia (1994), there is little empirical evidence on the political 

mechanism which gives little support to it, suggesting that there are other links, while 

some empirical support is found to the educational mechanism from both the 

evidence that it is redistribution towards the middle class that tends to have the 

greater impact on growth and from the correlation between inequality and schooling 

variables. Similar approaches are empirically tested by Deininger and Squire (1997) 

who also reach similar results. Also, Alessina and Perotti (1993) find that the 

evidence is inconclusive on the political channel.

The argument is that redistributive taxes reduce investment incentives and, as a consequence, the 
rate o f accumulation.

This is based on the view that lower stock o f human capital determine lower growth.
The works reviewed by Garcia (1994) are: Alesina and Rodrik (1991) and Persson and Tabellini 

(1992a, 1992b) for the redistribution approach, and Galor and Zeira (1993), Glomm and Ravikumar 
(1992), Saint-Paul and Verdier (1992a, b, c), Garcia Penaloza (1993), and Perotti (1993), for the 
educational approach (See reference details in Further References).
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Forbes (2000) challenges empirical works which have reported a negative 

relationship between inequality and subsequent economic growth, arguing that there 

are a number of potential problems with these works such as lack of robustness in the 

estimates, measurement errors in inequality, and omitted variable bias. This author 

argues that when adding explanatory variables or regional dummies, the coefficient 

on inequality often becomes insignificant. Also, a negative bias in the relationship 

can be introduced by measurement errors from, for example, underreported inequality 

statistics, or from omitting variables such as the level of corruption, which tends to 

be positively correlated with inequality and negatively correlated with growth. So, 

using an improved data set, which not only reduces measurement errors, but also 

eliminates a potential source of omitted variable bias, Forbes’ (2000) results suggest 

that in the short and medium term, an increase in income inequality has a significant 

positive impact on subsequent economic growth. This result can be interpreted as 

saying that as long as one looks within the same country increases in inequality 

promote growth in the short -and medium- term. However, Banerjee and Duflo 

(2000) report works that find no relationship between inequality and growth, but 

when the sample is broken up into poor and rich countries a negative relationship in 

found in the sample of poor countries, while a positive relationship is found in the 

sample of rich countries. This finding is quite interesting since it suggests that the 

pro-equality argument would be plausible for poor countries, while in the case of rich 

countries the pro-inequality argument might be more applicable.

Forbes’ (2000) work is focused on the short -and medium- term relationship and the 

author admits that these results do not directly contradict the previously reported 

negative relationship between inequality and growth, since the positive impact of 

inequality on growth could either diminish or reverse in the long-term. It is 

interesting to observe also that Forbes’ (2000) work is intended to give empirical 

support to theoretical arguments such as "...in more unequal societies, the medium 

voter will elect a higher rate of taxation to finance public education, which will 

increase aggregate human capital and economic growth" (Forbes, 2000, p. 1-2). 

However, this would be a long-term effect rather than a short-term effect. In the 

short-term, it is more reasonable to expect that redistributive taxes (higher taxes) 

would reduce investment incentives leading to lower growth.
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3.7 Conclusions

If one had to summarise in few words the main conclusions drawn from the 

discussion presented in this chapter, one should say that despite the literature about 

the relationship between economic growth and income inequality is huge and the 

debate has been very long, no definite relationship has been found and that we are 

still far from generalising the channels through which economic growth affects the 

distribution of income. The analysis of inequality changes that have taken place 

within individual countries and their causes is perhaps one of the best contributions 

to clarify how economic growth affects income inequality.

Savings seem to be one of the key variables in the whole debate. It was shown in 

Chapter 2 that in classical theories savings are a relevant variable in explaining not 

only the process of economic growth, but also how this process relates to the 

distribution of income. This chapter has shown that the current debate has been 

mainly around the Kuznets’ hypothesis, which achieved a paradigmatic character 

during the 1970s, being its basic assumption that only the upper-income groups save, 

in line with Kaldor’s view presented in the previous chapter. Despite Kuznets’ 

warning, the argument that the initial inequality in the distribution of income in DCs 

led to accumulation of savings which financed investment and thus promoted growth 

has been translated to the LDCs context, although some scholars have shown 

evidence that there are not enough reasons to think that the savings of the higher- 

income groups in LDCs will lead to acceleration of economic growth as it happened 

in today’s DCs. In fact, most of the empirical works are based on cross-country 

analysis which use a mixture of data from DCs and LDCs, disregarding the economic 

and political links between many DCs and LDCs. Even more, there are some 

empirical evidence that suggests that the sign of the relationship between inequality 

and economic growth can switch from positive to negative depending on whether the 

country is rich or poor, or on whether the relationship is seen in the short -or long

term.

83



Therefore, it is safe to say that the Kuznets’ hypothesis has received little empirical 

support. The process described by Kuznets is not inevitable. The downturn 

predicted by the Fei-Ranis extension of the Lewis Model is not automatic. On the 

contrary, there is empirical evidence which gives support to the view that the impact 

of economic growth on income distribution depends more on the "type" of economic 

growth and the policies pursued than on the level of per capita income or the rate of 

growth. It seems that the way in which growth is promoted is what matters for its 

effects on income distribution.

In the case of Latin-American countries income inequality mirrors the economic 

cycle. Qualitative differences have been found between growth before and after the 

debt crisis. One year of recession can cancel the inequality reduction effects of more 

than one year of growth, according to some empirical works. Recessions in Latin 

America have significantly increased inequality, while growth has been ineffective in 

reducing it.

Therefore, since according to many scholars the extent of inequality has been found 

strongly associated with education, the extent of direct government economic 

activity, population growth rate, urbanisation, importance of the agricultural sector in 

total production (Fields, 1988; Adelman and Fuwa, 1994; Jha, 1996), the specific 

characteristics of a country such as political system and natural resources (Matyas, 

Komya and Macquarie, 1998), and other structural factors such as barriers to entry 

into high-income jobs, the structure of capital markets and limited access to credits, 

the existing distribution of property ownership, and the inheritance system (Harris, 

1993), it seems that looking at the relationship between economic growth and that 

type of factor, within the boundaries of individual countries, is a relevant 

contribution in establishing the links between economic growth and income 

inequality.

In this sense, 1 will look at the specific case of Venezuela, the reason why Chapter 5 

is dedicated to describe the recent evolution of the Venezuelan economy in order to 

understand not only the specific context within which this research will be carried 

out, but also the specific characteristics of the economy, the type of growth followed
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in Venezuela, shedding light on the specific channels that economic growth might 

affect the Venezuelan income distribution. But first, in the next chapter, I discuss the 

methodology on which this research relies.
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CHAPTER 4

Research Methodology

4.1 Introduction

The purpose of this chapter is to explain the methodologies which are applied in the 

analysis of both the levels and the changes of income inequality in Venezuela during 

the period 1989-1997, and which constitutes the core of this research. Therefore, the 

chapter focuses on inequality measures and their applications which are aimed at 

explaining income inequality, and consist basically of decomposition techniques. 

This is addressed in sections 4.2 and 4.3. Also, a detailed description of the database 

used by this research is provided in section 4.4 while, in section 4.5, I justify the 

basic unit of analysis that was chosen.

However, before entering into the discussion of the measurement issue, it is worth 

describing briefly some other tools used in the analysis of the distribution of income 

in Venezuela in 1997 (Chapter 7), and its changes over the period 1989-1997 

(Chapter 9). This analysis is based mainly on diagrams of distributions of frequency 

and tables showing income shares, which also give an idea of the extent of income 

inequality in the country. Thus, after arranging the population in increasing order 

according to the income level of each income recipient unit, and dividing the 

population into tenths, the overall income distribution is shown considering the 

income held by each decile. If income were equally distributed, then each decile 

would hold 10 percent of the total income. The extent to which income holdings vary 

from this scheme gives an indication of the degree of income inequality. Some of the 

inequality measures, such as the Gini coefficient, are based on this concept 

(Goodman, Johnson and Webb, 1997).

The population is divided into sub-groups according to some characteristics of the 

household head^ to observe the distribution of the different sub-groups across the

' The income recipient unit used by this research is the household.
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population. The population is then divided into quintiles (deciles) from the poorest to 

the richest, with the proportion of each sub-group within each quintile (decile) then 

calculated. A completely even distribution would result in 20 (10) percent of each 

sub-group being found in each quintile (decile). Again, the extent to which the 

distribution varies from this scheme gives an indication of the degree of income 

inequality, not only within each sub-group, but also between sub-groups. The 

description is also supported by the calculation of the most used statistical 

instruments, such as means and medians.

Despite the fact that labour earnings shares a very large proportion of total household 

income for most of Venezuelan households, as shown in Chapter 7, it is worth 

highlighting that the subject of my research is the effects of economic growth on 

income inequality rather than on wage inequality. Therefore, the analysis is focused 

on the whole population rather than on any specific sub-group within it, although the 

decomposition analysis constitutes an important part of my methodology, since 

causes of level and changes of the overall income inequality can be found at the sub

group level and, economic growth affects differently the various sub-groups of the 

population, thereby shedding light on the channels through which economic growth 

affects overall income inequality.

4.2 Measurement of inequality

Many ways of measuring inequality are found in the literature. Cowell (1995) gives 

details of at least twelve inequality measures for both continuous and discrete 

distributions. Among those applying to the latter, which are used in the present 

research, it is worth mentioning the measures which are otherwise most widely used, 

such as the Gini Coefficient, the Atkinson index (for various levels of aversion to 

inequality) and those collectively known as the Generalised Entropy Family (GEF).

The most extensively used summary measure of inequality is the Gini Coefficient, 

which can be derived from a particular graphical presentation of the income 

distribution known as the Lorenz Curve (Figure 4.1). The Lorenz curve plots income
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shares against population shares. The population shares are lined up in order of 

income, increasing from the left to the right, along the horizontal axis, while the 

respective cumulative income shares are lined up along the vertical axis. When there 

is complete income equality the Lorenz curve is the 45-degree line that joins the 

origin to the top right-hand comer of the diagram, meaning that the bottom 10 

percent of the population receives 10 percent of total income in the economy, the 

bottom 20 percent receives 20 percent of total income, and so on. On the other hand, 

the situation of complete income inequality is represented by a "curve" coinciding 

with the horizontal axis and the right-hand side vertical axis, meaning that only one 

person receives all the income and that everybody else receives none. A typical 

income distribution is represented by a curve which lies below the 45-degree line, as 

is shown in Figure 4.1, meaning that those with the lowest income share a higher 

proportion of the total population than they do of the total income. Thus, the Gini 

coefficient is defined as the ratio of the area between the Lorenz curve and the 45- 

degree line and the whole area under this line.
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Figure 4.1 The Lorenz Curve

Algebraically, the Gini coefficient has been displayed in the literature in many ways. 

The most frequent way is as follows:



S  ly, - y j \
yU j= l

where n is the number of individuals (or income units) in the population (or sample), 

yi and jj  are the incomes of individuals i and j  respectively, being i , j e  (1 ,2 , ... , n), 

and p is the arithmetic mean income of the total population.

But also, when the individuals (or income units) are numbered according to their 

income rank, that is y] < y2 < ... < y„, the Gini coefficient can be written as it is 

found in Shorrocks (1983)

n + 1
Yi

or as it is found in Goodman, Johnson and Webb (1997)

Gini=  Ê  i(y , ~ fi)n y U

The Gini coefficient takes on values between 0 and 1, representing the two extreme 

situations of complete equality and inequality respectively as described above. 

However, there are two cases in which the value may fall out of this range. One is 

when the mean income is negative and yielding a negative coefficient, and the other 

is when there are some very large negative incomes in which the coefficient may be 

greater than 1 (Litchfield, 1999). An advantage of the Gini coefficient is that zero 

income is a possible value. Another feature of the Gini coefficient is that it is more 

sensitive to income transfers in the middle part of the distribution than in the 

extremes (Atkinson, 1970).

The Atkinson index is given by
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Af = 1 - —
i= i  V A* y

X -.

where the real parameter £ is non-negative and represents ones aversion to income 

inequality, with higher values representing a greater distaste for income inequality, 

meaning that society is more concerned about inequality (Atkinson, 1970). The 

Atkinson index takes on values from 0 to 1, with zero representing no inequality. The 

values of s  also reflect our concern with redistribution whether at the top tail (low 

values) or at the bottom tail (high values) (Cowell, 1995).

The GEF is a class of measures which is given formally by

GEF(c) =
1

nc(c -1 )
- 1 ; c 7̂  0 ,1 ,

where c is a real parameter with corresponding (limiting) expressions for c = 0 and 

c = 1 (Shorrocks, 1984). Inserting the formula c = 1 - £ , the measures are ordinally 

equivalent to the Atkinson index, for values of c < 7 (Cowell, 1995). Specifying a 

high positive value of c yields a GEF index which is more sensitive to transfers at the 

top end of the income distribution, while a low value would yield an index which is 

particularly sensitive to income changes in the lower tail of the distribution; 

FHospital’s rule yields the indices for the limiting cases c = 0 and c = 1 (Cowell and 

Jenkins, 1995), being these indices given by

1 ° u 
GEF(O) = - Y l o g  —  

n iTi yj

1
GEF(l) = — log—
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GEF(O) and GEF(l) are also known as the mean logarithmic deviation (MLD) and 

the Theil index, respectively. According to Litchfield (1999), c = 7 applies equal 

weights across the distribution. Specifying c = 2 in the GEF(c) formula yields

GEF(2)= ^

There is a relationship between GEF(2) and the coefficient o f  variation (CV) as 

defined by Cowell (1995), so that GEF(2) = 0.5CV^, since CV is defined as

cv= —

where V is the variance given by

n i = 1

In fact, CV  emerged as a way to overcome the dependence of the variance (one of the 

simplest measures of inequality) on income scale. That is, for example, doubling all 

incomes in the distribution (which leave the distribution unchanged) would 

quadruple the value of V. Obviously, this is not a desirable property of an inequality 

measure and raises the need of considering the criteria that the inequality measures to 

be used by this research must satisfy in order to yield consistent results. In doing this 

I am adopting the structural approach to inequality measurement discussed by Cowell 

(1995)^. This approach is based on a set of principles (or axioms) that the analysts of 

inequality might think that inequality measures ought to meet. These axioms are:

 ̂Cowell (1995) outlines three approaches o f constructing an inequality measure. The first is based on 
social welfare functions from which inequality judgements are made and inequality measures are 
derived. From this approach the Atkinson’s index is derived which requires to know how strong 
society’s aversion to inequality is in order to produce a value o f the inequality statistic. The second 
approach uses the problem o f comparing probability distributions to quantify inequality. The Theil 
index is derived from this second approach. The final approach (the structural one) is to specify a set 
of axioms to determine an inequality measure.
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i) Principle o f transfers

An inequality measure satisfies the principle of transfers if, given a transfer from a 

richer person to a poorer person, and without changing their relative position in the 

distribution, the index decreases or remains constant and if, given a transfer from a 

poorer person to a richer person, again without changing their relative position in the 

distribution, the index increases or remains constant. More formally, given the 

distribution of income y = (yi, yi, »• , yn) and the inequality measure /, consider two 

individuals i and j  with incomes y, and yj , respectively, such that y, > yj and 

consider the transfer Ay from the richer to the poorer yielding to a new distribution 

y* so that y ,. Ay > yj + Ay, then the principle of transfers is satisfied iff l((y*) < I(y f. 

All inequality measures presented earlier satisfy this axiom.

ii) Income scale independence

This principle requires that the inequality measure should remain the same when all 

incomes are multiplied by the same scalar. Bourguignon (1979) refers to this 

principle as the income-zero-homogeneity property, since it can be expressed 

formally in terms of a homogeneous function of degree zero so that, being y  the 

distribution of income, I  the inequality measure and a  any positive scalar, then l(y) = 

l(cxy). All inequality measures seen above satisfy this axiom, with the exception of 

the variance V.

in) Principle o f population

If a particular distribution of income is merged with another identical distribution, 

and the inequality measure is the same for each distribution and for the combined 

distribution, then it can be said that the inequality measure satisfies the principle of 

population. What this principle says is that the inequality measure should not depend

 ̂ Cowell (1995) qualifies this principle as the weak principle o f  transfers, since all that it requires is 
that the index should increase or decrease, according to whether the transfer is from a poorer to a 
richer person or vice-versa, but it says nothing about the magnitude o f the change. A lso, Bourguignon 
(1979) and Litchfield (1999) refers to this principle as the Pigou-Dalton transfer principle.
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on the number of income recipients. All the inequality measures presented in this 

chapter satisfy the principle of population.

iv) Decomposability

This principle requires a consistent relationship between inequality in the whole of 

society and inequality in its constituent parts (sub-groups), meaning that if inequality 

increases (decreases) within each sub-group of the population, then total (aggregate) 

inequality should increase (decrease). Thus, an inequality measure satisfies the 

decomposability principle if total inequality can be expressed as a monotonie 

increasing function of the sub-group inequality levels.

Difficulties in decomposing the Gini coefficient arise in the sense that it is possible 

for this index to register a decrease in overall inequality despite registering an 

increase in inequality in every sub-group of the population (Cowell, 1995)" .̂ It has 

been shown that the members of the Generalised Entropy Family satisfy all the 

axioms discussed above (Bourguignon, 1979; Shorrocks, 1984; Cowell, 1995), and 

this makes them appealing for decomposition analysis which is in fact the core of the 

present research. Hence 1 focus particularly on the GEF of inequality measures for 

decomposition purposes, although the Gini coefficient will be used also as a measure 

of overall inequality.

4.3 Decomposition anaiysis of inequaiity

Inequality decomposition is a technique suitable for the assessment of the 

contribution to overall inequality of particular characteristics of the population, 

shedding light on both the structure and the dynamics of total income inequality.

 ̂ Bourguignon (1979) and Mookherjee and Shorrocks (1982) show that the difficulties in 
decomposing the Gini coefficient arise from the overlapping o f the range o f incomes in any sub-group 
o f the partition o f the population with that o f any other sub-group, which is normally the case. 
However, Yao (1998) reports a number o f methodologies for decomposition o f  the Gini coefficient, 
many o f  them complicated and impractical, and proposes an alternative procedure o f decomposition o f  
the Gini coefficient that takes account o f the overlapping problem, and in which all the calculations are 
conducted in a programmed spreadsheet without using matrix algebra, integration, regression and 
covariance.
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These techniques have been widely applied in empirical works attempting to explain 

inequality trends in the UK (Mookherjee and Shorrocks, 1982; Jenkins, 1995), the 

impact of income components on income inequality in the USA (Shorrocks, 1983), 

the effect of earnings inequality on total inequality in China (Coady and Wang,

1997), the roles of structural factors in Brazilian inequality (Ferreira and Litchfields,

1998), and the contributions of demographic characteristics and income source to 

overall inequality in Mexico (Székely, 1998). Also, Fields (1980) provides 

summaries of earlier applications to developing countries.

These techniques are usually applied in research aimed at assessing the effects of 

income recipient characteristics on income inequality, such as age, gender, education, 

labour force status, etc., and also they are used as an approach for examining the 

influence of different income sources. The latter is particularly appealing in 

establishing the links between macroeconomic variables, such as interest rates, 

wages, etc., and the income sources of individuals and households.

4 .3 .1 Decomposition by population sub-groups

The application of the decomposition techniques consists of specifying a partition of 

the population (the collection of sub-groups) based on some observable 

characteristics of the population, such as age, gender, family type, regional location, 

etc., which in turn yields a partition of the income distribution. Thus, overall 

inequality is regarded as the result of inequality between sub-groups, usually called 

the between-group inequality or explained inequality, and inequality within sub

groups, usually called the within-group inequality or unexplained inequality. Then, 

having a "suitable" inequality measure, overall inequality /  can be written as a 

monotonie increasing function / o f  within-group inequality (Iw) and between-group 

inequality (h). That is, I  = /(/w, h)-

Following the interpretation given by Cowell and Jenkins (1995), if for any specific 

partition it happens that /  = f(ly/, 0), then the characteristic on which the partition
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was based explains nothing of overall inequality, and if I  =f(0, h )  then the partition 

explains all of overall inequality.

For a partition of k sub-groups and using GEF measures, Mookherjee and Shorrocks 

(1982) provide the following decomposition equation:

+ c ( c - l )  ^ ; c  7^0,1 (4.1)

where Ic is the inequality index which belongs to the GEF measures (7c = GEF(c)), Vk 

is the population share of sub-group k, and Àk = is the mean income of sub

group k relative to that of the whole population. In equation (4.1) the first term is a 

simple weighted sum of the sub-group inequalities which measures what has been 

called above the within-group inequality, whilst the second term measures the 

between-group inequality meaning that the between-group inequality is measured by 

assigning the mean income of each sub-group of the partition to each individual 

belonging to the sub-group in question^. For the special cases c = 0 (MLD) and c = 1 

(Theil index) the decomposition equation (4.1) is written as follows:

■ J ,  (4.2)

+ Z  t'kÀ lnÂ  (4 3)

Notice that the weights are population shares in equation (4.2), while in equation

(4.3) the weights are income shares^.

As argued by Cowell and Jenkins (1995), the decomposition techniques permit the 

specification of the amount of inequality "explained" by the characteristic of the 

income recipient that defined the partition of the population. These authors also

 ̂ The between-group component o f overall inequality can be interpreted as the inequality that would 
be eliminated if  the mean incomes o f all sub-groups were equal (Székely, 1998).
 ̂The population share multiplied by the relative mean income 2^ equals the income share o f sub

group k.
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develop a summary measure of the "explained" inequality which is analogue of the 

F? statistic that is used in regression analysis. This measure is calculated by

Rb = ^  (4.4)

Thus, the statistic Rb measures the "explanatory power" of the characteristic in 

question, while 1- Rb can be regarded as the proportion of "unexplained" inequality 

or, as suggested by Székely (1998), explained by characteristics other than the one 

which yield the partition in question.

4.3.2 Dynamic decomposition

What has been explained so far refers to the decomposition of the level of income 

inequality in any one year, this is the static decomposition. However, in order to 

address more directly the question of what causes changes in income inequality, one 

needs to decompose these changes rather than the levels. Several approaches have 

been used in the literature for dynamic decomposition of inequality. Probably the 

easiest way consists of decomposing the inequality index into within- and between- 

group components, as was shown earlier, and then calculating the proportional 

contribution of each factor by simply dividing the change in the between-group 

component by the change in overall inequality^. This would be as follows:

Cb = (4.5)

where Cb represents the proportional contribution of changes in explained inequality 

(by the characteristic which yields to the partition of the population in question), to 

changes in overall inequality in the time interval ( t , t  +1). As a first stage towards the 

dynamic decomposition analysis, I will apply this approach in Chapter 8, since it 

gives an idea of the relevance of changes in the explanatory power of a specific 

characteristic for overall inequality changes.
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However, Cb is only a summary measure of the change in explained inequality in a 

period of time which does not allow us to identify the causes of this "explained" 

change that often counteract one another, such as changes in the population shares 

and relative mean incomes of the different sub-groups. Indeed, the impact of changes 

in the differences between sub-groups on overall inequality depends on changes in 

both population shares and relative mean incomes and, looking at equations (4.1) to

(4.3), one realises that these changes not only impact on the between-group 

component of aggregate inequality, but also on the within-group component. 

Therefore, interpreting Cb as a summary measure of the full effect of changes 

between sub-groups on overall inequality according to the characteristic in question 

would be misleading, since one would be ignoring the impact of changes in both 

population shares and relative mean incomes on within-group inequalities*.

To deal with this problem one needs to decompose changes in aggregate inequality 

rather than calculating proportional changes in explained inequality. According to the 

decomposition equations (4.1) to (4.3), overall inequality values depend only on the 

relative mean incomes, population shares and within-group inequalities. Therefore, 

changes in these three factors will determine changes in overall inequality. So, what 

one needs is to measure, separately, the contributions of changes in these three 

factors to overall inequality changes, and what is relevant when trying to establish the 

channels through which economic changes might have affected income distribution 

during certain periods of time. Mookerjee and Shorrocks (1982) propose an approach 

based on the decomposition principle presented earlier, which takes account of the 

effects of changes in both population proportions over sub-groups and sub-group 

mean income relative to the population mean income. This approach yields an exact 

decomposition of changes in overall inequality that measures the effects mentioned 

above. However, due to the complicated arithmetic involved, and for computational 

purposes, these authors propose an approximate decomposition using the GEF(O) 

index which is more sensitive to changes at the lower end of the income distribution, 

as pointed out earlier. If equal weights across the distribution were required, then the 

Theil index (GEF(l)) would be the suitable choice, but in this case the arithmetic

 ̂This approach was proposed by Székely (1998) and then applied also by Riutort (1999).
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involved by the approach of Mookerjee and Shorrocks (1982) is even more 

complicated and impracticable.

Coady and Wang (1997) put forward a less complicated formula yielding an exact 

decomposition of overall inequality changes that also attempt to measure, separately, 

the influences of changes in both population shares and relative incomes. They also 

applied this approach using GEF(O), although its application using the Theil index is 

manageable and brings the advantage of applying equal weights across the income 

distribution. Therefore, from the static decomposition equation proposed by 

Mookerjee and Shorrocks (1982), and based on the procedure proposed by Coady 

and Wang (1997), I have produced a decomposition equation for overall inequality 

changes using the Theil index as follows:

Bringing back the decomposition equation for the Theil index proposed by 

Mookherjee and Shorrocks (1982), shown earlier as equation (4.3), I have

// = (4.6)

where = —  , being /J,k the mean income of sub-group k, and fi  the mean income

of total population or sample; = —  , being Uk the number of individuals in sub

group k, and n the number of individuals in total population (or sample); while 

is the within-group inequality measured by the Theil index.

Thus, the general functional form for overall inequality measured by 7/ is

/, = I, (v. I ,  I,J  (4.7)

where v , À , and îj^ are all vectors of dimension k.

* In fact, both Székely (1998) and Riutort (1999) interpret Cb as the amount o f  the change in overall
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Differentiating (4.7) with respect to time I obtain:

I calculate the derivatives of 7/ with respect to Vk, JUk, and if^ , which are in equation

(4.8), separately, applying equation (4.6). These are:

dii
In (I)

-  + 1 ) wdX^

=  (III)

Putting the results of the derivatives given in (1), (II), and (III) back into equation

(4.8), shows that the dynamic decomposition of income inequality, using the Theil 

index (/;), can be expressed as follows:

A = + (TermA)

[̂ hv + \  + l)]A +

(Term C)

01.9)

Thus, term A  in equation (4.9) measures the effects of changes in population shares 

of sub-groups to changes in overall inequality (the "reallocation effect"); term B 

captures the contribution attributable to changes in the relative mean income of the 

sub-groups (the "relative income effect"); whilst term C represents the impact of

inequality explained by the characteristic in question.
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changes in the within sub-group inequalities due to changes in unobserved factors 

(the "pure inequality effect").

Following Jenkins (1995), to facilitate the analysis it is convenient to work with 

proportionate changes which is achieved by dividing Æy by the initial value of /;, and 

this implies dividing the terms A, B, and C in equation (4.9) by the initial value of /; 

as well. To illustrate the usefulness of this methodology let us assume that the 

population is partitioned by some specific characteristic, say gender. The 

contribution of changes in the variable gender to overall inequality changes might 

come through changes in either, the number of female-headed households relative to 

male-headed households, or in their relative mean incomes, or in both. Thus, if 

changes in the relative number of female-headed households and male-headed 

households were the most relevant causes of changes in overall inequality, then term 

A should be the largest relative to AIj/Ij . If, instead, changes in their relative mean 

incomes were the most important causes of changes in total income inequality, then 

term B should be the largest relative to A/y/Zy. Finally, if term C is the largest relative 

to A/y//y, then this means that gender does not have "explanatory power" of changes 

in overall income inequality. In Chapter 8 I apply this approach in order to determine 

causes of inequality changes and the possible channels through which economic 

changes might have affected the distribution of income in Venezuela during 1989- 

1997. Also, by calculating the statistic Cb , I address, in the same chapter, the 

differences between both approaches and the risk of obtaining misleading results.

4.3.3 The sub-groups

The division of the population is based on characteristics of the household heads that 

are relevant for policy discussion and an analysis of factors that can be affected by 

economic growth. Thus, I divided the population according to the following 

characteristics:

100



Age

As well as providing the possibility of testing the life-cycle theories, already 

discussed in Chapter 2, the decomposition by age is appealing since, as shown in 

Chapter 6, there has been a maturing process of the Venezuelan population with its 

consequent effect on the age structure of the labour force which may lead to changes 

in relative wage rates and in relative wage growth which, depending on the type of 

economic growth, would have distributional implications^.

Gender

Recessions have pushed female participation in the labour force up, this being one of 

the main features observed in the recent evolution of the labour force in Venezuela. 

This feature might have direct distributional implications through changing the 

women’s income relative to men’s. This might be an equalising (progressive) effect if 

the consequence is a rise in this relative income, and which seems quite likely since it 

has been observed that the level of education of female employees has risen more 

rapidly than that of male employees, and that schooling has been shown as being of a 

high relevance in explaining the level of income. This is addressed in chapters 6 and 

7.

Family Type

The rise in female labour force participation might have an equalising effect among 

couple households, since the increasing participation of women in the labour force 

has occurred mainly among poorer households (Chapter 6). However, it may have a 

disequalising (regressive) impact on overall inequality if the result of this higher 

participation of women in the labour market leads to an increase between the mean 

income of couple households and the mean income of single households (headed by a 

single person).

 ̂ The type o f  economic growth determines the substitution possibilities between younger workers, 
older workers and capital.
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Also, family planning leading to lower fertility may result in both a decline in 

household size and an increase in the share of households with no children in the 

total population. Since larger households are more likely to be found in the poorer 

groups of the population, the former would be a progressive impact among 

households with children, it rising their income per capita.

Education

Many studies from many different countries confirm a strong relationship between 

inequality in the distribution of education and inequality in income distribution 

(Chapter 7). Therefore, this variable must be included in any study that searches for 

causes of income inequality levels. Equalising changes in the distribution of 

education may have a progressive impact on income distribution.

Labour force situation

Changes in the type of economic growth induce changes in the employment stmcture, 

through both changes in the relative importance of economic sectors (government 

and private) and changes in the economic structure, such as the rising importance of 

the service sector. The latter may have an inequalising impact on the distribution of 

income, given the increasing importance of the financial sector offering higher levels 

of earnings, but sharing lower proportions of total employment which would increase 

not only inequality among non-manual workers, but also between manual and non- 

manual workers.

Along with changes in the type of economic growth, the economic cycles have 

distributional impacts through changes in the unemployment rate and the level of 

informal employment. The former may have a disequalising impact, increasing the 

disparity in mean income between worker-headed and non-worker-headed 

households, while the effect of the latter is not clear since informal employment is 

found "evenly" distributed across the population (see Chapter 7).
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Thus, all those possibilities are analysed by dividing the population by labour force 

status (employed, unemployed, and inactive), enterprise size, worker category 

(government, private, and self-employed), type of employment (formal and informal), 

occupation category (manual and non-manual), and economic activity.

Region

The regional location of economic and political activities implies differences in 

levels of economic development between regions, which in turn implies differences 

in levels of employment and social benefits, yielding differences in living standards 

between geographical regions. One type of economic growth may differ from another 

in the type of economic activities on which economic growth relies. Therefore, 

changes in the type of economic growth along with the economic cycles induce 

changes in the degree of development of the different economic activities, which in 

turn may induce changes in income inequality between geographical regions.

Income source

Household incomes come from different sources, and these sources are differently 

distributed throughout the population. Labour earnings is the most important income 

source of Venezuelan households (see Chapters 6 and 7). Therefore, wage inequality 

might account for a large proportion of overall inequality. However, changes in other 

sources of income, such as property rents and interests which are received by a 

reduced number of households, might also have important influences in overall 

inequality. For example, the sale of equities to the public during the privatization 

process of some state enterprises during the 1990s may have increased the 

importance of assets as a source of income for some households, thereby having a 

regressive effect on overall inequality in Venezuela. Likewise, holding assets is used 

as protection against the effects of high inflation having a further disequalising effect. 

But the other side of the coin is that households having a relatively large amount of 

income from investments may see their living standard deteriorated during 

recessions.
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Unfortunately, due to data limitations that I explain in the next section, these effects 

cannot be analysed during the period 1989-1997. However, using the information on 

income source provided by the data since 1994, I was able to identify which 

households receive income from which source, although not the amount received, 

and thus to analyse the distribution of households according to their income source 

across the population in 1997 (Chapter 7).

104.4 The data sets

The data sets are the Encuesta de Hogares por Muestreo (household surveys) for 

1989-1997, which is raw data available in CD roms, and tabulated data included in 

the publication Encuesta de Hogares por Muestreo: 1967-1997 30 Anos, both 

produced by the Oficina Central de Estadistica e Informâtica (OCEI), which is the 

government statistical office of Venezuela. The former is the main dataset used by 

this research providing the base for the analytical work (Chapters 7 to 9), while the 

latter is used for the description of the evolution of the labour force in Venezuela 

(Chapter 6).

The household survey is conducted at the national level covering both urban and 

rural areas, and excluding the population inhabiting in collective households, such as 

hotels, hospitals, prisons, headquarters and c o n v e n t s a s  well as the native 

population living in the tropical forests and federal dependencies. The design of the 

survey is adjusted to the official division by regions of the country which is as 

follows: Capital, including the states of Distrito Federal and Miranda; Central, 

including the states of Aragua, Carabobo, Cojedes, Guârico; C entral West, 

including the states of Falcon, Lara, Yaracuy, and Portuguesa; Zulian, including 

the state of Zulia; Andean, including the states of Barinas, Mérida, Tâchira, 

Trujillo, and the Pâez district which is part of the state of Apure; South, including 

the states of Apure (excluding the Pâez district), the Cedeno district which is part of 

the state of Bolivar, and Territorio Federal Amazonas; Northeast, including the

All the information provided in this section has been taken from OCEI (1987).
" This includes also those families which, although being an independent group, live in these 
collective households, such as caretakers, porters and directors.
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States of Anzoâtegui, Monagas, Nueva Esparta, and Sucre\ and G uayana, including 

the states of Bolivar (excluding the Cedeno district) and Territorio Federal Delta 

Amacuro.

In the period covered by this research the survey was conducted twice a year. In this 

research the second semester survey of each year is used. The data is collected 

between January 20th and June 20^\ with March 30th being the referential date for 

the first semester, and between July 14th and December 12^\ with September 30th 

being the referential date for the second semester.

4.4.1 The variables

The variables considered are linked to the general objective of the survey, which is to 

provide information about the structure and evolution of the labour force in 

Venezuela, in particular about employment, unemployment and the informal sector. 

These variables are grouped in four categories. First, those related to the basic 

characteristics of the general population which include: the relationship of each 

occupant in household with the household head, gender, age, level of education, 

attendance to school, place of birth, and duration of residence in the current district 

or state. Second, those variables related to the characteristics of the population 

participating in the labour force which is divided into two sub-groups. One sub-group 

is related to the employed population, including variables such as number of hours 

worked per week, groups of occupation (worker category: whether manual or non- 

manual according to government or private sector, and self-employed), occupation 

category (professional or technician, manager, director, owner, office worker, vendor, 

and manual worker), duration of the current job, economic activity, informality 

(whether it is an informal job or not), and monthly income. The second sub-group of 

variables are related to the unemployed population, including number of worked 

hours a week in the latest job, economic activity, occupation and worker category, 

monthly income in the latest job, number of first-time job seekers, and 

unemployment duration. The third category of variables are related to the 

characteristics of the population not currently participating in the labour force.
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including the number of persons who are willing to get a job in the future (potential 

labour), occupation category, unemployment duration, and experience in his/her 

occupation category (number of years). Finally, the fourth category includes variables 

related to the characteristics of the house such as type of house (house, flat, etc.), 

number of rooms, services (electricity, water supply, sewer, bathrooms, etc.), and 

tenancy.

4A.2  Basic definitions

The basic definitions relating to the labour force used by the survey are also used in 

this research in order to retain consistency with official definitions. Thus, the survey 

regards the labour force as being composed by persons belonging to the 15-64 age 

group of the population who are currently working or actively seeking a job. The 

labour force is divided into two groups: employed and unemployed. Employed is the 

group of individuals of 15+ years of age who currently have a job (either with 

remuneration or not) in any of the following categories: hired by an enterprise, 

employer, owner, or self-employed. Among the employed group, those individuals 

who, as not being professionals (holding higher education degree), are self-employed 

along with those who are working for enterprises with less than five workers, are 

regarded as belonging to the informal sector. The unemployed group is formed by 

both those individuals of 15+ years of age who are either redundant and actively 

seeking a job or seeking a job for the first time (first time job-seekers). Those 

individuals who, as not being employed, are not currently seeking a job, such as some 

students, housewives, renters, or pensioners, along with those who are incapable of 

working, do not form part of the labour force (inactive).

The income reported by each individual in the 1989-1994 surveys is given in one 

monthly, or weekly, amount. In the 1995-1997 surveys, monthly income is reported 

in three amounts; wages, other labour earnings such as bonuses, tips, etc., and other 

income such as pensions, transfers, property rents, and interests. However, the two 

latter amounts are not broken down by income source, with this fact being an 

impediment for decomposition analysis of inequality by source of incomes.
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4.4.3 The questionnaires

The information relating to the three main units of analysis (houses, households, and 

individuals) is collected through a questionnaire that is divided into two parts. The 

first part is called Tarjeta de Registro del Hogar (TRH) and is devoted to collecting 

information pertinent to the house in order to allow its identification, location and 

description, and also to the household in order to determine its structure. The 

questions refer to the type of house (house, flat, etc.), house tenancy, services 

(electricity, water supply and sewer), number of rooms, identification (number or 

name) of the house, and its geographical location. In relation to the household 

structure, the questions refer to the relationship between each occupant and the 

household head, level of education of each occupant, sex, marital status, age, 

previous residence, duration of the previous residence, date of birth, and duration of 

the current residence.

The second part of the questionnaire is called Tarjeta de Mano de Obra (TMO), and 

is addressed to occupants who are 10+ years of age. The information collected 

through this part is for the aim of classifying each individual according to his/her 

participation in the labour force and the characteristics of his/her participation. The 

questions refer to what the person did the week previous to the interview (whether 

he/she worked or not, whether he/she sought for a job or not, or why they were not 

seeking for a job), number of hours worked, employment (unemployment) duration, 

worker category, occupation category, economic activity and enterprise size. The set 

of questions referring to what the person did the previous week is aimed at building 

up a "summary code" which allow the classification of each individual according to 

his/her participation in the labour force (see details in the Appendix 4.1). The same 

summary code was used with this research to classify individuals according to their 

labour force status (see Chapters 7, 8 and 9).

The questionnaire changed twice (1994 and 1995) during the period 1989-1997. 

However, no change in variable definitions was introduced in order to keep 

comparability. The main differences introduced in the 1994 questionnaire were 

related to the questions aimed at the collection of information about the house and
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also about enterprise size^^, employment duration, union status, and collective- 

contract status of workers. The latter three were not included in the 1989-1993 

questionnaires. The number of questions increased from 33 to 62. The most 

important difference introduced in the 1995 questionnaire, in terms of the objectives 

of the present research, is that which is related to the income sources already 

mentioned above.

4.4.4 The sample

The selection of sample units is undertaken in three stages using random selection 

techniques so that each household has the same probability to be chosen. The 

procedure is as follows: the urban areas of the country are divided into sectors of 

1000 houses and each sector is in turn divided into 5 segments of 200 houses, while 

the rural areas are divided into sectors of 200 houses, with no segmental division. 

Each segment (sector in rural areas) is divided into areas of 50 houses 

(approximately). Thus, from each rural sector one area is selected from which 10 

households are chosen, while from each urban segment two areas are selected from 

which 5 households are chosen.

Sectors, segments and areas are chosen with a probability proportional to the number 

of houses reported by the census, while the households are selected with the same 

probability within each area. The proportion of households in the sample is given by

f  = Pi .p2-P3

where pi, P2, and pj  are the choosing probabilities of a segment (sector in rural), area 

and household respectively. These probabilities are calculated as follows:

In the 1989-1993 questionnaire the options given for enterprise size were "less than 5 workers" and 
"5 workers or more" only, while in the 1994 and 1995 questionnaires there were five categories; "less 
than 5 workers", "between 5 and 20 workers", "between 21 and 50 workers", "between 51 and 100 
workers", and "lOO-H workers".
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Where

MtBi

Ni

M

Aj

Ta

b

MtBj. A j b
Pi = n   ; P2 = — —  ; P3 =

X m „,. l A j
1=1 j = 1

Measure of the i-segment calculated by N /IO

Number of households in the i-segment (given by the census)

Total of segments

Measure of the j-area calculated by Ta/10 

Number of households in the j-area 

Number of selected households in the area

The sample size is approximately 55,000 households each semester at the national 

level for the years 1989-1993, and 22,000 for the years 1994-1997. One sixth of the 

sample is rotated each semester, meaning that each household is kept in the sample 

for three years. This means that two thirds of the households coincide in the sample 

during three years, giving the possibility of working with this part of the sample as a 

panel data. This important feature offers the advantage of following the changes in 

the living standards of each particular household, providing information on sub

group mobility in the distribution of income along a period of three years. This kind 

of analysis provides more precise information on how economic changes have 

impacted on the living standards of specific sub-groups and, in turn, more precise 

information about sub-group responsibilities for the contributions to overall 

inequality changes during the specified period.

4.4.5 The over-representation problem

According to the sample selection described above, each region of the country should 

be represented in the sample according to its population size. However, after 

comparing the population shares of each region in the sample with those reported by 

the census, an over-representation of the Guayana region was found, which was 

particularly large in the 1989 survey, although much less significant in other surveys 

used by this research. The reason being for this over-representation is that, in
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agreement with OCEI, the household survey in Guayana region is conducted by 

Corporacion Venezolana de Guayana (CVG) which, due to its own interests, has 

included in the sample a larger number of households than that suggested by the 

procedure described earlier^

To test the possible bias-effect that this over-representation may have on my 

conclusions I calculated a set of statistics which are involved in the income inequality 

analysis which was carried out by this research using the 1989 and 1992 surveys. The 

calculations were conducted in three stages. The first one excluding the Guayana 

region from the sample, the second considering the Guayana region only, and finally 

using the whole sample. The results are shown in Tables 4A.2.1 to 4A.2.3 included 

in Appendix 4.2.

One is expected to find differences in the results when any region is excluded from 

the sample, even in the case that that region was not over-represented, but these 

differences should not be significant. Fortunately, no unexpected result was found. 

Comparing the results with and without the Guayana region no significant differences 

are observed. Only the results regarding population share of the government group 

(worker category), and which reflects on other figures, deserves some comments 

(Table 4A.2.1). In the 1989 survey, the much higher proportion of households whose 

heads were working in the government sector in the Guayana region increases this 

proportion in the whole sample. In fact, mining activities (except petroleum) are 

concentrated in Guayana, and all of them are state-owned industries being the main 

economic activity in this region. This fact reflects in an also higher proportion of 

both formal and manual groups when the Guayana region is incorporated into the 

sample. However, notice that these differences are not significant at all in 1992.

Regarding inequality indices no significant differences were found either (Table 

4A.2.3). Moreover, it is interesting to observe that, despite inequality indices are 

slightly higher with the Guayana region included than without this region in 1992, 

they are still lower than those in 1989 which is consistent with the conclusion that

This information was provided, via email, by Gabriela Quevedo who is the person in charge o f all 
the matters related to household survey processing at CISOR (Centro de Investigaciones en Ciencias
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inequality decreased between 1989 and 1992 in Venezuela, as shown in Chapter 9. 

The trends observed for 1995 and 1997 are also consistent with the conclusions 

obtained in Chapter 9.

Therefore, it must be stressed that the analysis and conclusions obtained by this 

research regarding income inequality are not affected by the over-representation 

problem described above.

4.4.6 The under-reporting problem

Changes in the methodology used for collecting information, also changes in both 

codification and variable definitions, and the truthfulness of the information provided 

by the person being interviewed, might complicate any straightforward comparison 

when using the data provided by household surveys. Apart from the changes in the 

questionnaires, already mentioned, in the Venezuelan household surveys there has 

not been any significant methodological change that could affect comparability 

during the period 1989-1997. However, a high degree of under-reporting of income 

has been observed when making a comparison with the figures provided by the 

Central Bank of Venezuela. There are several reasons that may explain the 

differences. One is the vague way in which the question is formulated^"^, yielding a 

very round figure as individuals tend to report income net of all deductions. Another 

reason is caution in reporting the amount of income which usually is much lower 

than the real one. Therefore, the degree of under-reporting depends on the level of 

income so that the higher the income received, the higher the difference is under

reported. Under-reporting might also be associated with the source of income, since 

individuals tend to under-estimate income from sources such as financial assets, 

transfers, etc.

But there are also other important sources of disparities which are not attributable to 

under-reporting. One is that the Central Bank of Venezuela includes payments to the

Sociales).
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social security system and similar expenditures in the account of labour remuneration 

which are not reported as household incomes in the surveys, whilst another source of 

difference is that the income reported by household surveys includes that of the 

informal sector and owners. These differences, along with possible errors in either 

the National Accounts or the surveys, make worthless any comparison between the 

aggregates in the surveys and the figures for labour remuneration provided by the 

Central Bank.

Some adjustment could be made using household surveys on expenditures. Thus, 

assuming that under-reporting occurs at all levels of income, although much larger in 

higher-income households, the difference between reported income and reported 

expenditure for the same year can be used to adjust income level at all deciles. Then, 

the difference between the new total income and labour remuneration reported by the 

Central Bank can be used to adjust household incomes at the top end of the 

distribution. Unfortunately, only one survey which includes information on 

expenditure is available, and this is for 1988^^.

Székely (1998) reports several attempts to achieve some degree of comparability 

between surveys in the case of Mexico. Some of these adjustments assume that the 

degree of under-reporting depends on the income level of each household, while 

others assume that it is more associated with the source of income. But, as the author 

argues, any attempt to adjust the surveys involves a high degree of arbitrariness and 

inaccuracies as it is almost impossible to identify the causes of the differences.

However, what is relevant for analysis of changes is the variability of the degree of 

under-reporting (or disparities) from one survey to another. Fortunately, no 

significant variability in the case of the surveys used by this research was found for 

the years 1989-1996^^. Therefore, any conclusion regarding changes in income

In the 1989-1993 questionnaires the question is: Taking into account how much you earned during 
the last three months, how much did you earn on average monthly? For the questionnaires 1994-1997 
the question is: How much do you receive, approximately on average, monthly?

The Central Bank o f  Venezuela has conducted another survey including information on expenditure 
for the year 1998 which was still not available at the moment this research was carried out.

The figure for labour remuneration was not available for the year 1997. To measure the variability 
o f the degree o f under-reporting 1 calculated the difference between the income per capita reported by
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inequality, which is the focus of this research, would not be affected if uncorrected 

incomes were used. For this reason, and the others argued above, making adjustment 

for under-reporting is not worthwhile.

4.4.7 The software

To process the databases I used Stata fo r  Windows, Version 5. Stata is a software that 

is used for statistical analysis, being available for Windows, Macintosh, and Unix 

computers. It is an integrated package (not a collection of separate modules) having 

complete statistical, graphical, data-management capabilities, and it also has a full 

programming language, including a matrix programming language. Stata’s commands 

are ASCII files allowing users to view algorithms and/or modify them. It can be run 

interactively or in batch mode. Stata can input data saved from spreadsheets, read 

data using a dictionary, read any format ASCII data, and convert datasets directly 

from other statistical packages, spreadsheets and databases using third-party 

software. These features make Stata a quite appealing software for manipulating and 

analysing data using statistical and graphical methods, especially large datasets such 

as databases which is my case. Statistical topics include ANOVA and ANCOVA, 

correlation; equality of means, medians or variance tests; Logit and Tobit regressions, 

maximum likelihood estimation, generalised linear models, cross-sectional and time 

series analysis, just to mention a few^^.

4.5 The basic unit of anaiysis

The basic units of analysis commonly used in research on income distribution are 

either individuals or households. Using individuals as the income-receiving unit, that 

is, measuring incomes received by individuals as if all of them lived alone, ignores 

the fact that many of them share in the living standards of other individuals. This is 

the case of children who do not receive any income in their own right, but who share 

in the living standards of their parents or, in the case of elderly people, who live with

the household surveys and the labour remuneration per capita reported by the Central Bank divided by 
the latter. The values were fairly constant for all years 1989-1996.
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their grown-up children who are no longer dependants. Also, there are so many 

couples in which one partner has a job while the other is unemployed. So, an 

individual based analysis would treat children, dependant elderly people, and the 

unemployed partner as in extreme poverty, despite the fact that they could be 

enjoying high levels of living standards.

Therefore, the most convenient income-receiving unit seems to be the household in 

which occupants share in the living standard. However, households are quite 

heterogeneous, ranging from those households which involve only a family unit 

(husband, wife and children) to households containing a number of unrelated 

individuals. This is the reason why it would not be accurate to assume that the 

sharing within households is everywhere equal. Whilst in some, households might be 

fully sharing, such as in some family units, in others the degree of sharing might 

vary. Goodman, Johnson and Webb (1997) discuss several theories that have been 

developed on trying to predict how sharing within a household is determined, but the 

applicability of these approaches relies on information on consumption, or about how 

budgeting occurs within the household and who has control over resources. As the 

authors argue, the sharing issue is important since inequality measured on the 

assumption that there is complete sharing will be lower than that using alternative 

assumptions. Unfortunately, the data available for my research has limitations to 

make feasible the application of the alternative assumptions, since it does not provide 

information on consumption or expenditures. This is the reason why I will be using 

the household as the income-receiving unit, and assuming complete sharing within it. 

But, when the household is assumed as the income-receiving unit, it is important to 

take into account the household size when income is used as a proxy of the living 

standard. The common method used in the literature is dividing total income received 

by the household by the number of its members, leading to the concept of income per 

capita. However, the idea that two can live more cheaply together than two living 

separately raises the need for some different adjustments to household income as a 

measure of the living standard of its occupants. There are goods that can be used by 

all household members at no additional cost. Also, children have different needs than 

adults as they consume special goods and less quantities of other goods. So, children

For more details about Stata see the internet pages www.sata.com and www.timberlake.co.uk.
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should count as a fraction of an adult, the fraction depending on age and on the 

number of children, since the second and subsequent children cost less than the first 

one, as well as the second and subsequent adult in the household should count as a 

fraction of the first adult. In this way, the household size should be measured in 

numbers of adult equivalents instead of numbers of persons.

These adult equivalents are calculated through the use of equivalence scales, for 

which different methods have been developed. Engel’s is the oldest and most 

straightforward one, and is still widely used, which applies the share of the budget 

spent on food as an indication of the welfare between households of differing 

demographic composition^^. Equivalence scales differ one from another in the 

weights given to extra individuals (children or adults) in a household. According to 

Goodman, Johnson and Webb (1997) the extremes are those giving full weighting to 

each individual equivalent to the weight of the first adult in any household (per capita 

measure of income) and giving no weight at all to the second and subsequent 

individuals (raw household income).

Survey data on household expenditures is the basic information needed to construct 

equivalence scales, as such data can be used to study how demand patterns vary with 

the demographic composition of the household (Deaton, 1997). Unfortunately, only 

one survey covering information on household expenditures has been conducted in 

Venezuela by the Central Bank, as explained ear l i e r^and no equivalence scale has 

been constructed, leaving the two extremes mentioned above as the only options 

available in Venezuela. Therefore, I will apply the per capita measure of income, 

since making no adjustment at all for household size would make large households 

appear to be better off than they actually are.

In order to carry out the analysis, the sub-groups are formed, as stated earlier in sub

section 4.3.3, dividing the population based on characteristics of the household head. 

The definition of household head adopted in this research is the same as that used by

For a detailed discussion o f this and other methods see Deaton (1997) and Goodman, Johnson and 
Webb (1997).

The surveys conducted by OCEI are only on household incomes.
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OCEI in the surveys, being this the person identified by the household members as 

the head.
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Appendix 4.1 Summary code

The summary code is the procedure leading to the classification of each individual as 

employed, unemployed (redundant and first-time job seekers), and inactive. The 

classification is made through the questions below and the procedure is shown in the 

following graphs.

Questions o f Consultation

2. What did you do last week?

Possible answers:

1. Worked

2. Have a job but didn’t work

3. Sought ajob

4. Attended school

5. House work

6. Other

6. For what reasons didn’t you work last week?

Possible answers:

1. Illness

2. Bad weather

3. Vacations or permission

4. Strike (conflict)

5. Reparation of equipment

6. New job in 30 days

7. Redundant

8. Seasonal factors

9. Other reasons
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9 . How many hours did you work last week in all your jobs?

11. How many hours a week do you normally work in all your jobs?

15. Have you been seeking fo r  a job during the last months?

20. For what reasons are you currently not seeking fo r  a job ?

Possible answers:

1. Thinks that there is not job available

2. Is tired of seeking for a job

3. Does not know how to seek for a job

4. Has not found the proper job

5. Is waiting for a job

6. Bad weather

I. Is a student

8. Occupied with house work

9. Does not need to work

10. Illness

II . Other

22. Have you ever had a fu ll time or part time job with money remuneration ? 

29. In your job are (were) you:

1. Non-manual worker in government sector

2. Manual worker in government sector

3. No manual worker in private sector

4. Manual worker in private sector

5. Self-employed

6. Owner or employer

7. Assistant with no remuneration
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FINAL
INDENTI-
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INITIAL
IDENTIFICATION
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MOTIVES 5, 6, 7, 8, 9

MOTIVES 1,2, 3 ,4

MOTIVES 1,2, 3 ,4

MOTIVES 5, 6, 7, 8, 9

YES

No

Figure 4A.1.1 Summary code: Procedure to classify individuals according to their labour force status
(part I)
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Figure 4A.1.2  Summary code: Procedure to classify individuals according to their labour force status
(part II)
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Appendix 4.2 The effect of including the Guayana region in the 
sample on both population shares and relative 
mean income by sub-groups, and on income 
inequality

The following tables contain the results of calculations which are aimed at showing 

the effect of over-representation of the Guayana region on the statistics used in the 

analysis of income inequality by the present research. The tables show all the 

partitions used by this research, with the exception of those by enterprise size and 

income source. The information on enterprise size is provided only in two categories 

for years 1989 and 1992, which is useless for the purpose of this work, while 

information on income source is only provided since 1994. The calculations for both 

populations shares and relative mean incomes focused on years 1989 and 1992, since 

the over-representation of the Guayana region was stronger in these two surveys, 

although for income inequality the calculations covered the four surveys used by this 

research.

The information is presented for the sample excluding the Guayana region, for only 

Guayana, and for the whole sample with Guayana included. The tables do not show 

any unexpected results, suggesting no bias on the statistics due to this over

representation.
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Table 4A.2.1 Population shares o f  households groups, according to selected characteristics o f  the 
household heads, excluding the Guayana region, only in Guayana, and including

1989 1992
Groups Without Only Whole Without Only Whole

Guayana Guayana sample Guayana Guayana sample
Age

<21 1 1 1 1 0 1
21 to 30 15 17 16 12 18 13
31 to 40 28 33 30 27 31 27
41 to 50 22 22 22 23 26 23
51 to 60 16 14 15 17 12 16
61 to 70 12 8 10 12 7 12

> 70 7 4 6 8 5 8
Total 100 100 100 100 100 100

Gender
Male 78 77 78 78 76 78

Female 22 23 22 22 24 22
Total 100 100 100 100 100 100

Family type
Couple, no children 15 11 13 15 9 15

Couple with children 61 67 64 59 70 60
Single, no children 12 8 10 13 9 13

Single with children 12 13 13 13 13 13
Total 100 100 100 100 100 100

Level of education
No education 16 9 12 14 7 13

Primary 48 46 47 47 47 47
Secondary 28 36 32 30 37 31

Higher education 8 9 9 10 8 9
Total 100 100 100 100 100 100

Labour force status
Employed 74 78 76 74 77 75

Unemployed 8 7 7 8 7 7
Inactive 18 16 17 18 16 19

Total 100 100 100 100 100 100
Worker category

Government 16 29 22 17 22 17
Private 35 32 33 35 35 35

Self-employed 27 22 25 27 21 26
Boss or employer 10 9 10 11 12 11
Not remunerated 0 0 0 0 0 0

Total 88 91 90 90 90 90
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Table 4A.2.1 (cont...)
1989 1992

Groups Without Only Whole Without Only Whole
Guayana Guayana sample Guayana Guayana sample

Type of employment
Informal 39 33 36 39 32 38
Formal 49 59 54 50 58 51

Total 88 91 90 90 90 90
Occupation category

Non-manuals 53 45 49 52 49 52
Manuals 47 55 51 48 51 48

Total 100 100 100 100 100 100
Economic activity

Agriculture 17 5 11 15 4 13
Mining 0 2 1 0 2 1

Petroleum 1 0 1 2 0 1
Manufacturing 13 24 18 12 14 13

Construction 8 13 10 9 17 10
Electricity, Gas and Water 1 1 1 1 1 1

Trade, Rest., and Hotels 17 17 17 18 20 19
Transport and Communications 7 7 7 7 8 7

Financial Services 4 2 3 4 3 4
Social Services 20 20 20 21 21 21

Total 88 91 90 89 90 90
Source:
OCEI, Household surveys 1989 and 1992 (author’s calculations).
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Table 4A .2.2 Relative mean income o f  groups o f  households, according to selected  
characteristics o f  the household head, without and with the Guayana region. 
Venezuela, 1989 and 1992

1989 1992
Groups Without Whole Without Whole

Guayana sample Guayana sample
Age

<21 0.9 0.9 0.7 0.7
21 to 30 1.0 1.0 1.0 0.9
31 to 40 1.0 1.0 1.0 1.0
41 to 50 1.1 1.0 1.0 1.1
51 to 60 1.1 1.1 1.1 1.1
61 to 70 0.9 1.0 1.1 1.1

>70 0.8 0.7 0.8 0.8
Gender

Male 1.1 1.1 1.0 1.1
Female 0.8 0.7 0.8 0.8

Family type
Couple, no children 1.7 1.7 1.6 1.6

Couple with chiidren 0.8 0.9 0.8 0.8
Single, no chiidren 1.3 1.3 1.3 1.4

Single with children 0.7 0.7 0.7 0.7
Level of education

No education 0.6 0.6 0.6 0.6
Primary 0.8 0.8 0.8 0.8

Secondary 1.2 1.1 1.1 1.1
Higher education 2.2 2.1 2.1 2.1

Labour force status
Employed 1.1 1.1 1.1 1.2

Unemployed 0.8 0.9 0.8 1.0
Inactive 0.4 0.7 0.4 0.8

Type of employment
Informal 0.9 0.9 1.0 1.0
Formal 1.2 1.2 1.1 1.1

Worker category
Government 1.2 1.1 1.1 1.1

Private 1.0 1.0 0.9 0.9
Self-employed 0.9 0.9 0.9 0.9

Boss or employer 1.7 1.7 1.6 1.7
Occupation category

Non-manuals 1.1 1.1 1.2 1.2
Manuals 0.9 0.9 0.8 0.8
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Table 4A .2.2 (cont...)
1989 1992

Groups Without Whole Without Whole
Guayana sample Guayana sample

Economic activity
Agriculture 0.7 0.7 0.7 0.7

Mining 0.7 1.3 0.9 1.2
Petroleum 1.4 1.2 1.4 1.3

Manufacturing 1.1 1.1 1.0 1.0
Construction 1.0 1.1 1.0 1.0

Eiectricity, Gas and Water 1.1 1.0 1.1 1.1
Trade, Restaurants., and Hotels 1.2 1.1 1.2 1.2
Transport, and Communications 1.0 1.2 1.0 1.0

Financial Services 1.8 1.6 1.7 1.8
Social Services 1.1 1.0 1.1 1.1

Source:
OCEI, Household surveys 1989 and 1992 (author’s calculations).

Table 4A.2.3 Inequality indices without and with the Guayana region. Venezuela, 1989-1997
1989 1992 1995 1997

Index Without With Without With Without With Without With
Then 0.40 0.38 0.36 0.37 0.43 0.43 0.51 0.50
Gini 0.46 0.45 0.44 0.45 0.48 0.48 0.51 0.51
CV 1.14 1.13 1.04 1.05 1.19 1.22 1.44 1.42

Source:
OCEI, Household surveys 1989, 1992, 1995, and 1997(author’s calculations).
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CHAPTER 5

The Evolution of the Venezuelan Econom y betw een 
1959 and 1997

5.1 Introduction

The Venezuelan economy is dominated by state-owned oil production and associated 

industries. Oil was discovered before World War I and, by 1920, Venezuela was one 

of the world’s leading exporters of oil. There are substantial other mineral deposits, 

including bauxite and iron ore, the latter refined by the steel industry which was 

nationalised in 1976 and privatised in 1998.

The objective of this chapter is to provide an overview of Venezuelan economy 

evolution during the democratic era, between 1959 and 1997, in order to get a picture 

of the main features that have characterised economic growth and thus understand the 

economic changes during 1989-1997. The périodisation has been made following the 

special events that have deeply affected the economy. Thus, the two first periods are 

marked out by the two oil crises. The third starts with the second oil crisis (1979) 

and covers the period up to the debt crisis. The fourth documents first attempt to 

shift from a state-led economy to a market orientated economy. This last period is 

split into three sub-periods. The first covers the years to 1993 -when the president 

was removed by Congress, a decision that interrupted the application of the economic 

policies intended to liberalise the economy. The second covers a short period when 

controls were reimposed. Then, from 1996, a new attempt of liberalisation is made.

The chapter focuses on the main economic policies applied during the specified 

periods. The possible effects of these policies on income distribution and the 

evolution of the labour force in Venezuela are discussed in the next chapter, while 

the following chapters will focus on the links between the economic changes and 

income inequality changes during 1989-1997. The key economic statistics that
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support this description are provided in tables 5A. 1.1 to 5A. 1.9 included in Appendix 

5.1.

5.2 Quick overview of the first years of democracy: 

1959-1972

The political history of Venezuela was unstable and undemocratic, a provisional 

democratic government only installed in early 1958, when the dictatorship was 

rem oved\ In 1959 an elected democratic regime was established, democracy having 

survived up to present -a record of longevity matched in South America only by the 

Colombian regime. Despite the provisional government’s decision to pay off US$ 1.4 

billion in debts incurred by the dictatorship, foreign and local capitalists were not 

reassured and capital flight ensued (Neuhouser, 1990). Also, the reopening of the 

Suez Canal in 1958 and a mild international recession brought oil prices down, 

reducing Venezuelan national income (Hausmann, 1992) and interest from foreign 

investors in the country.

The new government, facing political instability and being threatened by guerrilla 

actions, was determined to intervene in the economy. Following the announcement 

that no more oil concessions would be granted, foreign investment decreased 

significantly and capital flight accelerated leading to the establishment of exchange 

controls in 1960. Government investment increased in the iron and steel industries 

and also in the sugar, electricity, hotels, transport and petrochemical industries (Toro,

1992). A strategy of import substitution industrialisation (ISI) was launched to 

expand domestic production. Restrictions on imports of domestically produced goods 

were imposed and multiple exchange rates were introduced to increase the costs of 

"nonessential" imports (Story, 1981). However, due to a high dependence on 

imported inputs, manufacturing enterprises lost competitiveness and the ISI strategy 

did not have the expected multiplier effect within the economy (Toro, 1992).

'Venezuela’s previous experience with a democratically elected government had only lasted three years 
(1945-8).
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Fiscal austerity, a multiple exchange rate scheme accompanied by progressive 

devaluations, and import restrictions were the three main measures that constituted 

the economic policy in Venezuela during 1960-1964 (Hausmann, 1992). The 

successful application of these policies saw the balance on both the current and the 

government account (due to the increased oil revenue) showing an increasing surplus 

while the growth rate of both GDP and GDP per-capita also increased. In 1964 

exchange control was removed. Deficit reappeared on both the current and 

government accounts by 1968 (Table 5A.1.1).

Three international events worked to Venezuela’s advantage during the late 1960s 

and early 1970s; (i) the Suez Canal was closed between 1967 and 1975, (ii) Gaddafi 

reduced Libya’s oil production in 1969 in an attempt to force up oil prices, and (iii) in 

Nigeria a civil war started. As a result of these events, the Venezuelan production of 

oil had leapt by 100.000 barrels per day by 1970 (Toro, 1992). This massive 

production increase caused the fiscal deficit to reduce, the international reserves to 

increase and GDP and GDP per capita grew at 8.1 percent and 4.9 percent 

respectively during this year (Table 5A.1.1). Despite this, inflation in Venezuela 

averaged only 0.4 per cent annually during 1961-1965, 1.6 during 1966-1970, and it 

was still below 4.0 up to 1973 (Table 5A. 1.1), leading the Inter-American 

Development Bank (lADB) to categorise Venezuela as a country with stable prices 

over the period 1959-72^.

5.3 The period of bonanza: 1973 -1979

By the late 1960s a number of countries in Latin America had begun to move away 

from the inward-looking development strategy based on ISI towards a new type of 

integration into the world economy based on non-traditional exports. According to 

Bulmer-Thomas (1994), the protected industrial sector was both high cost and 

inefficient. It was high cost because the tradable inputs were more expensive under 

state protection while domestic markets were too small to support the production 

scale required for optimum operation of the firms. This made it difficult for

 ̂These are countries with annual rise in consumer price index o f less than 5 percent.
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manufactured goods to compete effectively in international markets. Inefficiency 

was the result of factor price distortions, lack of competition in the domestic markets, 

and the tendency toward an oligopolistic structure with high entry barriers (Bulmer- 

Thomas, 1994). By the early 1970s such criticisms of the ISl strategy were visible in 

the Venezuelan economy as well, but these problems were compounded by the 

overvaluation of the real exchange rate due to the high productivity of the oil sector.

However, the unexpected increase in oil prices in 1973 interrupted the declining 

process of ISl which was maintained as the main economic strategy (Purroy, 1997). 

This first shock had a deep impact on the economy determining not only the 

particular evolution of the Venezuelan economy, but also it has been at the root of the 

successive crises suffered by the economy (Palma, 1989). As a result of this increase 

in oil prices Venezuelan oil exports rose from US$2,890 millions in 1972 to 

US$4,348 million in 1973 to US$10,548 million in 1974. After five years of deficit, 

the current account disclosed a surplus in 1973, reaching a historic peak in 1974. 

Increased oil exports meant increased oil tax revenues with government revenue, as a 

proportion of GDP, increasing by 83 percent between 1972 and 1974 (Table 5A.1.1).

This new situation allowed the government to intensify its intervention in the 

economy. A "development plan" was launched and government spending expanded 

significantly in 1974. Yet, despite the extraordinary income received in 1974 the 

government had to finance its growing level of expenditure with debt and a fiscal 

deficit reappeared in 1976 (Palma, 1989).
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Figure 5.1 Government expenditure in millions o f bolivares at 
1980 prices
Source: IMF (International Monetary Fund), International 

Financial Statistics Yearbook, 1986, (Author’s 
calculations using IMF GDP deflator for 
Venezuela).

The significant increase in government spending -partly fuelled by an expansion of 

the money supply- led in 1975 to the highest rate of inflation ever recorded until then 

in Venezuela (9.2 percent). Consumption grew faster than domestic production, 

putting pressure on commodity prices. According to Toro (1992), between 1974 and 

1977 both the manufacturing and service sectors grew at 9.3 and 9.8 percent annually 

respectively, while total consumption grew at 12 percent per annum. However, this 

level of inflation was still moderate in comparison with other Latin American 

countries at that time; Brazil, Colombia, Mexico, Peru, and Uruguay were all 

experiencing annual rates of inflation greater than 15 percent, while in Argentina and 

Chile the inflation rate was over 200 and 400 percent respectively (LADB, 1981, 

p. 101). According to Palma (1989), there are two reasons which explain why 

inflation in Venezuela did not rise significantly. First, given the availability of 

foreign exchange, Venezuela was able to compensate for the shortfall in domestic 

supply through increased imports. Second, there were some controls on commodity 

prices which, along with the policy of subsidies, slowed the pace of growth in prices.
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The upsurge in oil prices enabled the government to nationalise the industries of 

petroleum and iron in 1976^. Nationalisation introduced a profound structural 

change in the economy, converting the state into the owner of the most important 

means of production in the country (Toro, 1992).

The government also launched a policy of "full employment" during this period. As a 

consequence, unemployment fell from 7.6 percent in 1975 to 4.3 percent in 1978 

(OCEI, 1997). However, with the expansion of production demanding skilled labour 

which was in scarce supply, the wage differential increased (Palma, 1989).

These policies generated a demand expansion which fed through into imports and the 

current account balance worsened to such an extent that, by 1978, it showed a 

significant deficit of US$5,735 million. The fiscal deficit similarly increased to reach 

its highest ever level by 1977-1978 while international reserves dropped by more 

than US$2,000 million between 1975 and 1978.

During this period the dominant political view was that it was more convenient for 

the country to borrow on the international capital markets in order to reinforce 

domestic savings, promoting private domestic capital formation rather than allow 

foreign investment to participate directly in local development. Foreign investment 

consequently remained subject to severe government controls (Palma, 1989)" .̂ The 

external debt expanded as the newly nationalised oil industry and the projects 

outlined in the "development plan" required large quantities of imported capital 

inputs which led to government expenditures increasing still further (Hausmann, 

1992 and Table 5A.1.1).

Thus, the economy reached a bottleneck point just at the time when the oil market 

was less favourable. By this time the developed countries had started to exploit new 

sources of oil -such as the Alaskan and the North Sea fields- as well as making

 ̂ In the case o f the petroleum industry, prior nationalisation there had been a gradual increase in the 
regulations on the oil industry, including the no concessions policy and increased taxes on oil profits. 
The response o f the oil companies was to withhold new investments. Thus, by the time nationalisation 
came the oil companies had relatively little to lose in terms o f control and invested capital (Tugwell 
1977, Ewell 1984, cited by Neuhouser, 1990).

These controls operated as restrictions on the transfer o f dividends and profits abroad.
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efforts to save energy through improved oil-efficiency (Toro, 1992). After the oil 

boom in 1973-74, Venezuelan oil exports fell by more than US$2,000 million 

between 1974 and 1975 as a result of a reduction in the world demand for petroleum. 

The GDP growth fell from 8.1 percent in 1976 to 1.3 percent in 1979, its lowest rate 

over the whole period 1950-1979.

By 1978-1979 the economic situation was critical. Aggregate demand and imports 

reached historic peaks, with significant deficit on both the government and the 

current account of the balance of payments (Table 5A. 1.1). In fact, according to 

Haussman (1992), this level of demand could not be financed by the extra income 

provided by the second oil crisis of 1979-1980. The government attempted to apply a 

contractionary public spending policy but this was possible only on tradable goods. 

Expenditures on non-tradable goods and public employment were still increasing^. 

This contractionary policy and the reduction in private demand led to a reduction in 

the level of imports which along with the increase in exports due to the rise in oil 

prices led to an improvement in the balance of both the current account and the 

public sector account in 1979. However, these surpluses were counteracted by the 

appreciation of the real exchange rate^ (Hausmann, 1992).

5.4 The lost "decade": 1980-1988

The 1979-1980 recession, combined with surpluses in both the government and 

current accounts, encouraged the government to increase public spending once more 

in 1981 as a way of stimulating economic growth. Demand expansion returned as the 

main economic policy. Yet, as during the first oil crisis, increased fiscal revenues 

generated by the second boom in oil prices were insufficient to finance the expansion

 ̂ However, according to the lADB annual report (1990) the public spending cuts affected particularly 
the construction sector, which collapsed in 1980 and recovered only in the second half o f the decade. 
It is worthwhile saying that this sector constituted a large portion o f  total employment.
 ̂The real exchange rate is associated with the external competitiveness o f the tradable sector which in 

turn is associated with factor prices. According to Hausmann (1992), labour share in value added is 
close to 70 percent in the non oil economy and there is a high correlation between the wage-product 
and competitiveness o f the tradable sector. Thus, the high rate o f employment pushed the wage- 
product up implying appreciation o f the real exchange rate.
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of public spending and the government resorted to external borrowing once again 

(Toro, 1992)’ ,
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Figure 5.2 International reserves and public external debt 
in Venezuela: 1970-1985 
Source: IMF, International Financial

Statistics Yearbook, 1986, 1990.

One consequence of this expansion in demand was a rise in inflation during 1980- 

1981^ while the fiscal deficit reappeared by 1982 as government expenditures 

mushroomed (Table 5A. 1,2).

According to Hausmann (1992), at this time high US interest rates saw the US-dollar 

appreciating which along with the pressure of the domestic labour market appreciated 

the real exchange rate further" .̂ In 1982 oil prices started to drop and oil export

 ̂ It is interesting to note that Hausmann (1992) argues that the extra income generated by the increase 
in oil prices in 1979-1980 had already been anticipated and committed. According to Hausmann, 
economic policy in 1977-1978 favoured borrowing internationally on the grounds that oil prices would 
climb still further, such increases thus reducing the real cost o f servicing the contracted borrowing.
 ̂ Prices had been liberalised in 1979, inflation reaching a two digit figure for the first time in history. 

Palma (1989) suggests several reasons to explain why inflation reached this level: I) price distortions 
due to controls, 2) speculative actions, 3) an increase in nominal wages without a corresponding 
increase in labour productivity, 4) high rates of interest in both local and international financial 
markets, and 5) inflationary pressures from the developed countries which supplied Venezuelan import 
requirements. It is important to highlight, however, that such reasons support the argument that 
inflation in 1979-1980 was due more to cost pressures than demand expansion.
 ̂The pressure of the labour market pushes the wage-product up implying appreciation of the exchange 

rate, as it was stated earlier in footnote no. 7.
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revenues declined. Devaluation was imminent due to the continuous appreciation of 

the real exchange rate. Capital flight began, exacerbated by the fact that nominal 

interest rates had been fixed by Venezuelan authorities in 1980 below international 

rates (lADB, 1990, p. 199). By 1983 the capital account showed a deficit of 

US$3,830 millions. This led the government to abandon the fixed exchange rate -the 

dollar-bolivar rate having remained unchanged since 1964- and adopted a multiple 

exchange rate scheme in 1983 (Hausmann, 1992)^^. Price controls were also re

introduced, causing inflation to fall to 6.2 in 1983^\

Domestic policy implementation was aggravated by the debt crisis initiated in 1982 

which interrupted the continuation of new lending to Latin America, Venezuela 

included (Bulmer-Thomas, 1994)^^. According to Toro (1992), of the 145 percent 

increase in public external debt between 1978 and 1983, 52 percent was short-term 

debt maturing by 1983. This short-term debt was contracted by the non-oil state 

enterprises which had (unofficially) increased their foreign borrowing so as to offset 

the central government’s attempts to curb public spending in 1979. There was the 

tacit understanding that they would be renewed when mature^^. Thus, the external 

debt problem of Venezuela was basically one of short-term liquidity aggravated by 

the fall in foreign exchange revenue and the outflow of capital

The consequence was a fall in government spending, which along with the low 

dynamism of the private sector produced economic stagnation and saw capital flight 

continued. As a result, both unemployment and informal employment increased

The scheme included a freely floating rate.
“ Apart from the price control and the implicit subsidy as a result o f  the preferential exchange rate, the 
low level o f  inflation in 1983 can also be attributed to a moderate demand expansion, due to the 
economic recession, and a lower international inflation (Palma, 1989).

Economic collapse in M exico led the Mexican government to threat o f default on its external public 
debt which was the trigger that unleashed the debt crisis and the net transfer of resources to Latin 
America turned negative. This was going on in a context o f recession in developed countries and high 
world interest rates which led to a slow down in the volume o f Latin American exports and accelerated 
capital flight (Bulmer-Thomas, 1994).
“  As a result, the country’s ratio o f foreign debt to exports actually increased from 150 percent in 1980 
to 260 percent in 1983 (IADB,1990).
“  In fact, according to Bulmer-Thomas (1994), there was an "unwritten agreement" between creditors 
and debtors that the Latin American financial crisis was one o f liquidity and not o f solvency.
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significantly^^. However, the public sector account moved into surplus in 1984. 

Import restrictions saw a fall in imports which compensated for the decline in exports 

and the current account moved into surplus between 1983 and 1985 (Table 5A. 1.2). 

However, import restrictions had an adverse impact on the non-oil sectors of the 

economy, particularly agriculture and industry, because it led to a sharp reduction in 

imports of raw materials, capital equipment, and spare parts necessary for their 

productive activities (lADB, 1990, p.200). In 1984 the process of debt rescheduling 

started following the government’s commitment to undertake a programme of 

economic adjustment (Palma, 1989).

In 1986 the oil price fell to its lowest level since the first oil crisis and, with oil 

exports declining by more than 40 percent, the current and public sector account 

moved into deficit once more. Although the government signed an accord of debt 

restructuring which included no new money, a large down-payment and no grace 

period for amortisation in 1986, for the next three years the government attempted to 

maintain its expansionary policy (Hausmann, 1990). To be able to apply this policy, 

a nominal devaluation of more than 90 percent was decided in December 1986. Thus, 

according to Toro (1992), the public spending expanded in 38 percent during 1986- 

1988. Inflation jumped to an all-time high of 28.1 in 1987 (Table 5A .I.2).

The expansionary policy pursued caused unemployment to fall while wages in the 

public sector increased by between 10 and 20 percent in 1986-7. As agricultural 

wages rose by 6.5 percent and workers in the private sector received a bonus (not 

included as part of their salaries) of between 20 and 30 percent of their salaries, 

further price controls were established to ensure these wage rises did not feed 

through into inflation (Toro, 1992). This proved unsuccessful and inflation rose to 

29.5 in 1988 implying a significant real wages reduction of 15.1 percent. 

Furthermore, another effect of this expansionary policy was to stimulate import 

growth, the increase in imports leading to the highest deficit recorded in the current 

account balance since 1950 (Table 5A. 1.2).

According to OCEI, between 1981 and 1984 the unemployment rate increased from 6.1 percent to 
13.4 percent, while the share o f informal sector in total employment rose from 37.6 percent to almost 
42 percent (See Table 6A.1.2, Chapter 6).
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5.5 The period 1989-1997'"

5.5.1 The change of direction: 1989-1993

In 1989 the economy faced four major problems. First, the external imbalance; 

principally expressed in the form of a large current account deficit, a very low level 

of international reserves and a large and rapidly growing gap between the official and 

the free-market exchange rates. Second, the fiscal deficit which was expected to rise 

due to the impact of rising subsidies on goods. Third, repressed inflation due to the 

price control system, and fourth, financial repression generated by inflationary 

expectations in the context of controlled interest rates (Hausmann, 1990).

i) The econom ic policies

To resolve these major problems the government launched a rather radical policy 

package at the beginning of 1989, under agreement for financial support with both 

the IMF and the World Bank. The new strategy assigned the main role in stimulating 

domestic supply and improving resource allocation in the economy to market forces. 

The main elements of the associated economic reform programme which was aimed 

at strengthening domestic savings, attract foreign capital, and diversify the economy 

through a process of adjustment and liberalisation were: 1) a unified floating 

exchange rate system, 2) trade liberalisation measures which included the elimination 

of 75 percent of imports prohibitions, 70 percent of import licenses, and reduction by 

half of the average tariff rate, 3) price liberalisation for all goods except for those on 

some ten "basic products", 4) public sector prices, including those for gasoline, 

electricity, and telephone service, were increased, 5) interest rates were raised, and 6) 

a phased reduction of commercial debt and an increase in borrowing from 

multilateral agencies. The economy was also to be opened up to foreign investment 

in all sectors -except petroleum and iron ore. The incentives offered to foreign 

investment included the removal of restriction on the transfer of dividends and profits

Most o f the information provided in the description o f this period has been taken from the annual 
reports o f both the lADB and the Central Bank o f Venezuela (BCV: Banco Central de Venezuela) for 
the years 1989-1997.
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abroad. Along with these short-term measures, a medium -and long- term structural 

reform programme promised privatisation, tax reform and the administrative reform 

of the state’l

This major shift of the economy towards economic liberalisation might have had 

relevant effects on the distribution of income that deserve some discussion, since 

these possible effects can help in explaining income inequality changes during this 

period, which is actually the main focus of the present research.

Economic liberalisation implies a significant reduction of government intervention in 

the domestic market, with this being one of the most important features of this 

economic model, since it would produce a more efficient allocation of productive 

factors through the market forces. Thus, in order to create a more competitive 

economy (in terms of labour costs), wage indexation (according to the inflation) has 

to be removed. In this context, cost pressures coming from either a higher exchange 

rate or a higher interest rate usually lead to price increases which might yield changes 

in the income distribution against the working class, since the indexation has been 

removed. Therefore, the economic liberalisation measures might imply a burden that 

is not equally distributed among the population, since individuals who have only 

labour earnings as an income source will see their economic position in the income 

distribution seriously deteriorated. A particularly vulnerable group is that formed by 

workers in agricultural activities who, although they can benefit from price changes, 

might be the group with the lowest real wage and also have to face a removal of 

subsidies from which they used to benefit.

Also, the exchange rate adjustment induces additional inflationary pressures in 

economies that are highly dependent on imports, as is the case of Venezuela. These 

pressures lead to a further deterioration in the economic position of those groups, 

who either possess fewer quantities of assets (or nothing at all), or are not able to 

keep foreign exchange what would allow them to take advantage of the situation.

However, a few weeks later, following the announcement o f this economic reform programme, 
unprecedented riots took place delaying the application o f some measures such as the increase in
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Another factor potentially relevant in explaining a likely negative impact of these 

economic reforms on the distribution of income is the interest rate increases. In fact, 

those groups less endowed with wealth face greater restrictions for accessing the 

financial market, which prevents them from benefiting from the reforms. In addition, 

higher interest rates might have a deeper negative impact on small and medium size 

industries, since they rely more on the domestic financial market. Therefore, in a 

context of financial restrictions, individuals working for either small or medium 

industries are more likely to face a dramatic real wage deterioration, as well as being 

more vulnerable to experience redundancy. As a consequence, only those groups 

better endowed with wealth are in a better position for benefiting from the economic 

reforms launched during this period, while the others, apart from facing the financial 

restrictions mentioned earlier, would have to support the burden of even higher prices 

coming from successive interests rate increases.

Likewise, price increases, as a result of these economic reforms, might have a 

stronger impact on urban dwellers than on the rural ones, since the latter are more 

likely to buy goods directly from the producer, or they are producers themselves. 

Also, urban dwellers use public services (schools and hospitals) more intensively, as 

well as privately provided services such as transport, electricity, gas and water. In 

addition, the exchange rate adjustment might also have a greater impact on urban 

dwellers given their greater consumption of imported goods.

ii) The social policies

The government was fully aware of the likely social impact of these economic 

measures and introduced a policy of targeted subsidies to the lowest income group, 

allied to an across the board increase in monthly wages. This policy of subsidies 

formed part of the social programmes, some of which were actually launched for the 

first time in 1984, when the debt crisis deeply affected the economy, and has been 

applied also during the decade of the 1990s. Thus, what the government did this year 

was to update some of the social measures included in these programmes, as well as 

adding a few new ones. Similarly, in 1994 when the country suffered from a deep

gasoline prices.
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recession, as will be discussed later on, and again in 1996 when the economy 

returned to liberalisation, the government gave more emphasis to these programmes 

that were aimed at counteracting the likely negative impact of economic changes on 

the distribution of income.

Therefore, it is useful to provide some details about these policies in this section, 

since they were reintroduced in both 1994 and 1996 on the basis of the same social 

programmes. Also, such a description is helpful in understanding their 

ineffectiveness, which is stated in the hypothesis of the present research‘d

19The food subsidy

There are two ways in which the food subsidy is provided to low-income households. 

One is implemented and applied through the Ministry of Education to take advantage 

of the wide education net spread over the whole country as a distribution channel. 

This “advantage” also places a limitation on the subsidy coverage. Indeed, this is a 

direct subsidy applied only to households located in poor areas, both urban and rural, 

with children enrolled and regularly attending school at the primary level of 

education. The subsidy consists of both an amount of money (500 bolivares in 1989) 

for each child attending school with a maximum of three children per household, and 

a monthly bonus to be changed for cereals (rice and cornflour) and milk. There are 

some weaknesses of this subsidy that must be highlighted, relating to the population 

it should cover and, as a consequence, to its effectiveness. First, the household is not 

selected according to its income level, but rather the area in which it is located. This 

means that households with quite different levels of income might be benefiting from 

this subsidy. Second, CONASSEPS admits that schools located in the poorest areas 

of the country are difficult to access, implying that households located in these areas 

do not benefit properly from this subsidy. This is a serious contradiction with the

I do not comment on the potential effects o f minimum wages in this section, since this has been 
already discussed in Chapter 1.

The information provided in this sub-section has been taken from CONASSEPS (1993) and 
CORDIPLAN (1991). CONASSEPS (Consejo Nacional de Seguimiento y Supervision de los 
Programas Sociales) is a government office aimed at supervising and assessing the social programmes, 
while CORDIPLAN (Coordinacion de Planificacion) is also a government institution o f planning 
aimed at designing the National Plan which contains the main economic and social policies to be
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objective of this subsidy, since it was implemented to target the lowest-income group 

of the population. Third, CONASSEPS also admits that the subsidy leaves out of its 

coverage, according to its definition, those households with children who are not able 

to attend school given their resource restrictions, which is the case of the poorest 

households of the population. Even more, many of these children might be already 

incorporated in the labour market working in informal activities. CONASSEPS 

reports that efforts have been made to incorporate these households, but that 73 

percent of these households are still outside the coverage. This is again a serious 

weakness of this subsidy, since these types of households are the most vulnerable to 

economic changes and who urgently require the subsidy.

The other way through which a food subsidy is provided to low-income households 

is called the “the household basket”. In this way the government provides some 

foods that constitute what is called “the basic basket” (usually rice, cornflour, pasta, 

milk, and beans) at subsidised prices through either neighbourhood organisations or 

workers who are members of savings banks at the enterprises for which they work. 

In this way the subsidy also faces limitations in terms of the population it should 

cover according to its objective. On one side, the lowest-income households rarely 

constitute neighbour organisations and they are located in areas that are difficult to 

access, which prevents them from benefiting from the subsidy. On the other side, the 

self-employed and employees in micro-enterprises are less likely to be members of 

savings banks, which leaves a relevant proportion of the population outside of the 

coverage of this subsidy, with this population being part of the informal sector of the 

economy.

,20The transport subsidy

This subsidy was initially created for all students in the country, with low-wage 

workers later being included. The subsidy is paid to transport organisations that use 

units that are legally registered as public transport. The mechanism consists of 

personalised tickets that individuals who apply for this subsidy can buy at cheaper

launched by the government currently in office.
The information provided in this sub-section is taken from Ministerio de Transporte y
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prices. The tickets are given to the bus driver who then can claim the full price for 

each ticket. There are some aspects that are important to highlight about the effective 

population that this subsidy might actually be covering. First, all students in the 

country are entitled to receive this subsidy, but the programme assumes that students 

belonging to high-income households exclude themselves from benefiting from it. 

As students who attend public schools at the primary and secondary levels (who 

usually belong to lower-income households) are allocated by the government to 

schools that are close to their area of residence, it is expected that the majority of this 

population does not use public transport to access school. Therefore, the subsidy 

would benefit mainly those students who are in higher education levels. So, taking 

into account that students belonging to low-income households are less likely to 

reach the higher level of education, this subsidy might not be benefiting the student 

population for which it was created.

Second, it is important to point out that a relevant proportion of the transport service 

offered in poor urban areas (especially in the capital region) is provided by self- 

employed drivers who use their own automobiles, with them neither belonging to any 

transport organisation nor being legally registered as public transport. Therefore, the 

student population who use this informal service are prevented from benefiting from 

this subsidy. This means that growing informal activities in transport services might 

seriously affect the effectiveness of this policy.

Finally, the low-wage workers can benefit from this subsidy through their worker 

unions. Obviously, this excludes the self-employed, while workers in micro

enterprises might also be excluded, since they are less likely to be members of 

unions.

Pensions

Along with the policy of increasing the minimum wage, the government usually 

increases the monthly amount of pension as part of the social programmes aimed at 

protecting the low- income groups from the adverse impact of economic reforms.

Comunicaciones (1996).
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Pensions are regarded as a means through which an important amount of resources 

can be transferred to the individuals who benefit from the social security system and, 

as a consequence, the distribution of income can be improved. However, looking at 

the coverage of the system and the structure of the labour market^^ a quite different 

result can be expected.

The coverage of the social security system is the result of a labour market structure 

that explicitly excludes certain groups of the population. Accessing to the social 

security system involves significant costs for the enterprises. Therefore, given the 

lack of controls, it is reasonable to admit that only workers in the modem private 

sector and the public sector are potential beneficiaries of the system. This excludes 

workers in the micro-enterprises and self-employees. In fact, the social security 

system in Venezuela only covers one third of the labour force (Marquez, 1993).

Marquez (1993) shows that the employment structure by decile in the income 

distribution suggests that the structure of the labour market is a determinant of who 

are the beneficiaries of the social security system in Venezuela. The author shows 

that the proportion of workers affiliated to the system significantly increases as one 

moves up the distribution of incomes. Marquez argues that the low coverage at the 

lower end of the distribution is the result of both evasion of affiliation by micro

enterprises and lack of regulation for self-employees. In other words, this is the result 

of a higher proportion of informal workers, who are not covered by the system, at the 

lower end of the income distribution. Marquez concludes that the Venezuelan 

system of pensions does not have a progressive impact on the income distribution.

iii) The effects on macroeconomic indicators

Let us now turn to the actual effects of the economic liberalisation policies launched 

during this period on the macroeconomic indicators, while 1 will return to the effects 

on the distribution of income in Chapters 8 and 9.

In Chapter 6 a detailed description o f the labour force is given.
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The immediate economic effect of this package saw the current account moving 

quickly into surplus in 1989, after three consecutive years of deficit. However, GDP 

fell by 8.5 percent that year, the most affected sectors being the manufacturing and 

construction industries (Table 5A. 1.4). There was a sharp increase in inflation -to 81 

percent- as subsidies were removed (Table 5A. 1.3), whilst real wages (despite the 

wage increases awarded) fell by 14.4 percent and unemployment rose to stand at 10.4 

percent by the year’s end.

By 1990 most quantitative import restrictions on manufactured goods had been 

eliminated. The subsidy to the non-petroleum exports was cut from 30 percent of 

export value to 5 percent for manufactures (6 percent for agricultural products) and 

GDP grew at 6.5 percent in a recovery spearheaded by increased oil exports as the oil 

sector grew by 13.9 percent (Table 5A. 1.4)^^. The agricultural sector was adversely 

affected by the removal of the quantitative import restrictions however, and 

decreased by 1.8 percent (Table 5A. 1.4).

A significant achievement in 1990 was the external debt reduction agreement 

between Venezuela and the commercial banks which covered almost 65 percent of 

the country’s external debt. The agreement was expected to reduce capital outflows 

and to give access to new external financing and was an important step towards 

reducing the debt burden for the economy^^.

In 1991 Venezuela achieved one of the highest growth rates among all the Latin 

American countries, despite the adverse effects resulting from the drop in oil prices 

(Tables 5A. 1.8-9). This decline in prices was offset by another rapid increase in oil 

production and, allied to the impact of public investment upon the domestic 

economy, created the necessary conditions for the highest growth rate of the country’s 

GDP since 1959. The increase in public investment in the oil sector induced growth 

in other sectors. Higher investment demand from the oil industry stimulated the

This was in response to the higher oil prices resulting from the econom ic embargo imposed on Iraq 
and the temporary lifting o f the OPEC (Organisation o f Petroleum Exporting Countries) quota system.

This was a debt agreement under the "Brady Plan" which was launched in March 1989 and was 
designed to allow debtor countries to take the advantages o f low market prices for their debt, subject to 
conditions such as policy reforms acceptable to Washington (For details about the Brady Plan, see 
Bulmer-Thomas, 1994, Chapter 11).
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construction activity, which in turn induced growth in manufacturing and in 

associated activities such as electricity. The construction sector grew at the 

impressive rate of 30.8 percent in 1991 and at 34.6 in 1992, while manufacturing 

grew at 9.7 percent in 1991 (Table 5A. 1.4).

It is important to highlight that growth in these two sectors might have had an 

equalising impact on income distribution, counteracting the likely negative impact of 

the liberalisation measures discussed earlier. Both construction and manufacturing 

have a relevant contribution to total employment, mainly formed by manual workers. 

In fact, these two sectors, taken together, concentrated 23.2 percent of total 

employment by 1990 (see Table 6.7, Chapter 6). Also, my calculations revealed that, 

in 1992, 77 percent of households’ heads working in the manufacturing sector were 

manual workers, while this figure was 86 percent for the construction sector '̂ .̂ 

Therefore, taking into account that households headed by manual workers are more 

likely to be found at the lower end of the income distribution (see Table 7.12, 

Chapter 7), it is expected that this growth in the manufacturing and construction 

sectors have contributed to improve the economic position of the lower-income 

groups.

Author’s calculation using the 1992 household survey provided by OCEI.
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As a result of the higher activity in both the construction and manufacturing sector, 

the rate of unemployment dropped between 1991 and 1993 and real wages recovered, 

rising in real terms for the first time since 1980 (BCV, 1991, Table IV-23). 

However, these positive effects show that, despite the fact that one of the main 

objectives of the macroeconomic programme was to diversify the economy, at this 

stage the Venezuelan economy was still highly dependent on the oil industry and that 

there still existed distortions such as the strengthening of non-tradable production. 

They also demonstrate that public sector spending was still being used to stimulate 

economic growth.

A reduction in the interest obligations on its foreign debt, allied to budget 

adjustments implemented in response to reduced oil incomes and progress in a 

privatisation programme, allowed the government to record a surplus of 2.8 per cent 

of GDP in 1991^^. However, by 1992 the fiscal deficit had reappeared as a 

consequence of the oil production stagnation and political instability. The
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government having survived two attempted coups d'état, felt obliged to limit its 

action in the field of economic policy. The privatisation process was slowed, 

domestic fuel prices were not freed and a new tax law was not passed by Congress. 

Instead, a policy of controlled prices for those products perceived as being for "mass 

consumption"^^ was adopted and an increase in the minimum wage was approved.

Foreign investment fell from US$1.9 billion to US$500 million between 1991 and

1992, reflecting the slowdown in the privatisation programme and the flight of 

US$1.3 billion in private short term capital because of political uncertainty (lADB,

1993).

The political situation worsened when the President was removed by the Congress in

1993. As uncertainty increased, the Central Bank increased interest rates to stem 

capital flight. However, this policy was ineffective in controlling inflation and 

negatively affected economic growth. The economy went into a deep recession, 

implying real wage deterioration and a deficit in the current account, although in 

1993 the deficit was lower than in 1992 due to the reduced imports resulting from 

depression in economic activity. Despite the price control policy and the increase in 

minimum wage, this situation is expected to have had a regressive impact on the 

distribution of income, since high inflation and real wage deterioration usually affect 

more deeply those groups of the population who do not posses assets to protect their 

income (or to take the advantage of the adverse situation), and who are more likely to 

be found at the lower end of the distribution.

5.5.2 The switch back to controls: 1994-1995

In 1994 a new government assumed office, inheriting an economy characterised by 

recession with accelerating inflation and capital flight. This situation was further 

aggravated by a bank crisis that arose that year and then systematically spread to the

The privatised enterprises were CANTV(telephones), VIASA (Airline), ASTINAVE (Navigation), 
"Central Azucarero del Tocuyo"(Sugar), and the banks "Italo Vénézolane" and "Republica".

These products are mainly foods such as rice, pasta, cornflour, and milk.
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rest of the financial system^^. Inflationary pressures worsened as financial assistance 

given to those banks that were experiencing problems led to an expansion in money 

supply. After several unsuccessful attempts to recapitalise the banks, they were 

nationalised. The bank crisis had a negative effect on foreign-exchange markets and 

the "crawling peg" policy, which had been implemented at the end of 1993, was 

replaced with a floating exchange rate system and a substantial decline in the 

exchange rate. As capital flight and inflation accelerated, the government decided to 

introduce exchange controls and switch back to a fixed exchange rate. Price controls 

on basic goods and services were also re-introduced^^

The new administration tackled the fiscal deficit by reducing its spending and 

introducing a number of revenue generating measures, including; (i) replacing VAT 

with a general tax on luxury items at the wholesale level, (ii) the creation of a 

temporary 0.75 percent tax on bank deposits and (iii) increasing the maximum 

income tax rate from 30 to 34 percent in order to increase tax revenue from sources 

other than oil. The government also applied a set of stabilisation measures which 

included quadrupling the domestic gasoline price to help the fiscal deficit reduction 

and issuing medium - and long - term bonds indexed to the dollar in order to absorb 

excess liquidity.

The creation of a temporary tax on bank deposits and the increase in the income tax 

rate, allied to the significant increase in the domestic gasoline price, might have had 

an immediate greater impact on the economic position of middle classes in 

comparison with other groups of the population. The lowest income groups are less 

likely to hold a bank account and do not pay income taxes, while the increase in the 

domestic gasoline price affects, with some lag, the public transport price (due to 

political pressures) as some low-wage workers are benefiting from transport 

subsidies. On the other side, the highest-income groups are more likely to be better 

endowed with income assets which allow them to protect their income from inflation.

The crisis started in January 1994 with the bankruptcy o f the second largest bank in the country in 
terms o f deposits (Banco Latino). Following the closing o f Banco Latino other banks began to be 
affected by withdrawal o f deposits (lADB, 1995).
^  These goods include, apart from those o f “massive consumption” mentioned earlier, vegetables, 
sardine, and medicines. Also, the prices o f services such as telephone, gas, water, electricity, and 
transport were regulated.
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or even to take advantage of the situation. The middle-income groups widely use 

their own automobile for transportation, as being less endowed with income assets 

than the highest-income groups.

Although the intention was to continue the privatisation policy, the worsening 

economic outlook saw the shelving of most plans - although some progress occurred 

in opening up the petroleum sector.

On the social side, the government reformed the country’s labour legislation, the 

nominal minimum wage was increased in urban areas by 66.7 percent and in rural 

areas by 78. 6 percent and food and transport subsidies equivalent to 2 percent of the 

minimum wage were introduced for all workers with a wage equal to -or less than- 

three times the minimum wage. Salary increases for administrative and technician 

workers in the public sector was also approved. However, it is worth pointing out 

that only workers in the formal sector can benefit from these measures and that their 

effectiveness in counteracting the adverse impact of the economic situation on the 

lowest-income groups would be called into question if the informal sector is found 

both relevant in total employment and over-represented at the lower end of the 

distribution.

While GDP declined in 1994, output growth recovered in 1995 thanks to the 

expansion of the petroleum sector, prompted by favourable conditions in the world 

market^^. The higher inflation in 1994 (70.8 percent), notwithstanding price controls, 

could be attributed to a combination of the expectation of a high fiscal deficit, a 

declining exchange rate, and an excess of liquidity resulting from the financial 

assistance provided to the banks. This excess liquidity helped push nominal interest 

rates down which, in an inflationary context, led to negative real rates of interest. 

Eventually, as price controls began to take effect, inflation declined to 56.6 percent in 

1995. A decline in imports in 1994, due to the reduced economic activity and the 

imposition of exchange control, led to a surplus in the current account balance.

The fall in GDP in 1994 came mainly from the construction and manufacturing sector (Table 
5 A. 1.4).
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However, unemployment rose in both 1994 and 1995, while real wages deteriorated 

even further (Table 5A. 1.3). This increase in unemployment might have had a 

regressive impact on income distribution, since there was a significant reduction in 

construction and manufacturing activities during this period, and it was argued earlier 

that these two sectors have a relevant contribution to manual worker employment, 

with these type of workers being over-represented at the lower end of the 

distribution.

5.5.3 Reopening the economy: 1996-1997

The performance of the Venezuelan economy during this period was shaped mainly 

by the IMF agreed programme of stabilisation and structural reform launched by the 

government in April 1996 and by the continuation of favourable conditions in the oil 

market.

The programme was meant to be applied in two phases. The first phase was aimed at 

establishing a sustainable fiscal situation, to get the prices "right", to reduce inflation 

and to redress the country’s international economic standing. The second phase 

sought to create conditions for sustainable growth through structural reforms with 

emphasis in the market economy (OPAM, 1997).

To this end, the exchange and price controls of some products established in 1994, 

were eliminated, the bolivar’s international value now being determined through a 

floating rate within a band system. Price increases for privately provided services 

such as electricity and telephone were matched by increases in gasoline and fuel 

products (aimed at reducing the fiscal deficit), public goods and service prices and 

the ICSVM (luxury and wholesale tax) was also raised. The privatisation process was 

restarted, most notably with the re-privatisation of banks that were nationalised 

during the financial crisis, while the government maintained a restrictive monetary 

policy aimed at controlling inflation. In order to diminish the negative impact of this 

programme on the lowest income group, food and transport subsidies to workers 

belonging to that income group were approved (based on the same social
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programmes described earlier), public sector wages were increased and a general 

increase in bonuses was agreed at the end of 1996. However, as discussed earlier, 

these social policies are likely to leave a relevant proportion of the population outside 

of the coverage and, as a consequence, are expected to have little impact on the 

distribution of income, given the increasing proportion of informal workers in the 

economy (Chapter 6) who are unable to benefit from subsidies, bonuses or minimum 

wage regulations.

However, in 1996, the results in terms of inflation, economic growth, real wages and 

unemployment reflected, in part, the economic deterioration that still prevailed 

during the first quarter of the year. Despite the oil sector growing at 5.8 percent, the 

GDP decreased by 0.4 percent due to a reduction in non-oil activities, particularly 

those of the private sector. Meanwhile, the inflation rate reached a record level (103.2 

percent), real wages were depressed at the second highest rate (negative) since 1980 

and unemployment grew to reach 12.4 percent (Table 5A.1.3). This situation may 

have yielded income deterioration given both the effects that high rates of inflation 

have on groups less endowed with income assets (as discussed earlier), and the fact 

that only the petroleum sector experienced growth, as this sector is capital intensive 

and absorbs mainly skilled labour.

The above figures show a poor performance of the Venezuelan economy by 1996 in 

comparison with other Latin American countries. For instance, inflation had become 

a persistent problem. During the 1960s and 1970s the country had price stability. 

Even during the 1980s when inflation started to increase significantly it was still 

below the average in Latin America. By 1990 the rate of inflation in Argentina and 

Brazil was greater than 2,000 per year, while Nicaragua and Peru were struggling 

with rates over 7,000. However, by 1996 Venezuela showed the highest rate of 

inflation among Latin American countries, which was more than six times the 

average in the region, while most of Latin American countries seemed to have 

controlled inflation as a problem (Table 5A. 1.7)̂ ®. Similarly, when most of Latin 

American countries seem to have recovered and stabilised their economic growth

In Table 5A.1.7 the inflation in Venezuela reported is 99.9 percent which is the figure provided by 
the lA D B. However, the figure provided by the BCV was even higher (103.2).
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after the deep recession of the 1980s, Venezuela showed again a negative rate of 

growth by 1996 (Table 5A.1.8)^\ This situation was aggravated by the fact that 

Venezuela has continuously been diminishing its share within the total world exports. 

From sharing almost 2 percent of the world exports up to the 1960s, this share 

dropped to only 0.39 by 1996 (Table 5A. 1.6).

The country’s international reserves rose however as increased exports along with a 

decrease in imports due to the economic recession increased the surplus in the current 

account. The deficit on the capital account also fell as capital flowed in to the oil 

sector.

By 1997 the economy starts recovering within a more open economic environment 

created by the programme launched in 1996. The increase in the volume of oil 

exports, without a significant change in oil prices, implied an increase of the GDP in 

the petroleum sector by 8.8 percent (BCV, 1997, p. 15) as a result of the progress 

achieved in opening up the sector. As a consequence of this capital inflow into the 

oil sector, the international reserves expanded and the capital account reduced its 

deficit even further while surplus was recovered in the government account. The 

surplus in the current account was still significant although lower than that in 1996 

due to the expansion of imports as a result of the reactivation of the economy. The 

GDP grew at 5.1 percent while inflation reduced to 37.6 percent (Table 5A. 1.3). As 

an increase in both the general minimum wage and nominal wages in the public 

sector was approved along with the rise of transport and food subsidies for workers 

in the private sector, real wages recovered for the first time since 1992, with a rise of 

25.9 percent, the highest annual rate of growth since 1980 (Table 5A. 1.3). However, 

if it is proven that the informal workers are over-represented at the lower end of the 

distribution, given the limited coverage of transport and food subsidies, discussed 

earlier, this improvement in real wages is expected to have little impact on the 

economic position of the lowest-income groups. Finally, it is important to point out 

that, once again, this positive performance of the economy, described above, has 

been strongly linked to the progress achieved in the petroleum sector.

The rate o f growth reported for Venezuela in 1996 in Table 5A .I .8 is -1.6 (lA D B ), while BCV  
reported -0.4.
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5.6 Trends of the Venezuelan economy

Both the macroeconomic programme launched in 1989 and the one applied in 1996 

had as a main objective the structural reform of the economy aimed at diversifying 

the activities on which the economy relies. But the economy seems to keep moving 

away from that objective as the relative importance of the oil industry in the economy 

has increased rather than decreased. From being 21 percent in 1989 the oil sector’s 

share in total GDP increased to 28 percent in 1997 (Tables 5.1 and 5A. 1.5). But even 

more surprising is that little change occurred since the late 1940s. Toro (1992) 

reports that the oil industry provided 35 percent of the fiscal revenues by 1938 

jumping to 65 percent in 1948. Since then the influence of the oil sector on the rest of 

the economy seems to have experience no significant modification, as Table 5.1 

shows.

Table 5.1 Oil sector contribution to the Venezuelan economy: 1969, 1989, 1994 and 1997 
_________ (all figures given in percentages)____________________________________________

1989 7994 1997

GDP

Fiscal revenues 

Foreign Exchange

17

65

87

21

77

68

24

53

69

28

62

Sources: For 1969: Toro (1992), for 1989,1994 and 1997: BCV, Annual Reports,
(author’s calculations).
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Figure 5.4 Production structure in Venezuela: 1989-1997
Source: Central Bank of Venezuela, Annual Reports 1989-1997.
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Figure 5.4 shows also the high relative importance of the service sector within the 

production structure in the Venezuelan economy which seems to be another 

consequence of its dependence on the oil industry. According to Baptista (1997a) this 

is a distortion caused in the economic structure by the income coming from the oil 

industry. He argues that the historical experience of some developed countries, and 

some Latin American countries as well, shows that there is a positive relationship 

between the relative importance of the service sector and their "economic 

development", in which the service sector growth is a consequence of economic 

development.

Year U.K France USA Latin
America

Year Venezuela

1855 34.2 15.8 n.a. n.a. 1936 44.6

1901 50.1 33.6 58.8 n.a. 1957 119.2

1955 56.9 36.2 66.3 53.3 1968 104.7

1980 70.5 70.1 91.6 58.2 1981 113.1

1992 92.1 90.4 108.1 64.2 1994 136.5

' The goods production refers to agriculture and manufacturing, while services refer to 
commerce and transport. The figures for Latin America are the result o f the average 
for Argentina, Brazil, Colombia and Chile.
Taken from: Baptista (1997a, Tables 13.1 and 13.11, pp 132-3).

As Table 5.2 shows, the Venezuelan figures are extremely high taking into account 

its "level of economic development". The explanation for such a distortion, according 

to Baptista (1997a), is that the resources coming from the oil industry are mainly 

allocated to the circulation and exchange realms, instead of to the production realm, 

and mainly through government spending. This view is also supported by Gutierrez 

de Pineres and Ferrantino (2000) who highlight the fact that oil revenues, which are 

recycled into the economy mostly through central state expenditures, have allowed 

Venezuela to create an urban-service oriented economy.

Thus, the abundant resources coming from the oil sector and external debt, without 

any other alternative of foreign exchange source, help shape another significant 

feature of the Venezuelan economy, i.e. its heavy reliance on public sector spending. 

To illustrate this fact. Figure 5.5 shows the impact of sudden rises in income from the
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oil industry, as a result of the first two oil crises, on government expenditure. It is 

important to observe also in Figure 5.5 that the trend in GDP growth does not seem 

to be deeply affected by the shocks registered in oil export growth. This observation 

is interesting since lack of resources has been regarded as one of the main constraints 

for growth in developing countries, while the Venezuelan experience seems to be 

denying this hypothesis. In fact, Gutierrez de Pineres and Ferrantino (2000) do not 

find a statistical relationship between exports and growth in Venezuela. 

“Venezuela’s dependence on oil is such that developments in the oil sector are 

largely autonomous with respect to the rest of the economy” (p. 93). Moreover, these 

authors argue that the Venezuelan economy grew more slowly during times of high 

oil prices.
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But also Baptista (1997a) argues that while in developed countries, such as the UK, 

economic growth has relied on the manufacturing sector, in Venezuela the 

government sector has been the reference. Table 5.3 shows the average wages paid 

in three sectors of the economy -agriculture, manufacturing and government. While 

in the UK higher wages have been paid in the manufacturing sector, up to 1980, in 

Venezuela the level of wages paid in the government sector shows an overwhelming 

predominance up to 1981, although decreasing, and by 1991 higher wages were paid 

in the manufacturing sector.

Table 5.3 Average wages in selected economic sectors in the United Kingdom (1938-1980) 
and Venezuela (1936-1991)

Country Year Agriculture Manufacturing Government Whole

economy

United Kingdom 1938 57.5 107.9 81.8 100

1948 94.8 105.4 79.8 100

1960 89.3 106.9 74.1 100

1970 82.1 106.5 76.5 100

1980 94.9 103.6 86.2 100

Venezuela 1936 49.5 152.6 604.1 100

1951 57.1 118.2 220.2 100

1961 57.3 99.8 184.4 100

1971 55.9 97.9 138.9 100

1981 51.2 97.6 128.9 100

1991 62.7 113.1 106.7 100

Taken from : Baptista (1997a, Tables 12.1 and 12.11, pp. 123 and 126).

Although Venezuela has been struggling to break free from its dependence on oil, 

little progress has been achieved. While during the period 1959-1979 the share of oil 

exports in total exports averaged 93 percent (Table 5A. 1.1), this average dropped 

only to 90 percent in the period 1980-1988 (Table 5A.1.2) and it is still near 80 

percent during the period 1989-1997 (Table 5A.1.3). Figure 5.6 shows the evolution 

of oil exports as a percentage of total exports along the whole period 1959-1997.

Venezuela remains the most specialised economy in Latin America and vulnerable to 

a single commodity price shock. The oil revenues have not been effectively used for
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long run development projects, as the governments have used these revenues to 

finance current rather than capital expenditures (Gutierrez de Pineres and Ferrantino, 

2000).
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Figure 5.6 Share of oil exports in total exports. Venezuela, 1959-1997 
Sources:
For 1959-1979: IMF, International Financial Statistics 
Yearbooks (Issues 1986 and 1990);
For 1980-1988: lADB, Annual Reports (Various issues); 
For 1989-1997: BCV, Annual report, (Issues 1989-1997). 
(Author’s calculations).

The government tends to resort to either money creation or devaluation as a way to 

finance fiscal deficits. Since the early 1980s, the most common measure applied in 

Venezuela has been devaluation. Devaluation has been used not only as a measure to 

finance fiscal deficits but also to encourage non-traditional exports and thus to favour 

the process of diversification of the economy. However, devaluation has been 

ineffective in stimulating the non-traditional export sector because, as it was shown 

above, the petroleum sector still shares a significant proportion of total exports. The 

result of devaluation has been a significant increase in the amount of foreign 

exchange coming from the oil industry (owned by the state) which cannot be 

absorbed by the economy and, as a result, money supply increases without the
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corresponding increase in production. As a consequence of this excess money, 

domestic inflation rises affecting mainly non-tradable goods while the exchange rate 

appreciates again. Thus, rather than helping diversify the economy, devaluation has 

had the opposite effect.
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5.7 Conclusions

This chapter has been devoted to providing a description of the evolution of the 

Venezuelan economy during the democratic era between 1959 and 1997. The 

objectives have been both to get a picture of the main features that have characterised 

economic growth in Venezuela within the specified period and to understand the 

economic changes during the period 1989-1997 on which this research is focused, in 

order to be able to establish the links between theses changes and income inequality 

changes, which will be done in the course of the next chapters.

According to the description presented in this chapter, the evolution of the 

Venezuelan economy between 1959 and 1997 can be seen in three broad phases. 

First, a phase of relative stability between 1959 and 1972, despite the troublesome 

transition towards democracy during the early 1960s. Then, the first oil crisis in 

1973-4 allowed nationalisation of the oil industry in 1976, which introduced a 

profound structural change in the economy, converting the state into the owner of the 

most important means of production in the country and strengthening government 

intervention, which has been one of the most important characteristics in Venezuelan 

economy. Finally, the debt crisis in the early 1980s started a phase characterised by 

successive crises and increasing inflation associated with exchange rate appreciation.

Demand expansion through government spending has been the most common 

economic policy applied in Venezuela with the aim of stimulating economic growth 

in all periods since 1959. Even during the period 1989-97 when the Venezuelan 

economy experienced a major shift towards a market oriented economy and the 

government attempted to give more emphasis to supply policies by reducing 

government intervention and opening up the economy, expansion in demand was 

used as a short-term measure to recover economic activities from their successive 

downturns.

The Venezuelan private sector has been inefficient because it had grown up protected 

by a state which, as this chapter showed, had intervened in the economy through
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subsidies, controls and restrictions. As the rest of Latin American countries were 

switching from the ISI to an outward-looking strategy, the Venezuelan government 

increased its intervention as a result of the shocks provoked by the first two oil crises 

delaying the declining process of the ISI strategy in Venezuela and stressing the 

distortions on an economy characterised by a powerful oil industry, a weak 

manufacturing sector, and a relatively high importance of the service sector within 

the production structure^^.

Since the economy was not prepared to absorb the sudden rise in income coming 

from the oil industry, as result of the boom in oil prices, the immediate reaction 

before these two shocks -1973-4 and 1979-80- was an increase in government 

expenditure to such an extent that the external debt increased significantly to finance 

the fiscal deficit. Also, there was a dominant view that borrowing on the 

international capital markets was the best way to reinforce domestic savings in order 

to promote economic growth. As a consequence, in spite of having a comparatively 

wealthy state, the country was also deeply affected by the debt crisis from which the 

rest of Latin American countries suffered during the 1980s.

The Venezuelan economy still heavily relies on the oil industry, which means that the 

structural reform programmes have failed in their objective of diversifying the 

economy. The main sources of foreign exchange in Venezuela are still the oil 

industry and external debt which makes the economy extremely vulnerable to 

external shocks. Thus, Venezuelan economic growth depend more on these two 

sources of foreign exchange and public sector spending rather than on domestic 

savings and a dynamic manufacturing sector, the reason why explanations about the 

effects of economic growth on income inequality based on Lewis model -discussed in 

chapters 2 and 3- seem implausible in the Venezuelan case. As it was suggested in 

the conclusions of Chapter 3, these specific characteristics of the Venezuelan 

economy -described earlier- might also determine specific channels through which

An oil bonanza increases domestic aggregate demand which only affects the price o f non-tradable 
goods, since the price o f tradable goods is determined by the international market. Thus, the relative 
price o f tradables to non-tradables decreases leading to a real exchange rate appreciation (Hausmann, 
1992). This appreciation o f the real exchange rate makes the non-traditional export sector even 
weaker and stresses the dependency o f the Venezuelan economy on the oil industry. This is known as 
"The Dutch Disease".
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the distribution of income is affected by economic growth, which will explored in 

detail in the next chapters.

A closer look at the period 1989-1997, on which this research is focused, suggest 

some ways in which economic changes might have been translated into inequality 

changes. The liberalisation policies launched in 1989 may have adversely affected 

the income distribution through higher inflation, interest rate increases, exchange rate 

adjustment, and government intervention reduction. However, growth in both the 

Manufacturing and Construction sectors might have counteracted, in part, this likely 

negative impact, since these two sectors contributed to employment increases, mainly 

of manual workers. The deep recession during 1994-1995, with high inflation and 

unemployment increases, is also expected to have had an adverse impact on the 

income distribution, mainly at the lower end. Despite that the government 

successively applied social policies during this period (such as food and transport 

subsidies, increases in both the minimum wage and the monthly amount of pensions) 

to counteract the adverse effect of these economic changes on the distribution of 

income, these policies are likely to be ineffective in the presence of a significant 

informal sector that is over-represented at the lower end of the distribution.

As Manufacturing and Construction concentrate a relevant proportion of manual 

workers, and since these have been the most affected industries by the ups and downs 

of the economy during this period, it seems plausible to think that these sectors might 

have been some of the channels through which economic changes have been 

translated into inequality changes. Real wages have mirrored the economic cycles, 

deteriorating significantly during the first stage of the economic shift towards 

liberalisation in 1989, recovering as the economy recovered by 1992, deteriorating 

again as a result of the recession during 1993-1996, and recovering when the 

economy also improved by 1997. However, these changes in real wages might not 

have been equally spread among the population since, for instance, the government 

has intervened, especially during recessions, by increasing minimum wages and 

public sector wages, especially for administrative and technician workers. Also, in 

the presence of a significant informal sector at the lower end of the distribution, 

changes in real wages would tell us little about changes in the economic position of

160



the lower income groups of the population. Likewise, the unemployment rate has 

been significantly affected by economic changes, but unemployment may not affect 

equally the different sectors in the economy.

Therefore, looking at the evolution and structural changes of the Venezuelan labour 

force, in light of the economic changes described in this chapter, would be a good 

step forward in understanding the links between economic changes and income 

inequality in Venezuela during the period 1989-1997. The next chapter focuses on 

this subject.
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Appendix 5.1 Key economic statistics for Venezuela and 
Latin America

Table 5 A. 1.1
Year Inflation^

%
GDP"
%

GDPpc"
%

Oil

Exports*

Total

exports*

Imports^

1959 4.8 7.4 3.9 2,066 2,303 1,520

1960 3.2 3.8 0.3 2,063 2,398 1,145

1961 -2.5 4.7 1.3 2,115 2,315 1,055

1962 -0.5 8.4 5.4 2,243 2,437 1,161

1963 1.0 6.5 3.4 2,242 2,437 1,037

1964 2.2 8.8 5.6 2,278 2,439 1,192

1965 1.7 5.7 2.2 2,280 2,455 1,354

1966 1.7 2.4 -1.2 2,190 2,373 1,316

1967 0.0 3.7 0.7 2,307 2,526 1,366

1968 1.2 4.7 1.5 2,330 2,510 1,510

1969 2.5 4.3 1.1 2,279 2,496 1,554

1970 2.5 8.1 4.9 2,371 2,627 1,713

1971 3.0 2.9 -0.2 2,946 3,096 1,896

1972 2.7 2.7 -0.4 2,890 3,168 2,222

1973 4.0 5.9 3.0 4,348 4,691 2,626

1974 7.7 5.7 2.8 10,548 11,070 3,876

1975 9.2 5.7 -2.7 8,324 8,800 5,462

1976 7.1 8.1 4.8 8,758 9,294 7,337

1977 7.3 6.3 2.9 9,110 9,551 10,194

1978 6.6 2.1 -1.4 8,740 9,188 11,234

1979 11.1 1.3 -2.0 13,633 14,317 10,004
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Table 5 A. 1.1 (cont...)
Year Government

current
revenue^

Government
current

expenditure^

Fiscal

deficit

Money

supply^

Current

accounf

International

reserves^

1959 21.3 24.6 -3.3 23.1 -164 69

1960 19.4 22.7 -3.3 20.5 394 208

1961 21.5 22.3 -0.9 19.7 473 179

1962 20.0 17.9 2.1 18.3 385 182

1963 20.5 18.6 1.9 19.0 476 344

1964 20.0 18.1 1.9 20.8 193 431

1965 19.2 18.8 0.4 20.0 35 418

1966 19.6 19.4 0.2 19.1 26 376

1967 20.5 20.4 0.0 20.7 147 471

1968 19.5 20.0 -0.7 21.1 -194 519

1969 18.7 20.8 -2.4 22.6 -220 530

1970 19.4 18.8 -1.3 21.9 -104 637

1971 21.5 19.3 0.4 24.3 -11 1,097

1972 21.6 20.7 -0.3 26.7 -101 1,307

1973 23.2 19.4 1.6 27.0 877 1,940

1974 39.5 20.4 4.4 23.2 5,760 6,034

1975 35.8 23.3 0.9 32.8 2,171 8,403

1976 29.3 24.2 -3.4 36.0 254 8,124

1977 27.4 27.1 -5.6 39.5 -3,179 7,735

1978 25.1 27.5 -5.4 41.9 -5,735 6,035

1979 24.4 21.3 0.9 36.2 350 7,320

Annual rate o f growth o f consumer price index (1980 = 100). 
^Annual rates o f growth at 1980 prices.
^Percentages o f current GDP.
'^Millions o f US$.
Source:
IMF, International Financial Statistics Yearbook, 1986.
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Table 5 A. 1.2 Venezuela: key economics statistics, 1980-1988
Year Inflation^ GDP" Real

Wages^
Total

exports'^
Oil

exports*
Imports'^ Current Capital 

account account
internat.

reserves'*
1980 21.5 -2 -7.9 19,221 18,248 10,877 4,731 164 6,604

1981 16.2 -0.3 -5.4 20,125 19,039 12,123 4,000 -1,882 8,164

1982 9.6 0.7 -0.4 16,499 15,624 13,584 -4,246 -1,528 6,579

1983 6.2 -5.6 -4.5 15,150 13,831 6,409 4,427 -3,830 7,643

1984 12.2 -2.1 -14.6 15,997 14,824 7,260 4,651 -2,012 8,901

1985 11.4 1.4 -6.5 14,438 12,956 7,530 3,327 -1,035 10,251

1986 11.5 6.3 -4.3 8,660 7,178 7,863 -2,245 -1,149 6,437

1987 28.1 4.5 -15.1 10,577 9,054 8,832 -1,390 960 5,963

1988 29.5 6.2 -8.8 10,239 8,158 11,581 -5,809 -1,180 3,092

Table 5A.1.2 (cont...)
Year External

Debt
Real

exchange
rate^

Government
current

revenue^

Government
current

expenditure^

Fiscal
deficit

Money
supp i/

interest
rate^

1980 29310 100 20.9 13.6 0 16.8 n.a.

1981 32116 89.3 27.6 15.7 2.2 16.4 n.a.

1982 32153 82.6 21.7 15.8 -2.1 16.9 n.a.

1983 38298 90.7 21.0 15.6 -0.6 20.5 n.a.

1984 36886 106.9 24.4 16.7 2.2 21.4 9.57

1985 35334 111.3 23.9 16.5 0 20.9 9.33

1986 34340 133.2 20.6 14.5 -7.4 20 8.49

1987 34565 186 22.3 16.5 -6 19.7 8.48

1988 34735 166.9 18.1 18.5 -9.4 19 8.5

n.a. not available
'Annual growth rate o f consumer price index (1984 = 100).
^Annual growth rate (at market prices).
^Annual growth rate.
^Millions o f US$.
^Index numbers (1980 = 100).
Percentages o f current GDP.
P en ding rate 
Sources:
For interest rate: IMF, International Financial Statistics Yearbook (various issues).
For all other statistics: lA D B, annual report (various issues).
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economic statistics, 1989-1997
Year Inflation^ GDP" GDP Total 

pc^ exports^
Oil

exports^
Imports^ Current

a c c /
Capital

acc.^
Internat.

reserves^
1989 81 -8.5 -10.8 12,915 9,862 7,283 2,161 -5,266 856

1990 36.5 6.5 6.1 17,444 13,912 6,807 8,279 -2,883 7,397

1991 31 9.7 7.2 14,968 12,119 10,131 1,736 -3,294 10,264

1992 31.9 6.1 3.7 13,955 11,014 12,266 -3,365 4,086 9,180

1993 45.9 0.3 -2.0 14,586 10,855 11,390 -1,993 1,159 8,324

1994 70.8 -2.9 -5.4 15,905 11,288 8,346 2,541 -3,074 7,262

1995 56.6 4.2 2.0 18,842 13,631 11,937 2,014 -2,807 6,194

1996 103.2 -0.4 -2.5 23,400 18,367 9,810 8,824 -2,224 12,038

1997 37.6 5.1 3.0 23,711 18,331 12,311 5,999 -1,176 15,659

Table 5A. 1.3 (cont...)
Year Government

current
revenue^

Government
current

expenditure^

Fiscal
deficif

Money
supply"^

Unemployment Real
wages^

Interest
rate^

1989 19.5 17.2 -1.0 31 10.4 -14.4 22.57

1990 22.7 19.3 -2.1 33 10.4 -6.6 28.23

1991 22.9 17.7 2.8 37 8.7 -6.2 29.78

1992 18.0 15.9 -3.3 32 7.1 5.2 33.91

1993 16.5 15.1 -2.5 30 6.4 -8.9 48.88

1994 17.9 17.4 -6.8 30 8.4 -17 46.55

1995 15.7 14.9 -4.7 26 10.2 -12.2 32.18

1996 19.3 14.3 0.5 19 12.4 -15.5 31.66

1997 23.5 17 1.6 21 12.1 25.9 19.14

Annual growth o f consumer price index (1984 = 100). 
^Rates o f growth at 1984 prices.
^Millions o f US$.
Percentages o f current GDP.
^Percentage o f total labour force.
P en ding rate.
Sources:
For unemployment;
For interest rate:
For all other statistics:

OCEI, Encuesta de Hogares por Muestreo. 30 Anos, 1967-1997. 
IMF, International Financial Statistics Yearbook (various issues). 
BCV, Annual Reports, issues: 1989-1997.
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Year Total
GDP

Agriculture 0 / f Manufacturing Construction

1980 -2 1.9 6.7 2.5 -16.5

1981 -0.3 -1.9 -2.7 -2.5 -2.1

1982 0.7 3.6 -9.5 4.1 -8.4

1983 -5.6 0.4 -5.2 -1.7 -13.3

1984 -2.1 0.7 0.6 19.9 -7.2

1985 1.5 8.4 -9.9 5 -1.6

1986 6.3 7.7 8.7 7.1 6.3

1987 4.5 4 5.2 2.5 3

1988 6.2 4.6 4.1 6.9 7.9

1989 -8.5 -5.1 0.4 -14.6 -21A

1990 6.5 -1.8 13.9 7.4 7.8

1991 9.7 2.4 9.5 9.7 30.8

1992 6.1 2.1 1.4 2.5 34.6

1993 0.3 2.9 9 -1 -5.5

1994 -2.9 -1.1 5.5 -2.4 -24.7

1995 3.4 0.4 6.4 7.6 -7.4

1996 -1.6 0.4 5.8 -4.3 -3.6

* At market prices.
 ̂ 1980 is Mining.

Source: lAD B (Various issues).
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Table 5 A. 1.5 Venezuela: real production by sector, 1989-1997 (1984 prices)
Year Total

GDP
Agriculture Oil Mining Manufacturing Construction Services

1989 100 6 21 1 17 5 51

1990 100 5 22 1 17 5 50

1991 100 5 22 1 17 6 50

1992 100 5 21 1 17 7 50

1993 100 5 22 1 16 7 49

1994 100 5 24 1 16 5 48

1995 100 5 25 1 17 5 48

1996 100 5 27 1 16 5 47

1997 100 5 28 1 16 6 45

Source:
BCV, Annual report, issues: 1989-1997.
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1950 1960 1985 1996
Argentina 1.92 0.84 0.46 0.45

Bolivia 0.12 0.04 0.03 0.02

Brazil 2.22 0.99 1.42 0.91

Chile 0.47 0.38 0.21 0.29

Colombia 0.65 0.36 0.2 0.2

Costa Rica 0.09 0.07 0.05 0.06

Cuba 1.1 0.48 n.a. n.a.

Dominican Republic 0.14 0.14 0.04 0.02

Ecuador 0.12 0.11 0.16 0.09

El Salvador 0.11 0.09 0.04 0.02

Guatemala 0.13 0.09 0.06 0.04

Honduras 0.09 0.05 0.04 0.02

Mexico 0.86 0.59 1.22 1.83

Nicaragua 0.04 0.04 0.02 0.01

Panama 0.03 0.02 0.02 n.a.

Paraguay 0.05 0.02 0.02 n.a.

Peru 0.31 0.34 0.16 0.11

Uruguay 0.42 0.1 0.05 0.05

Venezuela 1.91 1.9 0.68 0.39

LATIN AMERICA 10.78 6.65 4.88 4.51
n.a. not available 
Source: Wilkie, J. W. (1997).
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1971-80 1981-90 1990 1996
Argentina 113 400.5 2,315.5 0.2

Bolivia 18.4 213.8 17.1 12.4

Brazil 32.8 306.7 2,937.7 18.2

Chile 126.2 18.2 26.6 7.3

Colombia 20.1 20.7 29.2 20.2

Costa Rica 10.5 21.7 19 17.5

Dominican Republic 10 23.7 50.4 5.4

Ecuador 11.7 34.3 48.6 24.4

Ei Salvador 10.6 17.4 24.1 9.7

Guatemala 9.6 13.2 41.2 11.1

Honduras 7.8 6.8 23.3 23.8

Mexico 15.9 61.1 26.6 34.4

Nicaragua n.a. 580.6 7,485.2 12.2

Panama 6.8 1.1 0.8 1.3

Paraguay 12.6 20.1 38.1 9.8

Peru 29.3 308.5 7,592.3 11.5

Uruguay 59.3 56 112.3 28.3

Venezuela 8 21.5 40.6 99.9

AVERAGE 24.2 84.9 807.2 15.5
n.a. not available.
Source:
lA D B, Annual Report, 1997.
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1980 1983 1989 1991 1996
Argentina 1.5 3 -1.3 10.5 4.4

Bolivia -1.4 -4.5 4.6 5.3 3.9

Brazil 9.2 -3.4 -4.2 0.3 3

Chile 7.8 -2.8 3.3 7.3 7.2

Colombia 4.1 1.6 4.3 2 2.1

Costa Rica 0.8 2.9 3.6 2.3 -0.7

Dominican Republic 6 4.6 -5.5 1 7.3

Ecuador 4.9 -2.8 3 5 2

Ei Salvador -8.7 0.8 4.8 3.6 3

Guatemala 3.7 -2.6 3.1 3.7 3.1

Honduras 1.3 -0.9 4.3 3.3 3

Mexico 8.3 -4.2 3.3 3.6 5.1

Nicaragua 4.61 4.6 -1.7 -0.2 5.5

Panama 3.5 0.4 1.6 9.4 2.5

Paraguay 11.4 -3 5.8 2.5 1.3

Peru 4.5 -12.6 -11.7 2.8 2.6

Uruguay 6 -5.9 1.3 3.2 4.9

Venezuela -2 -5.6 -7.8 9.7 -1.6

*At market prices 
Source: Wilkie, James W. (ed), (1997).
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Table 5 A. 1.9 International petroleum prices^ 1950-1997 (US$/barrel)
1950 1955 1960 1965 1970 1971 1972 1973 7974

1.55 1.35 1.48 1.73 1.73 2.21 2.37 3.56 10.24

Table 5A. 1.9 (cont...)
1975 1976 1977 1978 1979 1980 1981 1982 7983

10.89 11.28 12.42 12.42 16.77 27.6 32.03 32.03 28.05

Table 5A. 1.9 (cont...)
1984 1985 1986 1987 1988 1989 1990 1991 7992

27.03 26.44 13.82 17.79 14.15 17.19 22.05 19.33 19.03

Table 5A.1.9 (cont...)
1993 1994 1995 1996 1997

16.79 15.95 17.2 20.37 19.27

' 1950-1985: Venezuela (Tia Juana).
1986-1997: Average crude price.

Source:
IMF, International Financial Statistics Yearbook (Various issues).
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CHAPTER 6

Labour Force, Inequality and Poverty In Venezuela

6.1 Introduction

In 1997, 84 percent of Venezuelans who received an income had labour earnings as 

one of their sources of incom e\ Among them, 96 percent had labour earnings as their 

only income source and they represent 81 percent of those who received an income. 

More than half of those who received labour earnings (53 percent) had regular wages 

and they represented 45 percent of the total income recipients. Finally, 83 percent of 

the total income recipients had labour earnings as their main income source^.

The above figures suggest that, in Venezuela, the evolution of income inequality and 

poverty might be closely linked to the evolution of the labour force. Changes in 

macro-indicators, such as level of employment, unemployment rate, share of the 

informal sector in total employment, and the real wages, might be associated with 

changes in income inequality and poverty. Furthermore, the variables that explain 

labour earnings differentials among individuals may also be relevant variables for 

explaining where different groups of people are within the income distribution. As a 

consequence they would also help to explain who the poor are, why they are poor and 

how many of them there are.

Of course, labour earnings differentials and their changes are not enough to explain 

the level of income inequality and its changes. Incomes from other sources have an 

important weight in the upper tail of the income distribution, and these income 

sources might explain the increasing gap between the poorest and the richest. For 

instance, in 1997, while the mean income of the total income recipients was 102,000 

bolivares, the mean income of those who also received income from other sources

* Other sources o f income are rents, interests, money transfers, gifts, pensions, etc.
 ̂ These figures have been calculated by the author from the Venezuelan household survey 1997, 

second semester, conducted by the statistical office o f Venezuela (OCEI: Oficina Central de 
Estadistica e Informatica).
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was 143,000 bolivares^. The relevance of these other income sources on the 

distribution of income will be explored in more detail at the household level in 

chapters 7 and 8"̂ .

The previous chapter showed that traditional explanations about the effects of 

economic growth on income inequality seem implausible in the Venezuelan case, due 

to the specific characteristics of the economy that might determine specific channels 

through which those effects take place. Given the weight of labour earnings as a 

source of income among the Venezuelan population, as highlighted above, it is 

plausible to think that changes in the labour force might be reflected on the 

distribution of income. Therefore, analysing the labour force structure and its 

changes over time sheds light on the specific connections between growth and 

inequality in the Venezuelan case. This is the aim of this chapter.

Section 6.2 describes the evolution of the labour force in Venezuela in terms of its 

magnitude and structure during the period 1967-1997^. This evolution is related to 

the general performance of the economy that has already been described in the 

previous chapter. The objective is to help establish the links between the 

performance of some macroeconomic indicators and the changes observed in the 

labour force, which in turn, and as was said earlier, might be reflected on the 

distribution of income. Section 6.3 discusses the evolution of income inequality and 

poverty in Venezuela since the 1970s, based on results obtained by different authors. 

Also, the connections with the general performance of the economy are established 

via the labour force. The main findings are summarised within the conclusions 

(Section 6.4).

 ̂ Figures given at current prices. Author’s calculations from the Venezuelan household survey 1997, 
second semester, OCEI.

This will be done only for the period 1995-1997, since for the previous years the Venezuelan 
household surveys do not provide information on income broken down into different sources, as it was 
explained in Chapter 4.
^Most o f the statistical information on Venezuelan labour force which support this section has been 
taken from "Encuesta de Hogares por Muestreo. 30 Anos, 1967-1997" published by the statistical 
office o f Venezuela (OCEI) and in particular from the chapter "Comprension de la Fuerza de Trabajo 
en su Vinculacion con la Dinamica Demografica" by Lugo and Padron (see references). The analysis 
starts in 1967 since this is the year when the household surveys started in Venezuela.
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6.2 The evolution of the labour force in Venezuela: 1967-1997

The labour force is composed of persons belonging to the 15-64 age group of the 

population who are working or actively seeking work^. Therefore, the maximum 

number of persons who are able to participate in the labour force is determined by the 

age composition of the population, which in turn is conditioned by the long term 

tendencies of fertility, mortality and migration.

Although the average age of the Venezuelan population is still very young (more than 

35 percent are under 15) it has experienced an ageing process since 1981 (Tables 6.1 

and 6A.1.1)^. The proportion of the 0-14 group has declined over the period 1961- 

1990, perhaps as a result of the social programmes launched in the 1940s aimed at 

reducing the rate of infant mortality, and the decline has accelerated since 1981 when 

campaigns in favour of the birth rate control, initiated in the 1960s, started to show 

their results (Lugo and Padron, 1997). The 0-14 group decreased its share from 46 in 

1961 to 37 percent in 1990, while the proportion of the 15-64 group rose from 52 to 

59 percent. The median age of the country's population rose from 17 to 21 between 

1961 and 1990.

Census Years
Age groups 1961 1971 1981 1990 199f

Total 100 100 100 100 100

0-14 45.7 45 40 37.3 35.4

15-64 51.7 52 56.5 58.7 60.4

65 + 2.6 3 3.5 4 4.2

Median age 17.4 17.2 19.4 21.1 22.4

‘Estimation
Source: OCEI (1997b).

This shift in the age structure of the population has had a particular impact on the 

magnitude of the labour force. While the total population has increased at a rate of 

2.96 percent per year, the labour force increased at 4.12 percent per year during 1967-

® Those who are not seeking job such as some students or housewives, as well as those who are 
incapable to work do not form part o f the labour force.
 ̂Tables 6A.1.1 to 6A.1.17 are included in Appendix 6.1.
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1970 (Table 6A.1.1). Of course, there are other factors that explain the greater 

increase of the labour force, such as development of economic activities that expand 

the labour demand. The difference between the rate of growth of the labour force and 

that of total population in Venezuela was remarkably large in comparison with other 

Latin American countries during the 1970s, probably as a result of the oil-boom and 

the policy of full employment which was implemented during this decade. However, 

the labour force has been increasing faster than total population in most Latin 

American countries since the 1980s (Table 6A.1.10). From the supply point of view, 

the explanation seems to be that the labour supply may increase during the periods of 

crisis due to socio-economic pressures on families to keep their income levels, 

thereby pushing some members of households to seek jobs who otherwise would not 

participate in the labour market. This means that income deterioration might lead to 

the expansion in labour force participation^.

Thus, it might be expected that, during some periods of economic crisis, 

unemployment rises not only because recession leads to an expansion in redundant 

workers, but also because the number of first time job-seekers increases (known as 

the added worker effect). In fact, between 1970 and 1996 in Venezuela there are three 

periods during which the added worker effect might have occurred (Figure 6.1).

Labour force participation is defined as the ratio between labour force and total population aged 15+.
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Figure 6 .1 Growth of labour force participation and 
unemployment, Venezuela: 1970-1997 
Source: OCEI, (1997b). Author’s calculations.

In fact, within the period on which this research is focused, the added worker effect 

seems to have operated during 1994-1995 when a deep recession occurred, as a 

consequence of the political instability that the country experienced in 1993, (Figure 

6.1 and Table 6.2).

It is worthwhile to take these effects into account when analysing the impact of 

economic changes on income inequality, since the added worker effect might mislead 

the conclusions. If little change in inequality is found during the periods of income 

deterioration it could be misleading to say that the deterioration has equally affected 

the whole population^. It might be the case that labour force participation has 

increased more in low-income households in order to retain their living standards 

than in the high-income households.

In fact, both Baptista (1997b) and Riutort (1999) report that inequality in the income distribution has 
changed little in Venezuela between 1975 and 1996. Also, Espana (1997) argues that all Venezuelan 
households have been impoverished during the last two decades.
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Also, it is interesting to observe that while the male labour force increased at 3.42 

percent per year, the female labour force increased at 6.06 percent. These figures 

suggest that female incorporation into the labour market has been a main feature of 

the evolution of the labour force in Venezuela (Table 6A.1.1). In fact, while the 

labour force participation of males did not vary significantly during 1967-1997, 

women doubled their participation in the labour force. The process of female 

incorporation into the labour market was accelerated during 1989-1997, when the 

female labour participation rate jumped from 31.9 percent in 1988 to 44 percent in 

1997 (Table 6A. 1.7)'",

6.2.1 Unemployment

The unemployment rate in Venezuela has been one of the highest in Latin America 

since the 1980s (Table 6A.1.11), and it is also high in comparison with some of the 

developed countries (Table 6.6). The unemployment rate has had a cyclical 

performance associated with the ups and downs of the economy. Three downturns in 

unemployment can be clearly identified (Table 6A.1.2). The first period (1976-1978) 

coincided with the time when Venezuela enjoyed one of the highest GDP per capita 

in Latin America as a result of the oil crisis in 1973 (Table 6A.1.9), which allowed 

the government to launch the policy of "full employment". In fact, the lowest rate of 

unemployment during the last three decades (4.3 percent) was reached in 1978. Most 

of the new employment generated was formal employment (68.4 percent in 1978) 

mainly absorbed by the public sector, as a result of the policy of demand expansion 

applied during this period that was discussed in the previous chapter. The public 

sector share in total employment jumped from 17.5 percent in 1974 to almost 21 

percent in 1978 (Table 6A.1.3).

The second downturn in unemployment occurs from 1985 to 1988. The difference 

from the first period is that the private sector played the main role absorbing the new

Male (female) labour force participation is defined as a ratio between male (female) labour force 
and male (female) population aged 15+.
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employment generated during this period (Table 6A .L3)^\ The private sector 

reached its highest share in the total employment during the last three decades in 

1988 (50.2 percent). After increasing to 10.4 percent, as a result of the structural 

adjustment launched by the new government in 1989, the rate of unemployment 

started its third stage of reduction in 1991 when the Venezuelan economy showed a 

recovery by achieving one of the highest growth rates among all the countries in 

Latin America (see Chapter 5). The most dynamic economic sectors during this 

period were construction and manufacturing (Chapter 5) which, along with services 

(the economic activity that absorbed the highest proportion of employment), were 

responsible for the unemployment reduction (Tables 6.3 and 6.7). As discussed in the 

previous chapter, this unemployment reduction might have had an equalising impact 

on the distribution of income, given that both manufacturing and construction are 

economic activities able to create employment for unskilled workers. This downturn 

in unemployment lasted until 1993, with this being a year in which the country was 

facing political instability with the President of the Republic was removed by the 

Congress, a situation that deeply affected the economy.

There were two periods in which the rate of unemployment rose significantly. These 

were 1982-1984 and 1994-1996. The debt crisis in the early 1980s led to a decline in 

government spending and public demand that, along with the low dynamism of the 

private demand, produced stagnation of the economy (Palma, 1989). This stagnation 

had a subsequent effect on employment, leading the unemployment rate to its highest 

level in the last three decades (13.4 percent in 1984)^^. After the political crisis of 

1992-1993 a new government arrived in 1994 and established market controls. The 

economy then fell into a new recession that led the unemployment rate to its second 

highest value of 12.4 per cent in 1996.

This unemployment reduction was the result o f the expansionary policy. W ages were increased in 
the public sector but not in the private sector for which a bonus not included in salary was accorded 
(see Chapter 5). This policy encouraged the private sector to absorb the new employment.

By 1985 the unemployment rate in Venezuela was one o f the highest among all Latin American 
countries (see Table 6A. 1.11, Appendix 6 .1 )
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6.2.2 Formality and Informality

A direct relationship between the share of the informal sector in total employment 

and the rate of unemployment during the whole period 1969-1997 has been 

o b se rv ed ^ S in c e  unemployment increases during recessions, this relationship 

suggests that the expansion of the informal sector of the economy has been 

stimulated during the periods of recession. In fact, the significant increase of the 

informal sector share in total employment since 1994, when the Venezuelan economy 

was facing a deep recession as a result of the political instability during 1992-1993, 

supports this view of the impact of recessions on informal sector expansion. The 

process led to an almost 50-50 share between formal and informal sectors in total 

employment by 1997 (Figure 6.2). This figure reveals the high relevance of the 

informal sector in total employment in Venezuela suggesting, in turn, the limited 

coverage of policies aimed at improving the distribution of income. Therefore, if it is 

proven that informal workers are over-represented at the lower end of the 

distribution, and that changes in the economic position of this group provide a 

relevant contribution to overall inequality changes, then the high relevance of the 

informal sector in total employment would be a factor that explains the inefficiency 

of such policies, as stated in the hypothesis.

The definition o f informal sector  used by the Central Office o f Statistics o f Venezuela (OCEI) is as 
follows: the set o f non-professional self-employed, as well as owners, manual and non-manual workers 
who are employees in enterprises with less than five workers.
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Figure 6.2 Formai and informai employment as percentages of 
total employment in Venezuela, 1969-1997 
Source: OCEI (1997b).

6.2.3 Employment structure

i) According to level of education

The employment structure according to level of education (Table 6A.1.4 and Figure

6.3) shows that there has been a general improvement in the education level of 

workers. In 1970 the proportion of workers with only, at most, primary education 

was 87 percent of total employment. By 1997 this proportion had fallen to 64 

percent. The proportion of illiterates diminished from 18 percent in 1970 to 5 percent 

in 1997 (decreasing at a rate of 4.4 percent per year), while the share of higher- 

educated workers did just the opposite, from only 3 percent in 1970 their share 

increased up to 16 in 1997 (increasing at a rate of 6.2 percent per year). Furthermore, 

workers with secondary school education doubled their share in the same period. 

This improvement in the level of education of most Venezuelan workers may lay 

behind the declining relevance of education (although still high) as an explanatory 

variable of inequality levels in Venezuela that has been reported by some scholars, 

and which will be shown in section 6.3.2.
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Figure 6.3 Employment structure according to level of 
education, Venezuela: 1970, 1997 
Source: OCEI (1997b).

ii) Gender

The female share in total employment has increased in all Latin American countries 

(Table 6A.1.12). The incorporation of women into the labour market is an expected 

result that comes along with the process of urbanisation and industrialisation, which 

demands higher levels of labour in the production process, and thereby draws women 

into the labour market. But it might also be due to the deterioration of the real income 

of households. In Venezuela, both process have taken place during the last decades. 

The urbanisation process was intensified during the 1970s and, by1990, almost 84 

percent of the population was urban (OCEI, 1990). Also, since the crisis of the 

1980s, real incomes have been deteriorating continuously, as is shown in the next 

section of this chapter.
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Figure 6.4 Employment according to sex in Venezuela, 1969-1997 
Source: OCEI (1997b).

Some issues are raised when the structure of total employment is broken down into 

male and female categories, and which are worthwhile to be highlighted. One is that 

the share of the public sector in total female employment is much greater than the 

share of the public sector in male employment. Likewise, the proportion of self- 

employed female workers in total female employment is much less than it is in the 

case of males (Table 6A.1.6). However, by 1996 and 1997 the proportion of self- 

employed female workers was greater than the share of the public sector in total 

female employment. The employment expansion in the public sector during the 

1970s and early 1980s, as a result of the oil crisis, was greater in female than in male 

employment (Tables 6A.1.3 and 6A.1.6). Thus, while the share of the public sector in 

male employment increased by 7.6 percent, in female employment it rose by 40 

percent between 1970 and 1983. Furthermore, since the mid-1980s, when the share 

of the public sector in total employment started to decrease, it has decreased more 

rapidly in male employment (3 percent annually) than in female employment (2 

percent annually). Since the share of the private sector in male employment has not 

changed significantly (at least since the mid-1970s) and the share of the self- 

employed has risen, then the increase in male informal employment may have been 

related mainly to male employment reduction in the public sector. In the case of
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female employment the association seems to be with the private sector, mainly since 

the recession of 1994.

Since both the share of female workers in total employment and female labour force 

participation have been much smaller, although increasing, than those of their male 

counterparts it might be the case that also the share of female workers in total 

informal employment is much smaller than male workers. Hence, changes in the 

female labour market might have a much smaller impact on changes in total informal 

employment. In fact, in 1995, while the female share in total employment was 32 

percent (Table 6A.1.5), the female share in formal employment was 42 percent and 

29 percent in informal employment. In 1997, the female share in total employment 

rose to 34 percent and in formal employment to 45 percent, but it remained at 29 

percent in informal employment^"^.

Another issue is that female unemployment had been lower than male unemployment 

in most years since 1969, but that this tendency reversed in 1994; by 1996 the rate of 

female unemployment was almost 6 points greater than the rate of male 

unemployment, and by 1997 it was 4 points greater (Table 6A.1.7). This is due in 

part because of the added worker effect discussed earlier, which might have been 

stronger on female employment than on male employment. Also, the rapid increase 

of female unemployment during 1995-1997 is associated with the increase of the 

proportion of self-employed female workers during the same period. This association 

is consistent with the direct relationship between informal employment and 

unemployment during recessions that has already been pointed out.

The comparison of the employment structure according to the level of education of 

males and females shows that the improvement in the education level of workers, 

that was mentioned earlier, has been even more accelerated in the case of females 

than males (Table 6A.1.8). In fact, the proportion of male workers with at most 

primary education fell from 92 percent in 1969 to 70 percent in 1997, while the same 

in the case of females fell from 94 to 53 percent. But even more remarkable is that

The female shares in both formal and informal employment were calculated by the author using the 
raw data provided by the household survey for 1995 and 1997.
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the proportion of male illiterates decreased at a rate of 3.5 percent a year, while the 

proportion of female illiterates decreased at 7 percent. Likewise the proportion of 

higher-educated men in total male employment increased at a rate of 4 percent, while 

the proportion of higher-educated women increased at 9 percent. That is, the share of 

higher-educated women in total female employment increased from only 2 percent in 

1969 up to 22 percent in 1997. This rapid increase in the level of education of the 

female workers, allied with the increasing labour force participation, helps to explain, 

in part, the declining relevance of the gender variable in explaining overall 

inequality. This has also been reported by scholars, as will be shown later.

6.2.4 The period 1989-1997

Let us now have a closer look at the dynamics of the employment structure during 

1989-1997, and which is the period that this research focuses on. Two sub-periods 

are clearly identifiable. The first proceeds from 1989 to 1993, during which the 

unemployment rate fell from 10.4 to 6.4 percent and the share of the private sector in 

total employment increased (Table 6.2), the latter being a reflection of reduction in 

government intervention in the economy, as a result of the liberalisation policies 

launched in 1989.

Table 6.2 Selected features o f  the labour force in Venezuela, 1989-1997 (all figures in percent)
Years

Category 1989 1990 1991 1992 1993 1994 1995 1996 1997

Employment 89.6 89.6 91.3 92.9 93.6 91.6 89.8 87.6 87.9

Unemployment 10.4 10.4 8.7 7.1 6.4 8.4 10.2 12.4 12.1

Redundant workers 9.4 9.4 7.9 6.4 5.8 7.1 8.1 10 9.9

First time seekers 1.0 1.0 0.8 0.7 0.6 1.3 2.1 2.4 2.2

Total 100 100 100 100 100 100 100 100 100

Formal employment 59.8 57.9 59.2 60.1 59.1 51.2 51.6 51.3 51.4

Informal employment 40.2 42.1 40.8 39.9 40.9 48.8 48.4 48.7 48.6

Total 100 100 100 100 100 100 100 100 100

Employment In

the private sector ' 80.3 80.4 81 81.9 83.1 83.6 82.4 82.9 83.2

Employment In
the public sector 19.7 19.6 19 18.1 16.9 16.4 17.6 17.1 16.8

Total 100 100 100 100 100 100 100 100 100

’includes self-employed and others. 
Source: OCEI (1997b).
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This performance of the unemployment rate is associated with a reactivation of most 

economic activities (see Chapter 5), especially in manufacturing and construction 

whose unemployment rates fell from 10.5 to 6.4 percent and from 22.7 to 13.3 

percent, respectively, between 1989 and 1993 (Table 6.3). This reduction in 

unemployment might have had an equalising effect on income distribution, as 

discussed earlier.

Table 6.3 Unemployment according to the type o f  economic activity. 
Venezuela, 1990-1997

Type of economic activity 1990 1991 1992 1993 1994 1995 1996 1997

Agriculture 5.6 5 4.8 4.2 3.3 3.4 5.2 4.4

Mining and Petroleum 6.4 7.4 7.1 6.6 9.1 8.6 10.8 14

Manufacturing 10.5 8.3 6.8 6.4 7.7 9.7 11.9 11.8

Electricity, Gas and Water 9 3.5 6.2 8.2 5.4 9.2 10.4 10.8

Construction 22.7 16.9 14.7 13.3 14.5 16.9 20.5 20.4

Commerce, Restaurants 
and Hotels 8 6.6 4.9 4.5 5.7 7.4 8.7 9

Transport, Storage and 

Communications 7.8 8.6 6.2 4.7 6 6.7 7.6 8.2

Financial Services 8.9 7.1 6 4.1 7 9.7 10.4 11.5

Social services 6.6 6 4.3 3.9 4.4 7.2 9.6 8.4

Source: OCEI (1997b).

The trends are just the opposite during the period 1994-1997, when unemployment 

increased in all economic activities as a result of the deep recession in 1994. This 

situation might have had an adverse impact on the economic position of the group of 

individuals whose only income source was labour income, yielding changes in the 

distribution of income that will be analysed in chapters 8 and 9. But the most 

important feature is the marked increase of the share of informal employment in total 

employment in 1994. Furthermore, during the period 1994-1997, there were more 

men working in the informal sector than men employed in the formal sector (Table

6.4). This fact confirms the high relevance of a sector of the population, which finds 

itself unprotected by policies that are supposed to either counteract the adverse 

impact of the economic situation on low income groups or improve the distribution 

of income.
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Therefore, unemployment and informality were inversely associated with the 

economic performance during the period 1990-1997. Table 6.3 shows how these 

changes have affected the unemployment rate in the different economic activities. 

Agriculture and electricity, gas and water were the least affected activities. Mining 

and petroleum  doubled its unemployment rate between 1990 and 1997, but this 

activity contributes, on average, only 1 percent to total employment (Table 6.7). The 

most important contributors to total employment are social services, commerce, 

restaurant and hotels, and manufacturing, and in that order (Table 6.7), which 

doubled their unemployment rate between 1993 and 1997. Unemployment in 

construction, the sector with the highest rate of unemployment during the whole 

period, in iransport, storage and communications, and in financial services also 

responded inversely to the economic cycle.

Table 6.4 M ale and fem ale employment by type o f  employment (formal and

Male Female
Years Formal Informal Total Formal Informal Total

1990 56.7 43.3 100 60.4 39.6 100

1991 58.4 41.6 100 60.7 39.3 100

1992 58.8 41.2 100 62.7 37.3 100

1993 57.5 42.5 100 62.5 37.5 100

1994 48.1 51.9 100 57.8 42.2 100

1995 49.2 50.8 100 56.6 43.4 100

1996 49.4 50.6 100 55.1 44.9 100

1997 49.8 50.2 100 54.3 45.7 100

Source: OCEI (1997b).

The unemployment structure by education level shows that the highest rate of 

unemployment is registered by the group with secondary level of education, a rate 

that also increased during this period (Table 6.5). On the other hand, the illiterates 

show the lowest rate, with a tendency to decrease over the period.
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Table 6.5 Unemployment rate (%) by level o f  education in 
Venezuela, 1990-1997

Educational group 1990 1995 1997
Illiterates 6.2 5.6 5.4
No level 6.8 3.2 8.3
Primary 11.0 10.3 12.3

Secondary 11.2 12.1 14.8
Higher 7.3 8.6 8.3

Totai unempioyment 10.4 10.2 12.1
Source: OCEI (1990, 1995, and 1997).

It is also remarkable that the unemployment rate of the higher education group is 

quite high in comparison with that of some developed countries shown in Table 6.6 

(with the exception of France).

Country Totai
Less than 

upper secondary Upper secondary Tertiary ievei
FRANCE 11.7 14 8.9 6.5

GERMANY 8.2 13.3 7.9 4.9
SWEDEN 9.2 10.1 8.7 4.5

UNiTED KiNGDOM 8.8 12.2 7.4 3.7
UNiTED STATES 5.6 10 5 2.7

Source: OECD, Employment outlook, 1998.

These figures suggest that there has been an expansion in the supply of well-educated 

workers, but which the labour market has been incapable of absorbing. This seems to 

be a process that started (or was evident) during the 1980s since, according to Morley

(1995), people with at least a high school education contributed 35 percent to the 

increase in poverty levels in Venezuela over the decade.

The employment structure according to economic activity in Venezuela has changed 

little during the period 1990-1997. The service sector consists of the highest 

proportion in total employment (Table 6.7). The share of the service sector increased 

from 62.4 percent in 1990 to 65.8 percent in 1997, while the manufacturing sector’s 

share in total employment was reduced. It is important to highlight that this 

reduction is a reflection of an economy that does not induce growth in sectors that are 

able to absorb unskilled labour, which would help effectively in improving the
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economic situation of the lower income groups. These figures reflect also the 

increasing relative importance of the service sector in the Venezuelan economy 

which, according to Baptista (1997a), is a distortion caused by the distribution of the 

resources coming from the oil sector, as was discussed in the previous chapter. 

Nevertheless, as was also stated in Chapter 5, the increasing relative importance of 

the service sector is an expected result of economic development. In fact, the share 

of services in the total labour force has increased in all Latin American countries 

between 1980 and 1995, but notice that it is higher in Venezuela (Table 6A.1.12).

Table 6.7 Employment structure by economic activity. Venezuela, 1990-1997
Type of Economic Activity 1990 1995 1996 199T
Agricuiture 13.4 13.4 13 12.3
Mining and Petroieum 1.0 0.9 1.1 1.1
Manufacturing 15.5 13.4 12.7 12.8
Eiectricity, Gas and Water 1.0 0.9 0.8 0.8
Construction 7.7 8.1 7.6 8
Commerce, Restaurants, and Hoteis 21.1 22.9 23 23.6
Transport, Storage and Communications 6.1 6.1 6.9 6.4
Financiai Services 5.6 5.7 6.3 5.8
Social Services 28.6 28.4 28.6 29.2
Total 100 100 100 100
’ First semester o f 1997. 
Sources:

For 1990: OCEI (1990). 
For 1995-7: OCEI (1997b).

Since labour earnings is the main source of income of the Venezuelan population, as 

shown in the introduction of this chapter, the features of, and changes in, the labour 

force described above might be at the roots of poverty and inequality changes over 

time. Furthermore, an important part of the connections between economic growth 

and income inequality (the subject of this research) could be understood via the 

effects of economic growth on the labour force. Thus, the next section is devoted to 

describing the poverty and inequality changes between the 1970s and 1990s, based 

on other authors’ results, in order to discover associations with changes in the labour 

force. These associations, in light of the economic changes discussed in the previous 

chapter, will be presented in the conclusions.
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6.3 Changes in poverty and inequality in the income 
distribution in Venezuela: 1970s-1990s

Social indicators in Venezuela have registered a remarkable improvement since 

1970. Between 1970 and the year of the latest available estimate given by the lADB

(1998) report^^, the infant mortality rate dropped from 53.4 to 22 per thousand live 

births, while life expectancy at birth increased from 65.1 to 73 years. The percentage 

of the population with access to safe water rose from 75 to 79, while the illiteracy 

rate decreased from 23.5 to 8.9 p e r c e n t T h e  enrolment in formal education 

(primary and secondary levels) rose from 71 to 85 percent. In 1970 there was one 

physician for every 1,132 persons, but according to the latest estimate this has 

dropped to one for every 491. The only indicator that has shown deterioration is the 

population per hospital bed, which increased from 323 to 417 persons^^.

However, those figures portray an incorrect picture of social progress in a country 

that has one of the highest incomes per capita in Latin America. Some of the above- 

mentioned social indicators show that Venezuela is still lagging behind some other 

upper-middle income Latin American countries. For instance, access to safe water is 

still below 80 percent of the population, while Chile and Colombia reached 96 

percent, and in Costa Rica the access is 100 percent. The enrolment ratio in the first 

and second level of formal education is still quite far from those of Argentina and 

Uruguay, and still below the ratios reached in Brazil, Chile, Colombia, Mexico and 

Panama (See LADB, 1998, table 7, pp. 150-1).

But it also has to be pointed out that this general improvement in social indicators 

masks a worrisome increase in poverty levels, and an exacerbation of inequalities in 

income distribution in Venezuela, particularly since the early 1980s. In fact.

The lA DB (1998) report does not show the specific year o f the latest available estimation for each 
country in its Table 7. However, the report points out that these estimates are in no case prior to 1985 
and, for many indicators, refer to the early 1990s. Furthermore, the report warns that the concepts, 
definitions and methodologies employed in the collection o f such indicators often vary over time 
within countries.

These figures refer to the proportions o f the population o f 15 years o f  age and older who cannot, 
with understanding, read and write a short simple statement o f everyday life.

However, this indicator increased for all Latin American countries, with the exception o f Peru, 
during the mentioned period (see lADB annual report, 1998, table 7, pp. 150-1).
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according to the figures provided by ECLAC (1996, 1998), the proportion of 

households living below the poverty line^^ was 25 percent in 1970, it dropped slightly 

to 22 percent in 1981, but then rose dramatically to 42 percent in 1997 (Table 

6A.1.16). Poverty increased in almost all Latin American countries during the 1980s, 

but it has decreased in most of them during the 1990s. According to the figures 

provided in Table 6A.1.16, Colombia, Mexico and Venezuela were the only 

countries in which the percentages of both poor and indigent^^ households were still 

increasing during the 1990s. Furthermore, the percentage of both poor and indigent 

households in Venezuela was below the Latin America average up to 1990, but by 

1994 both percentages rose to above the regional average.

The above figures for Venezuela are particularly striking when contrasted with its 

level of GDP per capita (Table 6A.1.9). By 1980, Venezuela was one of the most 

highly urbanised, richest, and also the second most-indebted country in Latin 

America (Morley, 1995). But, as oil prices fell and the debt crisis that affected the 

whole region began, Venezuela was forced to go into a process of adjustment in 

1983. As a result, there was a contraction in aggregate demand which caused a 

recession, pushed real wages down and increased unemployment, as shown in 

Chapter 5. In 1989 a new policy of adjustment coupled with structural changes was 

launched, leading to further deterioration of those economic variables. Table 6A.1.13 

shows the continuous decline of real wages. By 1996 real wages had dropped to 

almost half its 1990 level. No other country in Latin America felt so severely the 

impact of adjustment on labour incomes (Table 6A.1.14). From having the second 

highest GDP per capita during the 1970s and 1980s, Venezuela descended to a fifth 

place position in 1990. When compared with the OFCD countries, the Venezuelan 

GDP per capita fell 48 percent between 1970 and 1997 (Table 6A. 1.9). Therefore, 

this generalised deterioration of the economic situation might count in some degree 

for the performance of the poverty rate in Venezuela since the early 1980s.

The poverty line is set at the amount o f income equal to twice the cost o f  a basic food basket. 
Indigent poverty is calculated as the percentage o f households having incomes amounting to less 

than the cost o f a basic food basket.
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6.3.1 The evolution of poverty

Drawing conclusions from a range of studies in which different methodologies have 

been used might be misleading. However, general agreements among them can 

suggest true trends. Thus, the general agreement among those studies on poverty in 

Latin American seems to be that, in most countries, poverty decreased during the 

1970s, then increased significantly during the 1980s as a result of the debt crisis and 

the subsequent structural adjustment applied in most countries, and decreased during 

the 1990s when economic recovery started, although it still remains very high relative 

to other areas of the world (Altimir, 1994; Morley, 1995; Psacharopoulos, Morley, 

Fiszbein, and Wood, 1995; ECLAC, 1996, 1998; Londono and Székely, 1997; 

Londono, Székely, and Duryea, 1997, and Attanasio and Székely, 1999). Within this 

context, poverty in Venezuela has its own specific evolution and slight differences 

can be found in the stories that have been told. In Venezuela, poverty decreased 

during the 1970s, the decade during which the country enjoyed one of the highest 

income per capita in Latin America as a result of the increase in oil prices, according 

to Marquez and Mukherjee (1991), Marquez (1993a); Altimir (1994), and ECLAC

(1996), but according to Riutort (1999) poverty in Venezuela during the 1970s 

remained constant. There is a general agreement which is that poverty increased 

significantly in Venezuela during the 1980s, as it had happened in the rest of the 

Latin American countries (Marquez and Mukherjee, 1991; Altimir, 1994; Morley, 

1995; Psacharopoulos, Morley, Fiszbein, and Wood, 1995; ECLAC, 1996; and 

Riutort, 1999). Being aware of the uncertainty introduced by comparisons over time 

because of changes in sampling, measurement error, and so on, Morley (1995) 

addressed the consistency of his results using the methodology developed by Foster 

and Shorrocks (1988)^^. He proves that the 1989 distribution in fact lies entirely 

above that of 1981, then, according to Morley (1995), poverty in Venezuela 

unambiguously increased between 1981 and 1989, regardless of how different parts 

of the poverty population are weighted or where the poverty line is set. Finally, 

although in the early 1990s there was a slight reduction in the poverty level according

The methodology developed by Foster and Shorrocks (1988) (see Further References for reference 
details) states that, "under conditions satisfied by the FGT index, when the frequency distribution for 
the later year lies entirely above the initial year, then regardless o f the poverty line or the degree of
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to Marquez (1993a), the proportion of poor households in the country was still 

increasing by the mid-1990s (ECLAC, 1996; and Riutort, 1999), and had decreased 

by 1997 (Riutort, 1999).

6.3.2 The evolution of income inequaiity

The evolution of income inequality has followed a similar pattern, although the level 

of inequality in Venezuela was not very high relative to other Latin American 

countries up to the mid-1990s (Table 6A.1.17). Income distribution was less unequal 

in Venezuela during the 1970s (Marquez and Mukherjee, 1991; Altimir, 1994; and 

Riutort, 1999), but then income inequality increased significantly during the 1980s 

(Marquez and Mukherjee, 1991; Altimir, 1994; Morley, 1995; Psacharopoulos, 

Morley, Fiszbein, and Wood, 1995; IMF, 1996; ECLAC, 1996; and Riutort, 1999). 

Despite little research being done on income inequality in Venezuela during the 

1990s, some tendencies can be observed. Marquez (1993a) reports a slight 

improvement in the distribution of income at the beginning of the 1990s. Riutort 

(1999) found that income inequality was still increasing up to 1995, which is in line 

with the figures provided in Table 6A.1.17, and it then had decreased by 1997. 

However, ECLAC (1998) reports a significant increase in Venezuelan inequality by 

1997. This conflict of opinions apart, it seems that trends in income inequality in 

Venezuela up until the early 1990s followed trends that were evident in the rest of 

Latin America. After a deterioration during the 1980s, inequality in the distribution 

of income in Latin America has not worsened during the 1990s, but it has not 

reversed the tendency either, despite the economic recovery in many of the countries 

of the region (Londono and Székely, 1997).

The shifts in income inequality, as described above, refer exclusively to the size 

distribution of incomes on which this thesis is focused: in other words, how income 

is distributed among households (or individuals). As was discussed in Chapter 2, the 

size distribution of income is determined by the prices of factors of production, factor

poverty aversion (choice o f a ), poverty rose between the two years" (Morley, 1995 , p. 104), (FGT: 
Foster, Greer and Thorbecke).
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shares (factorial distribution) and the distribution of the ownership of factor incomes 

among the population. So, to complement the picture of the evolution of income 

inequality in Venezuela during the last decade, Figure 6.5 shows the evolution of the 

factor shares in Venezuela during 1987-1996^’. The gap between factor shares 

widened from the late 1980s up to 1990, probably as a result of the deep recession in 

1988-1989. From 1990 the gap started to reduce until 1992, coinciding with the 

improvement in the size income distribution observed by Marquez (1993a). Then, the 

gap expanded again, being quite remarkable between 1995 and 1996, which 

coincides with the deterioration reported in Table 6A. 1.17.
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Figure 6.5  Factor shares in national income in Venezuela, 1987-1996 
Source: BCV, Annual Report (various issues).

6.3.3 The association of some macroeconomic variables and the 
indicators of inequality and poverty

There is a vast amount of literature on the causes of poverty, the determinants of 

income inequality, and the links between income inequality and poverty that attempt 

to explain the evolution of these two variables over time. As it was shown in Chapter

The information provided in this figure refers to the period in which this research is focused. The 
figures for 1997 were not provided by the annual report o f the Central Bank of Venezuela.
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3, an important part of that literature links the evolution of poverty and income 

inequality with economic growth. No specific pattern has been found in the long 

term. The main conclusion drawn from that debate is that the long-term relationship 

between economic growth, poverty and income inequality depends on the specific 

features of each economy and the type of economic growth.

In the short-term, income inequality has been affected by cycles in the economy, 

inflation and by changes in some important relative prices, such as the exchange rate 

and wages. In fact, inequality has been found negatively associated with cycles in the 

economy and investment and positively related to inflation in Latin America during 

the last 25 years (Londono and Székely, 1997). This might also be the case in 

Venezuela as it is shown in Table 6.8, which summarises the performance of the 

main macroeconomic indicators and the evolution of poverty and inequality during 

the last three decades.

194



Table 6.8 Changes in some macroeconomic indicators and in poverty and inequality in Venezuela: 
1970-1997

Years OP GDPg GDP

p c

INFLA RWg UNEM INFO

R

INEQ POV

1970-

1979

I
(1974: S)

P I I
(moderate

level)

n. a. D
(slightly)

D
(sharply)

d ’ D^

m o -

1989

80-81: I 
(1980 : S)

82-86:D  
(1986 : S)

87 -8 9 :1

80-84: N  

85 -8 8 :P 

1989: N
(deep

recession)

D

1980: I 

81-83: D
(slightly)

84-89: I
(sharply in 
1989)

N

80-85: I 

86-88: D 

1 9 89:1
(double
respect
1980)

I Ÿ I'

m o - 1990:I(S) 90-93: P 90-92:D 90-91:N 90-93:D 90-3: 90-92:D^ 1990:D^

1997

91-4: D

9 5 -7 :1 
(1996 : S)

1994: N  

1995: P 

1996: N

I
(slightly)

93-96: I
(sharply)

1992: P 

93-97:N

94-97: I D

94-7: I
(sharply)

90-95: 

96-97 :D \

F

90-95: ri

96-97 :D̂

Keys:
OP: oil prices, GDPg: rate o f growth o f GDP, GDPpc: GDP per capita, INFLA: rate o f inflation, 
RWg: rate o f growth o f real wages, UNEM: rate o f unemployment, E^IFOR: informal employment, 
INEQ: inequality (national level), POV: Poverty (total).
C: constant, D: decreased. I: increased, P: positive, N: Negative, n.a.: not available, S: shock.
* General agreement 
 ̂According to: Marquez (1993a).
 ̂According to Riutort (1999).
 ̂ According to: Marquez and Mukherjee (1991), Marquez (1993a); Altimir (1994), and ECLAC 

(1996).
 ̂According to: Marquez and Mukherjee (1991), and Marquez (1993a).
 ̂According to ECLAC (1996).
 ̂According to ECLAC (1998).

Source:
Author’s summary from tables included in Appendix 6.1.

The association between those macroeconomic variables and the indicators of 

inequality and poverty is clear for the 1970s and 1980s. Negative (positive) rate of 

growth of GDP, decreasing (increasing) GDP per capita, high (moderate) inflation, 

negative (positive) rate of growth of real wages, increasing (decreasing) 

unemployment, and increasing (decreasing) informality are associated with increases 

(decreases) in both inequality and poverty. These associations are in line with the 

trends observed by Londono and Székely (1997) in other Latin American countries. 

However, the relationship during the 1990s is not that clear, mainly for three reasons. 

First, little research has been done on inequality and poverty during the 1990s in 

Venezuela to draw conclusions about trends for this decade. Also, this research
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places poverty as the main issue and treats income inequality as one of the possible 

causes of poverty, disregarding the determinants of income inequality itself and the 

causes of changing inequality, which would shed light on the links between 

economic growth and the evolution of poverty and inequality. Only Riutort (1999), 

who has done the most recent work on poverty in Venezuela, gives a special 

treatment to inequality using decomposition analysis. Second, the results of income 

inequality during the 1990s reported for Venezuela from different sources are 

conflicting, which thereby prevent the drawing of conclusions. Third, the 1990s were 

a very special decade in Venezuelan history, since the economic and political 

situation was very changeable during those years. The decade started with the most 

severe structural adjustment that the Venezuelan economy has ever had. Two 

attempts of coup d'état in 1992 generated political instability that led to the 

impeachment and removal of the President of the Republic in 1993. In 1994 the new 

government reversed the liberalisation process by establishing controls on the 

economy. Then, in 1996, the process was reversed again to a more open economy. 

Too many changes in a short period of time, all interacting together in their effect on 

income inequality and poverty, makes it even more difficult to distinguish the 

specific links between the macroeconomic variables, inequality and poverty during 

the 1990s. This research is intended to contribute to the clarification of these links.

Nevertheless, some associations can be observed with the information that is 

available. As a result of the structural adjustment launched in 1989, and helped by an 

increase in oil prices in 1990, the early 1990s witnessed a positive rate of growth of 

GDP, a decreasing rate of unemployment, a decreasing proportion of informal 

employment in total employment, inflation reduction and, for the first time in many 

years, a positive rate of growth in real wages by 1992. This performance coincides 

with decreasing inequality by 1992, according to Marquez (1993a), and with 

decreasing poverty by 1990, according to Marquez and Mukherjee (1991) and 

Marquez (1993a). This association is in line with that observed during the 1970s and 

1980s. However, the opposite association would be observed if this performance of 

the Venezuelan economy in the early 1990s was related to Ruitor's results (1999), 

and to ECLAC's figures (1996) for poverty up to 1994. By the mid-1990s, the 

macroeconomic indicators tell a quite different story. The rate of growth of GDP was
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negative in both 1994 and 1996, but positive in 1995, the rate of inflation rose 

sharply, real wages decreased, unemployment increased, and the informal sector 

expanded. Despite this distressing panorama the Riutort’s results (1999) suggest that 

there was poverty reduction and decreasing inequality, while ECLAC (1998) reports 

the opposite trend.

This brief analysis, based on the limited information available, suggests an 

ambiguous relationship between macroeconomic indicators and inequality and 

poverty measures in Venezuela during the 1990s. Obviously, more research is 

needed. However, let us have a closer look at some factors that might be interacting.

i) The effect of inflation

The rate of inflation seems to provide some explanation for those odd results 

observed above. According to Engel’s Law, the higher the income the lower the 

proportion of food spent in total consumption. This means that low-income groups of 

population tend to spend a large proportion (if not all) of their budget on food, while 

this proportion is very small in the high-income groups. The rate of inflation evolves 

differently according to the type of commodity. Table 6.9 shows the evolution of the 

inflation rate in Venezuela during 1987-1997, by commodity type. The last column 

presents the difference between the inflation rate for food, drinks and tobacco (widely 

consumed by the poorest groups) and that for "other" commodities in which luxury 

goods are included (widely consumed by the richest groups). As one can see, the 

difference is high and positive for the late 1980s and becomes negative between 1992 

and 1993. That is, the process went in favour of the poorest groups, despite the fact 

that the general index was increasing. This coincides with the improvement in 

income distribution, as reported by Marquez (1993a). In 1994 the difference is 

positive, but then the process reverses again reaching its highest negative value in 

1996, just at the time when the general index also reached its highest value in the 

history of the Venezuelan economy. This coincides with the decrease in income 

inequality reported by Riutort (1999).
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Table 6.9 Venezuela: Consumer prices in the Caracas metropolitan area (relative variation: 
Dec/Dec. 1984=100)

General Food, drinks 
and tobacco

J D

Cloth and 
shoes

Spending
household

Others

(2)

Difference

1987 40.3 60.5 33.1 25.2 28.5 32.0
1988 35.5 52.1 35.2 22.0 19.6 32.5
1989 81.0 102.9 58.1 63.1 86.1 16.8
1990 36.5 40.0 25.7 33.7 38.9 1.1
1991 31.0 32.4 24.2 31.8 31.9 0.5
1992 31.9 31.3 21.2 33.8 35.7 -4.4
1993 45.9 38.3 36.4 51.8 54.5 -16.2
1994 70.8 74.6 66.5 69.9 68.9 5.7
1995 56.6 47.9 42.8 76.3 53.4 -5.5
1996 103.2 94.9 103.1 103.2 113.4 -18.5
1997 37.6 38.2 25.6 33.4 45.4 -7.2

Source: BCV, Annual Report (various issues).

ii) The long-term factors of income distribution

There is no empirical evidence to support the view that changes in inequality and 

poverty in Latin America have been determined by the market reforms adopted 

during the 1980s and 1990s. Other factors, rather than reforms, determine the 

performance of income inequality and poverty in the long- term, although those 

reforms are relevant in the short-term. The current structure of income distribution is 

the result of the relative prices of the production factors, and how these factors are 

distributed among the population. Factor prices in turn are strongly related with 

primary resource endowment, and with the availability of physical and human capital 

in the economy (Londono and Székely, 1997).

Therefore, the dynamics of income distribution might be associated with the 

dynamics of accumulation of both physical and human capital. In fact, Londono and 

Székely (1997) prove this hypothesis using data for 12 countries of the region and 97 

observations for the period 1970-1995^^. Also, using years o f  schooling as a proxy 

variable for human capital, they prove that human capital has the greatest impact on 

inequality reduction. According to their results, the dramatic increase in inequality 

during the 1980s is due to the deterioration of accumulation and distribution of 

human capital coinciding with income and investment reduction. The relative
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stability of income inequality during the 1990s is explained by the recovery in 

income, and the investment in physical capital which was enough to counteract the 

negative impact of the still increasing inequality in the distribution of education 

(Londono and Székely, 1997).

Can this argument be plausible to explain the association between inequality and 

poverty indicators and macroeconomic variables observed in Venezuela during the 

1990s? Economic growth has not been sustained in Venezuela throughout the 

decade. After a short period of recovery at the beginning of the 1990s, the economy 

went through a deep recession with high inflation that was still high by 1997. Despite 

the fact that education has also been found in Venezuela to be one of the most 

relevant factors in explaining inequality, its relevance has been diminishing over the 

years. In fact, Psacharopoulos, Morley, Fiszbein, and Wood, (1995) report that, in 

1981, education explained 26.3 percent of total inequality in Venezuela but that, in 

1989, the contribution of this factor had reduced to 23.1, while the employment status 

had increased its contribution from 11.9 percent to 19.6 between the same years. 

According to Riutort (1999), education explained 42.1 percent of total inequality in 

1975, but in 1997 it explained only 20 percent, while the other demographic factors 

also reduced their contribution^^. These results suggest that there may be an increase 

in importance of unobserved factors in explaining income inequality in Venezuela 

during the 1980s and 1990s.

iii) The income effect and inequality effect on poverty

The main determinants of poverty, in its economic dimension, are both the level of 

income and inequality in its distribution among the population. Many scholars 

support this view, and who also have tried to measure the contribution of each 

component separately on the poverty level, such as Datt and Ravallion (1992);

^  They use 104 household surveys. The methodology used is detailed in Londono, Székely, and 
Duryea (1997).
^  In Riutort's work (1999) the variable Gender increased its contribution to total inequality from 0.1 
percent in 1990 to 0.2 percent in 1997, but there was a reduction taking into account that its 
contribution in 1975 was 1 percent. Also, Age increased its contribution from 5 percent in 1975 to 9.4 
percent in 1990, but then decreased to 6.8 percent in 1997.
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Kakwani (1993); Smolensky, Plotnick, Evenhouse, and Reilly (1994); and Fiszbein 

and Psacharapoulos (1995).

In most Latin American countries the high level of inequality, the highest in the 

world according to Londono and Székely (1997), seems to be the explanation for 

poverty rates well above what would be expected given their GDP per capita. Poverty 

is not a matter of a lack of resources in Latin America. If there was perfect equality in 

the distribution of income there would be no poverty. Therefore, there is an "excess 

poverty" present in many countries in Latin America which is explained by the high 

level of inequality (Attanasio and Székely, 1999). This could be the case of 

Venezuela, since the poverty rate was above the average in Latin America by 1994 

(ECLAC, 1996), despite its GDP per capita being one of the highest in Latin 

America, although it has since decreased. Also, Table 6.8 suggests that there is a 

positive association between poverty and inequality.

However, it was observed earlier that income inequality in Venezuela is not very 

high relative to other Latin American countries, and Riutort (1999) found that income 

effect, not inequality, has been the main factor responsible for poverty changes since 

1982̂ "̂ . This finding can be explained by a remarkable deterioration of mean income 

in Venezuela since the earlier 1980s (Table 6.10), while indicators of income 

inequality have changed less rapidly. Also, an IMF report (1996) agreed that the 

average income per household suffered from a cumulative fall in real terms (about 60 

percent between 1984 and 1995) that brought the average Venezuelan closer to 

poverty. Therefore, in this context, it is not surprising that the income component 

accounts for the largest contribution to poverty changes. Notice that despite Riutort 

(1999) finding that poverty has become less elastic to changes in both income and 

inequality, poverty reduction still has a greater response to inequality changes than to 

income changes. For instance, a 10 percent increase in mean income would have 

reduced poverty (headcount ratio) by 6 percent, while a reduction of 10 percent in 

inequality (measured by the Gini coefficient) would have reduced the percentage of 

poor by 10 percent by 1997 (See Riutort, 1999, Table 7).

Riutort (1999) decomposes poverty changes due to income effect and inequality effect during the 
period 1975-1997 using the methodology proposed by Datt and Ravallion (1992).
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Table 6.10 Mean income/poverty line ratio in Venezuela: 1975-1997
1975 1982 1988 1990 1992 1995 1997

Jj/z 2.38 1.99 1.33 1.05 1.10 0.95 1.00

Gini
(households)

0.382 0.315 0.341 0.330 0.328 0.370 0.328

fJL : Mean income per capita o f total population.
Z : Poverty line o f moderate poverty (cost o f a "normative" basket o f "basic" goods).
Source:
CISOR, Special data processing o f  the Household Survey (OCEI) made for IIES-UCAB, 1998. 
Taken from: Riutort (1999).

iv) The in-migration effect on poverty

A couple of features must be mentioned to end this section. One is that most of the 

Venezuelan poor are urban (Morley, 1995), which is not surprising since the share of 

urban population in total population has been over 80 percent since 1980 (ECLAC, 

1996). The other is about the role that the migration process from rural to urban areas 

has played in poverty expansion. There is a well documented view that the migration 

process to urban areas has contributed significantly to increases in the level of 

poverty in developing countries. For instance, the IMF, in assessing the increase in 

poverty incidence in Venezuela, states that: "This increase was driven mainly by a 

rising incidence of poverty in urban areas, following the rapid urbanisation process - 

the proportion of the population classified as urban dwellers rose from 70 percent in 

1965 to 92 percent in 1994. The increase in migration to large cities in every part of 

the country outpaced the capacity of the Government to provide services, and the 

newcomers settled in crowded settlements with precarious sanitary conditions" (The 

IMF Staff Country Report No. 96/97, 1996, ppl7-8). However, it is interesting to 

observe that Altimir (1994) shows that during the 1970s the migration flow to urban 

areas in Venezuela was greater than the increase in the number of poor. This 

suggests, taking into account that both rural and urban poverty decreased during the 

decade, according to Altimir’s results (1994), that some of the rural poor who 

migrated to urban areas were able to escape from poverty, along with some of the 

urban poor. Ravallion and Datt (1995) also found that the migration factor was not 

relevant for poverty changes in the case of India. These findings seem to challenge 

the view about the impact of an in-migration process on poverty changes, as stated 

above.
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6.4 Conclusions

Living conditions in Venezuela have improved substantially during the last three 

decades, expressed in an ageing process of the total population, especially since 

1981, although the average age of the Venezuelan population is still very young.

The ageing process has combined with the increase of labour demand during periods 

of economic recovery on one side, particularly during the 1970s, and on the other 

side with an expansion of labour supply during periods of recession, which have 

pushed new entrants into the labour markets in order to retain the level of income of 

households. The result has been an acceleration of the labour force growth surpassing 

the rate of growth of total population. This worker added effect compensates the 

income deterioration at the lower end of the distribution, and might have been 

responsible for the little change in Venezuelan inequality reported by both Baptista 

(1997a) and Riutort (1999), keeping the level relatively low in comparison with other 

Latin American countries.

The impact of recessions has been larger on female labour force participation than on 

male labour force participation, shaping one of the most remarkable features of the 

recent evolution of the Venezuelan labour force, i.e. the rapid increase of female 

participation in the labour market during the last three decades, a process that was 

accelerated further during 1989-1997.

Another important feature is the increasing significance of the informal sector in total 

employment since 1981. The informal sector expansion has also been a result of the 

successive recessions that the economy has faced during the last two decades. By 

1997, total employment was split 50-50 into formal and informal. Therefore, since a 

positive association between informality and inequality was found, at least during the 

1970s and 1980s, the high relevance reached by the informal sector in the 

Venezuelan economy suggests that the differences between formal and informal 

employment might have also gained relevance in explaining levels and changes in 

inequality, which I explore in detail in the course of the next chapters. Also, this 

high relevance of informality in the Venezuelan economy might be related with
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policy inefficiency in either counteracting the negative impact of economic changes 

on the lower income groups or improving the distribution of income, as stated in the 

hypothesis.

The government played a leading role in employment creation between the mid- 

1970s and early 1980s, facilitated by the huge increase in government revenue 

coming from the oil industry. However, since the mid-1980s, the cyclical 

performance of unemployment has been ruled mainly by the expansions and 

contractions of economic activities in the private sector. This has been the result of 

oi 1-revenue instability and the successive economic crises that, along with the 

explicit efforts of reducing government interventions, especially during the 1990s, 

have prevented a further expansion of public sector activities. However, it is worth 

pointing out that the share of the public sector in female employment has been larger 

than in male employment. Female employment in the public sector increased more 

rapidly than male employment during the 1970s, and it has decreased less rapidly 

since the mid-1980s.

There has been a general improvement in the level of education of Venezuelan 

workers that has been even more remarkable in the case of female workers. This 

improvement might have had particular effects on income inequality. Since labour 

earnings is the main source of household incomes, and assuming that education 

differentials explain earnings differentials in Venezuela, then one effect would be 

that earnings differentials between Venezuelan workers have diminished as a result 

of the higher and less unequal level of education of workers, which would explain 

why education has reduced its relevance as an explanatory variable of income 

inequality in Venezuela, according to some of the works reviewed in this chapter. 

Another effect would be that, since the improvement in education has been more 

accelerated in female workers than in male workers, this process has reduced the gap 

in education differentials between men and women and, as a consequence, the 

earnings differentials between male and female workers have decreased as well, 

explaining the also diminishing relevance of gender as an explanatory variable of 

income inequality in Venezuela. I will return to this point in the course of the next 

chapters.
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Higher levels of education have not been a guarantee for finding a job for the 

Venezuelan worker. The general improvement in education of the labour force has 

also increased the number of well educated unemployed. This fact also helps to 

explain the decreasing relevance of education as an explanatory variable of income 

inequality in Venezuela.

Both unemployment and informality has responded inversely to the economic cycle, 

especially during the period 1989-1997. The magnitude of unemployment response 

was remarkably different according to the economic activity, and the differences 

were even more remarkable between 1993 and 1997. This suggests that economic 

activity might be a relevant variable for explaining changes in income inequality in 

Venezuela during the period 1989-1997, as is explored in the next chapters.

Both poverty and income inequality have also responded to the economic cycles in 

Venezuela, decreasing during the 1970s and increasing during the 1980s, although 

the trends during the 1990s are less clear-cut. During the 1970s and 1980s, both 

poverty and income inequality have been found inversely associated with GDP 

growth and real wages, while positively associated with inflation, the unemployment 

rate and informality. However, the associations are ambiguous during the 1990s. The 

relatively little research that has been done, the conflicting results, and the rapid 

changes in the economic situation during the decade, all seem to have contributed to 

darken these associations, but the uneven performance of the inflation rate according 

to commodity type provided, in part, some satisfactory explanations for the 

unexpected association found between economic indicators and inequality during 

1995-1997.

This evolution, hand-in-hand, suggests also the strong links that exist between 

poverty and income inequality in Venezuela. Despite income deterioration in 

Venezuela explaining the increasing poverty rates, poverty changes still have a 

greater response to inequality changes than to income changes, according to Riutort

(1999).
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According to Londono and Székely (1997), the dynamic of income distribution is 

associated with the dynamic of accumulation of both physical and human capital. The 

latter having the greater impact on inequality reduction. However, according to some 

of the works reviewed in this chapter, in Venezuela, education, which is usually 

measured as years of schooling and is the proxy variable normally used for human 

capital, although it is still one of the most significant variables in explaining income 

inequality, has diminished its explanatory power along with other demographic 

factors, suggesting that other variables may have increased their relevance for income 

inequality. This chapter has provided a set of suggestions, such as the differences 

between formal and informal employment along with economic activities and the 

changing role of both the public and private sector in employment, to be explored in 

detail in the next chapters.
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Appendix 6.1 Statistics on labour force, inequality and 
poverty for Venezuela and Latin America

Year Total
Population

15+ Total Male Female 
population Labour Force Labour Force Labour Force

1967 9 ,4 1 5 ,0 6 4 4 ,9 7 0 ,6 5 3 2 ,733 ,741 2 ,187 ,101 5 4 6 ,6 4 0

1968 9 ,8 0 2 ,4 9 8 5 ,158 ,031 2 ,8 4 6 ,3 0 9 2 ,2 3 9 ,5 1 3 5 7 1 ,2 4 5

1969 1 0 ,1 6 4 .9 2 4 5 ,3 8 1 ,0 3 3 2 ,9 7 9 ,5 3 4 2 ,3 5 5 ,7 5 8 6 2 3 ,7 7 6

1970 1 0 ,4 3 8 ,4 0 0 5 ,5 2 6 ,4 0 0 3 ,0 9 4 ,6 0 0 2 ,4 4 0 ,7 3 0 6 8 0 ,6 0 0

1971 1 0 ,8 0 9 ,5 3 0 5 ,7 2 6 ,1 1 8 3 ,175 ,761 2 ,3 9 5 ,0 1 8 6 9 8 ,0 1 5

1972 1 1 ,0 5 7 ,3 4 8 6 ,1 1 8 ,1 4 7 3 ,1 1 1 ,2 7 3 2 ,3 5 8 ,5 9 0 7 5 2 ,6 8 3

1973 1 1 ,3 7 4 ,3 0 7 6 ,3 3 2 ,7 7 6 3 ,2 9 7 ,4 3 9 2 ,4 9 3 ,2 9 7 8 0 4 ,1 4 2

1974 1 1 ,7 2 8 ,0 0 2 6 ,5 7 7 ,4 2 6 3 ,4 2 7 ,9 5 5 2 ,5 8 6 ,3 3 9 8 4 1 ,6 1 6

1975 1 2 ,0 9 1 ,6 9 3 6 ,831 ,021 3 ,7 9 1 ,6 9 0 2 ,752 ,751 1 ,0 3 8 ,9 3 9

1976 1 3 ,2 4 1 ,6 8 7 7 ,565 ,811 4 ,2 3 8 ,4 9 4 3 ,1 0 2 ,7 3 9 1 ,1 3 5 ,7 5 5

1977 1 3 ,7 1 4 ,1 6 4 7 ,9 0 0 ,7 6 6 4 ,4 0 8 ,0 1 7 3 ,2 4 2 ,7 3 8 1 ,1 6 5 ,2 7 9

1978 1 4 ,1 8 4 ,1 4 6 8 ,2 3 7 ,3 4 4 4 ,5 6 9 ,8 1 6 3 ,3 7 7 ,9 3 8 1 ,1 9 1 ,8 7 8

1979 1 4 ,6 7 1 ,6 0 5 8 ,5 9 1 ,2 4 4 4 ,7 8 7 ,6 1 8 3 ,5 2 5 ,2 3 6 1 ,2 6 2 ,3 8 2

1980 1 5 ,1 3 7 ,4 9 2 8 ,5 9 1 ,2 4 4 4 ,9 7 1 ,5 8 5 3 ,6 4 8 ,0 6 0 1 ,3 2 3 ,5 2 5

1981 1 5 ,5 9 3 ,3 7 0 9 ,2 6 2 ,4 9 0 5 ,1 6 1 ,4 0 5 3 ,7 7 8 ,0 5 6 1 ,3 8 3 ,3 4 9

1982 16 ,0 5 9 ,5 5 3 9 ,5 9 5 ,5 6 5 5 ,347 ,831 3 ,908 ,481 1 ,4 3 9 ,3 5 0

1983 16 ,5 0 0 ,4 5 9 9 ,9 0 7 ,2 4 9 5 ,5 2 7 ,6 5 4 4 ,0 3 3 ,0 7 0 1 ,4 9 4 ,5 8 4

1984 1 6 ,9 6 6 ,2 9 0 1 0 ,2 3 3 ,7 7 7 5 ,7 1 6 ,2 0 7 4 ,1 3 9 ,7 4 4 1 ,5 7 6 ,4 6 3

1985 1 7 ,4 2 4 ,6 8 2 1 0 ,5 5 3 ,9 8 0 5 ,9 1 8 ,7 9 4 4 ,3 0 0 ,6 3 4 1 ,6 1 8 ,1 6 0

1986 1 7 ,8 9 9 ,4 2 3 1 0 ,8 8 6 ,3 0 8 6 ,1 0 7 ,1 1 5 4 ,4 3 3 ,1 0 5 1 ,6 7 4 ,0 1 0

1987 1 8 ,3 8 8 ,8 1 7 1 1 ,2 2 6 ,6 5 9 6 ,3 2 1 ,5 6 6 4 ,5 6 8 ,4 5 1 1 ,7 5 3 ,1 1 5

1988 1 8 ,8 8 1 ,7 6 3 1 1 ,5 7 1 ,5 1 7 6 ,5 7 2 ,0 4 9 4 ,7 3 2 ,8 0 8 1,839 ,241

1989 1 9 ,0 1 4 ,7 1 3 1 1 ,7 2 8 ,5 5 9 6 ,9 0 3 ,5 8 3 4 ,7 9 3 ,4 0 0 2 1 1 0 ,1 8 3

1990 19,563 ,361 1 2 ,1 2 0 ,3 3 2 7 ,1 9 6 ,6 0 9 4 ,9 5 6 ,4 9 2 2 ,2 4 0 ,1 1 7

1991 2 0 ,0 3 3 ,2 4 4 12 ,480 ,141 7 ,4 6 6 ,7 6 5 5 ,0 8 6 ,5 0 6 2 ,3 8 0 ,2 5 9

1992 2 0 ,5 0 4 ,0 1 3 1 2 ,8 5 1 ,5 0 6 7 ,6 0 1 ,8 0 8 5 ,2 0 0 ,4 7 4 2 ,4 0 1 ,3 3 4

1993 2 0 ,9 7 2 ,1 8 0 1 3 ,2 2 8 ,7 5 3 7 ,6 2 5 ,2 4 0 5 ,2 6 2 ,9 5 9 2 ,362 ,281

1994 2 1 ,3 8 5 ,5 5 9 1 3 ,5 7 3 ,1 1 9 7 ,9 5 2 ,7 3 6 5 ,4 7 4 ,5 4 2 2 ,4 7 8 ,1 9 4

1995 2 1 ,8 5 0 ,9 2 0 1 3 ,9 6 0 ,8 7 4 8 ,6 0 8 ,6 5 3 5 ,7 2 5 ,9 8 0 2 ,8 8 2 ,6 7 3

1996 2 2 ,3 1 5 ,5 9 7 1 4 ,3 5 2 ,1 0 2 9 ,0 2 4 ,6 2 7 5 ,9 1 2 ,7 1 2 3 ,1 1 1 ,9 1 5

1997 2 2 ,6 1 0 ,6 3 5 1 4 ,5 3 9 ,7 0 5 9 ,187 ,881 5 ,9 9 0 ,4 4 6 3 ,1 9 7 ,4 3 5

Annual
growth

2.96 3.64 4.12 3.42 6.06

Source: OCEI (1997b).
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Table 6A. 1.2 Formai and informai employment, and unemployment rate in
Venezuela, 1969-1997

Year Formai employment
W

Informai employment
W

Unemployment
W

1969 51 .5 4 8 .5 6 .7

1970 55 .2 4 4 .8 6.1

1971 52 .5 4 7 .5 5 .4

1972 53 .5 4 6 .5 5 .6

1973 54 .9 45.1 5.1

1974 57 .8 4 2 .2 6 .3

1975 63 3 7 7 .6

1976 65 .7 3 4 .3 5 .6

1977 67 .9 32.1 4 .5

1978 6 8 .4 3 1 .6 4 .3

1979 68 .2 3 1 .8 5 .6

1980 64 .6 3 5 .4 5 .7

1981 6 2 .4 37 .6 6.1

1982 60 .8 39 .2 7.1

1983 58 .7 41 .3 10 .3

1984 58 .2 41 .8 13 .4

1985 59 .7 4 0 .3 12.1

1986 58 .5 4 1 .5 10.3

1987 6 1 .3 38 .7 8 .5

1988 61 .9 38.1 6 .9

1989 59 .8 4 0 .2 10.4

1990 57 .9 42.1 10 .4

1991 59 .2 4 0 .8 8 .7

1992 60.1 39 .9 7.1

1993 59.1 4 0 .9 6 .4

1994 51 .2 4 8 .8 8 .4

1995 51 .6 4 8 .4 10.2

1996 51 .3 4 8 .7 12 .4

1997 51 .4 4 8 .6 12.1

Source: OCEI (1997b).

207



Table 6A. 1.3 Employment distribution according to occupation category.
Venezuela, 1970-1997

Year Public sector (%) Private sector Self employed
W

Others (%)

1970 18 4 5 .9 2 6 .3 9 .8

1971 18.2 4 4 .7 2 6 .2 10 .9

1972 17.5 44.1 2 6 .6 11 .8

1973 17.5 46 .9 2 5 .9 9 .7

1974 17.5 48.1 2 4 .6 9 .8

1975 18 4 8 .8 2 1 .2 12

1976 20.1 47 .5 19 .8 12 .6

1977 20 .6 47 .6 19 .7 12.1

1978 20 .7 47 .8 2 0 11 .5

1979 21 .7 46 .8 2 0 .5 11

1980 21 .7 4 6 .6 2 2 .8 8 .9

1981 21 .7 4 7 .4 2 1 .4 9 .5

1982 21 .7 46 .3 2 3 .4 8 .6

1983 22 .2 4 3 .4 2 5 .5 8 .9

1984 2 1 .8 4 3 .9 2 4 .7 9 .6

1985 20 .2 4 5 .6 2 2 .8 11 .4

1986 19.4 47 .2 2 2 .5 10 .9

1987 18.9 4 9 .6 2 0 .4 11.1

1988 18.7 50 .2 2 0 .4 10 .7

1989 19.7 46 .9 2 3 10 .4

1990 19.6 46 .2 2 3 .5 10 .7

1991 19 4 7 .6 2 3 .4 10

1992 18.2 48 .9 2 3 .5 9 .4

1993 16.9 4 8 .7 2 5 .5 8 .9

1994 16.4 4 5 .2 3 0 .3 8.1

1995 17.6 4 3 .8 31 7 .6

1996 17.1 4 2 .9 3 2 .5 7 .5

1997 16.8 4 4 .4 3 2 .7 8.1

Source: OCEI (1997b).
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Table 6A. 1.4 Proportionof total employment by level o f education. Venezuela, 1970-1997

Years Illiterate
No

education Primary Secondary
Higher

education Total

1970 18 4.1 64 .7 10.1 3.1 100

1971 17 .8 5 .3 63 10 .9 3 100

1972 18 .6 5.1 61 .6 11 .4 3 .3 100

1973 19.3 5.1 61 .7 10 .7 3 .2 100

1974 18 .5 4 .9 62 10 .9 3 .7 100

1975 18.6 2 .9 63 .7 10 .2 4 .6 100

1976 17.2 3.1 63 .9 10 .7 5.1 100

1977 16.1 3 .6 64 10 .6 5 .7 100

1978 13.6 3 .4 65 .3 11 .8 5 .9 100

1979 12.5 3 .2 64 .9 13 .2 6 .2 100

1980 11.6 2 .6 65 .8 13 .3 6 .7 100

1981 11.3 2 .5 65 .7 13 .7 6 .8 100

1982 10.1 2 .4 66 .3 14 7 .2 100

1983 10 2 .2 65 15.1 7 .7 100

1984 9 .8 2 .2 64 .7 14 .8 8 .5 100

1985 9 .3 2.1 63 .4 15 .8 9 .4 100

1986 8 .6 2 63 .7 15 .9 9 .8 100

1987 7 .9 1.8 63 .6 16 .4 10 .3 100

1988 7 .2 1.8 62 .6 17 .2 11 .2 100

1989 7 1.7 61 .4 17 .8 12.1 100

1990 6 .8 1.6 61 .4 17 .9 12 .3 100

1991 6 .3 1.6 61 .4 18.1 12 .6 100

1992 5 .9 1.3 60 .7 18 .7 13 .4 100

1993 5 .6 1.3 59 .9 19 .4 13 .8 100

1994 6.1 1.4 59.1 19 .5 13 .9 100

1995 6 1.2 58 .7 19 .8 14 .3 100

1996 5 .5 0 .9 58 2 0 15.6 100

1997 5 .4 1 57 .7 2 0 .2 15 .7 100

Source: OCEI (1997b).
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Years % Males % Females

1969 79 21

1970 78 22

1971 77 23

1972 76 24

1973 75 25

1974 75 25

1975 73 27

1976 73 27

1977 73 27

1978 74 26

1979 73 27

1980 73 27

1981 73 27

1982 73 27

1983 72 28

1984 72 28

1985 72 28

1986 72 28

1987 72 28

1988 72 28

1989 69 31

1990 69 31

1991 68 32

1992 68 32

1993 69 31

1994 69 31

1995 68 32

1996 67 33

1997 66 34

Source: OCEI (1997b).
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Table 6A.1.6 Employment distribution o f males and females according to occupation category.
_________  Venezuela, 1970-1997

M ales Females
Years Public

Sector
Private Self- Others 
Sector employed

Total Public
Sector

Private Self- Others 
Sector employed

Total

1970 15.8 43.9 2 8 .8 11.5 100 2 5 .5 4 9 .9 17 .4 7 .2 100

1971 15.2 43.9 2 8 .7 12.2 100 2 7 .6 4 7 .8 17 .9 6 .7 100

1972 14.1 43.6 29 13.3 100 27 .9 46.1 18 .9 7.1 100

1973 14.8 46 .2 28 11 100 2 5 .3 4 9 .7 19 .5 5 .5 100

1974 14.5 4 7 .4 27 11.1 100 2 6 .6 5 0 .5 17 .2 5 .7 100

1975 15.2 4 9 .3 22 13.5 100 2 5 .4 47.1 19 .3 8 .2 100

1976 17.2 4 8 .4 2 0 .2 14.2 100 28 4 5 18 .8 8 .2 100

1977 17.5 48 .4 20 .2 13.9 100 2 9 .3 4 5 .4 18.1 7 .2 100

1978 17.2 4 8 .7 2 0 .6 13.5 100 3 0 .6 4 5 .2 18 .2 6 100

1979 18 4 7 .7 2 1 .3 13 100 3 1 .7 4 4 .7 18.1 5 .5 100

1980 17 .8 4 7 .3 2 4 .6 10.3 100 32 .3 4 4 .7 18 5 100

1981 17 .4 4 7 .7 2 3 .6 11 .3 100 33 .2 4 6 .4 15 .5 4 .9 100

1982 17 47 26 10 100 34 .2 4 4 .9 16 .2 4 .7 100

1983 17 43.1 2 8 .9 11 100 3 5 .7 4 3 .4 16 .3 4 .6 100

1984 17.1 4 3 .7 2 7 .7 11 .5 100 33 .6 4 4 .6 16 .9 4 .9 100

1985 15.7 4 6 .2 2 4 .4 13.7 100 31 .9 4 4 .4 18 .4 5 .3 100

1986 14.9 4 7 .7 2 4 .4 13 100 31.1 46.1 17 .5 5 .3 100

1987 14.3 50 .5 22 13.2 100 30 .4 4 7 .6 16 .4 5 .6 100

1988 14 .2 50 .9 22 12.9 100 3 0 .2 4 8 16 .6 5 .2 100

1989 14 .6 48 2 4 .8 12 .6 100 31.1 4 4 .5 19 5 .4 100

1990 14 .6 4 7 .5 2 4 .7 13 .2 100 30 .6 4 3 21 5 .4 100

1991 14.1 4 9 .6 2 4 12 .3 100 2 9 .3 4 3 .7 2 2 5 100

1992 12 .8 50 .9 2 4 .8 11.5 100 29 .2 4 4 .5 2 1 .6 4 .7 100

1993 11.9 5 0 .3 27 10 .8 100 27 .8 4 5 .4 22.1 4 .7 100

1994 11 .4 46 3 2 .2 10 .4 100 27 .2 4 3 .5 2 6 .2 3.1 100

1995 12.1 46.1 3 2 .2 9 .6 100 29 3 8 .9 2 8 .5 3 .6 100

1996 12 4 5 .5 3 2 .8 9 .7 100 27 .6 3 7 .5 3 1 .8 3.1 100

1997 11 .8 47 3 3 .5 7 .7 100 2 6 .6 3 9 .3 31 3.1 100

Source: OCEI (1997b).
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Table 6A.1.7 Labour force participation and unemployment by gender in Venezuela, 1969-1997^
Males Females

years Labour Participation Unemployment rate Labour Participation Unemployment rate

1967 87 .7 7 22 9 .3

1968 87 .6 6 .6 2 2 .4 6.1

1969 86 7 2 3 .6 5 .8

1970 86 .7 6 .5 2 5 .2 4 .7

1971 81 .7 5 .9 2 3 .9 3 .9

1972 78.1 5 .8 2 4 .3 5

1973 79 .7 5 .4 25.1 4 .3

1974 79 .5 6 .3 2 5 .9 6 .3

1975 81 .4 7 .5 30.1 7 .8

1976 81 .5 6 3 0 .2 4 .7

1977 81 .6 4 .7 2 9 .7 4 .2

1978 81 .5 4 .6 29.1 3 .3

1979 81 .5 6 2 9 .6 4 .4

1980 81.1 6.1 2 9 .8 4 .3

1981 81.1 6 .6 30.1 4 .6

1982 81 7 .7 3 0 .2 5 .6

1983 81 11 3 0 .3 8 .4

1984 80 .5 13 .9 31 11.9

1985 81.1 12 .6 3 0 .8 10.8

1986 81.1 10 .7 3 0 .9 9 .3

1987 81.1 9.1 3 1 .3 6 .8

1988 81 .5 7 .4 3 1 .9 5 .8

1989 81 .7 10 .9 3 6 9.3

1990 81 .7 10 .4 37 10.3

1991 81 .4 8 .8 3 8 .2 8 .6

1992 80 .9 7 .6 3 7 .4 5 .9

1993 79 .5 6 .7 3 5 .7 5 .6

1994 80 .7 8 .4 3 6 .5 8 .5

1995 82 8 .7 4 1 .3 13.3

1996 82 .4 10 .5 4 3 .3 16.2

1997 82 .4 10 .8 4 4 14.8

’ All figures are given in percentages 
Source: OCEI (1997b).
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Table 6A.1.8 Male and female employment according to the level o f education.
Venezuela, 1969-1997

Years
Males Females
illiterate No 

educ.
Primary Second. Higher iiiiterate No

educ.
Primary Second. Higher

1969 17 .5 3 .5 7 0 .9 4 .2 3 .9 26.1 3 .2 65 3 .7 2

1970 15 4 .3 6 7 .8 8 .9 4 21.1 4 6 1 .5 11.3 2.1

1971 14 .7 5 .5 6 5 .6 10.3 3 .9 21 5 60 .5 11.5 2

1972 16 5.5 6 3 .7 10.7 4.1 21.1 4 .7 5 9 .5 12.2 2 .5

1973 16.6 5 .6 63 .9 9 .7 4 .2 21 .9 4 .6 5 9 .7 11.7 2.1

1974 15 .6 5 .2 64 .7 9 .8 4 .7 2 1 .6 4 .3 5 9 .5 12.1 2 .5

1975 19.1 3 .4 65 .5 7 .6 4 .4 17 .3 2 5 8 .4 17.3 5

1976 17.8 3 .3 65 .6 8 .4 4 .9 16.1 2 .4 59 16.9 5 .6

1977 15.7 3 .8 66 .2 9 5 .3 13 .7 2 .9 58 18.6 6 .8

1978 14 .3 3 .7 67.1 9 .3 5 .6 11 .8 2 .5 59 .8 19 6 .9

1979 13.1 3 .5 67.1 10.5 5 .8 10 .8 2 .2 59 .4 20 .4 7 .2

1980 12.4 2 .8 67 .9 10.6 6 .3 9 .4 1 .9 6 0 .4 2 0 .6 7 .7

1981 12.2 2 .9 68 10.7 6 .2 8 .7 1 .8 59 .3 21 .7 8 .5

1982 11.1 2 .7 68 .8 10.9 6 .5 7 .4 1 .5 5 9 .7 22 .4 9

1983 11.1 2 .5 67 .7 11.8 6 .9 7 .2 1 .6 5 7 .6 23 .8 9 .8

1984 10 .8 2 .5 67 .2 11.9 7 .6 7 .2 1 .4 58 .4 22.1 10.9

1985 10.3 2 .4 65 .6 13 .3 8 .4 6 .9 1 .3 5 7 .5 22 .3 12

1986 9 .3 2 .2 66 .5 13 .4 8 .6 5 .7 1 .4 5 6 .8 22 .9 13.2

1987 8 .9 2 66 .7 13.6 8 .8 5 .4 1 56 23 .5 14.1

1988 8 .3 2.1 65 .5 14.6 9 .5 4 .7 1.1 5 4 .9 2 3 .8 15 .5

1989 7 .8 1.8 64 .7 15.4 10 .3 5 .2 1 .4 54.1 23 .2 16.1

1990 7 .4 1.7 64 .7 15.5 10 .7 5 .5 1 .3 54 23 16.2

1991 6 .9 1.7 64 .7 15.8 10.9 5.1 1 .3 5 4 .2 23 16 .4

1992 6 .5 1.5 6 4 .7 16.1 11 .2 4 .6 1 52.1 24 .5 17.8

1993 6 .2 1.4 64 16.9 11 .5 4 .2 1.1 51 24 .9 18.8

1994 7 1.5 62 .9 17.1 11 .5 4.1 1 .2 5 0 .5 25 19 .2

1995 6 .8 1.3 62 .9 17.4 11 .6 4 .6 0 .8 4 9 .4 25 20 .2

1996 6 .3 1.1 62 .6 17.8 12 .2 3 .3 0 .6 4 8 .9 2 4 .5 2 2 .7

1997 6 .4 1.1 6 2 .3 17 .6 12 .6 3 .8 0 .8 4 8 .2 2 5 .2 22

Source: OCEI (1997b).
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Table 6 A. 1.9 Latin America: gross domestic product per capita, 1970-1997
(In 1990 US$) (As a percent o f OECD)

1970 1980 1990 1997
(P)

1970 1997
(P)

Variation

Argentina 5,587 6,114 4,710 6,512 51.3 32.9 -36
Bolivia 880 1,016 840 942 8.1 4.8 -41
Brazil 1,678 3,056 2,942 3,239 15.4 16.4 6
Chile 2,038 2,232 2,534 3,957 18.7 20 7
Colombia 923 1,269 1,489 1,747 8.5 8.8 4
Costa Rica 1,584 2,036 1,924 2,081 14.5 10.5 -28
Dominican Republic 565 865 842 1,057 5.2 5.3 2
Ecuador 726 1,377 1,264 1,391 6.7 7 4
Ei Salvador 1,235 1,223 1,063 1,293 11.3 6.5 -42
Guatemala 795 1,059 901 992 7.3 5 -32
Honduras 555 682 633 666 5.1 3.4 -33
Mexico 2,406 3,428 3,195 3,430 22.1 17.3 -22
Nicaragua 989 729 495 493 9.1 2.5 -73
Panama 1,587 2,364 2,216 2,710 14.6 13.7 -6
Paraguay 865 1,503 1,487 1,489 7.9 7.5 -5
Peru 2,174 2,398 1,709 2,202 20 11.1 -45
Uruguay 2,110 2,738 2,700 3,437 19.4 17.4 -10
Venezuela 3,486 3,541 3,046 3,267 32 16.5 -48
Latin America 2,106 2,920 2,653 3,042 19.3 15.4 -20
(p) Preliminary.

Source: lA D B, Annual Report, 1998.
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Table 6A.1.10 Rates o f growth of population and labour force in Latin America, 1970-1995
Labour Force Differences^

1970-
80

1980-
90

1990-
95

1970-
80

1980-
90

1990-
95

1970-
80

1980-
90

1990-
95

ARGENTINA 1.6 1.5 1.3 1.0 1.3 2 -0 .6 -0 .2 0 .7
BOLIVIA 2 .4 2 .0 2 .4 2.1 2 .5 2 .7 -0 .3 0 .5 0 .3
BRAZIL 2 .4 2 .0 1.5 3.4 3 .2 1.6 1.0 1.2 0.1
CHILE 1.6 1.7 1.5 2 .4 2 .7 2.1 0 .8 1.0 0 .6
COLOMBIA 2 .2 1.9 1.8 2 .5 3 .9 2 .7 0 .3 2 .0 0 .9
COSTA RICA 2 .8 2 .8 2 .3 3 .8 3 .8 2 .5 1.0 1.0 0 .2
DOMINICAN REP. 2 .5 2 .2 1.9 3.1 3.1 2 .6 0 .6 0 .9 0 .7
ECUADOR 2 .9 2 .5 2 .2 2 .6 3 .5 3 .2 -0 .3 1.0 1.0
EL SALVADOR 2 .3 1 .0 2 .2 2 .9 1.7 3 .4 0 .6 0 .7 1.2
GUATEMALA 2 .8 2 .8 2 .9 2.1 2 .9 3 .5 -0 .7 0.1 0 .6
HONDURAS 3 .2 3 .3 3 .0 3.1 3 .6 3 .8 -0.1 0 .3 0 .8
MEXICO 2 .8 2 .3 1.9 4 .3 3 .5 2 .8 1.5 1.2 0 .9
NICARAGUA 3.1 2 .9 3.1 2 .9 2 .9 4 .0 -0 .2 0 .0 0 .9
PANAMA 2 .6 2.1 1.7 2 .4 3.1 2 .4 -0 .2 1.0 0 .7
PARAGUAY 2 .9 3 .0 2 .7 3.5 2 .9 2 .9 0 .6 -0.1 0 .2
PERU 2 .7 2 .2 2 .0 3 .3 3.1 3.1 0 .6 0 .9 1.1
URUGUAY 0 .4 0 .6 0 .6 0.2 1.6 1.0 -0 .2 1.0 0 .4
VENEZUELA 3 .4 2 .6 2 .3 4 .8 3 .5 3 .0 1.4 0 .9 0 .7
The differences are between the growth rate o f  labour force and the growth rate o f total population. 

Source: Wilkie, James W., (1997).
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1985 1990 1995
ARGENTINA 5.3 n.a. 15.9
BOLIVIA n.a. 7.3 3.6
BRAZIL 3.4 3.7 6.1
CHILE'' 12.1 5.6 4.7
COLOMBIA n.a. n.a. n.a.
COSTA RICA " 6.8 4.6 5.2
ECUADOR^’ n.a. 6.1 6.9
EL SALVADOR^ 16.9 10.0 7.7
GUATEMALA^' n.a. n.a. n.a.
HONDURAS ^ n.a. n.a. 3.2
MEXICO " 4.4 2.8 4.7
NICARAGUA ® 3.2 11.1 n.a.
PANAMA " 12.3 n.a. 14
PARAGUAY 5.1 6.6 n.a.
PERU n.a. n.a. 7.1
URUGUAY n.a. 8.5 10.2
VENEZUELA" 13.1 10.4 10.3

Greater Buenos Aires prior to 1991.
 ̂ Persons 15 years and older prior to 1991 and 10 years old thereafter. 
 ̂ Urban areas only.
 ̂ Persons 10 years and older.
 ̂ Excludes the rural population of the northern region.

** Persons 12 years and older.
Urban areas.
Guatemala city.
Lima.
Persons 14 years and older. 

Source: Wilkie, James W., (1997).
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T able 6A. 1.12 Structure o f  the labour force by sex and economic sector in Latin America, 
1980 and 1995

Female Agriculture Industry Services
Country 1980 1995 1980 1995 1980 1995 1980 1995
ARGENTINA 28 31 13 12 34 32 53 56
BOLIVIA 33 37 53 47 18 18 29 35
BRAZIL 28 35 37 23 2 4 2 3 39 54
CHILE 26 32 21 19 25 25 54 56
COLOMBIA 26 37 39 25 20 22 41 53
COSTA RICA 21 30 35 26 23 2 7 42 47
DOMINICAN REPUBLIC 25 29 32 25 24 29 4 4 46
ECUADOR 20 2 6 40 33 20 19 40 48
EL SALVADOR 27 34 4 3 36 19 21 38 43
GUATEMALA 22 2 6 54 52 19 17 27 31
HONDURAS 25 30 56 40 14 19 30 41
MEXICO 27 31 37 28 29 2 4 34 48
NICARAGUA 28 36 39 28 2 4 2 6 37 46
PANAMA 30 34 29 26 19 16 52 58
PARAGUAY 27 2 9 45 39 2 0 2 3 35 38
PERU 24 29 40 36 18 18 42 46
URUGUAY 31 40 17 14 28 2 7 55 59
VENEZUELA 2 7 33 15 12 28 2 8 57 60
Source: W ilkie, James W., (1997).
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T able 6 A. 1.13 Venezuela: evolution o f real and minimum wages,
1980-1996 (1990 = 100)

Real wages Annual
variation

Urban reai Annuai variation 
minimum 

wage^
1980 n.a n.a 171.4 n.a

1981 n.a n.a 141.1 -17.7

1982 219.1 n.a 128.2 -9.1

1983 215.6 -1.6 126.7 -5.9

1984 175.3 -5 114 -10

1985 184.5 -9.9 165.5 45.6

1986 187.1 1.4 154.9 -6.6

1987 163.2 -12.8 186.3 20.2

1988 144.5 -11.4 163.3 -15.3

1989 105.9 -26.7 126.1 -22.8

1990 100 -5.6 100 -20.7

1991 94.2 -5.8 86.5 -13.5

1992 98.8 4.9 123.3 42.5

1993 90.1 -8.8 108 -12.4

1994 75.9 -15.8 121 12

1995 65.7 -13.4 113.3 -6.4

1996 50.4 -23.3 107.2 -5.4

n.a. not available
* National minimum wage for non-agricultural activities 
Source: W ilkie, James W., (1997).
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Table 6A.1.14 Latin America and the Caribbean: real average wages, 1980, 1990-1997

1980 1990 1991 1992 1993 1994 1995 1996 1997
(a)

Argentina ° 130 100 101.3 102.7 101.3 102 100.9 100.7 100.2

Bolivia ^ n.a. 100 93.4 97.1 103.6 111.8 112.6 113.8 123.1

Brazil ̂
Rio de Janeiro 94.0 100 79.3 79.5 85.7 87.1 91.8 104.3 108.4

Sao Pauio 88.6 100 88.3 85.3 94.6 98.0 102 109.5 112.8

Chile ® 95.4 100 104.9 109.6 113.5 118.8 123.6 128.7 131.8

Colombia ̂ 85.0 100 97.4 98.6 103.2 104.1 105.4 107.0 109.4

Costa Rica ^ 115.8 100 95.4 99.3 109.5 113.6 111.4 109.1 110.0

Ecuador ̂ n.a. 100 104.6 113.5 127.8 139.2 153.0 161.3 157.6

Guatemala ® 142.5 100 93.6 107.6 115.2 115.9 129.8 144.7 n.a.

Mexico^ 128.3 100 106.5 114.3 124.5 129.1 111.6 99.2 98.2

Nicaragua ' 477.6 100 103.2 122.8 114.0 120.0 122.2 119.6 119.4

Paraguay^ 102.1 100 104.7 103.6 104.5 106.1 114.0 117.5 117.0

Peru‘s 309.3 100 115.2 111.1 110.2 127.4 116.7 111.2 110.3

Uruguay 108.5 100 103.8 106.1 111.2 112.2 109 109.7 109.9

Venezuela ' n.a. 100 94.2 98.8 90.1 75.9 72.4 55.5 69.7

Preliminary figures.
Manufacturing.

 ̂Private sector in La Paz.
** Workers covered by social and labour legislation.
®Up to April 1993, wage earners in sector other than agriculture; from May 1993 onward, general 
index o f hourly payment.
Manual workers in manufacturing.

® Average earning reported by persons enrolled in the social security system.
 ̂Non-agricultural enterprises with 10 employees or more.

' Average wages, not counting payments in kinds or other benefits.
Asuncion.
Private-sector manual workers in the Lima metropolitan area.

’ Urban non-manual and manual workers; half o f each year.

Source: ECLAC (1997,1998).
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Table 6A. 1.15 Latin America and the Caribbean: real urban minimum wage, 1980, 1990-1997

1980 1990 1991 1992 1993 1994 1995 1996 1997^
Argentina 4 6 5 .9 100 259.1 2 0 3 .7 2 6 3 .7 3 6 3 .9 3 5 2 .0 3 5 1 .4 34 9 .6
Bolivia n.a. 100 165 .6 164 .8 181 .2 199 .9 196 .3 188 .5 194.0
Brazil 138 .4 100 112 .8 102 .5 113 .0 108 .0 113 .9 118 .8 121 .8
Chile 1 14 .4 100 109 .3 114 .3 120 .0 1 2 4 .4 130.1 1 35 .6 140 .4
Coiombia 93.1 100 96 .7 95 .0 9 7 .6 9 6 .0 9 5 .6 94 .9 96 .7
Costa Rica 82 .7 100 9 2 .8 94 .3 9 8 .3 1 0 1 .0 9 8 .8 100 .7 104 .4
Ecuador^ 2 8 8 .3 100 8 7 .0 87.1 100 115 .9 137 .4 150 .7 145 .4
El Salvador^ 2 8 7 .2 100 103.1 104 .6 104 .6 1 0 2 .7 103.1 99 .4 95.1
Guatemala 2 0 7 .5 100 80 .7 72 .5 6 2 .8 5 5 .5 5 0 .7 50 .2 45 .6
Haiti 136 .2 100 86 .4 76 .0 6 1 .5 4 4 .4 8 3 .8 7 0 .2 6 0 .5
Honduras 1 17 .6 100 96 .6 108 .7 110 .2 9 4 .8 89 .6 86 .0 9 1 .4
Mexico ^ 2 5 2 .9 100 9 5 .8 90 .9 8 9 .4 8 9 .6 78.1 71.1 70 .3
Panama 1 00 .8 100 98 .9 97 .4 108 .8 107 .3 1 06 .6 111.1 109.8
Paraguay^ 7 6 .4 100 95 .6 87.1 8 3 .8 8 6 .0 8 7 .3 89 .4 93 .8
Peru * 4 2 8 .0 100 68 .0 68 .0 47 .8 6 1 .9 63 .3 6 5 .3 114.7
Dominican Republic 131 .7 100 9 7 .0 118 .0 112.1 119 .3 119 .9 120 .6 119 .3
Uruguay 145 .0 100 89 .6 87 .4 7 5 .8 6 7 .3 6 2 .0 59 .9 58 .8
Venezuela ® 209.1 100 86 .5 123 .3 108 .0 121 .0 113 .3 107 .2 91 .6
“ Preliminary figures.

Minimum living wage, including supplementary allowances.
Minimum wage in industry and services in San Salvador.

 ̂Minimum wage, deflated by the consumer price index for M exico City. Since 1996, deflated by the 
CPI for low-income groups.
® Minimum wage in Asunsion.
 ̂Minimum wage in the Lima Metropolitan area for non-agriculture activities.

® Nation-wide minimum wage for non-agriculture activities; from 1992 onward, includes meal and 
transport allowances.

Source: ECLAC, (1997,1998).
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Table 6A.1.16 Percentages o f poor and indigent households in Latin America ^
Changes

Argentina ^ 1970 1980 1990 1994 1980-
1970

1990-
1980

1994-
1990

poor 8 5 16 10 -3 11 -6
indigent 1 1 4 2 0 3 -2

Boiivia ^ 1970 1980 1989 1994 1980-
1970

1989-
1980

1994-
1990

poor n.a n.a 55 44 n.a. n.a. -11
indigent n.a n.a 27 15 n.a. n.a. -12

Brazii 1970 1979 1990 1996 1979-
1970

1990-
1979

1996-
1990

poor 49 39 42 29 -10 3 -13
indigent 15 10 16 11 -5 6 -5

Chiie 1970 1980 1990 1996 1980-
1970

1990-
1980

1996-
1990

poor 17 n.a 33 20 n.a. n.a. -13
indigent 3 n.a 10 5 n.a. n.a. -5

Coiombia 1970 1980 1990 1997 1980-
1970

1990-
1980

1997-
1990

poor 45 39 n.a. 45 -6 n.a. n.a.
indigent 14 13 12 20 -1 -1 8

Costa Rica 1970 1981 1990 1997 1981-
1970

1990-
1981

1997-
1990

poor 24 22 24 20 -2 2 -4
indigent 6 6 10 7 0 4 -3

Ei Saivador 1970 1980 1990 1997 1981-
1970

1990-
1981

1997-
1990

poor n.a. n.a. n.a. 48 n.a. n.a. n.a.
indigent n.a. n.a. n.a. 19 n.a. n.a. n.a.

Guatemaia 1970 1980 1989 1994 1980-
1970

1989-
1980

1994-
1989

poor n.a. 65 63 n.a. n.a. -2 n.a.
indigent n.a. 33 37 n.a. n.a. 4 n.a.
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Table 6A.1.16 (cont...)
Honduras 1970 1980 1990 1997 1980-

1970
1990-
1980

1997-
1990

poor 65 n.a. 75 74 n.a. n.a. -1
indigent 45 n.a. 73 48 n.a. n.a. -25

Mexico 1970 1977 1989 1996 1977-
1970

1989-
1977

1996-
1989

poor 34 32 39 43 -2 7 4
indigent 12 10 14 16 -2 4 2

Panama 1970 1979 1989 1997 1979-
1970

1989-
1979

1997-
1989

poor 13 36 38 27 23 2 -11
indigent 9 19 18 10 10 -1 -8

Paragua/ 1970 1980 1990 1997 1980-
1970

1990-
1980

1997-
1990

poor n.a. n.a. 37 n.a. n.a. n.a. n.a.
indigent n.a. n.a. 10 n.a. n.a. n.a. n.a.

Peru 1970 1979 1990 1997 1979-
1970

1990-
1979

1997-
1990

poor 50 46 n.a. 37 -4 n.a. n.a.
indigent 25 21 n.a. 18 -4 n.a. n.a.

Dominican Rep. 1970 1979 1990 1997 1979-
1970

1990-
1979

1997-
1990

poor n.a. n.a. n.a. 32 n.a. n.a. n.a.
indigent n.a. n.a. n.a. 13 n.a. n.a. n.a.

Uruguay^ 1970 1981 1990 1994 1981-
1970

1990-
1981

1994-
1990

poor 10 9 12 6 -1 3 -6
indigent 4 2 2 1 -2 0 -1

Venezueia 1970 1981 1990 1997 1981-
1970

1990-
1981

1997-
1990

poor 25 22 34 42 -3 12 8
indigent 10 7 12 17 -3 5 5

Latin America ̂ 1970 1980 1990 1997 1980-
1970

1990-
1980

1997-
1990

poor 40 35 41 36 -5 6 -5
indigent 19 15 18 15 -4 3 -3

* Poor: percentage o f households having incomes amounting to less than twice the cost o f  
a basic food basket (includes indigent households).
Indigent: percentage o f  households having incomes amounting to less than the cost o f  a 
basic food basket.
 ̂1970: total. 1980, 1990, and 1994: metropolitan area.
 ̂Metropolitan area
Up to 1992 the survey covered approximately only half o f urban population, but from 

1993 covers almost total urban population.
 ̂In addition to the countries shown, includes Ecuador, Haiti, and Nicaragua.

Sources: For years 1970-1994: ECLAC (1996). For years 1996 and 1997: ECLAC (1998).
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Table 6A. 1.17 Distribution o f  Income in urban households in Latin America: shares in 
percentages o f  the decile 1 and 10 in total income and ratio between share o f

Argentina 1980 1990 1994 1997 1990-
1980

1994-
1990

1997-
1994

Decile 1 (poorest) 2.8 2.3 2.1 n.a. -0.5 -0.2 n.a.
Deciie 10 (richest) 30.9 34.8 34.2 n.a. 3.9 -0.6 n.a.

Decile 10/Deciie 1 11 15 16 n.a. 4 1 n.a.
Gini 0.365 0.423 0.438 n.a. 0.06 0.02 n.a.

Bolivia 1980 1989 1994 1997 1989-
1980

1994-
1989

1997-
1994

Deciie 1 (poorest) n.a. 0.7 2 n.a. n.a. 1.3 n.a.
Deciie 10 (richest) n.a. 38.2 35.4 37.0 n.a. -2.8 1.6

DecilelO/Deciiel n.a. 55 18 n.a. n.a. -37 n.a.
Gini n.a. 0.484 0.434 0.455 n.a. -0.05 0.021

Brazil 1979 1990 1993 1996 1990-
1979

1993-
1990

1996-
1993

Deciie 1 (poorest) 1.3 1.1 1.3 n.a. -0.2 0.2 n.a.
Deciie 10 (richest) 39.1 41.7 42.5 44.3 2.6 0.8 1.8

DeciielO/Deciiel 30 38 33 n.a. 8 -5 n.a.
Gini 0.493 0.535 0.512 0.538 0.04 -0.023 0.026

Chiie 1980 1990 1994 1996 1990-
1980

1994-
1990

1996-
1994

Deciie 1 (poorest) n.a. 1.7 1.7 n.a. n.a. 0 n.a.
Deciie 10 (richest) n.a. 39.2 40.4 39.4 n.a. 1.2 -1.0

Deciie 10/Decile 1 n.a. 23 24 n.a. n.a. 1 n.a.
Gini n.a. 0.471 0.473 0.473 n.a. 0.00 0.00

Coiombia 1980 1990 1994 1997 1990-
1980

1994-
1990

1997-
1994

Decile 1 (poorest) 0.9 1.5 1.1 n.a. 0.6 -0.4 n.a.
Decile 10 (richest) 41.3 34.9 41.9 39.5 -6.4 7 -2.4

DeciielO/Deciiel 46 23 38 n.a. -23 15 n.a.
Gini 0.518 0.45 0.505 0.477 -0.07 0.06 -0.028

Costa Rica 1981 1990 1994 1997 1990-
1981

1994-
1990

1997-
1994

Decile 1 (poorest) 2.3 1.6 1.9 n.a. -0.7 0.3 n.a.
Deciie 10 (richest) 23.2 24.6 27.5 26.8 1.4 2.9 -0.7

DeciielO/Deciiel 10 15 14 n.a. 5 -1 n.a.
Gini 0.328 0.345 0.363 0.357 0.02 0.02 -0.006

Ecuador 1980 1990 1995 1997 1990-
1980

1995-
1990

1997-
1995

Deciie 1 (poorest) n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Decile 10 (richest) n.a. 30.5 31.7 31.9 n.a. 1.2 0.2

DeciielO/Deciiel n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Gini n.a. 0.381 0.397 0.388 n.a. 0.016 -0.009
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Table 6A.1.17 (cont...)
El Salvador 1980 1990 1995 1997 1990-

1980
1995-
1990

1997-
1995

Decile 1 (poorest) n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Decile 10 (richest) n.a. n.a. 31.7 31.1 n.a. n.a. -0.6

DecllelO/Decilel n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Gini n.a. n.a. 0.382 0.384 n.a. n.a. 0.002

Guatemala 1980 1990 1994 1997 1990-
1980

1994-
1990

1997-
1994

Decile 1 (poorest) n.a. 1 n.a. n.a. n.a. n.a. n.a.
Decile 10 (richest) n.a. 37.9 n.a. n.a. n.a. n.a. n.a.

DecllelO/Decilel n.a. 38 n.a. n.a. n.a. n.a. n.a.
Gini n.a. 0.479 n.a. n.a. n.a. n.a. n.a.

Honduras 1980 1990 1994 1997 1990-
1980

1994-
1990

1997-
1994

Decile 1 (poorest) n.a. 1.5 1.3 n.a. n.a. -0.2 n.a.
Decile 10 (richest) n.a. 38.9 37.2 36.5 n.a. -1.7 -0.7

DecllelO/Decilel n.a. 26 29 n.a. n.a. 3 n.a.
Gini n.a. 0.487 0.459 0.448 n.a. -0.03 -0.011

Mexico 1980 1989 1994 1996 1989-
1980

1994-
1989

1996-
1994

Decile 1 (poorest) n.a. 2.5 2.9 n.a. n.a. 0.4 n.a.
Decile 10 (richest) n.a. 36.9 34.3 33.7 n.a. -2.6 -0.6

DeciielO/Deciiel n.a. 15 12 n.a. n.a. -3 n.a.
Gini n.a. 0.424 0.405 0.392 n.a. -0.02 -0.013

Nicaragua 1980 1990 1995 1997 1989-
1980

1994-
1989

1997-
1995

Deciie 1 (poorest) n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Deciie 10 (richest) n.a. n.a. n.a. 35.4 n.a. n.a. n.a.

DeciielO/Deciiel n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Gini n.a. n.a. n.a. 0.443 n.a. n.a. n.a.

Panama 1979 1989 1994 1997 1989-
1979

1994-
1989

1997-
1994

Deciie 1 (poorest) 1.2 1.4 1.6 n.a. 0.2 0.2 n.a.
Deciie 10 (richest) 29.1 36.2 37.4 37.3 7.1 1.2 -0.1

DeciielO/Deciiel 24 26 23 n.a. 2 -2 n.a.
Gini 0.399 0.46 0.451 0.462 0.06 -0.01 0.011

Paraguay 1980 1990 1994 1996 1990-
1980

1994-
1990

1996-
1994

Deciie 1 (poorest) n.a. 2.7 2.4 n.a. n.a. -0.3 n.a.
Deciie 10 (richest) n.a. 28.9 35.2 33.4 n.a. 6.3 -1.8

DeciielO/Deciiel n.a. 11 15 n.a. n.a. 4 n.a.
Gini n.a. 0.357 0.423 0.395 n.a. 0.07 -0.028

Dominican Rep. 1980 1990 1995 1997 1990-
1980

1994-
1990

1997-
1995

Deciie 1 (poorest) n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Deciie 10 (richest) n.a. n.a. n.a. 35.5 n.a. n.a. n.a.

DeciielO/Deciiel n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Gini n.a. n.a. n.a. 0.432 n.a. n.a. n.a.
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Table 6A.1.17 (cont...)
Uruguay 1981 1990 1994 1997 1990- 1994- 1997-

1981 1990 1994
Decile 1 (poorest) 2.7 3.5 3.7 n.a. 0.8 0.2 n.a.
Decile 10 (richest) 31.2 31.2 25.4 25.8 0 -5.8 0.4

Decile 10/Deciie 1 12 9 7 n.a. -3 -2 n.a.
Gini 0.379 0.353 0.300 0.300 -0.03 -0.05 0.00

Venezuela 1981 1990 1994 1997 1990- 1994- 1997-
1980 1990 1994

Decile 1 (poorest) 2.5 2 2.5 n.a. -0.5 0.5 n.a.
Decile 10 (richest) 21.8 28.4 31.4 32.8 6.6 3 1.4

DeciielO/Deciiel 9 14 13 n.a. 5 -2 n.a.
Gini 0.306 0.378 0.387 0.425 0.07 0.01 0.038

Sources:
For decile 1 and 10 in years 1980-1994: ECLAC (1996); for decile 10 in years 1996 and 
1997: ECLAC (1998)
For decile 10/Decile 1: author’s calculations.
For Gini in years 1980-1994 : Wilkie, James W., (1997).
For Gini in years 1996 and 1997: ECLAC (1998), based on the distribution by decile o f  
household income per capita.
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CHAPTER 7

The 1997 Income Distribution in Venezuela

7.1 Introduction

The previous chapter suggested a set of variables that might be increasing in their 

relevance for income inequality in Venezuela, while education seems to have been 

diminishing its explanatory power -although still relevant To explore these trends 

one needs to analyse the distribution of income in depth in order to determine what 

sort of differences among individuals (or households) might contribute to explain the 

level of inequality and which groups are driving these contributions. To this end, the 

present chapter is devoted to providing a detailed description of the distribution of 

income in Venezuela in 1997, which is the latest year within the period of time on 

which this research is focused.

Thus, the main objective of this chapter is not only to convey the shape of the 

distribution of income in Venezuela and the number of people at each point in the 

distribution, giving an indication of the meaning and extent of the inequality, but also 

to identify the set of variables that may be relevant in explaining the level of 

inequality in the distribution of income, such as identifying which groups are driving 

the contributions to overall inequality. For this purpose, it is relevant to show where 

different sorts of people are in the income distribution, and to show how income is 

unequally divided not only among the whole population but also among sub-groups 

that might be thought to be rather more homogeneous. This will give an idea about 

control over resources of different groups in society.

Providing a clear view of the spread or concentration of incomes is essential not only 

for the objectives of this research but also for designing fiscal policies and those 

associated with the benefit system. The way in which incomes are spread affects 

both the effectiveness and cost of any tax or benefit policy. The appropriate tax rates.
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for instance, need to know where the rates should be set in order to develop its 

revenue-raising potential properly.

Section 7.2 provides a detailed description of the overall distribution. In sections 

7.3-6 the total population (households) is divided into different groups according to 

specific characteristics of the household heads and income sources of the household. 

The household head characteristics considered are; age, family type (gender and 

marital status), level of education, and situation in the labour force which includes 

labour force status, enterprise size, worker category, occupation category, economic 

activity, and type of employment (formal and informal). Sections 7.7 and 7.8 divide 

the population according to income sources within the household and its regional 

location, respectively. Section 7.9 analyses the possible contribution of between- 

group inequality to overall inequality and compares this with within-group inequality 

in each partition considered. The chapter finishes summarising a set of conclusions.

7.2 The overall distribution

Mean income in 1997 was 48.1 thousands of bolivares per month while the median 

income was significantly below the mean in the same year (30.4 thousands of 

bolivares). This implies that the majority of Venezuelan households enjoyed an 

income below the mean level. Specifically, 69 percent of households were receiving 

an income below the mean level.

Table 7.1 Percentiles o f  household income p er capita in Venezuela, 1997
Percentile 5%  10% 25% 50% 75% 90% 95% 99%
Income^ 5 8.6 16.7 30.4 56.7 100 140 300

' Incomes are given in thousands o f bolivares per month.
Source:
OCEI, Venezuelan Household Survey, 1997 (author’s calculations).

Figure 7.1 shows the percentages of households by ranges of household income per 

capita of 1 thousands of bolivares up to 30 thousands, the level from which the range 

varies is from to 5 thousands up to the level of 200 thousands and then the 

distribution is shown by ranges of 10 thousands. The height of each bar shows the
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proportion of households that receive monthly income per capita within a particular 

range. The highest bar is at 35-40' indicating that 6.4 percent of households have an 

income of between 35 and 40. However, since this bar is next to the second highest, 

which is almost the same height, aggregating these two proportions yields 12.8 

percent of households having an income of between 30 and 40.

7 .0

6,0

5 .0

§
I 3 .0

2.0

0.0

T— ▼— T-  T ~ C \ i C \ J C O ^

incom e

Figure 7.1 The 1997 income distribution in Venezuela
Income: household income per capita given in 
thousands of bolivares.
Source: OCEI, Venezuelan Household Survey, 
1997 (author’s calculations).

Some features of the income distribution are easily observed from Figure 7.1. There 

is a relatively large proportion of households with the very lowest income. This is, 

2.1 percent of the households receive at most 1 thousands of bolivares per person a 

month. On the left hand side of the median there are four ranges of incomes which 

concentrate relatively large proportions of households which are; 9-10 (2.7 percent), 

14-15 (3.0 percent), 19-20 (4.0 percent) and 24-25 (2.7 percent). The rest of the 

distribution on the left hand side of the median is relatively homogeneous. The 

distribution becomes very dense in the range 30-50 (21.8 percent) which includes 

both the median and the mean. Beyond this range the height of the bars decreases

Henceforth, for simplicity o f the description, all income figures must be assumed as household
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rapidly so that all ranges together (50-2000) concentrate only 28.4 percent of 

households.

Looking at income shares is another way of seeing the overall income distribution. 

By equally dividing the population in ten groups (deciles) and considering the 

income held by each decile. When there is perfect equality, which means that 

income is equally distributed among the population, each decile will hold 10 percent 

of total income. How far away the actual distribution is from this uniform 

distribution will give an indication of the degree of income inequality. The shares of 

total income received by each decile in Venezuela in 1997 are shown in the first 

column of Table 7.2.

Table 7.2 M easurement o f  income distribution by decile. Venezuela, 1997
Decile Income

share
(%)

Cumulative
share

(%)

Highest Lenghtof 
income decile 

in
decile^

Mean
income^

Deciie
ratio:

Wth/Xth^

The// Gin^

1 0.90 0.90 9 9 4.4 42 0.289 0.362
II 2.38 3.28 14 5 11.5 16 0.014 0.084
III 3.46 6.75 20 6 16.7 11 0.003 0.052
iv 4.53 11.28 25 5 21.8 8 0.003 0.044
V 5.74 17.02 31 6 27.6 7 0.004 0.040
vl 7.17 24.19 39 8 34.5 5 0.003 0.040
vii 9.09 33.28 50 11 43.8 4 0.002 0.041
via 11.77 45.05 66 16 56.7 3 0.003 0.048
ix 16.72 61.77 100 34 80.5 2 0.008 0.072
X 38.23 100.00 2000 1900 184.2 1 0.160 0.283

Total 100.00 100.00 2000 1991 48.1 0.38 0.500 0.509
'Thousands o f bolivares.
 ̂difference between the highest and lowest income in decile.
 ̂Ratio between the share o f 10th decile and each decile.
 ̂Inequality within each decile measured by the Theil index.
 ̂Inequality within each decile measured by the Gini index.

Source:
OCEI, Venezuelan Household Survey, 1997 (author’s calculations).

Surprisingly, the poorest 10 percent of the households receives less than 1 percent of 

total income meaning that they receive less than a tenth of what they would receive if 

income were equally distributed. This is a very precarious situation when it is 

compared with Mexico -one of the less egalitarian countries in the world- in which 

the poorest decile concentrated 1.30 percent in 1992 (Székely, 1998) and with the

income per capita and given in thousands o f bolivares.
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UK in which the poorest tenth of households received around 3 percent of total 

income in 1992 and 1993 (Goodman, Johnson, and Webb, 1997). Each of the lower 

seven deciles receives less than ten percent of the total income, and they altogether 

receive only 33.28 percent of total income. More than half of all income is 

concentrated in the richest 20 percent of households while the richest 10 percent of 

households receives more than 38 percent of total income which is well over the total 

income concentrated in the lower 70 percent of households.

The length of deciles shows that incomes are more dispersed among the poorest 10 

percent of households than among those between the second and sixth deciles, 

suggesting that income inequality may be higher among the poorest 10 percent of 

households than inequality among those deciles between the second and sixth. In 

fact, this is confirmed by both the Theil and Gini indexes (eighth and ninth columns 

in Table 7.2) showing that inequality in the poorest decile is the highest of all deciles. 

The dispersion of incomes increases significantly as one moves up the distribution 

scale from the seventh decile, being extremely dispersed among the richest decile. 

The richest (tenth) decile includes households receiving monthly incomes from 100 

per person up to 2000 per person. Therefore, the households at the lowest end of the 

richest decile receive 20 times less income than those at the highest end. It is also 

worth pointing out that only 0.3 percent of households receive incomes per person 

greater than 500 (author’s calculations). These figures are consistent with the Theil 

and Gini indexes, showing that income inequality is also very high among those 

households belonging to the richest decile relative to the rest of the distribution.

The gap between the top decile and the rest of the distribution has been measured by 

the ratio between the income share of the top (richest) decile and the share of each 

decile (first column in Table 7.2). Thus, another feature of the income distribution 

which is evident from Table 7.2 is the huge gap between the richest (top) and the 

poorest (bottom) decile. So, by 1997 the top decile concentrated 42 times the income 

share of the bottom decile. This concentration is as high as that in Mexico in 1992 

(Székely, 1998), while in the UK that concentration was only 9 times in the same 

year (Goodman, Johnson and Webb, 1997). Despite the gap progressively shrinking
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as the deciles move from the bottom up to the top, it remains considerably large to 

such an extent that the top’s share is more than twice the share of the ninth decile.

7.3 The distribution of age-groups

What encourages one to consider age as one of the possible explanatory variables of 

the observed inequality is that, according to the life-cycle theory, which has already 

been discussed in Chapter 2, income differentials might be observed between 

individuals within different stages of their lives. To explore the possible contribution 

of inequality between groups of different ages to overall inequality, the population 

(households) was divided into 10-year age-groups according the age of the household 

head. Then, the population is divided into fifth (quintiles) groups once the 

population had been ordered according to each household income from the poorest to 

the richest. In this way, it is possible to observe how the different age-groups are 

distributed across quintiles. Thus, a perfect equality in the distribution by age-group 

yields 20 percent of each age-group in each quintile. The extent to which the actual 

distribution varies from this even distribution will indicate the contribution of 

inequality between age-groups to overall inequality. Table 7.3 shows the distribution 

of households by age-group, including the proportion of each age-group in total 

population and their respective mean income.

Table 7.3 Distribution o f  households according to the age o f  the household head by quintile, share 
in total population and mean income o f  each age-group. Venezuela, 1997

Age-group share mean
income^

Quintile 1 Quintile 2 Quintile 3 Quintile 4 Quintile 5 Total

<21 1 38.4 25 16 30 16 13 100
21-30 13 45.8 20 23 20 20 17 100
31-40 25 47 21 21 20 18 20 100
41-50 26 51.8 17 20 19 22 22 100
51-60 17 51.2 20 17 21 21 21 100
61-70 12 47.4 21 20 19 21 19 100

>71 6 38.6 25 19 22 18 16 100
Total 100 48.1

'Thousands o f bolivares.
Source:
OCEI, Venezuelan Household Survey, 1997 (author’s calculations).
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Surprisingly, one can see that there is very little variation in the level of mean income 

between age-groups from the age of 21 up to 70. The highest average income, 

however, is received by those households whose household heads are in their 40s 

while the lowest is received by both those under the age of 21 and those over 70. 

The distribution of the age-groups across the population tells a similar story. Those in 

their 30s, 50s and 60s are evenly spread among the quintiles while those in their 40s 

form the best-off group, since they have the lowest proportion in the bottom quintile 

and the highest in the top quintile. Both the youngest (under 21) and the oldest (over 

70) group have the lowest representation in the top quintile and the highest in the 

bottom quintile meaning that these groups are the worst off of the population.

The above findings seem to be consistent with the life-cycle theory in a very broad 

sense. One can regard those under 21 as living the first stage of their life-cycle during 

which they get little income as well as those over 70 as living their stage of 

retirement when again they get little income, while those of age between 21 and 70 as 

living their working stage of life. However, these differences account for a small part 

of overall inequality in Venezuela, if any, since the proportions of households headed 

by individuals under 21 and over 70 are only 1 percent and 6 percent of total 

population respectively. Also, the cohort effect can be affecting the possible 

differences (or similarities) between age-groups. There are differences that can arise 

just because people were bom in different times, and not because of their age, which 

determine the sort of skills that different generations possess (Goodman, Johnson and 

Webb, 1997). So, it would not be surprising to find that most of the observed 

inequality comes from inequality within age-groups rather than between them, as 

indeed Ruitort (1999) found using decomposable inequality indices. These effects 

will be analysed in detail in Chapter 8.

7.4 The distribution of family types

This section starts looking at the proportions of male and female household heads at 

various points in the income distribution. Figure 7.2 shows the composition of each 

decile broken down into male and female household heads.
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Figure 7.2 Distribution of households by income decile 
according to the sex o f household head. 
Venezuela, 1997
Source: OCEI, Venezuelan Household Survey, 1997 
(author’s calculations).

There is a much higher proportion of male than female household heads in all deciles 

along the distribution which is not surprising since the proportion of male household 

heads accounts for 71 percent of total population. The obvious trend observed from 

Figure 7.2 is the decreasing proportion of female household heads as one moves up 

the distribution. Females make up 40 percent of the bottom decile and only 23 

percent of the top decile suggesting that those households headed by women are more 

likely to be poor^. This finding is associated with the fact that the vast majority of 

single-parent families are headed by women (87 percent)^ and this category of 

households are over-represented in the lowest income groups of the distribution as 

shown below.

Table 7.4 breaks down the population into family types and shows how each category 

is distributed among income quintiles. The categories are; couples with and without 

children which include both married and unmarried couples either cohabiting or not,

In fact, Ruitort (1999) found that while the probability of being in "indigent poverty" for a male 
worker was 9.6 percent, this probability for a female worker was 16.5 percent in 1997. Indigent 
poverty in Riutort’s work is defined by the percentage of total population below the poverty line which 
is set at the cost of a "normative" basket o f foods.
 ̂Author’s calculation based on the household survey for 1997 conducted by OCEI.
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single with and without children which include both singles themselves and divorced 

individuals.

Table 7.4 Distribution o f  dijferent fam ily types by quintile, share in total population, median and

Family Share Median 
Type (%)

Mean
Income^

Quintile
1

Quintile
2

Quintile
3

Quintile
4

Quintile
5

Total

Couple
with 57 28.0 40.3 22 23 21 19 15 100

children 
Couple, 

no children 13 50.0 80.4 9 11 17 24 39 100
Single

with 17 23.8 33.3 30 22 22 15 11 100
children 
Single, 

no children 13 47.9 70 13 12 15 25 35 100

Total 100 30.4 48.1
'Thousands o f bolivares.
Source:
OCEI, Venezuelan Household Survey, 1997 (author’s calculations).

It is obvious from Table 7.4 that single with children is the only family type which is 

remarkably over-represented in the bottom quintile. Although in Table 7.4 the 

population is divided into quintiles, to help this analysis the bottom quintile was also 

divided into its two deciles and the same pattern was found. The proportions of each 

category in the bottom quintile are almost equally distributed between the first and 

second deciles, being single with children the only category over-represented in the 

poorest decile, but with a larger proportion in the first (16 percent) than in the second 

decile (14 percent).

It is worth pointing out, however, that the pattern of the distribution observed in 

Table 7.4 might be biased by the income measure used (income per capita) in which 

each occupant is given the same weight not taking into account the age or the number 

of occupants in the household implying that the larger the size of household the lower 

the income per capita received. To explore this bias Table 7.4 was rebuilt using total 

income (the sum of all occupant’s income) in the household as the income measure. 

The results are shown in Table 7.5.
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Table 7,5 Distribution o f different family type by quintile, median and mean income o f  each type

Family Median  ̂
Type

Mean
Income^

Quintile 1 Quintile 2 Quintile 3 Quintile 4 Quintile 5 Total

Couple
with

children

150 205 15 20 22 22 21 100

Couple, no 
children

158 241 18 18 16 21 27 100

Single with 
children

115 167 26 21 19 18 16 100

Single, no 
children

88 141 38 20 16 14 12 100

Total 135 195
'Thousands o f bolivares.
Source:
OCEI, Venezuelan Household Survey, 1997 (author’s calculations).

Table 7.5 confirms the pattern observed in Table 7.4 for the Couple, no children and 

Single with children categories. So, it can be safely said that the former is over

represented in the richest quintile while the latter is over-represented in the poorest 

quintile. The fact that couples with no children are found predominantly in the top 

part of the distribution reflects the greater likelihood of both partners being full-time 

workers. The Couple with children category shows opposite results for the bottom 

and top deciles depending on the income measure used. This might be because the 

presence of children requires more income to achieve the same living standard which 

explains why more families with children are found at the higher end of the 

distribution when the measure used is total income. But the striking result is the 

difference found regarding the Single, no children category depending on the income 

measure used. From being under-represented in the bottom quintile and having an 

increasing representation as it moves up the distribution based on the income per- 

capita measure, it becomes remarkably over-represented in the same quintile and 

having a decreasing representation as it moves up the distribution when total income 

is used as a measure. These opposite results are explained by the fact that 38 percent 

of these childless households which are headed by single persons have only one 

occupant and 65 percent of them have at most two occupants'^. This means that their 

incomes, as households, are much lower than the incomes of large families in which 

several members are either workers or income receivers when the total income 

measure is used and this pushes them to the lowest quintiles of the distribution.
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although they may be enjoying the same -or higher- living standard. However, based 

on the income per-capita measure, most of the Single, no children households see 

their income slightly reduced, or not reduced at all, while large families considerably 

reduce their incomes which gives a closer picture of their "real" standard of living. 

This is confirmed by comparing both the mean and median income of each category 

calculated on the base of both income measures. The mean income of the group 

Couple with children is reduced by almost five times, which is actually the average 

number of occupants (4.9), when it is calculated based on the income per capita 

measure, while in the case of Single, no children the mean income is reduced only by 

half. Thus, from being the worst-off group based on the total income measure it 

turns into the second best-off based on the income per capita measure. Couple, no 

children is the best-off group based on both income measures. These findings make 

clear the convenience of using income per capita as a better proxy of living standards 

of households than total income.

7.5 The distribution by ievels of education

Most research on the determinants of the distribution of income -in either developed 

or developing countries- recognises education as one of the most relevant variables in 

explaining income inequality. In Latin American, Psacharopoulos, Morley, Fiszbein, 

and Wood, (1995) found an overwhelming pre-eminence of education inequality in 

explaining income inequality during the 1980s, while Londono and Székely (1997) 

proved that human capital -measured by years of schooling- has the greatest impact 

on income inequality. In Venezuela also, as shown in the previous chapter, education 

has played a relevant role in income distribution, although its explanatory power has 

diminished. For this reason 1 dedicate special attention to this variable in this section.

A vast amount of literature has been devoted to the relationship between education 

and income inequality. Higher levels of education have been identified with greater 

incomes by much research on the labour market field. The studies from many

 ̂Author’s calculation based on the household survey for 1997 conducted by OCEI.
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different countries confirm that, in average, higher educated workers receive higher 

wages (see Card, [1995] for references). Also, education treated as an investment in 

human capital has been a major ingredient in studies of economic growth and income 

distribution (Taubman an Wales, 1973). However, there is still a debate among 

economists about the causal relationship between schooling and earnings 

differentials. Card (1995) argues that education is not randomly distributed among 

the population; rather individuals make their own schooling choices. In fact, the 

model outlined by Card (1995)^ yields an equilibrium condition according to which 

the optimal level of schooling (years of schooling) equates the marginal rate of return 

to schooling with the marginal cost meaning that individuals invest in education until 

this equilibrium point is reached. This is in line with the view followed by Székely 

(1998) stating that poor individuals have low levels of education because they face 

financial restrictions on affording the costs of education, along with the high 

opportunity cost of not earning while receiving education. This line of reasoning 

suggests that unequal distribution of income leads to an unequal distribution of 

education among the population, rather than the other way round. Furthermore, 

regarding the effect of education on earning differentials there has also been a debate 

on whether the observed differences in earnings are the result of increases in 

productivity produced by education or education is a mere screening device. 

Taubman and Wales (1973) argue, for instance, that education adds to income by 

screening people with low education out of high-paying occupations. In this case the 

implication would be that unequal distribution of education results in an unequal 

distribution of income. Also, many other works have attempted to isolate the effect 

of education on earnings from other personal characteristics such as ability (Angrist 

and Krueger, 1991; Ashenfelter and Krueger, 1994; Harmon and Walker, 1995) and 

family background (Ashenfelter and Krueger, 1994; and Butcher and Case, 1994). 

Nevertheless, whatever the direction of the causal relationship between education and 

earnings, and despite the bias that omitted variables such as ability and family 

background can produce in models aimed at measuring the rate of return to 

schooling, there is a general agreement that such a relationship between schooling 

and income is relevant.

 ̂ The model that Card (1995) presents is based on the framework developed by Becker (1967) (see 
Further References for reference details).
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In fact, the results shown in Table 7.6 confirm this positive association between the 

distribution of education among the population and the distribution of income for 

Venezuela in 1997. The average of years of schooling of household heads increases 

monotonically with deciles meaning that, in average, the lower the income level of 

the household, the fewer the years of schooling received by the household head.

Also, Table 7.6 shows that the difference in the average of years of schooling 

between deciles keeps much less than one year up to the ninth decile when it expands 

significantly. Up to the eighth decile the average of schooling received by the 

household head is less than full basic education^, while the difference between the 

average of education received by household heads in the richest decile and the 

average of the total population is equivalent to a complete level of education (more 

than 4 years).

Table 7.6 Years o f  schooling (YOS) and income distribution. Venezuela, 1997
Deciles Mean income Average of YOS of 

household head
Difference of YOS 

between deciles
Difference of YOS 

respect to the 
population average

1 4.35 4.69 - -2.14
II 11.44 4.8 0.11 -2.03
ill 16.68 5.44 0.64 -1.39
iv 21.81 5.75 0.31 -1.08
V 27.64 6.12 0.37 -0.71
vi 34.54 6.61 0.49 -0.22
vii 43.77 7.02 0.41 0.19
via 56.68 7.71 0.69 0.88
ix 80.50 9.02 1.31 2.19
X 184.18 11.17 2.15 4.34

Total
population

48.1 6.83

Source:
OCEI, Venezuelan Household Survey, 1997 (author’s calculations).

Table 7.7 breaks the population of households down into groups by level of the 

education of household head. By 1997, 56 percent of the Venezuelan households are 

headed by individuals who had at most primary level of education while only 10 

percent reached higher education level. The representation in the richest quintile 

increases monotonically with the level of education of the household head, having 

those with higher education complete a disproportional over-representation in this

 ̂ In Venezuela basic education covers nine years o f schooling.
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quintile, while being poorly represented in the bottom quintile. Notice that, from the 

primary incomplete level, the representation in the bottom quintile decreases also 

monotonically, giving illiterates the highest representation in this quintile. These 

trends are consistent with the information shown in Table 7.6, giving support to the 

view on the relationship between distribution of education and distribution of income 

discussed earlier. Looking at the mean income of each group, it can be observed that 

the groups with higher education are the best off, while illiterates is the worst off 

group. The difference in mean income between the various groups increases as one 

moves up the level of education, but the significant difference is found between those 

with higher education complete and the rest of the population. Also, notice that there 

is a significant jump in the level of mean income of those with primary education and 

that of those with secondary education.

Table 7.7 Distribution o f  households by level o f  education o f  the household head by quintile.

Level of 
education

Share Mean
Income^

Quintile
1

Quintile
2

Quintile
3

Quintile
4

Quintile
5

Total

Illiterates
Literate

12 25.5 36 26 18 14 5 100

with no 
education

2 32.5 26 22 20 21 10 100

Primary
Incomplete

17 33.6 29 23 21 17 10 100

Primary
complete

25 38.6 21 22 23 19 15 100

Secondary
Incomplete

33 51.2 14 19 21 24 22 100

Secondary
complete

1 62.9 7 11 18 27 36 100

Hlgher-
educatlon

Incomplete

3 75.5 6 11 16 28 39 100

Hlgher-
educatlon
complete

7 129.2 4 5 7 17 67 100

Total 100 48.1
Thousands o f bolivares.

Source: OCEI, Venezuelan Household Survey, 1997 (author’s calculations).

239



7.6 The labour force and the distribution of income

It was shown in Chapter 6 that the vast majority of the Venezuelan receive labour 

earnings as one of their sources of income (84 percent in 1997) and for almost all of 

them (96 percent) this is the only source of income. The latter group represents 81 

percent of the total income receivers in Venezuela by 1997. Therefore, the position 

of individuals in the labour force might be very much influential in determining 

where a family falls within the overall distribution. This section explores the 

relationship between the employment status of household heads and the distribution 

of income among households. This has been done dividing the population according 

to different categories related with employment status of household heads and 

looking at the distribution of the different groups, resulting from that division, 

within the overall income distribution.

7.6.1 Labour force status

Table 7.8 divides the population (households) according to employment status of the 

household head. As one would expect, the unemployed and inactive categories are 

over-represented at the bottom of the distribution while the employed group is under

represented. However, what is an unexpected result is the fact that the unemployed 

group still have a significant representation at the top of the distribution, while the 

employed group is evenly spread between the second to the fourth quintile. This 

result suggests that unemployment might not be a major cause of inequality in 

Venezuela, since unemployment seems to be significantly affecting the different 

income groups of the population, although the effect is higher on the poorest group, 

as Table 7.8 shows. The relevance of unemployment in explaining the level of 

inequality will be analysed in more detail in Chapter 8.
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Table 7.8 Distribution o f households by labour force status o f the household head by quintile and

Labour force status Share
(%)

Mean
income^

Quintile
1

Quintile
2

Quintile
3

Quintile
4

Quintile
5

Total

Employed 71 53.5 15 20 21 21 23 100
Unempioyetf 8 34.1 37 19 15 14 15 100

Inactive^ 21 35.0 31 19 20 18 12 100
Total 100 48.1

Thousands o f bolivares.
^Includes first time job-seekers.
^The group households whose heads are out o f the labour force.
Source: OCEI, Venezuelan Household Survey, 1997 (author's calculations).

7.6.2 Enterprise size

Table 7.9 breaks the population down according to the size of the enterprise for 

which the head of household works, showing how the resulting groups are distributed 

across the quintiles. The striking result from Table 7.9 is the remarkably high 

proportion of the group with less than 5 workers in total population (41 percent), 

which also concentrates 39 percent of total income (See Table 7A.1.1, Appendix 

7.1), and how evenly spread this category is across the quintiles. Since enterprises 

with less than 5 workers are part of the informal sector, according to the definition 

discussed in Chapter 4, these results have two important meanings which are linked 

with previous results. One is related to the high significance of the informal sector in 

total employment in Venezuela, which reached almost 50 percent in 1997 according 

to the figures provided by OCEI(1997b), as it was shown earlier in Chapter 6. The 

other is that, since the group of enterprises with less than 5 workers is evenly spread 

across the different income groups of the population, income inequality between 

formal and informal employment might not be a major cause of overall inequality in 

Venezuela. This speculation is also linked to the observation about the Unemployed 

category made in the previous sub-section (Table 7.9). It was shown in Chapter 6 

that there is a positive correlation between unemployment rate and the proportion of 

informal sector in total employment in Venezuela and that both indicators, along with 

income inequality measures, tend to increase during recessions and decrease during 

recoveries. This suggests that the effects of economic growth on both unemployment 

rate and informal sector share might be channels through which economic growth 

impacts on income inequality in Venezuela. Therefore, one could speculate that
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despite differences between the formal and informal sector there seem not to be 

relevant in explaining inequality levels in Venezuela, their changes might be relevant 

for inequality changes. However, any consistent conclusion about this particular 

issue is subject to the performance of the Self-employed category, the other major 

component of informal sector in Venezuela, which will be treated in the next sub

section, and to the formal analysis of both between -and within- group inequality that 

will be conducted in Chapter 8.

The categories between 5 and 100 workers have their respective highest 

representation in the second quintile, with the exception of the group 51-100 which 

have the same proportion also in the third quintile, but these proportions are only 

slightly higher than their respective proportion in the top quintile. All these groups 

are under-represented in the poorest quintile and they altogether account for only 18 

percent of total population. The category formed by enterprises with more than 100 

workers is poorly represented in the poorest quintile and over-represented at the top 

end of the distribution. This might be a reflection of better conditions of jobs in 

terms of wages, social benefits and stability in larger enterprises. It is also 

remarkable that the proportion of each category in the poorest quintile significantly 

decreases while the mean income increases as one moves up the size of enterprise 

suggesting that the larger the enterprise the household head work for, the lower the 

probability of belonging to the poorest quintile. However, notice that the mean 

incomes of the groups between 5 and 100 workers are fairly close to each other 

which along with the fact that they have similar distributions across the quintiles 

suggests that inequality between these three groups might have little contribution to 

overall inequality. Therefore, the main difference is made by the category of 

enterprises with more that 100 workers meaning that families which belong to this 

group are more likely to fall in the top end of the income distribution. Of course, this 

analysis has to be complemented with a within-group inequality analysis which is 

done later on in this chapter.
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Table 7.9 Distribution o f households by the enterprise size fo r which the household head work.

Enterprise size Mean
(number of workers) Share

(% /
income^ Quintiie

1
Quintiie

2
Quintiie

3
Quintile

4
Quintiie Totai 

5
<5 41 45.7 20 21 20 20 19 100

5 to 20 9 55.4 15 25 20 18 22 100
21 to 50 3 56.6 12 25 23 17 23 100

51 to 100 2 58.8 10 24 24 19 23 100
>100 21 67.1 7 15 21 25 32 100
Totai 76 48.1

*The population shares do not add up 100, since enterprise size does not apply to those individuals 
who are either inactive or first time job-seekers, 

th o u sa n d s o f bolivares.
Source:
OCEI, Venezuelan Household Survey, 1997 (author’s calculations).

7.6.3 Worker category

In Table 7.10 the population was divided by worker categories according to whether 

they work for government or private sector, whether they are manual or non-manual 

workers, whether they are or not self-employed, and whether they are or not 

employer (or boss). Again, the category with the highest share in total population 

and more evenly distributed across quintiles is one of the main components of the 

informal sector, this is the Self-employed category, which also concentrates 29 

percent of total income (see Table 7A.1.1, Appendix 7.1). This result confirms the 

high relevance of the informal sector in total employment in Venezuela by 1997 

previously stated, and adds support to the earlier observation that for families whose 

household head works in the informal sector the probability to be found in any 

quintile of the distribution might be roughly the same^. In other words, as it was 

stated earlier, income inequality between formal and informal employment might not 

have a major contribution to the level of overall inequality in Venezuela, although the 

mean incomes of both components of informal sector are lower than the mean 

income of total population (see the categories less than five workers and Self-

 ̂However, it is worth saying that Riutort (1999) found that, in 1997, the probability o f being poor for 
a worker in the informal sector was 37.8 percent, which was the third most important characteristic for 
the probability o f being poor, after workers with no education (49.6) and rural workers (38.9) (Riutort, 
1999, Table 14, p. 45). Also, Cariola and Lacabana, (1999) argue that jobs in the informal sector are 
associated with poor households.
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employed in Tables 7.9 and 7.10, respectively). However, notice that not all self- 

employed belong to the informal sector, since those who are professionals are 

regarded as belonging to the formal sector, according to the definition stated in 

Chapter 4 and hence that for conclusions on this respect an analysis of the partition of 

the population into formal and informal (type of employment) is required, which I 

will cover later on.

Looking at the rest of the categories in Table 7.10, it can be observed that non- 

manual workers are over-represented at the top end of the distribution along with the 

boss or employer category, which registers the highest representation in the richest 

quintile and also holds the highest mean income among all categories. Therefore, the 

boss or employer category is the best-off group in the distribution which is not a 

surprising result, since the enterprise owners belongs to this group who usually holds 

important quantities of both financial and physical assets. Among non-manual 

workers, those who work for government enterprises are slightly better-off than those 

who work for the private sector. However, among manual workers, the difference 

between government and private sector is more remarkable. Manual workers in the 

private sector are over-represented at the bottom end of the distribution and poorly 

represented in the richest quintile and, as having the lowest mean income of all 

categories, they are the worst-off group in the distribution, while manual workers in 

the government sector are more evenly distributed across quintiles with a higher 

mean income. However, it is worth noticing that manual workers in the government 

sector hold the lowest share in total employment.
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Table 7.10 Distribution o f  households by worker category o f  the household head by 
quintile, share in total population and mean income o f  each age-group.

Category Share Mean
income^

Quintile
1

Quintile
2

Quintile
3

Quintile
4

Quintile Total 
5

Government,
non-manual

12 71.4 7 11 18 27 37 100

Private,
non-manual

11 70.9 9 16 18 23 34 100

Government,
manual

5 36.8 20 22 23 21 14 100

Private,
manual

23 29.1 28 28 22 15 7 100

Self-
employed

33 43.2 22 20 20 19 19 100

Boss or 
employer

7 89.6 8 12 14 25 41 100

Total 90 48.1
*The population shares do not add up 100, since worker category does not apply to those 

individuals who either have never worked or are first time job-seekers, 
th o u sa n d s o f bolivares.
Source:
OCEI, Venezuelan Household Survey, 1997 (author’s calculations).

7.6.4 Type of employment

Table 7.11 shows the population broken down according to type of employment of 

the household head, this is, into formal and informal employment following the 

definition already given in Chapter 4. Although the results are consistent with 

previous observations, some important differences arise. In fact, there is a 

significantly high proportion of households whose heads are working in the informal 

sector, confirming the high relevance of the informal sector in total employment in 

Venezuela and also this category is significantly represented in each quintile of the 

distribution. However, there is a slight over-representation at the bottom end which 

monotonically decreases as one moves up the distribution. The form al category 

registers the opposite trend, but being poorly represented in the bottom quintile while 

remarkably represented in the richest quintile. Also, there is a significant difference 

between the mean income of both categories, being the informal one below the 

average of the population, while the formal one quite above the average. Therefore, 

households headed by workers in the formal sector are more likely to be found at the 

top end of the distribution than households headed by workers in the informal sector. 

These findings challenge the earlier speculation about the low relevance of the
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differences between informal and formal employment in explaining levels of 

inequality in Venezuela which requires further analysis. I will return to this point in 

Chapter 8.

Table 7.11 Distribution o f  households by type o f  employment o f  the household head by quintile,

Type of employment Share Mean
Income^

Quintile
1

Quintile
2

Quintile
3

Quintiie
4

Quintiie
5

Totai

Informal 69 43.6 23 21 20 19 17 100
Formal 22 69.6 7 15 20 25 33 100

Total 90 48.1
^The population shares do not add up 100, since type o f employment does not apply to those 

individuals who either have never worked or are first time job-seekers.
^Thousands o f bolivares.
Source:
OCEI, Venezuelan Household Survey, 1997 (author’s calculations).

7.6.5 Occupation category

Since the non-manual workers is a very heterogeneous category ranging from those 

who have little or no education up to those who hold higher education and/or 

postgraduate degree, and among the manual category significant differences are 

observed in the living standard between those who work in agricultural activities and 

other workers, the above analysis is complemented breaking the population down 

into manual and non-manual workers no matter if government or private, but the 

latter divided according to their occupation category, while the former was divided 

into agricultural and non-agricultural workers (Table 7.12). Thus, as it was expected, 

the non-manual workers are over-represented at the top end of the distribution while 

the manuals are over-represented at the bottom end and among this category the 

agricultural group -the worst-off- is remarkably over-represented in the two poorest 

quintiles while being poorly represented in the richest quintile. Among the non- 

manual workers, the Professionals category -the best-off- is remarkably over

represented in the richest quintile, which is an expected result since this category is 

assumed to be formed mostly by individuals who hold a higher education degree 

having a higher return to schooling, as it was discussed earlier. Surprisingly, among 

non-manual workers, all categories are over-represented at the top end of the 

distribution, even the worst-off group among this category (office workers and
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vendors) which one would have expected to have a higher representation at the 

bottom end of the distribution, since many of the individuals who form this group 

have lower levels of education. This observation leads to the conclusion that families 

whose household heads are non-manual workers -specially professionals- are more 

likely to be found at the top end of the income distribution than families whose 

household heads are manual workers -specially in agricultural activities.

Table 7.12 Distribution o f  households by occupation category o f  the household head by quintile,

Category Share Mean
income^

Quintile Quintiie Quintiie Quintiie Quintiie 
1 2  3 4 5

Totai

Agricultural 6 24.0 36 32 17 11 4 100
Non-agricultural 55 36.7 23 22 23 19 13 100

Total manuals 61 35.6 24 23 22 19 12 100
Professionals 9 95.7 7 8 13 22 50 100

fJlanagers 11 71.9 17 16 15 19 33 100
Office workers/vendors 19 51.8 15 18 20 24 23 100

Total non-manuals 39 67.6 14 15 17 22 32 100
Total population 100 48.1

'Thousands o f bolivares.
Source:
OCEI, Venezuelan Household Survey, 1997 (author’s calculations).

7.6.6 Economic activity

Economic activities can be very different from one another in terms of employment 

conditions. Productivity differentials between economic activities along with 

differences in the relative demand for both production factors and unskilled workers 

as well as the different levels of labour supply to each economic activity yield 

differences in their levels of employment, unemployment rates, wages, and social 

benefits. Therefore, the economic activity in which the household head is involved 

could make a substantial difference in the living standard of the household 

determining where the household falls within the income distribution. Thus, this 

sub-section is devoted to explore the distribution of households by quintile according 

to the economic activity in which the household head works (Table 7.13).

Petroleum, Electricity, Gas and Water, and Financial Services as being three of the 

four activities with the lowest contribution to total employment are over-represented
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in the richest quintile and they have the highest mean incomes while Agriculture, as 

registering the lowest mean income, is the activity with the highest representation in 

the poorest quintile and poorly represented in the richest quintile. No other activity is 

remarkably over-represented -nor under-represented- at any quintile of the 

distribution. All activities in the service sector which hold, in overall, the highest 

share in total employment, register their higher representations at the top end of the 

distribution and, with the exception of Financial Services, their mean income is 

slightly higher than the mean income of the total population. Mining and 

Manufacturing register their respective higher representation in the middle quintiles 

with mean incomes very close to the mean income of the total population. Financial 

Services is the best-off group with mean income 1.9 times higher than the mean 

income of the total population while Agriculture is the worst-off with mean income 

1.5 times lower than the average. Therefore, from this analysis, one can safely say 

that families whose household heads are involved in activities related to financial 

services are more likely to be found in the richest quintile, while those whose 

household heads are involve in agricultural activities have higher probability of 

falling into the poorest quintile of the distribution.

Table 7.13 Distribution o f  households by the economic activity o f  the household head by quintile.

Economic activity Share Mean
income^

Quintiie Quintiie Quintiie Quintiie Quintiie 
1 2 3 4 5

Totai

Agricuiture 12 31.7 32 28 17 14 9 100
Mining 1 52.7 21 16 25 20 18 100

Petroieum 1 70.7 18 11 17 17 37 100
Manufacturing 11 48.7 14 20 23 23 20 100

Construction 9 43.4 22 22 22 18 16 100
Eiectricity, Gas and 

Water 1 70.4 12 15 14 25 34 100
Commerce, Rests., and

Hoteis 20 50.9 17 20 19 22 22 100
Transport and 

communications 7 55.2 13 17 21 24 25 100
Financiai Services 3 88.8 11 14 16 18 41 100

Sociai Services 25 52.3 17 18 20 21 24 100
Totai 90 48.1

The population shares do not add up 100, since economic activity does not apply to those 
individuals who either have never worked or are first time job-seekers, 

th o u sa n d s o f  bolivares.
Source: OCEI, Venezuelan Household Survey, 1997 (author’s calculations).
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7.7 Income sources and their distribution

So far, the analysis has been done regarding income as coming from single source 

despite being well known that individuals receive income from a range of sources 

such as wages, social benefits, transfers and investments and the income from these 

different sources might be distributed differently throughout the population. Some 

sort of income might be more unequally distributed than others and these inequalities 

might have different contributions to overall inequality. Therefore, the analysis of 

income source inequalities can tell a good deal about what causes inequality in the 

distribution of income as a whole

However, as discussed in Chapter 4, there is an important restriction in the data used 

by this research related to the information on income sources which is that the 

individual’s income is broken down into only three monthly amounts which are 

wages, social benefits (from work) and other incomes. The latter includes pensions, 

transfers, property rents, and interests. This implies that the analysis of the 

distribution of income from each source and its contribution to overall inequality is 

not possible since neither the social benefit amount nor the other income amount are 

broken down into their different components. However, it is possible to identify 

which household receives income from which source and thus to know if receiving 

income from some specific sources makes any difference in the position of 

households within the distribution. This is what this section is about.

In 1997, 92 percent of total Venezuelan households received labour earnings^, being 

the main source of income in 87 percent^, while in 71 percent there was not any other 

source of income. Therefore, it is indisputable that labour earnings is the most 

important component of income in Venezuela which, in overall, made up 92 percent 

of total income received by households in 1997*®. Although the composition of total

Henceforth, labour earnings is defined as the source o f income that individuals receive as a result o f 
their current jobs. This includes wages and social benefits from work. The total amount o f income 
coming from this source is also called labour earnings.
 ̂This means that the proportion o f  labour earnings in total income in the household is greater than 50 

percent.
These figures are the result o f author’s calculations using the household survey for 1997 provided by 

OCEI.
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income received by all Venezuelan households varies in proportions across the 

deciles of the distribution, in all of them labour earnings account for the highest 

proportion (Figure 7.3). In the poorest decile the others source^^ plays its largest 

part making up almost 30 percent, then decreases averaging 11 percent between the 

third and the ninth deciles reaching its lowest share at the top decile (7 percent). This 

is a reflection of the fact that pensions and transfers are more relevant for the poorest 

households than for those which are at the right end of the distribution having a 

progressive effect on the distribution of income as shown in Table 7.14.

c
8
&

Deciles

■  Other sources 

□  Labour earnings

Figure 7.3 Composition of total income received by all Venezuelan 
households by decile in 1997 
Source: OCEI, Venezuelan Household Survey, 1997 
(author’s calculations).

The progressive effect of the others source of income observed in Table 7.14 might 

be the result of a larger proportion of the pensions and transfers component which is 

usually addressed to the lowest-income groups relative to the property rents and 

interests component which is mostly received by the richest groups. But testing their 

effects separately is not possible due to the data limitation explained above.

Others summarises all income sources but labour earnings.
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Income Deciles
source 1 2 3 4 5 6 7 8 9 10 1 0 / f  Then
Labour

earnings 0.7 2.1 3.4 4.4 5.5 7.3 9.1 11.5 16.7 39.2 55 0.593

Total
income^ 0.9 2.4 3.5 4.5 5.7 7.2 9.1 11.8 16.7 38.2 42 0.500

 ̂Using household income per capita.
 ̂Ratio between the share o f the 10*** and the given in percentages, 
 ̂Includes both labour earnings and others.

Source:
OCEI, Venezuelan Household Survey, 1997 (author’s calculations).

As an attempt to sort the data restriction on income source out Table 7.15 breaks the 

population down into seven categories which include the group of households that 

receive only labour earnings as a source of income; those receiving labour earnings 

and income from others, but neither property rents nor interests; the group that 

receives labour earnings, income from assets (property rents and interests) and 

pensions and/or transfers; those households receiving only pensions and/or transfers; 

those receiving income from assets and pensions and/or transfers; and finally those 

households whose only source of income is assets. This way, the effect of receiving 

income from pensions and/or transfers and assets (property rents and interests) on the 

distribution of income can be visualised separately.

Table 7.15 confirms that labour earnings is the main source of income for the vast 

majority of the Venezuelan households showing that those households that do not 

have labour earnings as a source of income are the worst-off groups of the 

population which are remarkably over-represented in the poorest quintile of the 

distribution. Among the groups that receive labour earnings those that do not hold 

assets are more evenly distributed across quintiles, especially those having labour 

earnings and pensions and/or transfers. The groups that receive income from labour 

earnings and other, including assets as income source, are remarkably over

represented in the richest quintile and almost non-existent in the poorest quintile as 

being the best-off groups of the population. Thus, the conclusion that can be drawn 

from this analysis is that households that do not have labour earnings as one of their 

income sources have the highest likelihood of being found in the poorest quintile, 

while households that hold assets in addition to labour earnings are more likely to be
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found at the top end of the distribution. It is worth pointing out that the group of 

households that hold assets in addition to labour earnings and other sources of 

income, while sharing only 2 percent of the total population, concentrated 3.5 percent 

of the total income received by all Venezuelan households in 1997^^, meaning that 

their concentration of income was 1.8 times their population share.

Table 7.15 Distribution o f  households according to income source by quintile. Venezuela, 1997
Sources of income Share Mean

income^
Quintile Quintile Quintile Quintile Quintile 

1 2 3 4 5
Total

Labour earnings only 7 0 .5 51 .6 16 20 21 21 2 2 100

Labour earnings, 
pensions and/or 

transfers
19.4 44 .0 19 22 21 2 0 18 100

Labour earnings, 
assets, pensions 
and/or transfers

0 .7 72 .2 7 14 14 2 7 38 100

Labour earnings and 
assets only 1.3 93 .4 4 9 2 0 2 5 4 2 100

Pensions and/or 
transfers

6.9 25 .2 4 8 18 13 13 8 100

Assets, pensions 
and/or transfers 0.7 40 .2 28 13 19 2 2 18 100

Assets only 0.6 32 .4 42 18 12 18 12 100
Total 100 48.1

^Thousands ofbolivares  
Source:
OCEI, Venezuelan Household Survey, 1997 (author’s calculations).

7.8 The distribution of income by region

Due to the different stages of economic development that can be found in different 

regions within the same country the level of wages, employment and social benefits 

vary between regions implying that the region in which the household is located can 

be also relevant for overall income inequality in Venezuela. To explore this

12 The result was the same using both total income and income per capita as a measure o f  income 
(author’s calculations using the household survey for 1997 provided by OCEI).
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possibility the population was divided into eight regions -following the territorial 

division of the country used by OCEI- as it is shown in Table 7.16.

The Capital region accounts for the highest share of the population (21 percent), 

followed by the Central region with 18 percent. The lowest share is held by the 

South in which forests account for the vast part of the region. The Capital region has 

the highest average income being the only region which is remarkably over

represented at the top end of the distribution, concentrating 62 percent of its 

population between the two top quintiles. However, it is worth pointing out that 

figures shown in Table 7.16 might be overestimating the differences in living 

standards between the Capital and other regions as some commodities, especially 

housing and transport, are more expensive in the Capital than in the rest of the 

country'^. The only region which is over-represented at the bottom end of the 

distribution is the Central West region which is also the only one poorly represented 

in the richest quintile and registers the lowest mean income. Central is over

represented in the middle quintile, while the South as holding the second lowest 

mean income is over-represented in the second quintile. The rest of the regions are 

evenly spread across the distribution and register average income close to the mean 

income of the total population. Therefore, at this level of analysis, it is clear that the 

main differences are between both the Capital and Central West and the rest of the 

country, since households in the former are more likely to be found at the top end of 

the distribution, being the best-off region of the country, while households in the 

Central West region are more likely to be found at the bottom end of the distribution, 

being the worst-off region of the country. Also, the analysis suggests that more 

inequality might occur within the regions rather than between them, since mean 

incomes are very close to each other with the exception of Capital and Central West 

regions, which have the highest and lowest mean income respectively.

It is important to highlight that, unfortunately, it was not possible to correct for cost o f living 
variation between regions, since the Central Bank Report provides only information on consumer price 
index for both the Capital region and the whole nation being the capital region also included in the 
latter.
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Table 7.16 Distribution of households according to the region in which it is located by quintile.

Venezuela, 1997

Region Share Mean 
(%) income^

Quintile 1 Quintile 2 Quintile 3 Quintile 4 Quintile 5 Total

Capital 21 79.4 7 13 18 23 39 100
Central 18 46.4 18 18 24 22 18 100

Central West 15 29.1 34 26 18 14 9 100
Zulla^ 13 46.8 18 20 23 21 18 100

Andean 14 41.6 20 22 21 22 16 100
South 1 39.3 21 27 20 16 15 100

Northeast 12 44.3 20 22 20 21 18 100
Guayana 6 48.7 18 20 20 22 20 100

Total 100 48.1
 ̂Thousands o f bolivares
 ̂Corresponds to the state with the same name which is the richest region o f  the country in oil fields. 

Source:
For population shares; OCEI (1994).
All other figures: OCEI, Venezuelan Household Survey, 1997 (author’s calculations).

7.9 Between-group Vs within-group inequality

The analysis so far presented reveals much about where different groups of the 

population are in the overall income distribution and how mean incomes differ 

between them, but it says relatively little about inequality within each group. In fact, 

the results suggest that for many of the groups considered most of inequality might 

be caused by within-group differences rather than by differences between them.

To look at the within-group distributions a set of statistics were calculated which are 

presented in Table 7A.1.1 (Appendix 7.1) as well as the mean income by quintile of 

each group in partitions already considered in previous sections (Table 7A. 1.2, 

Appendix 7.1).

The partition by gender does not appear to be a very promising candidate for 

explaining much of total inequality, since the differences in mean incomes between 

groups and between each group and the mean income of total population are not 

remarkable. However, a more pronounced difference is found between mean 

incomes of males and females in the fifth quintile, while their mean incomes are
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fairly close in the remaining quintiles. Also, the values of are close to the

overall inequalities reported in Table 7A.1.1, for all three values of a  in the case of 

males, and excepting for a  = 2 in the case of females which is lower than the overall 

one, meaning that males are much more unequal than females at the upper end of the 

distribution. According to the values of G (l) and G(2) females are less unequal than 

males, but they are fairly similar according to G(0) and the ratio between mean 

incomes of the fifth and first quintiles (Q5/Q1). Therefore, regarding the partition by 

gender, no definite conclusion can be drawn about within-group inequality.

Regarding the partition by age a similar story can be told about the contribution of 

between-group inequality to overall inequality. All the mean incomes by quintile are 

very close to each other and to the overall mean income of the population for all sub

groups of ages between 21 and 70, with the exception of the group 21-30 which 

appears to be the most unequal at the upper tail of the distribution. The larger 

difference is found at the fifth quintile between the mean income of both the 

youngest and oldest groups with respect to the rest of the population. Both the 

youngest and the oldest group are less unequal than all groups between the ages of 21 

and 70, according to the values of G(a), for all a . However, no definite conclusion is 

possible regarding comparison between the youngest and the oldest themselves. So, 

regarding the age partition, these results suggest that the between-group component 

of overall inequality is not likely to be substantial either.

The partition hy family type reveals the Couple, no children as being the best-off 

group but is also the most unequal, while the Single with children as being the worst- 

off group and is also the least unequal according to all values of G(a). The groups 

with the highest mean incomes reveal their larger difference with the rest of the 

population in the fifth quintile and they have two of the highest values of ratio Q5/Q1 

of all categories presented in Table 7A.1.2. This pattern is repeated in the partitions 

by level of education, worker category, occupation category, economic activity, and 

type of employment. In general, the tendency observed is that families with children 

are the worse-off groups and are also less unequal, while the opposite is observed in

Generalised Entropy Family indexes o f inequality (See Chapter 4 for details).
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families with no children. Therefore, the presence of children in families makes 

relevant differences between groups by family type.

It is not surprising that the partition by level o f education appears to be one of the 

most likely to explain the larger proportions of total inequality. The sub-group mean 

incomes rise monotonically with the level of education of the household head as 

displaying substantial variation around the overall mean income. Also, all values of 

G(a) are well below those of the whole population. The ratio Q5/Q1 is much higher 

for those groups with secondary education complete and higher education displaying 

its maximum value for those with higher education complete meaning that the gap 

between the rich and the poor is even higher among those groups with higher 

education. Again, the best-off group (higher-education complete) displays its largest 

difference with the rest of the population in the richest quintile having the highest 

mean income of all partitions reported in Table 7.2.2, closely followed by those who 

work in financial services (economic activity) and those who have earnings and 

assets only as an income s ou r c e ^W hi l e  this analysis predicts that the static 

decomposition of inequality will reveal level o f education as one of the most 

important variables in explaining overall inequality, which is done in Chapter 8, it is 

worth bearing in mind the unfinished debate reported earlier about the endogeneity of 

education and that income levels and education might be linked by a two way 

relationship.

Labour force status and income source are the only partitions revealing significant 

differences in mean incomes between groups in the first quintile. Employed is the 

best-off group in the first quintile while unemployed is the worst-off. This pattern is 

not repeated in the rest of quintiles. As expected, the employed category registers the 

highest mean income in all quintiles but the third, while the unemployed category 

registers the highest ratio Q5/Q1 revealing a larger gap between the rich and the poor 

among unemployed. Also, the relatively higher values of G(0) and G(l )  for the 

unemployed group indicate a relatively higher level of inequality within this group, 

although, according to G(2), the employed group is the most unequal at the upper tail
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of the distribution. First time job-seekers is the worst-off group in the overall 

distribution as well as being the least unequal.

The mean incomes by quintile by enterprise size do not show significant difference 

between groups and according to the values of G(a) drawing conclusions about 

comparisons of within-group inequality for this partition is not possible. On the 

contrary, the partitions by worker category and occupation category show important 

differences between groups, especially at the top end of the distribution. As for being 

worst-off the manuals group is less unequal than non-manuals according to all values 

of G(a) and the ratio Q5/Q1. Among manuals, agricultural workers are less unequal 

and worse-off, while managers is the most unequal group among non-manuals, 

according to all values of G(a), however, the highest ratio Q5/Q1 is held by 

professionals meaning a large gap between the poorest and the richest among the 

latter group. The higher inequality among managers is a reflection of the fact that 

included in this group are foremen and managers of very small enterprises who 

usually receive relatively small wages along with directors of large enterprises who 

besides having much higher wages are also likely to hold physical and/or financial 

assets. Non-manual workers in the private sector is the most unequal group at the top 

end of the distribution, while the boss or employer group is more unequal at the 

lower tail.

According to economic activity the largest gaps between the poorest and the richest 

quintile of the distribution are observed in the case of Mining and Financial Services 

respectively which also reveal their greater difference with the rest of the population 

in the fifth quintile. The varied tendencies in values of G (a) do not allow 

conclusions to be drawn about which group is more or less unequal, although the 

value of G(2) in the case of Mining is remarkably high suggesting a higher inequality 

in this group at the upper tail of the distribution in comparison with the rest of the 

groups.

As these three groups come from different partition they might overlap. However, the comparison 
only intends to show that these are the three categories which vary the most from the overall mean 
income in the richest quintile.
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The partition according to type of employment shows that the main differences 

between mean income of the formal and informal group are revealed at both the 

bottom and the top end of the distribution. Inequality within both groups is below 

average population, the informal group being more unequal at the lower end of the 

distribution, according to the values of G(a). This suggests that the contribution of 

inequality between the formal and informal sector to overall inequality might be 

relevant.

Regarding the income source partition, the group that combines labour earnings and 

assets as their income sources registers the highest mean income in all quintiles 

revealing a significant difference in the richest one. These results along with the fact 

that most values of G(a) are below those of the overall distribution suggest that the 

contribution of inequality between the group which combines earnings and assets as 

source of income and the rest of the population might be relevant to overall 

inequality.

The partition by geographic regions do not reveal a significant dispersion of sub

group means around the overall mean except for the Capital and Central West 

regions which have the highest and lowest mean income respectively, and these 

differences are also reflected in the fifth quintile. All values of G (a) are below those 

of the overall distribution with the only exception of G(2) in the case of the Zulia 

region for which it is slightly above.
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7.10 Conclusions

This chapter provided a detailed description on the distribution of income in 

Venezuela in 1997 seeking explanations for the level of inequality. The general 

conclusion that emerges from this analysis is that income in Venezuela is unequally 

distributed among households. The vast majority of households receive income per 

capita below the main level and there is a relatively large proportion of households 

receiving the very lowest income (one thousand bolivares per person a month^^), 

while more than half of the total income is received by the richest 20 percent of the 

population. The dispersion of incomes is larger among the poorest 10 percent of the 

population than among deciles between the second and the fifth and it is even much 

larger at the top end of the distribution. The highest levels of income inequality were 

found among the poorest and richest decile respectively, while inequality among 

intermediate deciles is lower.

Breaking down the population into groups according to some demographic 

characteristics of the household heads revealed information on which partitions 

might help in explaining the level of income inequality in Venezuela. The partitions 

by age, gender, enterprise size, and region do not seem to be very promising in 

explaining much of the overall inequality in Venezuela. However, among these 

partitions there are differences between some specific sub-groups and the rest of the 

population that might be relevant for this purpose. In the case of age, differences 

were found between the youngest (under 21) and the oldest (over 70) with respect to 

the rest of the categories, as being the less unequal groups. Regarding both gender 

and family type partition the results led to the conclusion that those households 

headed by women are more likely to be poor than those headed by men, while having 

children makes an important difference between groups by family type. The 

enterprise size partition suggested that the larger the enterprise for which the 

household head works, the lower the probability of belonging to the poorest quintile 

of the distribution. The partition by region revealed a significant difference between

Current prices.
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both the Capital -the richest region- and Central West -the poorest region- and the 

rest of the country.

Education emerges as the partition most likely to explain a larger part of total income 

inequality. The relationship between years of schooling of the household head and 

household income per capita was found positive. Mean income increases 

monotonically with level of education, so it is not surprising to find that while the 

vast majority of the population (69 percent) have an income below the mean, a 

majority (64 percent) have at most primary level of education. The striking 

difference was found between those households whose heads had the highest level of 

education and the rest of the population, being the mean income of the former 2.7 

times higher than the population mean income and, as sharing only 7 percent of the 

total population, they concentrated 20 percent of total income in 1997 (Table 7A. 1.1, 

Appendix 7.1). Also, among this group the largest gap between the poorest and the 

richest was found.

The results for labour force status show that this partition might explain a low 

proportion of overall income inequality, while regarding the type o f  employment 

partition differences between formal and informal categories seem to be relevant for 

total inequality, although the previous results according to enterprise size and worker 

category suggested low relevance, the reason why the contribution needs to be 

formally measured, which I do in Chapter 8. However, the positive association 

between unemployment, informality and income inequality, showed in the previous 

chapter, suggests that changes in these indicators might be relevant in explaining 

inequality changes. This will be explored in the next two chapters.

The partitions by worker and occupation category revealed that the difference 

between manual and non-manual workers might be relevant in explaining levels of 

overall income inequality. Among the latter professionals is the best-off group 

driving the contribution of this partition to total inequality and confirming the 

relevant role of education in the distribution of income in Venezuela. The difference 

between the group of households headed by either bosses or employer and the rest of 

categories is significant, which might be driving a relevant contribution of the
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partition by worker category to the level of overall inequality. Households headed by 

Non-manuals workers are more unequal than those headed by manuals workers and 

inequality among those headed by workers in the private sector is higher than among 

those headed by workers in the government sector. Also, among the manual 

category, the difference between government and private is significant, the latter 

being the worst-off group.

The partitions by economic activity and income source also revealed dispersion of 

sub-group means around overall mean signifying that these partitions might be 

explaining a significant part of total income inequality in Venezuela. The group of 

households whose heads are involved in activities with the lowest shares in total 

employment are the best-off groups (financial services and petroleum) while those in 

agriculture form the worst-off group. Holding assets in addition to labour earnings 

as income source makes households better off, but not having labour earnings as 

income source makes them more likely to be found in the poorest groups of the 

population.

It is worth highlighting that in all cases in which relevant variations in mean incomes 

between groups were found the differences were more remarkable in the fifth 

quintile, confirming that incomes are considerably dispersed at the top end of the 

distribution and that inequality at the upper tail might account for a large proportion 

of overall inequality.

While observing sub-group means, sub-group distributions across quintiles, and 

inequality measures has been very informative for the purpose of this research, there 

is a more formal way to appraise the contributions of each of these household 

characteristics to overall inequality which will be done in Chapter 8 in order to draw 

formal conclusions about the original hypothesis.

In order to establish the links through which economic growth affects income 

inequality one should now look at how economic growth affects the differences 

between the groups in the partitions that were found most likely to explain total 

inequality. Obviously, the effects depend on the specific strategies followed in the
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course of economic growth and some of those effects might be seen only in the long

term. Thus, according to the results presented in this chapter, strategies based on 

economic activities such as petroleum  and financial services, which absorb lower 

proportions of labour, along with using technologies which increase the relative 

demand of skilled workers might increase income inequality. Some strategies may 

favour development of the largest enterprise contributing in this way to increase the 

differences in living standard between their workers and the rest of the labour force. 

The effect on real wages is crucial, either through inflation or demand changes in the 

labour market, since labour earnings is the main income source of the vast majority 

of Venezuelan households and only those who hold assets, the minority, are able to 

protect their incomes from the deterioration of real wages and thus to improve their 

relative position in the distribution of income. Some of these connections are 

explored in more detail in the next chapter.
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Appendix 7.1 Key Inequality statistics

Table 7 A. 1.1 Summary statistics: by gender, age, fam ily type, level o f  education, enterprise size, 
labour force status, worker category, occupation category, economic activity.

Groups rj M GEF(O) GEF(1) GEF(2) V 6

Age
<21 30.0 38.4 0.48 0.42 0.60 0.01 0.01

21-30 28.0 45.8 0.61 0.54 1.42 0.13 0.12
31-40 29.1 47.0 0.66 0.51 0.94 0.25 0.25
41-50 34.0 51.8 0.63 0.47 0.93 0.26 0.28
51-60 33.0 51.2 0.64 0.52 1.03 0.17 0.18
61-70 30.0 47.4 0.64 0.50 1.02 0.12 0.12

>71 27.5 38.6 0.59 0.42 0.56 0.06 0.06
Gender

Male 32.5 50.9 0.63 0.50 1.07 0.71 0.75
Female 27.0 41.3 0.63 0.47 0.74 0.29 0.25

Family type
Couple, no children 50.0 80.4 0.64 0.51 1.03 0.13 0.22

Couple with children 27.9 40.3 0.57 0.41 0.68 0.57 0.47
Single, no children 47.9 70.0 0.61 0.49 0.93 0.13 0.18

Single with children 23.8 33.3 0.57 0.41 0.58 0.17 0.12
Level of education

Illiterates 19.4 25.5 0.52 0.35 0.47 0.12 0.06
Literates with no education 25.0 32.5 0.53 0.41 0.35 0.02 0.01

Primary incomplete 24.0 33.6 0.57 0.43 0.75 0.17 0.12
Primary complete 28.1 38.6 0.52 0.36 0.58 0.25 0.12

Secondary incomplete 36.5 51.2 0.56 0.41 0.77 0.33 0.35
Secondary complete 51.3 62.9 0.46 0.25 0.28 0.01 0.01

Higher-education incomplete 56.5 75.5 0.52 0.35 0.49 0.03 0.05
Higher-education complete 90.0 129.2 0.57 0.40 0.69 0.07 0.20

Labour force status
Employed 33.6 53.5 0.63 0.48 1.01 0.71 0.79

Unemployed 20.0 34.3 0.65 0.55 0.73 0.08 0.06
Inactive 25.0 35.0 0.59 0.46 0.66 0.21 0.15

First time job-seekers 11.3 20.2 0.52 0.45 0.60 0.00 0.00
Enterprise S ize (no. workers)

< 5 30.0 45.7 0.62 0.43 0.72 0.41 0.39
5 to 20 31.4 55.4 0.68 0.57 1.27 0.09 0.10

21 to 50 32.5 56.6 0.64 0.52 0.94 0.03 0.04
51 to 100 34.5 58.8 0.62 0.60 1.88 0.02 0.02

> 100 44.0 67.1 0.58 0.44 0.98 0.21 0.29
Worker category

Government, non-manual 51.0 71.4 0.53 0.37 0.61 0.12 0.17
Private, non-manuai 45.0 70.9 0.64 0.51 1.14 0.11 0.17

Government, manuai 29.1 36.8 0.52 0.29 0.35 0.05 0.04
Private, manuai 22.5 29.1 0.46 0.32 0.41 0.23 0.14

Self-employed 29.7 43.2 0.62 0.43 0.67 0.33 0.29
Boss or employer 52.5 89.6 0.71 0.54 1.03 0.07 0.13
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Table 7 A. 1.1 (cont...)
Groups ri ju GEF(O) GEF(1) GEF(2) V 0

Type of em ploym ent
Informal 28.2 43.6 0.63 0.49 0.93 0.69 0.62
Formal 45.5 69.6 0.59 0.44 0.93 0.22 0.31

Occupation category
Non-manuals 42.0 67.6 0.68 0.51 0.97 0.39 0.55
Professionals 65.0 95.7 0.61 0.45 0.87 0.09 0.18

Managers 40.0 71.9 0.79 0.61 1.17 0.11 0.17
Office workers and vendors 37.2 51.8 0.58 0.39 0.58 0.19 0.21

Manuals 26.0 35.6 0.53 0.37 0.60 0.61 0.45
Non-agricultural 27.0 36.7 0.53 0.37 0.60 0.55 0.42

Agricultural 18.5 24.0 0.45 0.32 0.42 0.06 0.03
Econom ic activity

Agriculture 20.0 31.7 0.58 0.48 0.96 0.12 0.08
Mining 30.3 52.7 0.69 0.83 3.37 0.01 0.01

Petroleum 40.7 70.7 0.76 0.49 0.71 0.01 0.02
Manufacturing 34.0 48.7 0.55 0.38 0.57 0.11 0.11

Construction 28.5 43.4 0.61 0.54 1.13 0.09 0.08
Electricity, gas and water 46.5 70.4 0.65 0.48 0.73 0.01 0.01

Commerce, rest, and hotels 33.3 50.9 0.62 0.47 0.95 0.20 0.21
Transport and communications 37.5 55.2 0.59 0.44 0.87 0.07 0.08

Financial services 50.0 88.8 0.76 0.60 1.19 0.03 0.06
Social services 34.0 52.2 0.63 0.46 0.90 0.25 0.27

incom e sou rce
Earnings only 33.3 51.6 0.45 0.48 1.03 0.71 0.74

Earnings and pension and transfers 30.0 44.0 0.39 0.38 0.57 0.19 0.17
Earnings and assets and pensions and 55.0 72.2 0.54 0.31 0.37 0.01 0.03

transfers
Earnings and assets only 52.9 93.4 0.44 0.45 0.65 0.01 0.01
Pensions and/or transfers 15.0 25.2 0.63 0.55 0.87 0.07 0.04

Assets and pensions and/or transfers 30.0 40.2 0.62 0.38 0.56 0.01 0.01
Assets only 20.0 32.4 0.61 0.45 0.56 0.01 0.00

Region
Capital 50.0 79.4 0.61 0.47 0.91 0.21 0.32
Central 32.0 46.4 0.58 0.44 0.79 0.18 0.17

Central West 20.0 29.1 0.57 0.43 0.67 0.15 0.09
Zulia 31.6 46.8 0.58 0.46 1.05 0.13 0.12

Andean 30.0 41.6 0.54 0.37 0.54 0.14 0.12
South 26.3 39.3 0.55 0.40 0.69 0.01 0.01

North-Oriental 30.0 44.3 0.63 0.44 0.75 0.12 0.11
Guayana 33.3 48.7 0.58 0.45 0.82 0.06 0.06

Total population 30.4 48.1 0.65 0.50 1.01 1.00 1.00
Keys:
T] : median income, //;: mean income, v :  population share, A income share.
GEF(O), G E F(l), and GEF(2) are the inequality indexes o f the Generalised Entropy Family for a  = 0, 
1, and 2 respectively.
All incomes given in thousands o f bolivares.
Source:
OCEI, Venezuelan Household Survey, 1997 (author’s calculations).
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Table 7 A. 1.2 Mean incomes^ by quintile by gender, age, fam ily type, level o f  education, enterprise 
size, labour force status, worker category, occupation category, econom ic activity.

Groups Quintile Quintile Quintile Quintile Quintile Ratio
1 2 3 4 5 Q 5/Q f

Age
<21 7.4 18.7 31.4 49.6 122.8 16.6

21-30 8.2 19.2 31.1 50.2 137.3 16.7
31-40 8.3 19.2 30.8 50.0 132.7 16.0
41-50 8.1 19.4 31.3 50.3 131.7 16.3
51-60 7.5 19.3 31.4 50.6 136.7 18.2
61-70 7.7 19.2 30.8 50.3 131.6 17.1

>71 6.8 18.9 30.9 49.8 112.4 16.5
Gender

Male 8.2 19.3 31.2 50.3 135.0 16.5
Female 7.4 19.5 30.9 50.1 123.8 16.7

Family type
Couple, no children 7.4 19.5 31.4 50.9 155.1 21.0

Couple with children 8.2 19.2 31.1 49.8 117.5 14.3
Single, no children 6.5 19.3 31.1 50.7 144.3 22.2

Single with children 7.8 19.2 30.9 50.5 111.5 14.3
Level of education

illiterates 7.9 18.9 30.7 48.8 101.6 12.9
Literates with no education 7.6 19.4 31.3 49.3 95.1 12.5

Primary incomplete 7.9 19.1 30.7 50.1 115.6 14.6
Primary complete 8.0 19.1 31.0 49.9 106.9 13.4

Secondary incomplete 7.9 19.5 31.3 50.3 124.3 15.7
Secondary complete 6.4 18.9 31.4 51.1 112.9 17.6

Higher-education incomplete 7.9 19.8 32.2 53.0 136.6 17.3
Higher-education complete 7.4 19.9 31.8 51.4 174.6 23.6

Labour force status
Employed 9.2 19.3 31.1 50.3 136.5 14.8

Unemployed 5.6 19.0 31.0 48.8 113.0 20.2
inactive 6.5 19.1 31.0 50.2 114.7 17.6

First time job-seekers 8.0 14.8 32.8 40.0 90.0 11.3
Enterprise S ize (no. workers)

<5 9.1 19.3 31.0 49.9 124.5 13.7
5 to 20 9.5 19.0 31.3 49.7 152.0 16.0

21 to 50 10.1 19.2 31.6 51.4 147.9 14.6
51 to 100 9.5 19.8 31.6 52.3 152.5 16.1

> 100 9.3 19.5 31.3 50.8 140.5 15.1
Worker category

Government, non-manuai 7.7 19.7 31.6 51.1 132.7 17.2
Private, non-manual 8.2 19.5 31.7 51.1 147.8 18.0

Government, manual 8.5 18.9 30.9 50.4 96.2 11.3
Private, manual 7.8 19.1 31.0 49.5 98.4 12.6

Self-employed 8.4 19.2 30.8 49.8 119.9 14.3
Boss or employer 8.3 19.8 31.6 50.3 170.3 20.5
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Table 7A. 1.2 (cont...)
Groups Quintile Quintiie Quintiie Quintiie Quintiie Ratio

1 2 3 4 5  0 5 /0 f
Type of em ploym ent

informai 8.0 19.2 31.0 50.0 127.6 16.0
Formai 9.3 19.6 31.4 50.9 140.1 15.1

O ccupation category
Non-manuals 8.5 19.3 31.1 50.6 146.8 17.3
Professionals 7.6 19.7 31.1 51.8 157.9 20.8

Managers 8.7 19.1 30.7 50.2 164.6 18.9
Office workers and vendors 8.6 19.3 31.4 50.3 121.9 14.2

Manuals 7.7 19.2 31.1 49.9 107.8 14.0
Non-agricuiturai 7.6 19.3 31.1 49.9 108.1 14.2

Agricuiturai 8.1 19.0 31.1 50.5 97.1 12.0
Econom ic activity

Agriculture 8.5 19.0 30.7 49.4 131.4 15.5
Mining 7.7 19.2 31.2 50.2 165.8 21.5

Petroleum 7.9 19.7 31.7 49.1 142.7 18.1
Manufacturing 8.0 19.2 31.3 50.6 122.7 15.3

Construction 7.3 19.3 31.3 49.9 133.7 18.3
Electricity, gas and water 7.5 20.3 32.2 51.1 145.7 19.4

Commerce, rest, and hotels 8.6 19.2 31.0 50.0 131.1 15.2
Transport and communications 7.7 19.4 31.5 50.6 130.3 16.9

Financial services 8.3 19.6 30.1 51.2 174.2 21.0
Social sen/ices 8.0 19.3 31.2 50.4 128.5 16.1

incom e sou rce
Earnings only 9.0 19.3 31.2 50.2 133.8 14.9

Earnings and pension and transfers 9.4 19.3 30.9 50.3 119.0 12.7
Earnings and assets and pensions and 10.6 18.5 30.7 53.3 133.4 12.6

transfers
Earnings and assets only 10.9 19.8 31.8 50.4 173.1 15.9
Pensions and/or transfers 6.7 18.5 29.3 49.3 110.0 16.4

Assets and pensions and/or transfers 8.6 19.6 31.5 50.2 101.5 11.8
Assets only 8.2 18.7 30.6 49.5 112.9 13.8

Region
Capital 9.0 19.6 31.3 51.2 150.7 16.7
Central 7.3 18.8 30.9 48.5 106.8 14.6

Central West 7.2 19.5 30.9 49.9 126.7 17.6
Zulia 8.3 19.7 31.3 50.6 128.1 15.4

Andean 9.2 19.1 30.7 50.4 115.7 12.6
South 9.4 19.6 30.6 52.4 112.0 11.9

North-Oriental 7.8 19.1 31.0 49.2 123.7 15.9
Guayana 8.0 19.2 31.3 50.5 128.0 16.0

Total population 7.9 19.2 31.1 50.2 132.3 16.7
‘ Thousands ofbolivares (current prices).
 ̂ The ratio between mean income in the fifth quintile and mean income in the first quintile.

Source:
OCEI, Venezuelan Household Survey, 1997 (author’s calculations).
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CHAPTER 8

Explaining Inequaiity in Venezueia during 1989-1997

8.1 Introduction

In Chapter 7 I observed the sub-groups’ distribution across quintiles and/or deciles, their 

mean incomes, and inequality within sub-groups in order to ascertain a clear picture of 

the relevance of some household characteristics for the level of aggregate inequality 

observed in Venezuela in 1997. In this chapter I apply formal approaches to measure the 

contributions, in quantitative terms, of each of those household characteristics, not only 

to the level of total income inequality, but also to inequality changes, using the data 

provided by the household surveys conducted by OCEI, which was described in Chapter 

5. This analysis is crucial for finding out both what lies behind the level of aggregate 

inequality in Venezuela and what explains the inequality trends.

Given that one of the main objectives of this research is to attempt to establish the 

channels through which economic changes have affected the distribution of income in 

Venezuela during the period 1989-1997, I will concentrate my attention on the years 

1989, 1992, 1995 and 1997, since these years are the best references to pick up the main 

economic changes that took place. The year 1989 was chosen as representative of the 

initial situation, that is, the situation just before the Venezuelan economy experienced its 

major shift in history towards liberalisation\ In 1992 most of the macroeconomic 

variables showed recovery in what is assumed as being a result of the liberalisation 

policies launched in 1989 (See Chapter 5), while the 1995 survey is assumed as picking

* Despite I am using the second semester o f each year’s survey, I assume that the 1989 information still 
does not pick up the effects o f economic policies launched that year, since the data begins to be collected 
on 14th July each year and the government, faced with riots against the announcement o f the increase in 
petrol prices in late February, being obliged to postpone many o f the measures announced at the beginning 
o f that year (Chapter 5). The year 1988 was an electoral year, and 1987 was regarded too far for being 
representative o f the situation that the new government inherited.
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up the effects of returning to controls in 1994. Likewise, the effects of reopening the 

economy in 1996 can be observed using the 1997 survey^.

The partitions of total population are the same that were used in Chapter 7, with the 

exception of both income source and enterprise size. As explained in Chapter 4, the data 

presents limitations about the information on income source for years 1995 and 1997, 

while no information on income source at all is provided for years 1989 and 1992. 

Likewise, the information on enterprise size provided for years 1989 and 1992 is limited 

to two broad groups: enterprises with less than five workers and enterprises with five and 

more workers. This is useful for defining informal employment^, but useless for 

analysing the contribution of changes in enterprise size to changes in overall income 

inequality.

The analysis in both this chapter and Chapter 9 is based on my own calculations using 

raw micro data (every individual observation) as provided by the household surveys 

conducted by OCEI for the years 1989, 1992, 1995, and 1997. The unit of observation is 

the household rather than the individual, and the income measure is the income per 

capita rather than the total sum of all of the individual’s income in the household, as 

already pointed out in Chapter 4. In order to make the incomes comparable, the 

consumer price index was used as a deflator and with the year 1990 as the benchmark.

Section 8.2 describes the way in which the distribution of income changed in Venezuela 

between 1989 and 1997, while section 8.3 deals with the problem of explaining the level 

of Venezuelan income inequality in each of the selected years. Section 8.4 is devoted to 

determining the causes of changes in income inequality during 1989-1997. Section 8.5 is 

focused on both analysing how inequality changed within the sub-groups resulting from 

partitions of population according to the household characteristics chosen by this

 ̂ 1998 was an electoral year while the results o f the 1999 survey were not available at the moment this 
research was conducted.
 ̂The definition was given in Chapter 4.
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research, and on assessing the relevance of these changes for the aggregate inequality 

trend. Section 8.6 concludes.

8.2 Changes in the overall Income distribution

Table 8.1 shows the values of the three most popular income measures used in the 

literature, these being the Theil index and the Coefficient of Variation (CV), both 

derived from the Generalised Entropy Family (GEF) indices, and the Gini coefficient 

(see Chapter 4 for details). The most interesting feature of Table 8.1 is that all three 

measures show a similar trend in income inequality, thereby allowing conclusions for 

each sub-period. Thus, inequality decreased slightly during the recovery period of the 

economy in 1989-1992, but deteriorated significantly during both 1992-1995 and 1995- 

1997. It is interesting to observe that there was a similar magnitude of deterioration in 

income inequality during both sub-periods despite the differing political and economic 

situation. In 1993 the country was facing a deep political instability, and in 1994 the new 

government decided to switch back to economic controls, whilst in 1996, in a more 

stable political environment, the economy was reopened (see Chapter 5). Looking at the 

whole period 1989-97, the three measures also show a significant deterioration in 

income inequality"^.

Table 8.1 Inequality measures fo r  Venezuela, 1989-199
Index Value o f index Proportional change (% )

1989 1992 1995 1997 1989-92 1 9 9 2 -9 5  1 9 9 5 -9 7  1 9 8 9 -9 7
Theil 0.382 0.367 0.427 0.500 -3.95 16.35 17.04 30.80

CV 1.129 1.046 1.222 1.415 -7.32 16.79 15.78 25.31
Gin! 0.450 0.446 0.475 0.508 -0.91 6.46 6.95 12.82

Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Table 8.2 presents the distribution of income by deciles for the four selected years. It 

shows that the three lowest deciles improved their position during 1989-1992,
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particularly the first one which increased its income share by 14.3 percent, while the 

remaining deciles kept their income shares fairly stable (slight decrease) during this 

period, meaning that the improvement observed in the lowest deciles was equally 

supported by the remaining deciles. This behaviour of the income shares explains the 

slight decrease in value of inequality indices registered in Table 8.1 for the period 1989- 

1992. Between 1992 and 1995 the poorest decile improved its position in the income 

distribution further, although by a lower proportion, while the income shares of deciles 11 

to Vlll deteriorated, particularly that of the 11 and 111, as the richest decile improved its 

share by a significant 8.3 percent. This lead to the deterioration in income inequality that 

is shown in Table 8.1 for the period 1992-1995.

As shown in Table 8.2, the further increase in inequality indices observed during 1995- 

1997 is the expression of a rise in the income share of the two top deciles, at the expense 

of the remaining eight deciles. The main losses were registered by the poorest two 

deciles, but particularly by the first one that reduced its already precarious income share 

to even lower than its 1989 level. Looking at the whole period 1989-1997, it is obvious 

that the increase in income inequality indices shown in Table 8.1 is explained by the 

gains of the top two deciles, but particularly by the disproportionate rise in the income 

share of the richest decile, up from 33.06 to 38.26 percent, and at the expense of the 

remaining deciles. Notice also that, during both 1992-1995 and 1995-1997, the loss in 

income shares decreases monotonically as one moves up the distribution, implying a 

widening of the gap between the lower income groups (except the poorest decile during 

1992-1995) and the higher income groups, which is captured by the inequality indices in 

Table 8.1.

 ̂ These findings are consistent with Ruitort’s results (1999), who also reports a decrease in income 
inequality during 1990-1992, and an increase during both 1992-1995 and 1995-1997.
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Table 8.2 The distribution o f Income by decile in Venezuela, 1989-1997

Deciles Income share (%) Change in income share (%)

1989 1992 1995 1997 8 9 -9 2 9 2 -9 5 9 5 -9 7 8 9 -9 7
1 0.94 1.08 1.15 0.90 14.3 7.3 -21.7 -4.0

11 2.99 3.07 2.71 2.38 2.8 -12.0 -12.0 -20.3
III 4.21 4.29 3.83 3.47 1.7 -10.6 -9.6 -17.7
IV 5.39 5.40 4.97 4.53 0.1 -8.0 -8.8 -16.0
V 6.69 6.63 6.21 5.74 -1.0 -6.3 -7.5 -14.2

VI 8.08 8.07 7.67 7.17 -0.2 -4.9 -6.6 -11.3
VII 9.89 9.86 9.46 9.08 -0.3 -4.1 -4.0 -8.2

VIII 12.31 12.30 11.97 11.76 -0.1 -2.7 -1.7 -4.4
IX 16.43 16.30 16.25 16.71 -0.8 -0.3 2.8 1.7
X 33.06 33.02 35.78 38.26 -0.1 8.3 6.9 15.7

Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

The calculation of changes in real mean income by decile, shown in Table 8.3, help to 

obtain a clearer picture of the nature of the changes observed in income inequality during 

1989-1997. So, during 1989-1992, only the real mean income of the poorest decile 

increased^, while the rest of the population saw their real mean incomes declining, 

noticeably deciles IV  to X  which saw their mean incomes reduced by a proportion close 

to the average reduction for the entire population^. This behaviour is consistent with the 

figures shown in Table 8.2, as discussed above, and it helps to explain the observed 

decline in income inequality indices during this period.

Between 1992 and 1995 there was a significant deterioration of all real incomes. The real 

mean income for the entire population dropped by 25.4 percent. Deciles II to VIII 

experienced a reduction above average, particularly high for deciles II  and III, while the 

"smallest" reductions were registered in deciles I  and Then between 1995 and 1997

This increase in real mean income o f the poorest decile, along with the increase in its income share, 
might have been the result o f a policy o f targeted subsides to the lowest income groups allied to the 
increase in monthly wages introduced by the government in order to alleviate the social impact o f the 
economic measures announced in 1989 (see Chapter 5).
 ̂Notice, despite that the National Accounts report an increase in GDP per capita along with an increase in 

real wages in 1992, Table 8.2 shows a decrease in real mean income for the entire population in 1989- 
1992. The explanation is that the increase in real wages registered in 1992 was not enough to revert the 
declining process observed between 1989 and 1991 (see Chapter 5, Table 5A .I .3).
 ̂This significant deterioration o f real incomes was the result o f devaluation and a deep recession that the 

Venezuelan economy experienced between 1993-1994. Inflation (consumer price index) rose to 70.8  
percent in 1994 and real wages were continuously deteriorating between 1993 and 1995, decreasing at 17 
percent in 1994, the highest rate (negative) since 1980 (see Chapter 5, Table 5 A. 1.3).
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real incomes depressed even further but by a more moderate proportion (4.7 percent). 

The lower income groups were the most affected by this reduction, particularly the 

poorest group whose real mean income dropped by a disproportionate 25.2 percent, 

whilst the richest was the only group in registering an increase which thereby lead to the 

rise in income inequality during this period, as already shown in Table 8.1. Notice again 

that, during both 1992-1995 and 1995-1997, the reduction in mean income, except for 

the poorest decile during 1992-1995, monotonically decreases as one moves up the 

distribution, and this explains the similar behaviour of income shares observed in Table 

8.2. Looking at the whole period 1989-1997, one can see a significant deterioration of 

real incomes for the entire population, but the main losses were registered at the lower 

end of the distribution.

Table 8.3 Proportional change in real mean income p er  capita o f  households by decile^’̂ . 
Venezuela, 1989-1997
Deciles 1989-92 1992-95 1995-97 1989-97

I 7.2 -20.0 -25.2 -35.8
11 -3.6 -34.4 -16.2 -47.0

III -4.6 -33.3 -13.8 -45.1
IV -6.1 -31.4 -13.1 -44.0
V -7.2 -30.1 -11.9 -42.8

VI -6.5 -29.0 -10.9 -40.8
Vll -6.6 -28.4 -8.4 -38.7

Vlll -6.2 -27.4 -6.3 -36.2
IX -7.0 -25.1 -2.7 -32.2
X -6.3 -19.5 2.2 -22.9

Total -6.2 -25.4 -4.7 -33.3
’ At 1990 prices.
^All figures are given in percentages.
Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Looking at Table 8.4 one realises that the improved position of the poorest decile in the 

distribution of income during 1989-1992 was the result of not only the increase in its real 

main income, already shown in Table 8.3, but also of a greater increase in the average 

proportion of labour earning recipients per household^ in this decile relative to the

* The average proportion o f labour earnings recipients per household was calculated as the ratio between 
the number o f household members who receive labour earnings and total number o f  members, given in 
percentage. This is what I call household dependency ratio.
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remaining deciles. This means that the fall in the unemployment rate registered during 

1989-1992 (see Table 5A. 1.3, Chapter 5) favoured particularly the poorest decile, whilst 

the improvement observed during 1992-1995 by the poorest decile was at the expense of 

the losses in deciles 11 to IX, since both its real mean income and the average number of 

labour earning recipients per household decreased during this period. Furthermore, Table 

8.4 shows that the worsening in the position of the poorest decile in the distribution 

during 1995-1997 was pushed by the loss of jobs in the poorest households, meaning 

that the rise in the unemployment rate observed during this period (see Table 5A. 1.3, 

Chapter 5) particularly affected the poorest group of the population, and had a regressive 

impact on the distribution of income.

Table 8.4 Proportional changes in the average o f  household dependency ratios by decile^. 
Venezuela, 1989-1997
Deciles 1989-92 1992-95 1995-97 1989-197

I 13.7 -30.4 -8.1 -27.3
li 5.8 -30.9 0.9 -26.2

III 7.2 -27.9 5.0 -18.8
IV 5.4 -27.6 7.6 -17.9
V 5.1 -26.9 1.5 -22.0

VI 5.4 -23.7 4.3 -16.1
VII 5.5 -24.9 2.9 -18.4

Vlll 2.8 -19.8 0.2 -17.4
IX 2.8 -20.5 2.4 -16.4
X -1.4 -19.9 4.2 -17.7

Total 4.5 -24.6 2.6 -19.2
All figures are given in percentages 

Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

8.3 static decomposition of Venezueian inequaiity

As was presented in Chapter 4, the most widely used approach to explain inequality 

consists of partitioning the population into sub-groups according to a population 

characteristic, and then separating total inequality in the distribution into a component of 

inequality between the resulting sub-groups (Ib ) ,  i.e. the explained component or 

between-group inequality, and the remaining within-group inequality (Iw), the 

unexplained component. The inequality measures chosen for the purpose of the present
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research are those belonging to the Generalised Entropy Family (GEF), since, as was 

discussed in Chapter 4, they satisfy the attractive property of being additively 

decomposable, such that total inequality {hotai) can be written as

Ito ta l ~  ^within ^between (& 1)

where hetween represents the between-group inequality which is calculated simply by 

assuming that everyone within a group receives the group’s mean income, while Iwuhin is 

the weighted average of inequality within each sub-group. For decomposition purposes I 

restrict my attention to GEF(l), also known as the Theil index, which I denote by 

Thus, following the Mookerjee and Shorrocks (1982) approach, the decomposition 

equation, already presented in Chapter 4, is as follows:

h  = (8 ,2)

where k is the number of sub-groups, Àk is the relative mean income of sub-group k, Vk 

is the population share of sub-group k, and is the within-group inequality measured 

by the Theil index. The second term on the right hand side of the equation (8.2) 

measures the between-group inequality which, according to Cowell and Jenkins (1995), 

divided by overall inequality measures the proportion of total inequality, as explained by 

the characteristic of the income recipient chosen to define the partition of the population, 

as shown previously in Chapter 4. Therefore, since the product VK̂ k is equal to the 

income share of the sub-group k, which I call Ok, and calling Xk the relative mean income 

of the sub-group k, the ratio to be calculated for each population characteristic that has 

produced the partition is as follows:

Rb = ^ 4 ^  (83)
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The set of population characteristics chosen to perform the decomposition is that which 

was used in Chapters 7, with the exception of Region due to overrepresentation of the 

Guay ana region. The partition by income source is considered only for years 1995 and 

1997, due to data limitations for the previous years. It is worth saying that each 

characteristic has been considered individually as this is the best way to assess their 

relevance in explaining inequality. To facilitate the reading of this discussion I have 

summarised in Appendix 8.1 the data concerning population shares (see Table 8A.1.1), 

relative mean income by sub-group (Table 8A. 1.2), and within-group inequality (Table 

8A. 1.3). Therefore, in the course of the following discussion, omitted references must be 

assumed to these summary tables in Appendix 8.1.

Table 8.5 shows the results of computing the Rb statistic given in equation (8.3) for each 

characteristic. The first story that Table 8.5 tells us is that the within-group component 

of total inequality is substantially larger than the between-group component for all 

partitions for each year. In all cases, the within-group component made up more than 74 

percent of total inequality. However, most of the characteristics chosen for this analysis 

show a significant explanatory power, with the exception of age, gender and labour 

force status.

The Rb statistic values register a decreasing monotonie trend for gender, age and 

economic activity, while increasing for occupation category. For the remaining variables 

the Rb statistic do not register any monotonie trend. Also, none of the variables have an 

overwhelming pre-eminence in all of the years under consideration, and even the pre

eminent variable is not the same in each year. Worker category is the most important 

variable explaining inequality for 1989, 1992 and 1997, whilst the level o f education 

explained the largest proportion of total inequality in 1995, although its explanatory 

power had diminished by this year. In 1989 there are four characteristics which seem to 

have played a significant role in the distribution of income which have a rather similar 

explanatory power of overall inequality. This number reduces to three in 1992 and to 

only one in 1995, whilst again increasing to three by 1997. This changing pattern
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observed in Table 8.5 is an interesting finding, since it might be in connection with the 

also changing orientation that the Venezuelan economy experienced during the period 

1989-1997, which was discussed in Chapter 5, suggesting that not only the effects of 

economic growth on income distribution, but also the channels that these effects come 

through depend on the type of economic growth adopted^. I will return to this point in 

the next section.

Table 8.5 Static decomposition o f  Inequality by population sub-group, using the Theil 
Index Venezuela 1989-1997

Percentage of inequality explained
Partition 1989 1992 1995 1997

Age 1.2 1.1 0.7 0.6
Gender 3.3 1.5 0.8 0.8

Family Type 12.3 12.7 12.4 10.5
Level of Education 18.1 18.0 17.7 20.2

Labour Force Status 4.7 3.4 3.1 3.4
Worker Category 20.9 20.1 12.1 25.5

Type of Employment 17.4 14.6 10.2 10.9
Occupation Category 12.8 14.1 14.1 17.1

Economic Activity 19.2 18.5 11.2 10.7
Income Source n.a. n.a. 4.9 7.5

n.a. not available
Source: OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Looking at the whole period 1989-1997 one can see that worker category, level o f 

education and occupation category gained relevance in explaining aggregate inequality, 

while all the remaining variables lost explanatory power. By 1995 all characteristics 

diminished their explanatory power, reflecting the increase in importance of unobserved 

factors in explaining income inequality by this year. Looking at the Rb statistic value for 

gender and age I found that, relative to other characteristics, the differences in mean 

income between gender groups and between age groups account for a negligible 

proportion of overall inequality for most of the selected years, and especially for 1995 

and 1997.

^Analysing the Mexican case for the period 1984-1992, during which the econom y was driven by 
economic liberalisation policies, Székely (1998) found that the B statistic increases from one year to 
another for all partitions considered in the study, and being the same pre-eminent variables for all the 
years.
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Since the pattern of contribution to overall inequality changed from one year to another, 

it is worth analysing the decomposition of inequality by the sub-groups presented in 

Table 8.5 in more detail for each year. Thus, in 1989, the largest proportions of 

inequality in Venezuela are explained by the differences between worker categories and 

economic activities, although differences between levels of education and types of 

employment (formal or informal) also played an important role in the distribution of 

income. The contribution of the 'worker category partition was mainly provided by the 

significant gap observed between bo&s and employers and other worker categories, since 

the differences among the latter were not significant. The contribution of the economic 

activity partition seems to be explained by the gap between relative mean incomes of 

agricultural and non-agricultural activities, and among the latter by the gap between 

financial services and the remaining activities. Differences between worker categories 

still played the most relevant role in income distribution by 1992, along with differences 

between levels of education and economic activities, whilst the type o f employment 

partition reduced its explanatory power. As was mentioned above, the striking result is 

observed in 1995 when all characteristics reduced their explanatory power, meaning that 

the within-group component increased its proportion of total inequality in all cases, with 

the exception of the occupation category which kept its level of inequality explanation, 

with the differences between education levels explaining the largest proportion of 

income inequality in Venezuela in this year. By 1997, the differences between worker 

categories are once again the most relevant, explaining more than one fourth of total 

income inequality^fo llow ed  by the differences between levels of education and 

occupation categories, which explained 20 and 17 percent of total inequality 

respectively. Therefore, since education is an indicator of the human capital stock of 

each individual, and as also the occupation category is associated with the human capital 

needed to have access to certain activities, it can be said that the ownership of human 

capital was a relevant factor in explaining income inequality in Venezuela in 1997.

This stronger explanatory power o f the variable Worker Category  is the result o f the widening gap 
between the relative mean income o f boss and employers and that o f other worker categories by 1997.
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Although my results show that education is highly significant as an explanatory variable 

of total income inequality in Venezuela during the period 1989-1997, it is interesting to 

observe that its explanatory power is not as high as that found in other Latin American 

countries. For example, Ferreira and Litchfield (1998) found that the education level of 

the household head was by far the most important explanatory variable, accounting for 

up to 42 percent of total inequality in Brazil during the period 1981-1990, while Székely 

(1998) found that education explained 32 percent of overall income inequality in Mexico 

in 1992. Also, Psacharopoulos and others (1995), in analysing ten Latin American 

countries, found an overwhelming pre-eminence of education inequality in explaining 

income inequality during the 1980s^\

Comparing my results with Riutort's (1999), who also used the Theil index to 

decompose income inequality in Venezuela, I found some similarities relating to the 

education, gender and economic activity partitions. The explanatory power of education 

shown in my results is fairly close to that found by Riutort (1999), with any differences 

being the result of a different variable definition used by this au tho r^A lso , this author 

found gender negligible in explaining overall income inequality, and the economic 

activity variable as losing explanatory power over time. The main differences between 

my results and Riutort's (1999) are that he found age to have a higher explanatory power, 

and that education is the most important explanatory variable in all the years during the 

period 1975-1997, although with declining re lev an ce^H o w ev er, it is worth 

highlighting that the remaining partitions used by Riutort (1999) are different to those 

used in my research^"^.

" The countries were; Argentina, Bolivia, Brazil, Colombia, Costa Rica, Guatemala, Honduras, Panama, 
Uruguay, and Venezuela. Only in Bolivia, 1986, and Uruguay, 1989, education was not found with a 
higher gross contribution to inequality than any o f the other variables considered in this study.

Riutort (1999) uses years o f schooling to measure the variable education instead o f levels.
According to Riutort (1999), the explanatory power o f age  varied from 6.3 percent to 9.4 percent, while 

years o f  schooling  from 22.0 to 20.0 percent, between 1990 and 1997.
The partitions used by Ruitort (1999) are: Urban/Rural Location, Region, Gender, Age, Household Size, 

Years o f  Schooling, Position in Occupation, and Economic Sector.
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8.4 Dynamic decomposition of Venezueian inequality

In the previous section, the gross contribution of individual variables in explaining 

inequality was analysed. However, as was stated earlier in Chapter 4, in finding what 

causes changes in overall income inequality one needs to analyse these changes rather 

than levels. So, in this section, I will focus on the dynamic decomposition issue.

8.4.1 Measuring the contribution of changes in explained inequality to 
changes in overall inequality

As a first stage towards the dynamic decomposition analysis, I begin by looking at the 

proportional variation of explained inequality by a specific characteristic with respect to 

the change in overall income inequality. In doing so, I follow the approach used by 

Székely (1998) in the case of Mexico, which was also applied by Riutort (1999) in the 

case of Venezuela. This approach consists of decomposing the inequality index (/) into 

within- and between- group components, and then calculate the proportional contribution 

of changes in explained inequality to changes in overall inequality (Cg), by simply 

dividing the change in the between-group component ( Ib ) by the change in total 

inequality, and in a specific time interval (t, t+1) This is as follows:

C b =  (8,4)

Table 8.6 contains the results of applying this approach to my data using the Theil index 

and the same partitions used in the previous section.

Both Székely (1998) and Riutort (1999) regard this procedure as a dynamic decomposition approach of 
income inequality, interpreting Cg as the proportional contribution o f each characteristic to changes in 
overall inequality.
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Table 8.6 Proportional contribution o f  changes in between-group inequality to 
changes in overall Income inequality, using the Theil index^. Venezuela, 
1989-1997

Partition 1989-92 1992-95 1995-97 1989-97
Age 3.0 -1.7 0.3 -1.1

Gender 46.0 -3.8 1.1 -7.1
Famiiy Type 3.6 10.5 -0.4 4.7

Levei of Education 20.4 15.7 35.5 27.3
Labour Force Status 88.9 -5.7 4.3 -11.6

Worker Category 40.5 -37.4 104.4 40.3
Type of Employment 83.9 -16.8 14.6 -10.3

Economic Activity 37.5 -33.4 7.6 -17.1
Occupation Category -20.6 13.8 35.0 31.3

Income Source n.a. n.a. 22 n.a.
Change in overall 

inequality -4.0 16.4 17.0 30.8
n.a. not available
‘All figures in percentages
Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

As in the static decomposition discussed in the previous section, the dynamic results 

shown in Table 8.6, also suggest a changing pattern of the causes of income inequality 

changes in Venezuela during the period 1989-1997. It is interesting to observe, for 

example, that changes in the explained inequality did not operate in the same direction 

for all characteristics and, further, that not even the same characteristic operated in the 

same direction in all sub-periods. That is, while changes in explained inequality 

according to certain characteristics had an equalising effect on income distribution, 

according to others the effect was adverse to equality during the same sub-period. 

Likewise, changes according to certain characteristics were favourable to equality during 

some sub-periods and adverse during other sub-periods. These findings give additional 

support to the view that the changing economic orientation in Venezuela during the 

whole period 1989-1997 determined the channels through which economic growth 

affected income distribution also changed.

Thus, during the sub-period 1989-1992, the reduction in explained inequality according 

to both labour force status and type of employment accounted for the largest proportions 

of inequality reduction during this sub-period, suggesting that changes between groups
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according to these partitions had an equalising effect. Also, despite the fact that gender 

showed a very low explanatory power of Venezuelan income inequality throughout the 

whole period 1989-1997, changes between males and females, along with changes 

between worker categories and between economic activities in which the household head 

was involved, seem to have had significant equalising effects on income distribution in 

Venezuela during 1989-1992. There is another fact observed in Table 8.6 for this sub

period that deserves attention. This is that changes in explained inequality according to 

both levels of education and occupation categories, and being characteristics which are 

related to each other given the role that education plays in determining the individual’s 

occupation, whilst representing similar proportions of total inequality change, they 

operated in opposite directions during 1989-1992. These results suggest that changes 

between groups according to levels of education had an equalising effect, while 

inequalising according to occupation categories. This apparent contradiction is clarified 

by looking at tables 8A.1.1-2 (Appendix 8.1). In fact, the equalising effect of changes 

between groups according to levels of education was driven by an increase in the relative 

mean income of the poorest group (of households whose heads had no education), along 

with a slight decrease in the relative mean income of the richest group (of households 

whose heads had higher education), whilst the inequalising effect of changes according 

to occupation categories was driven by an increase in relative mean income in the richest 

group (of households headed by professionals with higher education), as the group with 

the largest population share and mean income below the average of population (non- 

agricultural manual heads) reduced further its relative mean income. The point is that 

part of the group of households whose heads had higher education which may have 

increased their income could have been professionals with higher education, whilst the 

other part may have decreased their income that of either the managers or directors. 

Indeed this group reduced its relative mean income whilst sharing a larger proportion of 

total population than professionals with higher education, and thus explains the slight 

reduction observed for the higher educated group as a whole (see Tables 8A. 1.1-2).
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According to the figures shown in Table 8.6 for the sub-period 1992-1995, changes in 

within-group inequality played a much more significant role in overall inequality 

changes during this sub-period than in the previous one. Among explained factors, 

changes between groups according to educational levels, along with changes between 

occupation categories counted for the largest proportions of inequality increase during 

1992-1995. Notice that, this time, changes according to these two characteristics were 

both inequalising, and counted for proportions similar to each other of total inequality 

change, with these changes being driven by the improvement in the position of the 

higher educated groups, whilst the group of households headed by manual workers in 

non-agricultural activities deteriorated its relative position when increasing significantly 

its population share (to be the largest) as a result of the displacement of household heads 

from non-manual to manual occupations, as was already discussed in the previous 

chapter.

Changes in the differences between sub-groups resulting from most partitions presented 

in Table 8.6 contributed to the deterioration of income distribution during 1995-1997, 

with the exception of family type which played an insignificant role. The expansion of 

explained inequality by differences between worker categories accounted for an 

overwhelming proportion of the increase in total income inequality during this sub

period. In fact, the figure observed suggests that, when dividing the population 

according to worker category of the household heads, the within-group inequality 

component decreased during this sub-period. It is worth mentioning, also, that 

differences between sub-groups according to both levels of the education and occupation 

categories, again played a significant role, and of similar magnitude, in inequality 

deterioration during 1995-1997.

8.4.2 Decomposition of changes in aggregate inequaiity

The contributions of changes in between-group inequalities to changes in overall 

inequality, previously analysed, are the result of an interaction of changes in both
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population shares and relative mean incomes of sub-groups, which also affect the within- 

group component of total inequality. Therefore, as I discussed in Chapter 4, it would not 

be accurate to interpret the results shown in Table 8.6 as the full effect of changes 

between sub-groups according to each characteristic, since one would be ignoring the 

impact of changes in both population shares and relative mean incomes on within-group 

inequalities. Also, measuring these effects separately is relevant when trying to establish 

the links between economic changes and income inequality changes. Thus, the focus of 

this sub-section is on measuring the contributions of changes in both population shares 

and relative mean incomes to changes in overall inequality.

In measuring these contributions, I will follow the approach proposed by Coady and 

Wang (1997), but using the Theil index instead of the Mean Logarithmic Deviation 

(MLD) which they had used. The details of the decomposition procedure were given in 

Chapter 4, with the final equation being as follows:

i. = +(in/i .  + i ) K  + (S-5)

where a dot overstrike denotes a time derivative, k is the number of sub-groups resulting 

from the partition according to the characteristic chosen to divide the population (or 

sample) and Vk, and are the population share, relative mean income and within- 

group inequality of sub-group k, respectively. The first term on the right hand side of 

equation (8.5) measures the effect of changes in population shares or the reallocation 

effect, the second term takes account of the impact of changes in relative incomes on 

overall income inequality or the relative mean income effect, and the third term measures 

the effect of changes in within-group inequality due to changes in unobserved factors, 

the reason why some authors call this effect the "pure” inequality effect^^. As was stated 

earlier, and already discussed in Chapter 4, changes in both population shares and

After testing different alternatives for weight values in equation (8.5), I found that the particular choice 
does not make a significant difference to the results, which is why I decided to adopt an average of base 
and current period values as Moorkherjee and Shorrocks (1982), Jenkins (1995) and Ferreira and 
Litchfield (1998) do when applying similar approaches.
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relative mean incomes affect not only the between-group component of total inequality, 

but also the within-group component. This is the reason why the reallocation effect and 

relative mean income effect taken together are not equivalent to the contribution of 

changes in explained inequality, as analysed in sub-section 8.3.1. Following the 

suggestion made by Jenkins (1995), I considered proportionate changes by dividing both 

sides of equation (8.5) by the overall inequality value in the base year of each sub-period 

considered. By doing this it makes it easier to compare the contributions of each effect to 

proportional changes in overall inequality across all decompositions. Thus, Table 8.7 

shows the results of applying this approach to my data for the sub-periods 1989-92, 

1992-95 and 1995-97.
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Table 8.7 Sub-group decomposition o f  the changes in aggregate income inequality, using the Theil 
____________ Index. Venezuela 1989-1997

Contribution to propoiiionai change in 
aggregate inequaiity due to changes in 

Years Popuiation Relative mean Within-group Proportional changePartition
shares incomes inequaiity in aggregate

Age
1989-92 1 0 -5 -4
1992-95 1 -1 16 16
1995-97 0 0 17 18

Gender
1989-92 0 -1 -3 -4
1992-95 -4 4 16 16
1995-97 -1 1 17 18

Famiiy Type
1989-92 11 -9 -6 -4
1992-95 -4 6 15 16
1995-97 -1 1 17 18

Level of Education
1989-92 3 -3 -5 -4
1992-95 7 -6 14 16
1995-97 1 5 11 18

Labour Force Status
1989-92 -2 1 -4 -4
1992-95 -4 6 15 16
1995-97 2 -1 16 18

Worker Category
1989-92 2 -4 -3 -4
1992-95 -14 5 23 16
1995-97 0 14 4 18

Type of Employment
1989-92 -2 -2 -1 -4
1992-95 -24 23 16 16
1995-97 -2 5 14 18

Occupation Category
1989-92 4 -2 -5 -4
1992-95 -13 13 16 16
1995-97 0 7 10 18

Economic Activity
1989-92 0 -1 -4 -4
1992-95 6 -14 22 16
1995-97 -4 6 15 18

income Source
1995-97 -3 7 14 18

Note
Differences between the sum o f the three contributions (columns 3, 4 and 5) and the proportional 
change in aggregate inequality (column 6) are due to both rounding after computation and the 
approximation arising from application o f a model based on differentiation to discrete variables.
Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

The first general observation from Table 8.7 is that, for most of the sub-group partitions 

used in this analysis, and for most of the sub-periods, the changes in within-group
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inequality account for most of the changes in aggregate inequality. In fact, the within- 

group inequality effect provided the largest contribution to overall inequality changes in 

23 of the 28 cases presented in Table 8.7. The second general observation is that the 

partition by age has relatively no significant effects on overall inequality trends in all 

sub-periods. Likewise, the partition by gender had a negligible impact in two of the three 

sub-periods analysed.

To proceed with the analysis I will focus now on the contribution of changes in both 

population shares and relative mean incomes to changes in overall inequality in each 

sub-period, while sub-group inequality changes will be discussed in detail later.

The sub-period 1989-1992

Thus, according to the results in Table 8.7, during 1989-1992 the economic activity 

partition joined gender and age in having relatively no significant impact on changes in 

overall inequality^^. Although small, the decomposition by type o f  employment reveal 

that the rising proportion of households with heads working in the informal sector had an 

equalising impact which, along with the also equalising impact of the sub-group mean 

income changes accounted for a larger contribution to aggregated inequality change than 

that of the "pure" inequality effect. In fact, during this sub-period there was a reduction 

in the gap between the mean income of households with heads working in the formal 

sector, and that of those households whose heads were working in the informal sector, 

which helps to explain this equalising effect.

Regarding the partition according to level of education of the household heads. Table 8.7 

shows that there was a small allocation effect neutralising the decreasing inequality 

coming through changes in relative mean incomes during 1989-1992. The reallocation

Notice that this result is different from the result for the economic activity partition shown in Table 8.2. 
The explanation is related to the fact, mentioned earlier, that both the allocation and relative income effect
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and relative income effects are of equal magnitude but opposite signs. Driving these 

results are both the slight increase in the proportion of households whose heads had no 

education (both the worst-off and most unequal group of the population) on the 

allocation effect side, and the higher deterioration in mean income of those households 

whose heads had higher education (the best-off group of the population) along with an 

improvement in the relative mean income of the no education group, on the relative 

income effect side. A similar trend is observed in the case of the family type partition, 

although the magnitude of these effects are much higher. The disequalising impact of 

changes in population shares by family type is explained by the rising proportion of the 

type of households with the higher within-group inequality, that is the group of 

households headed by singles with no children, which overcompensated for the 

equalising impact of changes in relative mean incomes coming through a higher 

deterioration of the mean income of the couple with no children group, which is the best- 

off group of the population.

The results for the decomposition by occupation category for the same sub-period 1989- 

1992 show that, despite the changes in population shares between manual and non- 

manual groups during this sub-period favouring the latter group, which is the best-off 

group of the population, this effect was disequalising since the non-manual group is 

more unequal than the manual. The relative mean income changes had an equalising 

effect which did not compensate the reallocation effect, with the pure inequality effect 

being the component which accounted for the largest proportion of overall inequality 

changes during 1989-1992, according to the occupation category partition. This was not 

the case of the worker category partition for which changes in relative mean incomes, 

driven by a slight improvement in the position of the self-employed group while others 

either deteriorated or remained almost unchanged, explained the largest proportion of 

aggregate inequality reduction during 1989-1992. The disequalising reallocation effect, 

driven mainly by the fall in the proportion of households headed by workers in the

taken together are not equivalent to the proportional contribution o f  changes in explained inequality to 
changes in overall inequality.
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government sector from 22 percent in 1989 to 17 percent in 1992, was not enough to 

neutralise the equalising effect of mean income changes.

To complete the explanation of overall inequality trends during 1989-1992, Table 8.7 

shows that changes in the population shares according to the labour force status of the 

household heads implied a small equalising impact, and even smaller was the 

disequalising effect of the relative income changes, with the pure inequality effect being 

the component which accounted for the largest proportion of overall inequality changes 

during 1989-1992, according to the labour force status partition.

Thus, according to the above results, the declining overall inequality observed during the 

period 1989-1992 can be explained mainly by a mixture of changes in both types of 

employment and worker categories, whilst changes in occupation categories operated in 

the opposite direction. These results are consistent with those shown in Table 8.6 for 

these variables, although the above analysis also revealed that the roles played by 

changes in both levels of education and economic activities were less significant than the 

role suggested for these variables in Table 8.6. Even less significant was the role played 

by changes according to labour force status, for which Table 8.6 suggested the largest 

contribution to overall inequality changes, evidencing the risk of being misled when 

ignoring the impact of sub-group changes on the within-group inequality component, as 

was discussed earlier.

The sub-period 1992-1995

Turning attention to the period 1992-1995, Table 8.7 shows that changes in 

compositions and relative mean incomes of groups defined by level of education, labour 

force status, and family type, contributed towards the increase in overall income 

inequality in Venezuela during this sub-period. The expansion of the informal sector 

observed during 1989-1992 continued even stronger through 1992-1995, implying a
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significant equalising impact larger than it was during the previous sub-period. 

However, this equalising effect of changes in sub-group shares according to type of 

employment was almost neutralised by the also significant disequalising effect resulting 

from the gap expansion between mean incomes of sub-groups.

The larger deterioration of the relative mean income of the group with secondary level of 

education, which is both the second largest and the second richest group according to the 

level o f education partition, drove the equalising effect of changes in relative mean 

incomes of sub-groups according to this partition on overall inequality changes during 

1992-1995. However, this effect was more than compensated for by the inequalising 

impact of changes in population shares of these sub-groups, implying a net positive 

contribution, although small, towards the increase in overall inequality during this sub

period. Also, during this sub-period, the widening of the gap in relative mean incomes 

between households with employed heads and those with unemployed heads implied a 

net disequalising impact, despite the equalising effect of changes in population shares 

according to the labour force status partition. Likewise, changes in sub-groups defined 

by family type also had a net positive contribution to aggregate inequality changes during 

this sub-period. However, in the case of this partition, the disequalising impact came 

from changes in relative mean incomes of sub-groups driven by the increase in the 

relative mean income of the group of households with no children, which are the best-off 

groups of the population. The lower equalising reallocation effect was the result of an 

increase in population share of the group of households headed by singles with children, 

and which is one of the less unequal groups.

It is important to point out that the increase in overall inequality registered during 1992- 

1995 could have been even larger if changes in sub-groups according to both worker 

category and economic activity partitions had not had a net equalising effect. Therefore, 

these effects deserve some brief ana lys is^F i rs t  of all, notice that in these two 

decompositions the within-group inequality component accounts for the largest
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contribution to overall inequality changes during 1992-1995. Second, the net equalising 

effect of the worker category partition was due to changes in population shares, which 

was driven mainly by the increase in the proportion of the self-employed group. This 

result is consistent with the reallocation effect observed in the case of the type o f 

employment partition analysed earlier, and as was expected, since part of the self- 

employed group belongs to the informal sector, according to the definition used by this 

research. The slight inequalising effect of changes in the relative mean incomes was 

driven by the increase in the relative mean income of households whose heads worked 

for the government sector, and of those whose heads were bosses or employers, i.e. the 

best-off groups.

Notice that, again, comparing these results with those given by Table 8.6, one can 

observe differences regarding the partitions by labour force status and occupation 

categories.

The sub-period 1995-1997

Among the partitions considered, worker category was the most important in explaining 

the rise in overall inequality during 1995-1997. A significant 78 percent is explained 

mainly by relative income effects across worker categories, since the reallocation effect 

was negligible. This inequalising effect of changes between worker categories was 

driven mainly by the increase in the relative mean income of households whose heads 

were either bosses or employers, and to a lesser extent of those households headed by 

workers in the government sector, while the relative mean income of households whose 

heads were self-employed deteriorated further. Likewise, the reallocation effect across 

occupation categories was negligible, while changes in their relative mean incomes had 

an inequalising impact explaining almost 40 percent of the total rise observed in overall 

inequality during 1995-1997. This effect was the consequence of the increase in relative

I do not comment on the economic activity partition, since the slight variations observed in each sub
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mean income of households headed by non-manual workers, especially those who were 

professionals with higher education.

Regarding the level o f education partition, the significant rise in the relative mean 

income of those households whose heads had reached the higher education level drove 

an inequalising impact, explaining nearly 28 percent of the total rise in aggregate 

inequality during 1995-1997. This compares to the income source partition, where both 

the reallocation and income effect, taken together, explained 22 percent. Although much 

less significant than in the previous sub-period, the widening gap in relative mean 

incomes between households with heads working in the informal sector, and those 

working in the formal sector, implied an inequalising impact in total inequality changes, 

while the reallocation effect kept having an equalising effect. Regarding the economic 

activity partition, the increase in relative mean income of those groups who were the 

richest, i.e. Petroleum, Financial Services, and Electricity, Gas and Water, and as sharing 

the lowest proportion of total population, drove a net disequalising affect. Finally, it is 

worth saying that changes in composition or relative mean incomes of the groups defined 

by the remaining partitions considered in this study did not contribute significantly 

towards the increase in overall income inequality observed in Venezuela during 1995- 

1997.

8.5 Changes in within-group inequaiities

The previous section showed that changes in within-group inequality accounted for the 

largest proportion of overall inequality changes in 23 out of 28 cases examined. It is, 

therefore, important to analyse the trends in within-group inequality in more detail in 

order to determine which groups were responsible for those changes in each sub-period 

considered. As Jenkins (1995) suggests, by comparing within-group inequality changes 

for the different groups it is possible to obtain further evidence about inequality

group do not allow us to identify a clear dominance that is driving the effect.

291



explanations. This section is concerned with these within-group inequality changes, and 

the relevant information is presented in Figures 8.1 to 8.10.
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Figure 8.1 Income inequality by age of household head 
Source: OCEI, Household Surveys 1989, 
1992, 1995, and 1997 (author’s
calculations).

The inequality-age relationship changed significantly during the whole period 1989- 

1997. In both 1989 and 1995 the inequality-age relationship was following an increasing 

"curve", which is rather steep for the older groups (over 60). In 1992 the relationship was 

U-shaped, showing that both the youngest and the oldest were the groups with highest 

inequality, while the value of inequality was lower and fairly constant across the middle- 

age groups. By 1997 the shape of the inequality-age relationship reversed to a sort of an 

inverted-U "curve", with now the lower-inequality groups being both the youngest and 

the oldest.

Focusing the attention on changes in each sub-period, one can see that between 1989 and 

1992 inequality did not change significantly for those households with a head aged
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between 21 and 50, but it did increase significantly among households with the youngest 

heads, while diminished for those over 60. Between 1992 and 1995, inequality increased 

for most of the households whose heads aged between 21 and 70, remained unchanged 

for those over 70, but it fell dramatically among the youngest group, for whom inequality 

changed from being the highest to being the lowest. Between 1995 and 1997 inequality 

increased for all age groups except for the oldest, for whom it decreased.

Gender
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Figure 8.2 Income inequality by gender o f household head 
Source: OCEI, Household Surveys 1989, 
1992, 1995, and 1997 (author’s calculations).

The within-group inequality by gender did not change significantly between 1989 and 

1992, with the female group being much more unequal than the male one during these 

years. However, this relationship changed between 1992 and 1995. Thus, while 

inequality increased among males, it decreased among females, thereby making the latter 

group slightly less unequal than males. Between 1995 and 1997, although inequality 

increased further for both groups, the increase was higher for males, thus continuing the 

reversing process of the gender-inequality relationship that had occurred between 1992 

and 1995.

293



Family Type

0.6

0.5

•5 0.4 A.

CT
0.2

Couple, Single, SingleCouple
no

children
with

children
no

children
with

children

Type of family

Figure 8.3 Income inequality by type of family
Source: OCEI, Household Surveys 1989, 
1992, 1995, and 1997 (author’s calculations).

The profile of within-group inequality according to family type did not change 

significantly between 1989 and 1992. Inequality increased only among the group of 

households headed by couples with no children. Households headed by singles with no 

children were the most unequal group between 1989 and 1995, and they shared this 

position with the group of households headed by couples with no children in 1997. 

Between 1992 and 1995, inequality increased among the group of households headed by 

couples with children, while decreased among the group headed by singles with no 

children. In 1997 the profile of the inequality-family type relationship was fairly similar 

to what it was in 1995. But inequality rose for all groups, with it being higher among the 

group of households without children.
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Figure 8.4 Income inequality by level of education of household head 
Source: OCEI, Household Surveys 1989, 1992, 1995, 
and 1997 (author’s calculations).

Between 1989 and 1992, within-group inequality only changed significantly among 

those households whose heads had primary education, for whom it decreased. Between 

1992 and 1995, inequality increased for all groups of households with heads having 

primary and more education, being the largest increase for both those with primary 

education and those with higher education, while, for those with no education, inequality 

slightly decreased. By 1997 inequality rose further for all groups except, again, for those 

with no education, for whom it decreased. The largest increase was registered among the 

group of households whose heads had secondary education. This yielded a monotonie 

increasing relationship between inequality and education level for this year.
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Labour force status
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Figure 8.5  Income inequality by labour force status of household head 
Source: OCEI, Household Surveys 1989, 1992, 1995, and 
1997 (author’s calculations).

The changes in inequality among labour force status groups are particularly interesting. 

Inequality was higher among the inactive group during 1989-1995, although decreasing. 

By 1997 this group was less unequal relative to other groups, being the only group for 

whom inequality continuously decreased during the whole period 1989-1997, while for 

others it increased. However, it must be said that the decrease in inequality among the 

inactive group was not significant between 1992 and 1997. The opposite happened with 

the unemployed group, for whom inequality changed from being lower during 1989- 

1992, to being significantly higher in 1997, relative to other groups. It is worth 

mentioning that, between 1989 and 1992, inequality did not change significantly for both 

the employed and the unemployed group.
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Figure 8.6 Income inequality by worker category o f household head 
Source: OCEI, Household Surveys 1989, 1992, 1995, 
and 1997 (author’s calculations).

Inequality among groups of households according to worker category of household heads 

did not change substantially between 1989 and 1992, being fairly constant across all 

groups by 1992. Although inequality increased for all groups between 1992 and 1995, 

the increase was larger for both the self-employed and the boss and employer group. 

Between 1995 and 1997, inequality increased further among all groups, except for 

households with self-employed heads, for whom inequality did not change significantly. 

By 1997 inequality was again fairly constant among all groups, except for those 

households whose heads were either bosses or employers, and who were the ones with 

the highest level of inequality by this year.
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Figure 8 .7 Income inequality by type of employment of household head 
Source: OCEI, Household Surveys 1989, 1992, 1995, and 
1997 (author’s calculations).

According to the type of employment partition, no significant changes in inequality were 

observed among groups between 1989 and 1992, with the level of inequality being rather 

similar between both groups. However, by 1995 inequality had increased significantly 

among the group with heads working in the informal sector, while no significant change 

was observed among the group whose heads were working in the formal sector. Between 

1995 and 1997, a rise in inequality is observed for both groups, being larger for the 

formal sector.
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Figure 8.8 Income inequality by occupation category of household head 
Source: OCEI, Household Surveys 1989, 1992, 1995, and 
1997 (author’s calculations).

The changes among groups of households according to the occupation category of the 

household heads are also very interesting. There are three groups for which inequality 

did not change significantly throughout the whole period 1989-1997. These are the 

households whose heads were manual workers in the agricultural sector, those who were 

professionals with secondary education, and those headed by professionals with higher 

education. The changes between 1989 and 1992, and between 1995 and 1997, were not 

significant for all the groups, except for households headed by professionals with no 

education, for which inequality fell dramatically during the whole period 1989-1997. In 

fact, inequality among households headed by professionals with no education changed 

from being significantly high in 1989, to being almost zero by 1997. This dramatic 

change is linked with the shift from non-manual to manual occupations experienced by 

this group, ending up as an almost non-existent group by 1997 (this shift is analysed in
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detail in Chapter 9). This explains the very low level of inequality registered among this 

group by this year.

Between 1992 and 1995, inequality increased among the group of households headed by 

either managers or directors, as it increased also among those headed by either office 

workers or vendors, and those headed by manual workers in non-agricultural activities. 

Compared with this, between those years, inequality decreased for the professional with 

no education group, and among households headed by professionals with primary 

education, due the reasons already explained earlier. In 1997, inequality increased further 

only for the managers and directors group, being the group with the highest level of 

inequality by this year.
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Figure 8.9  Income inequality by economic activity of household head 
Source: OCEI, Household Surveys 1989, 1992, 1995, 
and 1997 (author’s calculations).
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In 1989, 1992 and 1995 inequality was fairly constant across the groups of households 

according to economic activity in which the household head was involved, making it 

difficult to identify a clear pattern of inequality changes. However, it is possible to say 

that during those three years inequality did not change significantly among the groups of 

households whose heads were working in agriculture, petroleum, and both financial and 

social services. Also, one can see that, between 1992 and 1995, inequality increased for 

all groups, although these increases were small. Between 1995 and 1997, inequality rose 

further among all group, with the exception of the transport and communication group. 

The increase was remarkably large among households whose heads were involved in 

mining activities, although, it is worth saying, this group’s share was a very small 

proportion of the total population.
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Figure 8.10  Income inequality by household income source

Source: OCEI, Household Surveys 1989, 1992, 
1995, and 1997 (author’s calculations).
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Information regarding household income source is available only for the years 1995 and 

1997. Between these two years inequality either fell or did not change for all groups of 

households according to income source, except among those households whose only 

source of income was labour earnings. However, this result stands out as these 

households’ share was the largest proportion of the total population.

Pooling the information about sub-group inequality changes, as analysed above, leads to 

interesting conclusions. A general observation is that the profile of the within-group 

inequality did not change significantly for most partitions analysed between 1989 and 

1992. The households headed by professionals with no education was the group among 

which inequality had the largest decrease during this sub-period, followed by the elderly, 

particularly those aged between 61 and 70. Between 1992 and 1995, the most significant 

increases of inequality were registered amongst both the groups headed by workers with 

informal employment and those headed by the unemployed. From 1995 to 1997, the 

most remarkable increase of inequality was registered among the group whose heads 

were working in mining activities.

However, to assess the effect of these changes in within-group inequality on aggregate 

inequality changes properly, one has to take into account the weight of each sub-group in 

order to determine responsibilities. In fact, it happens that not necessarily the largest 

change in within-group inequality produces also the largest impact on overall inequality 

change. So, when dividing the within-group inequality effect, as presented in Table 8.7, 

into the effect contributions coming from changes in each sub-group inequality (see 

Table 8A.2.1, Appendix 8.2), one can see that the decrease in inequality among the 

households headed by the elderly aged between 61 and 70 was indeed significant for 

overall inequality reduction during 1989-1992. The decrease among households headed 

by professionals with no education was not that significant. However, the decrease of 

inequality among households headed by manual workers in non-agricultural activities, 

despite being 3.5 times smaller than that observed in the professionals with no education 

group, had an effect five times larger on overall inequality change during this sub-period.
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It is worth mentioning also that despite, the reduction in inequality among the 

households headed by couples with no children and those whose heads had primary 

education, was not very large, the impact on overall inequality reduction was actually 

significant. Between 1992 and 1995, the impact on overall inequality deterioration 

caused by the increase of inequality among those headed by workers with informal 

employment was indeed highly significant, although the impact caused by the increase of 

inequality among households with unemployed heads was low in comparison to those 

with employed heads. Also, the increase of inequality among the group with children 

headed by couples had a significant impact on overall inequality change during 1992- 

1995. Again, despite the fact that the change in inequality for the group of households 

headed by manual workers in non-agricultural activities was not very large, it was 

significant for overall inequality change during 1992-1995.

Although not very large, changes in inequality among households headed by males were 

significant during both 1992-1995 and 1995-1997. Between 1995 and 1997, the 

remarkable increase in inequality for the mining group of households, mentioned earlier, 

was not significant for overall inequality changes, whilst the rise in inequality among 

those whose heads had formal employment was significant for the overall changes. 

Although changes in inequality for both the employed and unemployed group were fairly 

similar, the former had an impact sixteen times larger for aggregate changes. The latter 

result is consistent with the significant impact of inequality increase observed among 

households having labour earnings as their only source of income.
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8.6 Conclusions

This chapter has sought to explain both the structure of, and the trend in, Venezuelan 

inequality during the period 1989-1997. To do so, it relied on a mixture of 

decomposition techniques which focus on a set of factors or individuals’ characteristics 

for which there is information in the data set that has been used by this research.

The results showed that inequality slightly diminished during the period of economic 

recovery in Venezuela (1989-1992), but then deteriorated during both 1992-1995 and 

1995-1997, approximately in a similar magnitude. The inequality reduction during 1989- 

1992 was mainly seen in the improvement in the position of the poorest tenth of the 

population in the income distribution, which resulted from both the increase in their 

mean income (whilst the rest of the population saw its mean income deteriorating), and a 

greater increase in the average proportion of labour earning recipients per household in 

this decile. Therefore, the fall in the rate of unemployment seems to have played a 

progressive role in the distribution of income in Venezuela during 1989-1992. The 

increase in income inequality during 1992-1995 was observed mainly through a 

significant improvement in the position of the richest decile, which was a result of being 

less affected, along with the poorest decile, by the general deterioration of income that 

the entire population faced during this period. The further increase in income inequality 

during 1995-1997 came through further gains by the richest decile, along with an 

improvement in the position of the ninth decile, and at an expense of the remaining 

groups of the population, particularly of the poorest decile which significantly lost 

income share as a result of the regressive impact of the rise in the rate of unemployment 

that especially affected the poorest decile during this period.

The static decomposition method revealed that unexplained factors counted for a 

substantially larger proportion of the level of Venezuelan income inequality than did 

explained factors for all partitions of the population used in each of the selected years by 

this study, the proportion being even larger in 1995, although most of the explained
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factors showed a significant explanatory power of income inequality in Venezuela 

during the whole period 1989-1997. However, it is interesting to observe that the 

explanations of Venezuelan inequality, which are founded on differences between ages, 

gender and labour force status, are called into question.

But even more interesting is that the changing economic situation in Venezuela during 

the period 1989-1997 seems to have induced an also changing pattern in inequality 

explanations. In fact, the static analysis showed that, in both 1989 and 1992, the largest 

proportion of inequality level was explained by differences between households whose 

heads were either bosses or employers and those headed by other category of workers, 

along with differences between households whose heads worked in agricultural activities 

and those whose heads were involved in non-agricultural activities, especially in 

financial services. But also, disparities according to levels of education of the household 

heads played a significant role in explaining the level of overall income inequality in 

Venezuela during these two years. By 1995, the proportion of inequality due to 

unobserved factors increased significantly. The differences according to levels of 

education of the household heads explained the largest proportion of overall income 

inequality that year.

More than one fourth of total income inequality in 1997 could be explained by 

differences between groups of households according to worker category of household 

heads. Again, this result is due to the significant differences found between households 

headed by either bosses or employers and those headed by other category of workers. 

However, an important role in explaining inequality was also played by differences 

according to both levels of education and occupation categories of household heads, the 

latter due to the significant gap between households headed by professionals with 

higher-education and those whose heads had other occupation categories. This suggests 

that the ownership of human capital was a relevant factor explaining the level of income 

inequality in Venezuela that year. Nevertheless, it is worth highlighting that, although 

differences between groups of households according to levels of education of household
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heads was found relevant in explaining the level of income inequality in Venezuela in all 

of the selected years, the proportion explained was not found as large as it has been 

found in other Latin American countries.

The changing pattern observed in inequality explanations encouraged a dynamic analysis 

trying to determine the causes of inequality changes during the period 1989-1997, which 

revealed that, between 1989 and 1992, the profile of the within-group inequality did not 

change significantly for most partitions, suggesting that there was not a significant 

structural change in Venezuelan income inequality during this sub-period. However, the 

slight decrease in inequality was attributable to the rising proportion of households 

whose heads were working in the informal sector, along with the reduction in the gap 

between relative mean incomes of households headed by informal workers (mainly self- 

employed) and those with heads working in the formal sector. The inequality reduction 

during 1989-1992 could have been even larger if the number of households headed by 

non-manual workers would not have also expanded during this sub-period, since this 

group of households are more unequal than those headed by manual workers. This 

finding suggests that the informal sector expansion implied growth in non-manuals 

occupations and, as a result, the equalising effect of the growing informal sector was not 

as large as it could have been. Also, it is worth noting that the level o f education partition 

showed that there was an equalising effect driven by a deterioration of the relative mean 

income of the group whose heads had higher education which might be connected with 

the expansion of non-manual occupations. That is, the incorporation of higher educated 

workers to informal non-manual occupations might have contributed to the expansion of 

both the informal sector, with an equalising effect, and non-manual occupations, with 

inequalising effect, but might have also meant a reduction in the relative mean income of 

the higher education group, with an equalising effect. This slight reduction in overall 

income inequality experienced in Venezuela during 1989-1992 was more significant 

among both the group headed by manual workers in non-agricultural activities and those 

whose heads had primary education.
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The rising inequality observed in Venezuela during the sub-period 1992-1995 was driven 

mainly by unobserved factors. The most significant increases were the unexplained 

inequality that was registered among the groups of households headed either by informal 

workers or the unemployed. To a lesser extent this rise in inequality can be attributable 

to both the deterioration of the relative mean income of households with unemployed 

heads and the increase in relative mean income of the group of households with no 

children. The dynamic analysis revealed also that the rise in the number of households 

headed by informal workers, and which continued through the period 1992-1995, had a 

highly significant equalising impact. This was mainly due to the increase of the self- 

employed group, which was almost neutralised by the gap expansion between relative 

mean incomes of households with heads working in the informal sector and those 

working in the formal sector.

Between 1995 and 1997, the dynamic analysis showed that, the main identifiable cause 

of the further expansion of the gap between the rich and the poor during this sub-period, 

was an expansion of the gap between relative mean incomes of households headed by 

either bosses or employers and those headed by other category of workers -specially with 

respect to the self-employed group whose relative mean income deteriorated further. The 

analysis revealed also that the most significant increase in inequality was registered 

among households with employed heads. Although, to a lesser extent, there were also 

contributions to overall inequality deterioration during this sub-period from the increases 

in relative mean income of households headed by formal non-manual workers, especially 

those who were professionals with higher education, from those working in the 

government sector, and from activities which absorbed less quantities of employees as 

being better paid, such as Petroleum, Financial Services, and Electricity, Gas, and Water.
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Appendix 8.1 Changes in population shares, relative mean 
incomes, and inequality by sub-groups

Table 8 A. 1.1 Population shares by sub-groups o f  households according to selected characteristics

Partition Sub-group 1989 1992 1995 1997
Age

<21 0.011 0.008 0.008 0.009
21 to 30 0.158 0.131 0.121 0.126
31 to 40 0.305 0.273 0.254 0.251
41 to 50 0.218 0.234 0.251 0.256
51 to 60 0.150 0.161 0.172 0.168
61 to 70 0.100 0.119 0.121 0.117

>70 0.058 0.076 0.075 0.073
Gender

Male 0.779 0.780 0.717 0.709
Female 0.221 0.220 0.283 0.291

Family type
Couple, no children 0.130 0.147 0.140 0.134

Couple with children 0.640 0.601 0.568 0.570
Single, no children 0.102 0.125 0.123 0.127

Single with children 0.127 0.127 0.168 0.170
Level of

education No education 0.125 0.132 0.128 0.140
Primary 0.471 0.468 0.459 0.422

Secondary 0.318 0.306 0.309 0.334
Higher education 0.087 0.094 0.104 0.104

Labour force
status Employed 0.757 0.745 0.699 0.715

Unemployed 0.073 0.064 0.081 0.079
Inactive 0.170 0.190 0.220 0.207

Worker
category Government 0.222 0.171 0.173 0.168

Private 0.335 0.351 0.330 0.341
Self-employed 0.245 0.261 0.317 0.325

Boss or employer 0.095 0.113 0.072 0.069
Type of

employment Informal 0.361 0.384 0.659 0.687
Formal 0.538 0.512 0.234 0.218

Occupation
category Professionals with no education 0.038 0.037 0.000 0.000

Professionals with primary education. 0.054 0.055 0.010 0.009
Professionals with secondary education. 0.042 0.041 0.030 0.032

Professionals with higher education 0.049 0.063 0.052 0.050
Managers and Directors 0.150 0.130 0.096 0.111

Office Workers and Vendors 0.163 0.196 0.208 0.191
Non-agricuitural manuals 0.471 0.430 0.566 0.553

Agricultural manuals 0.034 0.048 0.037 0.054
Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

308



Table 8A. 1.1 (Cont...)
Partition Sub-group 1989 1992 1995 1997

Economie
activity Agriculture 0 .1 0 9 0 .1 3 5 0 .0 9 0 0 .1 1 7

Mining 0.011 0 .0 0 4 0 .0 0 8 0 .0 0 9
Petroleum 0 .0 0 7 0 .0 1 3 0 .0 0 9 0 .0 1 0

Manufacturing 0 .1 7 9 0 .1 2 5 0 .1 2 5 0 .1 1 3
Construction 0 .1 0 4 0 .1 0 0 0 .0 9 5 0.091

Elect., Gas and Water 0 .0 1 2 0 .0 1 2 0 .0 1 0 0 .0 0 9
Trade, Rest., and Hotels 0 .1 7 4 0 .1 8 5 0 .1 9 9 0 .1 9 6

Transport and Communications 0 .0 7 4 0 .0 7 4 0 .0 7 3 0 .0 7 4
Financial Services 0 .0 2 9 0 .0 3 6 0 .0 4 0 0 .0 3 2

Social Services 0 .1 9 9 0 .2 1 2 0 .2 4 3 0 .2 5 2
Income
source Labour earnings 0 .7 2 4 6 0 .7 0 5 2

Labour earnings, pensions and/or transfers 0 .1 7 0 5 0 .1 9 3 5
Labour earnings, assets, pensions and/or transfers 0 .0 0 6 3 0 .0 0 6 6

Labour earnings and assets 0 .0 1 9 0.0131
Pensions and/or transfers 0 .0 6 4 5 0 .0 6 8 8

Assets, pensions and/or transfers 0 .0 0 7 2 0 .0 0 6 6
Assets 0 .0 0 8 0 .0 0 6 2

Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations)
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Table 8A. 1.2 Relative mean incomes by sub-groups o f households according to selected

Partition Sub-group 1989 1992 1995 1997
Age

<21 0 .8 5 6 0 .6 9 9 0 .8 0 8 0 .8 0 0
21 to 30 0 .9 7 9 0.921 0 .9 6 0 0 .9 5 2
31 to 40 0 .9 9 4 0 .9 6 0 0 .9 7 5 0 .9 7 6
41 to 50 1 .012 1 .074 0 .9 9 7 1 .0 7 7
51 to 60 1 .145 1 .088 1 .098 1 .062
61 to 70 0 .9 8 4 1 .060 1 .035 0 .9 8 4

>70 0 .7 2 4 0 .7 9 7 0 .9 1 6 0 .8 0 4
Gender

Male 1 .0 8 0 1 .052 1 .046 1 .058
Female 0.721 0 .8 1 9 0 .8 8 6 0 .8 5 9

Famiiy type
Couple, no children 1 .738 1 .588 1 .633 1.661

Couple with children 0 .8 6 3 0 .8 3 5 0 .8 3 7 0 .8 3 7
Single, no children 1 .312 1 .422 1 .468 1 .447

Single with children 0 .6 8 2 0 .6 8 4 0 .6 8 2 0 .6 9 2
Level of

education No education 0 .5 8 7 0 .6 2 0 0 .6 0 3 0 .5 5 2
Primary 0 .8 4 0 0 .8 1 2 0 .8 0 3 0 .7 6 0

Secondary 1 .119 1 .130 1 .063 1 .069
Higher education 2 .1 5 0 2 .1 1 4 2.171 2 .3 6 8

Labour force
status Employed 1 .097 1 .084 1 .098 1 .112

Unemployed 0 .8 8 5 0 .9 1 7 0 .6 4 3 0 .7 1 2
inactive 0 .6 2 0 0 .6 9 9 0 .8 1 9 0 .7 2 6

Worker
category Government 1.141 1 .117 1 .163 1.261

Private 0 .9 6 3 0 .9 2 7 0 .9 2 6 1 .103
Self-employed 0 .9 1 0 0 .9 3 0 0 .9 2 4 0 .8 9 7

Boss or employer 1 .655 1 .662 1 .722 1 .862
Type of

employment Informal 0 .9 3 0 0 .9 7 8 0 .9 3 5 0 .9 0 6
Formal 1 .1 5 7 1 .115 1 .318 1 .445

Occupation
category Professionals with no education 0 .3 9 8 0 .4 3 8 0.721 0 .3 6 3

Professionals with primary education. 0 .5 1 0 0.651 0.961 0 .9 0 9
Professionals with secondary education. 1 .009 1 .009 1 .204 1 .215

Professionals with higher education 1 .770 1 .984 2 .2 9 8 2 .6 6 7
Managers and Directors 1 .4 4 4 1 .269 1 .389 1 .493

Office Workers and Vendors 1 .0 5 5 1 .150 1 .130 1 .076
Non-agricultural manuals 0 .8 9 6 0 .8 4 9 0 .7 8 6 0 .7 6 2

Agricultural manuals 0 .5 4 5 0 .5 5 9 0 .5 2 9 0 .4 9 8
Calculated at 1990 prices.

Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).
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Table 8A. 1.2 (Cont...)
Partition Sub-group 1989 1992 1995 1997

Economie
activity Agricuiture 0.706 0.738 0.705 0.657

Mining 1.347 1.165 1.009 1.094
Petroieum 1.196 1.342 1.394 1.473

Manufacturing 1.133 1.033 1.009 1.012
Construction 1.072 0.964 0.886 0.902

Eiect., Gas and Water 0.994 1.080 1.104 1.461
Trade, Rest, and Hoteis 1.090 1.167 1.101 1.056

Transport and Communications 1.199 1.021 0.980 1.147
Financiai Services 1.626 1.755 1.749 1.845

Sociai Services 1.031 1.092 1.059 1.085
income
Source Labour earnings 1.030 1.078

Labour earnings, pensions and/or transfers 0.951 0.918
Labour earnings, assets, pensions and/or transfers 1.858 1.506

Labour earnings and assets 1.720 1.949
Pensions and/or transfers 0.608 0.525

Assets, pensions and/or transfers 1.179 0.839
Assets 1.037 0.678

Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations)
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Table 8A. 1.3 Within-group inequality by sub-groups o f households according to selected

Partition Sub-group 1989 1992 1995 1997
Age

<21 0 .3 2 4 0 .5 2 4 0.291 0 .4 1 9
21 to 30 0 .3 3 7 0 .3 6 6 0 .4 2 3 0 .5 3 7
31 to 40 0 .3 7 5 0 .3 5 7 0 .4 2 7 0 .5 0 7
41 to 50 0 .3 2 4 0.351 0 .3 8 7 0 .4 6 9
51 to 60 0 .3 6 9 0 .3 2 0 0 .4 0 7 0 .5 2 2
61 to 70 0 .4 9 9 0 .3 7 0 0 .4 5 7 0 .5 0 0

>70 0 .5 8 4 0 .5 2 9 0 .5 4 0 0 .4 1 6
Gender

li/late 0.351 0 .3 3 7 0 .4 2 5 0 .5 0 3
Femaie 0 .4 6 4 0 .4 7 3 0 .4 2 0 0.471

Family type
Coupie, no children 0 .4 0 2 0 .3 3 2 0 .3 9 2 0 .5 0 5

Couple with children 0 .2 7 4 0.261 0 .3 5 7 0 .4 1 0
Single, no children 0 .4 7 9 0 .4 7 7 0 .4 2 8 0 .4 9 4

Single with children 0 .3 2 4 0 .3 0 4 0 .3 2 7 0 .4 0 7
Level of

education No education 0 .4 0 6 0 .3 9 4 0 .3 7 2 0 .3 4 9
Primary 0 .3 4 3 0.281 0 .3 5 4 0 .3 8 9

Secondary 0 .2 8 2 0 .2 9 9 0 .3 3 5 0 .4 0 5
Higher education 0 .2 9 9 0.301 0 .3 6 5 0 .4 1 8

Labour
force status Employed 0 .3 4 3 0 .3 3 6 0 .3 9 6 0 .4 8 2

Unemployed 0 .2 9 9 0 .3 0 0 0 .4 5 4 0 .5 4 4
Inactive 0 .5 6 7 0 .4 8 8 0 .4 7 7 0 .4 6 3

Worker
category Government 0 .2 5 3 0 .2 9 7 0 .3 4 4 0 .3 9 2

Private 0 .3 3 3 0 .3 0 9 0 .3 7 5 0 .4 2 5
Self-employed 0 .3 4 9 0 .3 2 0 0 .4 4 3 0 .4 2 7

Boss or employer 0 .3 7 4 0 .3 2 7 0 .4 6 3 0.541
Type of

employment Informal 0.371 0 .3 4 2 0.441 0 .4 8 7
Formal 0 .3 1 8 0 .3 2 9 0 .3 4 7 0 .4 4 4

Occupation
category Professionals with no education 0 .6 6 2 0 .5 0 5 0 .1 6 0 0 .0 0 0

Professionals with primary education. 0 .5 9 5 0 .5 2 3 0 .2 7 0 0 .2 4 6
Professionals with secondary education. 0 .3 1 9 0 .3 5 2 0 .2 7 4 0 .3 0 2

Professionals with higher education 0 .3 7 8 0 .3 6 5 0 .3 1 3 0 .3 9 7
Managers and Directors 0 .4 1 2 0 .4 1 6 0 .5 1 2 0 .6 0 9

Office Workers and Vendors 0 .2 8 4 0 .2 9 5 0 .4 0 2 0 .3 8 9
Non-agricuitural manuals 0 .2 7 6 0.231 0.331 0 .3 7 2

Agricultural manuals 0 .3 4 4 0 .3 1 9 0 .3 2 7 0 .3 2 0

Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).
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Table 8A.1.3 (Cont...)
Partition Sub-group 1989 1992 1995 1997

Economie
activity Agriculture 0.390 0.364 0.439 0.484

Mining 0.361 0.174 0.283 0.829
Petroleum 0.346 0.314 0.341 0.492

Manufacturing 0.255 0.288 0.364 0.381
Construction 0.362 0.291 0.435 0.540

Elect., Gas and Water 0.196 0.319 0.339 0.479
Trade, Rest., and Hoteis 0.309 0.325 0.440 0.475

Transport and Communications 0.479 0.232 0.342 0.444
Financiai Services 0.351 0.396 0.433 0.596

Sociai Services 0.310 0.333 0.400 0.459
income
source Labour earnings 0.376 0.476

Labour earnings, pensions and/or transfers 0.379 0.385
Labour earnings, assets, pensions and/or transfers 0.523 0.312

Labour earnings and assets 0.435 0.448
Pensions and/or transfers 0.671 0.547

Assets, pensions and/or transfers 0.551 0.380
Assets 0.660 0.440

Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).
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Appendix 8.2 Within-group inequality effect by sub-group

Table 8A.2.1 The within-group inequality effect on aggregate inequality change by sub-group  
o f  households according to selected characteristics o f  the household head. 
Venezuela, 1989-1997

Partition Group 1989-
92

1992-
95

1995-
97

Age <21 0 0 0
21 to 30 1 2 3
31 to 40 -1 5 5
41 to 50 2 2 5
51 to 60 -2 4 5
61 to 70 -4 3 1

>70 -1 0 -2
Totai -5 16 17

Gender Maie -3 19 14
Femaie 0 -3 3

Totai -3 16 17

Family type Coupie, no chiidren -4 4 6
Coupie with chiidren -2 13 6

Singie, no chiidren 0 -2 3
Singie with children 0 1 2

Total -6 16 17

Level of education No education 0 0 0
Primary -6 7 3

Secondary 1 3 6
Higher education 0 4 3

Totai -5 14 11

Labour force status Empioyed -1 13 16
Unemployed 0 2 1

Inactive -2 0 -1
Totai -4 15 16

Worker category Government 3 2 1
Private -2 6 2

Seif-empioyed -2 9 -1
Boss or empioyer -2 6 1

Totai -3 23 4

Type of empioyment informai -3 14 7
Formai 2 2 7

Total -1 16 14
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Table 8A.2 (cont...)
Partition Group 1989 

-92
1992

-95
1995

-97
Occupation

category Professionals with higher education 0 -2 3
Professionals with no education -1 -1 0

Professionals with primary education. -1 -2 0
Professionals secondary education 0 <1 0

Managers and Directors 0 4 3
Office Workers and Vendors 1 7 -1

Non-agricuiturai manuals -5 11 4
Agricultural manuals 0 0 0

Totai -5 16 10

Economic activity Agricuiture -1 2 1
Mining 0 0 1

Petroieum 0 0 0
Manufacturing 1 3 0
Construction. -2 4 2

Electricity, Gas, & Water. 0 0 0
Trade, Restaurants, & Hotels 1 7 2
Transport & Communications -5 2 2

Financiai Services. 1 1 2
Sociai Services. 1 4 4

Totai -4 22 15

Income source Labour earnings 15
Labour earnings, pensions and/or transfers 0

Labour earnings, assets, pensions and/or transfers 0
Labour earnings and assets 0

Pensions and/or transfers -1
Assets, pensions and/or transfers 0

Assets 0
Totai 14

Note
Differences are due to rounding after computation.
Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).
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CHAPTER 9

Group Responsibilities for C hanges in the Income 
Distribution in Venezuela during 1989-1997

9.1 Introduction

The emphasis of this chapter is on changes of the position of various groups in the 

income distribution. This analysis, presented in section 9.2, helps to explain further 

the contributions of these changes to overall inequality -formally measured in 

Chapter 8- determining the sub-groups that were responsible for such contributions 

and -the most important- where in the distribution of income the changes occurred. 

This is relevant not only for establishing the channels through which economic 

changes impact on income inequality, to which this research is aimed, but also for 

designing policies targeted to reduce inequality. Section 9.3 presents the set of 

conclusions.

9.2 Changes according to sub-groups

The following sub-sections are aimed at determining which groups within each 

partition were driving the partition contributions to the overall inequality changes and 

where in the distribution of income the changes occurred. The analysis focuses only 

on those partitions that in the previous chapter were found the most relevant in 

explaining total inequality changes \

The representation of any group in any decile (quintile) of the distribution depends on 

its share in total population and, in consequence, changes in those representations 

also depend on changes in total population shares. Therefore, in order to have a clear 

measure of the extent in which each group changed its over -or under- representation

' The analysis o f the remaining partitions is presented in Appendix 9.2. The partition by income source 
is not considered in this analysis due to the data limitation explained.
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at any point in the income distribution, I have used the relative representation which 

is calculated by the ratio between the population share of the group in question in any 

specific decile (quintile) and its share in total population. Thus, a relative 

representation greater than one at any specific point of the income distribution, 

means that the group in question is over-represented at that point, while being lower 

than one means under-representation. Due to the limitations of space, the attention is 

focused only on changes in the composition of both the bottom and top decile. 

However, calculations have been made for quintiles also in order to check the 

sensitivity of changes to the use of deciles or quintiles. For all the partitions, no 

sensitivity was found.

Likewise, the concentration of total income by one specific group depends on its 

population share and, consequently, changes in the latter might affect the magnitude 

of the former. So, to measure the extent in which any group changed its over -or 

under- concentration of income, independent on changes in its population share, I 

have used the relative concentration o f income that is calculated by the ratio between 

the income share and population share of the group in question^. Thus, a relative 

concentration of income greater than one equates to an over-concentration, whilst 

when it is lower than one it is an under-concentration^.

9.2.1 Level of education

At concentrating more than twice its population share, only the group of households 

whose household head had reached higher education had changed their relative income 

concentration during 1989-1997. After a slight decrease in 1992, they increased by 10 

percent in 1995 and then by 9 percent in 1997 (Table 9.1). The explanation of this 

behaviour can be found in Table 9.3, which shows that the mean income of the higher 

education group was the least affected during the recession by 1995, and it was also 

the only group whose mean income had increased by 1997. Furthermore, Table 9.1 

shows, as expected, that the relative concentration of income increases monotonically

 ̂This relative concentration o f income equals the relative mean income o f  each group jUi/ju, where /4 
and jj, are the mean income o f sub-group k and the entire population respectively.
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with the level of education of household head in all years, confirming the positive 

association between level of education and income level discussed earlier in Chapter 7. 

This positive association is also observed in Table 9.2. The relative representation of 

each group decreases monotonically with the level of education in the bottom decile, 

whilst it increases in the top decile.

Table 9.1 Relative concentration o f  income p er capita o f  household groups by

1989 1992 1995 1997
No education 0.6 0.6 0.6 0.6

Primary 0.9 0.8 0.8 0.8
Secondary 1.1 1.1 1.1 1.1

Higher education 2.1 2.0 2.2 2.4
Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Households whose head had no education were remarkably over-represented in the 

bottom decile, although this representation decreased by 28 percent between 1989 and 

1997, while the higher education group is poorly represented in this decile. Apart from 

the no education group, whose relative representation monotonically decreased, the 

remaining groups do not register a significant change in their representation in the 

bottom decile over the period 1989-1997.

Looking at the top decile in Table 9.2 the opposite behaviour is observed. The group 

with no education is almost non-existent in this decile, while the higher education 

group is remarkably over-represented, being more than four times its proportion in the 

whole population in 1989, although dropping its representation to 3.8 in 1992.

Table 9.2 Relative representation o f  household groups by level o f  education o f  the household

Level o f  education Bottom decile Top decile
1989 1992 1995 1997 1989 1992 1995 1997

No education 2.5 2.3 2.0 1.8 0.2 0.2 0.2 0.2
Primary 1.1 1.1 1.1 1.2 0.6 0.6 0.5 0.5

Secondary 0.4 0.5 0.6 0.7 1.1 1.2 1.1 1.1
Higher-education 0.3 0.3 0.3 0.2 4.1 3.8 3.7 3.8

Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

The results that support the figures o f both relative representations and relative concentration of 
income shown in these tables are included in Appendix 9.1.
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However, the pattern observed in both the bottom and top decile is not fully explained 

by the change in mean incomes over the period 1989-1997 (see Table 9.3). The no 

education group was the least affected by the income deterioration that occurred 

between 1989-1992, and which could explain the reduction of its representation in the 

bottom decile during this period. Nonetheless, this representation continued to 

decrease throughout 1992-1997, despite this group being seriously affected during 

1992-1995, and being the most affected group during 1995-1997, by the income 

deterioration that the whole population experienced during these years. Likewise, as it 

was observed above, despite the higher education group being the least affected by the 

income deterioration during 1992-1997, it did not change its representation 

significantly in the top decile during this period. These observations suggest that, 

between 1992 and 1997, changes in mean incomes might explain changes in the 

middle, rather than in the extreme, tails of the income distribution. In fact, I found that 

the higher education group increased its representation in the top quintile by 7.1 

percent between 1995 and 1997, which is more consistent with the figures registered in 

Table 9.3, although the changes observed in the bottom quintile were similar to those 

observed in the bottom decile discussed earlier.

Table 9.3 Proportional changes in mean income p er  capita^ o f  household groups by 
level o f  education o f  the household heads^. Venezuela, 1989-1997

1989-92 1992-95 1995-97 1989-97
No education -1 -27 -13 -37

Primary -9 -26 -10 -40
Secondary -5 -30 -4 -36

Higher education -8 -23 4 -27
Totai -6.2 -25.4 -4.7 -33.3

'At 1990 prices.
^All figures are given in percentages.
Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Therefore, between 1989 and 1992, there might have been a slight equalising 

contribution of changes according to level of education to the overall inequality driven 

by both the improvement in the position of the no education group at the bottom end of 

the distribution, and by the deterioration of the position of the higher education group 

at the upper tail of the distribution. Between 1992 and 1997 the contribution might 

have been inequalising and driven mainly by the higher education group.
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9.2.2 Worker category

The analysis in the previous section have begun looking only at the relative 

concentration of income, instead of looking also at changes in income shares of the 

different groups. This is because, as explained in the introduction of this section, 

changes in the relative concentration is what matters in terms of establishing the 

effects of economic growth on income distribution, since changes in income shares 

pick up the effects of changes in population shares over time, the latter being the 

result of a number of forces and not only of those of an economic nature. However, 

economic factors are the most relevant in determining changes in the population 

shares of sub-groups resulting from partitions according to characteristics, such as the 

labour force status of the household head, worker category, etc. Therefore, in these 

cases, it is worth looking also at changes in the population shares of the different 

groups, since it helps in understanding the effects of economic changes on income 

distribution.

The policy package launched in Venezuela in 1989 meant a reduction of government 

intervention in the economy which not only implied reduction in government 

controls, but also reduction in public spending, which had effects on government 

employment as was shown in Chapter 6 (Table 6A.1.3). This fact is reflected in 

Table 9.4, which shows a significant reduction in the proportion of households whose 

household heads worked for the government sector between 1989 and 1992. The 

switch back to controls over the economy, and the deep recession that took place in 

Venezuela during 1994-1995, led to a significant rise in the proportion of households 

headed by the self-employed between 1992 and 1995. This is consistent with the rise 

in informal employment registered during this period, as was also shown in Chapter 6 

(Table 6A.1.2). Also, the group formed by bosses and employers saw its population 

share reduced from 11 percent in 1992 to 7 percent in 1995. By 1997, the population 

shares according to worker category had not changed significantly from their figures 

observed for 1995.

Despite the changes in population shares registered during both 1989-1992 and 1992- 

1995, the relative concentration of income was not affected. None of the groups
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under-concentrated income significantly, and only the boss or employer group over

concentrated income by almost doubling its population share by 1997.

Table 9.4 Population shares and relative concentration o f  income p e r  capita o f  household groups 
____________ by worker category o f  the household head. Venezuela, 1989-1997____________________

Population shares^ (%) Relative concentration o f  income
1989 1992 1995 1997 1989 1992 1995 1997

Government 22 17 17 17 1.1 1.1 1.2 1.3
Private 33 35 33 34 1.0 0.9 0.9 0.9

Self-employed 25 26 32 33 0.9 0.9 0.9 0.9
Boss or employer 10 11 7 7 1.7 1.7 1.7 1.9

Totaf 90 90 89 90 1.1 1.1 1.0 1.0
^Population shares do not add up to 100, since worker category does not apply to household heads 
who either
have never worked or are first time job seekers.
^ h e  differences are due to rounding.
Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

The relative representation of worker categories in the bottom decile (see Table 9.5), 

shows that both households headed by workers in the government sector and 

households headed by bosses or employers were significantly under-represented in 

the bottom decile in 1989, but that their relative representation increased over the 

period 1989-1997, although kept at low levels. Households headed by workers in the 

private sector registered a rise in their relative representation between 1992 and 1995, 

while those headed by the self-employed did not experience any significant change 

during the whole period 1989-1997, being neither under-represented nor over

represented in this decile.

Changes in the top decile were not dramatic either. There was a slight increase in the 

over-representation of the government group by 1997, which reached the level of 1.5 

times its population share, whilst the most significantly over-represented group in 

this decile was the boss and employer, with 2.5 times its population share over the 

whole period 1989-1997.
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Table 9.5 Relative representation o f household groups by worker category o f the household

Bottom decile Top decile
1989 1992 1995 1997 1989 1992 1995 1997

Government 0.2 0.5 0.4 0.6 1.2 1.2 1.3 1.5
Private 0.6 0.7 1.0 1.0 0.8 0.8 0.9 0.8

Self-employed 1.0 1.0 1.1 1.0 0.8 0.8 0.8 0.8
Boss or employer 0.2 0.2 0.5 0.4 2.5 2.5 2.6 2.5

Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Table 9.6 shows that households headed by the self-employed were the group that 

was most affected by the income deterioration during the whole period 1989-1997. 

This was the result of being both the group most affected by the income reduction 

during the crisis in 1994-1995, and the only group who saw their mean income 

decrease during 1995-1997. However, this deterioration in the mean income of the 

self-employed did not affect their representation, neither in the bottom decile nor in 

the top decile, as shown earlier. On the other hand, households headed by workers in 

the private sector, after being the most affected group by the income deterioration 

during 1989-1992, saw their mean income increase by a significant 13.6 percent 

during 1995-1997. However, this increase was not enough to reverse their relative 

representation in the bottom decile, which was already augmented during the period 

1992-1995.

Table 9.6 Proportional changes in mean income p er capita^ o f  household groups by worker

1989-92 1992-95 1995-97 1989-97
Government -8.3 -22.3 3.4 -26.3

Private -9.7 -25.5 13.6 -23.6
Self-employed -4.2 -25.9 -7.4 -34.3

Boss or employer -5.8 -22.8 3.1 -25.0
Total -6.2 -25.4 -4.7 -33.3

At 1990 prices.
^All figures given in percentages.
Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Since the differences between mean the incomes of sub-groups according to worker 

category are significant, especially at the top end of the distribution (see Chapter 7, 

Tables 7A.2.1-2), the changes discussed above, despite not seeming significant.
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might yield a relevant contribution to the overall inequality changes. Therefore, it is 

worth looking at how these changes have affected the gap between mean incomes of 

each group (Figure 9.1). The mean income of households headed by the self- 

employed, and that of households headed by workers in the private sector, were fairly 

close during 1989-1995. A gap had then emerged by 1997 as a result of an 

improvement in the income of those of the private sector and further income 

deterioration of the self-employed group, a deterioration that also widened the gap 

between the mean income of the self-employed and that of the households headed by 

workers in the government sector. The gap between the private and government 

sectors was constant between 1989 and 1995, but it had then reduced by 1997. The 

better-off group is that formed by households headed by bosses or employers who 

enjoyed the highest mean income over the whole period 1989-1997, although they 

saw this relative position deteriorate, as the gap between their mean income and that 

of the remaining groups had reduced significantly by 1995 and then increased by 

1997.
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Figure 9.1 Mean income per capita o f households by 
worker category o f the household head. 
Venezuela, 1989-1997
Source: OCEI, Household Surveys 1989, 1992, 
1995, and 1997 (author’s calculations).

Therefore, despite the fact that the population shares of worker category groups in 

both the bottom and top deciles of the income distribution did not change 

significantly, the changes in mean income suggest an equalising contribution to the 

overall inequality between 1989 and 1995. This was mainly driven by the boss or
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employer group, which might have been more relevant during 1992-1995, Then, 

between 1995 and 1997, the contribution might have been inequalising, with this 

being driven by a slight improvement in the position of the group of households 

headed by either bosses or employers in the income distribution, and also 

accompanied by a further deterioration of the position of households whose heads 

were self-employed. This widened the gap between the richest and the poorest group 

according to the worker category partition during 1995-1997.

9.2.3 Type of employment

The changes according to worker category observed above are reflected in the informal 

market of employment, especially due to the changes in the self-employed group, 

which is one of the components of informal employment, according to the definition 

that is used in this thesis. The informal sector is formed from the non-professional self- 

employed, and all workers in enterprises with less than five workers. Tables 9.7 and 

9.8 show the population of households broken down by type of employment (formal 

and informal) of the household head. Thus, one can see that the proportion of 

household heads working in the informal sector increased monotonically over the 

period 1989-1997, jumping dramatically from 38 percent in 1992 to 66 percent in 

1995^. This result is a reflection of the economic recession between 1994-1995, during 

which the rate of unemployment rose significantly along with the informal sector share 

in total employment (see Chapter 6, Table 6A.1.2). However, the relative 

concentration of income of households headed by workers in the informal sector did 

not change significantly during the period 1989-1997, which is consistent with the 

performance of the self-employed observed in Table 9.4. Households headed by 

workers in the formal sector slightly reduced their relative concentration of income by 

1992, but which then increased and was over-concentrated between 1995-1997.

It is important to highlight that these figures do not coincide with those in Table 6A.2.2, which are 
provided by OCEI (1997), due to various reasons. First, my calculations refer to household heads in 
the labour force while those o f OCEI refer to total employment. Second, my calculations refer to the 
national level that includes rural workers, while those o f OCEI refer only to urban areas.
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Table 9.7 Population shares and relative concentration o f  income o f  household groups by type 
__________ o f  employment o f  the household head. Venezuela, 1989-1997_____________________

Population shares^ (%) Relative concentration o f  income
1989 1992 1995 1997 1989 1992 1995 1997

Informal 36 38 66 69 0.9 1.0 0.9 0.9
Formal 54 51 23 22 1.2 1.1 1.3 1.4
TotaF 90 90 89 90 1.1 1.1 1.0 1.0
Population shares do not add up to 100, since worker category does not apply to household 

heads who either have never worked or are first time job seekers.
^ h e  differences are due to rounding.
Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

As with the self-employed, the relative representation of households headed by 

workers in the informal sector in both the bottom and top deciles did not change 

significantly during 1989-1997, being neither significantly over-represented nor 

under-represented. However, the group of households whose heads were working in 

the formal sector were significantly under-represented in the bottom decile, although 

this increased between 1989 and 1992. It was over-represented in the top decile, 

especially after increasing between 1992 and 1995. This suggests a widening of the 

gap between the economic position of households headed by workers in the informal 

sector and those by workers in the formal sector.

Table 9.8 Relative representation o f  household groups by type o f  em ployment o f  the household

Bottom decile Top decile
1989 1992 1995 1997 1989 1992 1995 1997

Informal 1.0 0.9 1.1 1.1 0.8 0.9 0.9 0.8
Formal 0.3 0.5 0.2 0.3 1.3 1.2 1.6 1.8

Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

In fact, the gap between the mean income of households headed by workers in the 

informal sector and their formal sector equivalents widened significantly between 

1992 and 1997 (see Figure 9.2). During 1989-1992 the gap between the mean 

incomes reduced as a result of a more pronounced deterioration of mean income of 

the formal sector than that in the informal sector. However, the opposite happened 

between 1992 and 1995, leading to a widening of the gap that was ever more 

pronounced between 1995 and 1997 as a result of further deterioration of the mean 

income of the informal sector and a slight recovery of that of the formal sector.
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The above results suggest an equalising contribution of changes between groups 

according to type of employment partition between 1989 and 1992 to overall 

inequality, driven mainly by the deterioration of the economic position of households 

headed by workers in the formal sector. Contrary to this, the contribution may have 

been inequalising during 1992-1995, due to a significant deterioration of the position 

of households whose heads worked in informal activities relative to those working in 

the formal sector. However, it is worth pointing out that the significant changes 

registered in population shares, especially between 1992 and 1995, might have 

counteracted the net impact of mean income changes on overall inequality.
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Figure 9.2  Mean income per capita o f households by 
type o f employment o f the household 
head. Venezuela, 1989-1997  
Source: OCEI, Household Surveys 1989, 
1992, 1995, and 1997 (author’s
calculations).

9.2.4 Occupation category

This section focuses on the way in which the distribution of household income 

changed over the period 1989-1997, according to the type of occupation of the 

household head. The basic division of the population is into non-manual and manual 

workers, with the former group broken down into three categories: professionals.

326



managers, and office workers and vendors, and the latter category broken down into 

agricultural and non-agricultural workers. The professional group includes 

architects, engineers, lawyers, medical doctors, scientists, teachers, artists, 

technicians, and their respective assistants, along with all individuals working in 

similar occupations. Owners, directors, and administrators of enterprises form the 

manager group, while the third group of the non-manual category includes all 

individuals working in offices or agencies as secretaries, assistants and sales 

personnel, as well as street vendors.

Table 9.9 shows how population shares and relative concentration of income of the 

categories mentioned above changed over the period 1989-1997. The most striking 

result is the dramatic drop in the population share of the non-manual category from 

52 percent in 1992 to 40 percent in 1995, with a consequent increase in the share of 

the manual category. This change was mainly the result of a remarkable fall in the 

population share of the professional group from 20 percent to only 9 percent during 

1992-1995, since the remaining groups of the non-manual category did not register 

similarly dramatic changes during the same period. The increase observed in the 

manual category was a result of activity in the non-agricultural group. No significant 

change in the population shares according to occupation category was observed either 

between 1989 and 1992 or between 1995 and 1997.

However, the concentration of income by the professional group did not decrease 

proportionally to the dramatic fall in its population share during 1992-1995, which is 

expressed by a significant increase in its relative concentration of income from 1.1 in 

1992, to an over-concentration of 1.8 times its population share in 1995, and it then 

had doubled by 1997. This was the result of a remarkable increase in the mean 

income of the professional group, from being very close to that of the non- 

agricultural (manual) group in 1989 to significantly widening the gap by 1997 (see 

Figure 9.3). The stability of the relative concentration of income observed in the 

remaining groups belonging to the non-manual category allows for the conclusion 

that the changes observed in the relative concentration of income of the professional 

group were responsible for the monotonie increase in the relative concentration of 

income of the non-manual category as a whole, as registered during 1989-1997.
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Table 9.9 Population shares and relative concentration o f income per capita o f household groups

Population shares (%) Relative concentration o f income
1989 1992 1995 1997 1989 1992 1995 1997

Non-manuals 50 52 40 39 1.1 1.2 1.3 1 .4
Professionals 18 20 9 9 0.9 1.1 1.8 2.0

Managers 15 13 10 11 1.4 1.3 1.4 1.5
Office workers and vendors 17 19 21 19 1.1 1.1 1.1 1.1

Manuals 50 48 60 61 0.9 0 .8 0 .8 0 .7
Agricuiturai 3 5 4 5 0.5 0.6 0.5 0.5

Non-agriculturai 47 43 56 56 0.9 0.8 0.8 0.8
Total 100 100 100 100 1.0 1.0 1 .0 1.0

Source: OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Perhaps more surprisingly than the results analysed above is the fact that the 

professional group, usually associated with higher incomes, was remarkably over

represented in the bottom decile during 1989-1992, with its representation in this 

decile falling to being nearly non-existent by 1995 (Table 9A.1.12, Appendix 9.1). 

The heterogeneity of this group might explain these surprising results, and this 

deserves a more detailed analysis which is conducted later. But before this, it is worth 

completing the analysis regarding the professional group as a whole. Thus, again, the 

remaining groups of the non-manual category did not register any significant change 

in their relative representation in the bottom decile during 1989-1997. This is the 

reason why I can safely say that the behaviour of the non-manual category in this 

decile has been driven mainly by the professional group. The manual category as a 

whole moved in the opposite direction. From being under-represented in the bottom 

decile during 1989-1992, the manuals ended up with a more expected over

representation in this decile during 1995-1997, with the monotonie deterioration of 

its mean income being responsible for this behaviour (see Figure 9A.1.1, Appendix 

9.1). It is obvious from Table 9.10 that the increase in the relative representation of 

the non-agricultural group pushed up the relative representation of the manual 

category in the bottom decile as, contrary to this, the agricultural group decreased its 

relative representation in this decile.

Looking at the relative representation in the top decile (see Table 9.10), one can see 

that the manual category is under-represented, among which the agricultural group is 

practically non-existent (Table 9A.1.12, Appendix 9.1). All groups belonging to the 

non-manual category are over-represented in the richest decile during the whole
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period 1989-1997, with the exception of the office workers and vendors group which 

was not over-represented at all in this decile in 1989. The professional group doubled 

its over-representation between 1992-1995, and then reached a remarkable over

representation of three times its proportion in the total population. This behaviour is 

consistent with the significant increase that occurred in its mean income. The 

manager’s was the best-off group in 1989, but its position had deteriorated sharply by 

1992 (see Figure 9.3), which led to a reduction in its representation in the top decile 

by 1992, although it had then increased by 1995. Meanwhile, the office workers and 

vendors improved their representation, from not being over-represented at all in the 

top decile in 1989, to then being over-represented by 1992. This improvement was 

consistent with the observed increase in their mean income during this period, but the 

later deterioration in their incomes (see Figure 9.3) drove their representation down 

in the top decile between 1992 and 1997.

Table 9.10 Relative representation o f  household groups by occupation category o f  the household

B ottom decile Top decile

1989 1992 1995 1997 1989 1992 1995 1997
Non-manuals 1.4 1.2 0 .7 0 .6 1 .5 1.5 1.8 1.8

Professionals 2.6 2.1 0.3 0.4 1.2 1.4 2.8 3.0
Managers 0.8 0.9 0.9 0.8 2.2 1.7 2.0 1.9

Office workers and vendors 0.5 0.5 0.7 0.6 1.0 1.4 1.2 1.1
Manuals 0 .6 0 .8 1.2 1.3 0 .6 0 .5 0 .5 0 .5

Agricuiturai 2.2 2.3 1.9 1.9 0.2 0.1 0.2 0.1
Non-agricultural 0.5 0.6 1.2 1.2 0.6 0.5 0.5 0.5

Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Looking at the basic division of the population of households into manual and non- 

manual categories, one can see that there was a widening in the gap between the 

mean incomes of these two categories during 1989-1995. This was mainly due to the 

income deterioration of those groups belonging to the manual category, while the 

mean income of the non-manual category experienced little change over the same 

period (see Table 9A.1.1, Appendix 9.1). The gap had then slightly reduced by 1997 

as a result of a greater reduction in the mean income of non-manuals than that of the 

manuals.
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Figure 9.3  Mean income per capita o f households by occupation 
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Source: OCEI, Household Surveys 1989, 1992, 1995, and 1997 
(author’s calculations).

The unexpected results concerning the professional group demand a closer look at 

this group’s composition in order to obtain an explanation. As was stated earlier, the 

professional group is quite heterogeneous, it including not only those individuals 

with higher education, but also technicians and assistants that usually have lower 

levels of education. However, the information provided by the household survey does 

not allow for identification as to whether the individual occupation is, for instance, 

engineering or assistant of engineering. Therefore, to approach a suitable 

disaggregate, the total population of households headed by professionals was divided 

according to the education level of the household head, and their respective 

proportions of the total population were calculated, with the results as shown in 

Table 9.11. The suspicion is confirmed. The proportion of professionals with higher 

education in the total population did not change between 1992 and 1995, while those 

with lower levels of education fell from 15 percent in 1992 to only 4 percent in 1995. 

The most dramatic change was experienced by those with no education, whose 

population share fell from 5 percent in 1992 to being non-existent in 1995. Thus, the
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11 percent drop in the professionals’ share, and that was transferred to the manual 

category, was formed by individuals with, at most, a secondary level of education. 

The figures in Table 9.11 remained unchanged during 1995-1997.

Table 9.11 Total population share o f  households headed by professionals by level o f  
education. Venezuela, 1989-1997

1989 1992 1995 1997
No level 4 5 0 0
Primary 6 6 1 1

Secondary 4 4 3 3
Higher education 4 5 5 5

Total professionals 18 20 9 9

Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Table 9.12 confirms also that the unexpected over-representation of professionals in 

the bottom decile during 1989-1992 was due to individuals with a low level of 

education, while those with higher education were under-represented, sharing 2 

percent of this decile during this period and then falling to only 1 percent during 

1995-1997. The picture of the top decile shows that the over-representation of 

professionals is due to individuals with a higher level of education. Those with a low 

level of education were poorly represented during 1989-1995, and were non-existent 

by 1997.

Table 9.12 Representation o f  households headed by professionals by level o f  education in the 
___________ bottom and top deciles. Venezuela, 1989-1997_____________________________________

Bottom decile Top decile
1989 1992 1995 1997 1989 1992 1995 1997

No level 19 16 0 0 1 0 0 0
Primary 2 0 18 1 1 1 2 1 0

Secondary 6 6 1 2 4 4 4 4
Higher education 2 2 1 1 17 22 21 23

Total professionals 47 42 3 3 23 28 26 27

Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Also, the picture concerning mean incomes, as shown in Figure 9.3, could be 

misleading if the heterogeneity of the professional group is not taken into account. 

According to Figure 9.3, there was a small gap between the mean income of
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professionals and that of manuals in 1989, which increased throughout the period 

1989-1997. However, Figure 9.4 shows that the gap between the mean income of 

professionals with higher education and manuals, and also with respect to the 

remaining groups, is significant even in 1989, but which had diminished by 1995 due 

to a significant fall in the mean income of the former group. It then had increased 

again by 1997.

Therefore, the conclusion is that there were a significant number of individuals 

working as technicians and/or assistants, and with low levels of education, who were 

over-represented in the bottom decile of the income distribution during 1989-1992. 

This then moved into the manual occupations during the period 1992-1995, thereby 

making the manual category over-represented in the bottom decile. However, this 

movement from non-manual to manual occupations might have not been significant 

to the overall inequality changes, as this group of ‘professionals’ already belonged to 

the low-income group in which they were over-represented. That is, there might have 

been only a movement between occupational categories, but not along the 

distribution of income. The contribution of the partition by worker category would be 

misleading if professionals are taken as an homogenous group.

7
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Figure 9.4 Mean income per capita o f households headed 
by manual workers and by professionals by level 
of education. Venezuela, 1989-1997 
Source: OCEI, Household Surveys 1989, 1992, 
1995, and 1997 (author’s calculations).

332



9.2.5 Economie activity

In this section the attention turns to an examination of the way in which the positions 

of different groups of households, classified according to the type of economic 

activity in which the household head is involved, changed over the period 1989-1997, 

The results of the calculations are presented in Appendix 9.1, Tables 9A.1.13-15.

The major shifts in population shares according to the economic activity of 

household heads were observed in manufacturing, social services, agriculture and, in 

a lesser magnitude, in the group involved in trade, restaurant and hotels (see Table 

9A.1.13). The remaining groups did not register any significant change. 

Manufacturing monotonically declined its population share, which dropped by 7 

points, while both social services and trade, restaurants and hotels did the opposite, 

increasing their population share by 5 points and 3 points respectively, over the 

whole period 1989-1997. Since the population share of agriculture experienced 

swings over the period, these changes mean that there was a movement of workers 

mainly from the industrial sector to the services sector^, confirming the increasing 

relevance of services in the Venezuelan economy, as was previously discussed in 

Chapter 5. Between 1989 and 1992, manufacturing experienced the major drop in its 

population share, which was redistributed between services and agriculture. 

However, by 1995, agriculture saw its population share reducing significantly and 

being redirected towards services, mainly to the social services. By 1997, agriculture 

recovered part of the population share it had lost during 1992-1995.

However, these changes in population shares are not reflected in the relative 

concentration of income, meaning that the concentration of income by these groups 

of households changed proportionally to their changes in population shares. In fact, 

despite the swings observed in the population shares of agriculture, the relative 

concentration of income of this group remained unchanged, being the only group 

which under-concentrated income along the whole period 1989-1997. Likewise, both 

the manufacturing and services groups did not significantly change their relative

 ̂ The services sector includes electricity, gas, and water; trade, restaurants, and hotels; transport and 
communications; financial services; and social services.
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concentration of income during 1989-1997. Petroleum was the only group that 

increased monotonically its relative concentration of income over the whole period 

1989-1997, as a result of seeing its mean income increased by 5.2 percent during 

1989-1992. It was also the group that was less affected by the general deterioration of 

incomes during 1992-1995, and experienced a slight recovery between 1995-1997 

(Table 9A. 1.15). The groups that over-concentrated their income throughout the 

whole period 1989-1997 were the financial services and petroleum, being also the 

groups with the lowest population shares.

The composition of both the bottom and top deciles reveals that the agriculture group 

was the only one over-represented in the bottom decile during the whole period 

1989-1997, and as being the only one significantly under-represented in the richest 

decile of the income distribution (see Table 9A.1.14). These representations did not 

experience significant change over the whole period 1989-1997. This finding is not 

surprising since the agriculture group held the lowest mean income over the whole 

period 1989-1997. The financial services group, on the other hand, enjoyed the 

highest mean income, although declining (Table 9A.1.15), which explains that this 

group was remarkably over-represented in the top decile, a representation that 

registered no significant change over the mentioned period. The representation of the 

construction group registered a remarkable jump in the bottom decile from a very low 

level during 1989-1992 to 1.3 times its population share by 1995, this being 

consistent with the contraction registered in the GDP growth of this sector, especially 

in 1994 (see Table 5A. 1.4, Chapter 5), and with the severe reduction in its mean 

income during 1992-1995 (Table 9A.1.15). Significant changes were registered by 

the mining group, increasing its representation in the bottom decile while reducing it 

in the richest decile, this being consistent with large a deterioration in its mean 

income during the whole period 1989-1997. The representation of the manufacturing 

group monotonically increased in the bottom decile, while reduced in the top decile, 

during 1989-1995. Both the Petroleum and the Electricity, Gas and Water groups 

increased their representation significantly in the richest decile during 1989-1995.

The different trends observed in the sub-groups which had a similar position in the 

distribution of income make it difficult to visualise whether the impact of changes 

between sub-groups by economic activity on overall inequality were equalising or
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inequalising. This is a reason why a formal measurement of these impacts in the light 

of population share effects was required (Chapter 8). However, this sub-section can 

conclude by highlighting that both the mining and the manufacturing groups 

deteriorated their position in the income distribution, while petroleum, electricity gas 

and water, and the financial services improved theirs during 1989-1992, and mainly 

at the upper tail of the distribution. Between 1992 and 1995, the petroleum group 

clearly improved its position at the top end of the distribution, although deteriorating, 

whilst the construction group significantly deteriorated. No clear trends were 

identified during 1995-1997.
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9.3 Conclusions

This chapter has focused on changes in the income distribution over the period 1989- 

1997, using household income per capita as an income measure. The chapter’s aims 

were to shed light on sub-group responsibilities for overall inequality changes, which 

helps to understand the results of inequality decomposition that was carried out in the 

previous chapter, and to clarify the channels through which economic changes impact 

on income inequality (the main objective of this research). Furthermore, it is also 

useful in designing policies that are targeted at reducing inequality.

The analysis suggested that improvement (at the lower end of the income 

distribution) in the economic position of female-headed households, households 

whose household heads had no-education, households whose heads were out of the 

labour force, and households located in both Zulian and the Northeast region might 

have been responsible for the decrease in overall income inequality between 1989 

and 1992. But that also the relative deterioration of the economic position of 

households whose heads were working in the formal sector, as well as the 

deterioration of the economic position of households whose heads had higher 

education, might have contributed to the reduction in inequality during this period.

During 1992-1995, an improvement in the economic position of households whose 

heads had higher education, significant economic impoverishment of households 

headed by the unemployed (at the lower end of the income distribution), a significant 

deterioration in the economic position of households whose head worked in the 

informal sector, and deterioration in the economic position of both Zulian households 

and those located in the Central West region (at the lower end of the income 

distribution), seem to have interacted to contribute to an increase in inequality 

between 1992 and 1995. But also the significant movement of household heads from 

non-manual to manual occupations, as registered during this period, could have 

contributed to the rise in income inequality.
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The contributions to the rise in overall inequality during 1995-1997 seem to have 

come through a further improvement in the position of households whose heads had 

higher education in the income distribution, those headed by either bosses or 

employers, and households located in the Capital region (mainly at the upper tail of 

the distribution), along with the deterioration of the economic position of both 

households headed by the self-employed and those located in the Central West 

region.

The impact of changes in the position of sub-groups according to the economic 

activity in which the head is involved in the distribution of income was not clear 

from this analysis.
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Appendix 9.1 Calculations results: Population sub-groups

Table 9A. 1.1

Age Group

Population shares and income shares o f  household groups by age o f  the household
head. Venezuela, 1989-1997______________________________________________________

Income shares (%)
1989 1992 1995 1997 1989 1992 1995 1997

<21 1 1 1 1 1 1 1 1
21 to 30 16 13 12 13 16 12 12 12
31 to 40 30 27 25 25 3 0 2 6 2 5 25
41 to 50 2 2 23 25 26 2 2 2 5 2 5 28
51 to 60 15 16 17 17 17 17 18 18
61 to 70 10 12 12 12 10 13 12 12

> 70 6 8 7 6 4 6 7 6
Total 100 100 100 100 100 100 100 100

Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Table 9A. 1.2 Composition o f  the bottom and top deciles by household groups according to age o f  
the household head. Venezuela, 1989-1997

Age group Bottom decile Top decile
1989 1992 1995 1997 1989 1992 1995 1997

<21 2 2 1 1 1 0 0 1
21 to 30 14 12 11 12 16 10 11 11
31 to 40 25 2 4 25 25 31 25 2 5 24
41 to 50 16 16 22 21 2 2 26 2 4 30
51 to 60 13 13 16 18 2 0 19 21 18
61 to 70 14 13 15 12 9 14 13 11

> 70 17 19 11 11 3 6 6 5
Total 100 100 100 100 100 100 100 100

Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Table 9A.1.3 Population shares and income shares o f  household groups by sex o f  the household
head. Venezuela, 1989-1997______________________________________________________

Income shares (%)
1989 1992 1995 1997 1989 1992 1995 1997

Male 78 78 72 71 8 4 82 7 5 75
Female 22 22 28 29 16 18 2 5 25

Total 100 100 100 100 100 100 100 100
Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).
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Table 9A.1.4 Composition o f the bottom and top quintiles by household groups according to sex of
the household head. Venezuela, 1989-1997 ____________________

Bottom quintile
1989 1992 1995 1997 1989 1992 1995 1997

Male 61 66 64 63 86 84 76 76
Female 39 34 36 37 14 16 2 4 24

Total 100 100 100 100 100 100 100 100

Top quintile

Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Table 9 A. 1.5 Population shares and income shares o f  household groups by fam ily type. Venezuela, 
1989-1997

Population shares (%) Income shares (%)
Type of family 1989 1992 1995 1997 1989 1992 1995 1997

Couple, no children 13 15 14 13 2 3 23 23 22
Couple with children 64 6 0 57 57 55 50 4 8 47

Single, no children 10 13 12 13 13 18 18 18
Single with children 13 13 17 17 9 9 11 12

Total 100 100 100 100 100 100 100 100
Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Table 9A. 1.6 Composition o f  the bottom and top deciles by household groups according to fam ily
type. Venezuela, 1989-1997_______________________________________________________

Bottom decile Top decile
1989 1992 1995 1997 1989 1992 1995 1997

Couple, no children 8 9 7 6 35 36 3 3 30
Couple with children 51 50 5 7 58 41 3 6 3 7 39

Single, no children 19 20 9 10 19 2 4 2 5 23
Single with children 2 2 21 2 7 2 7 5 4 5 8

Total 100 100 100 100 100 100 100 100
Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations)

Table 9 A. 1.7 Population shares and income shares o f  household groups by level o f  education o f  
the household head. Venezuela, 1989-1997

Population shares (%) Income shares (%)
1989 1992 1995 1997 1989 1992 1995 1997

No education 12 13 13 14 7 8 8 8
Primary 47 47 46 42 4 0 39 37 32

Secondary 32 31 31 33 35 34 33 36
Higher education 9 9 10 10 18 19 2 3 24

Total 100 100 100 100 100 100 100 100
Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).
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Table 9 A. 1.8 Composition o f the bottom and top deciles by household groups according to level
______________ o f education o f the household head. Venezuela, 1989-1997_____________________
Level o f  education Bottom decile Top decile

1989 1992 1995 1997 1989 1992 1995 1997
No education 32 30 25 2 6 3 3 3 3

Primary 53 52 52 49 27 26 2 4 21
Secondary 13 15 20 23 36 35 3 5 3 7

Higher education 2 3 3 3 35 35 38 3 9
Totai 100 100 100 100 100 100 100 100

Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

T able 9 A. 1.9 Composition o f  the bottom and top deciles by labour force  status. 
Venezuela, 1989-1997

Level o f  education Bottom decile
1989 1992 1995 1997 1989 1992 1995 1997

Employed 39 4 3 42 42 8 6 85 83 83
Unemployed 6 6 20 19 6 5 3 5

inactive 55 51 38 39 8 10 13 11
Totai 100 100 100 100 100 100 100 100

Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Table 9A. 1.10 Composition o f  the bottom and top deciles by household groups according to
_________________worker category o f  the household head. Venezuela, 1989-1997___________________
Worker category Bottom decile Top decile

1989 1992 1995 1997 1989 1992 1995 1997
Government 5 8 7 9 27 20 2 2 25
Private 21 25 32 35 28 2 7 2 8 26
Self-employed 26 25 35 34 19 21 2 6 27
Boss or employer 2 2 4 3 2 4 28 19 17
Totaf 54 60 79 81 98 98 9 6 96
'Total do not add up 100, since type o f employment does not apply to those individuals who either 

have never worked or are first time job-seekers.
Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Table 9 A. 1.11 Composition o f  the bottom and top deciles by household groups according to type 
_______________ o f  employment o f  the household head. Venezuela, 1989-1997____________________

Type o f Bottom decile
employment 1989 1992 1995 1997 1989 1992 1995 1997

Informal 36 35 74 76 28 35 57 56
Formal 18 25 5 6 7 0 63 38 4 0

Totaf 54 60 79 81 9 8 97 9 5 95
Total do not add up 100, since type o f  employment does not apply to those individuals who either 

have never worked or are first time job-seekers.
Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).
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Table 9A.1.12 Composition o f the bottom and top deciles by household groups according to
________________occupation category of the household head. Venezuela, 1989-1997____________
Occupation category Bottom decile Top decile

1989 1992 1995 1997 1989 1992 1995 1997
Non manuals 68 63 26 23 72 78 71 70

Professionals 47 42 3 3 23 28 26 27
Managers 12 11 9 8 33 22 19 21

Office workers and sellers 9 10 15 12 16 28 26 21
Manuals 32 37 74 77 28 22 29 30

Agricultural 8 11 7 10 1 1 1 1
Non-agricultural 24 26 66 67 27 21 28 29

Total 100 100 100 100 100 100 100 100
Source: OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Table 9A .I .13 Population shares and relative concentration o f  income by household groups 
according to type o f  economic activity o f  the household head.
Venezuela, 1989-1997_________________________________________________________

Relative concentration o f  income
Economic activity 1989 1992 1995 1997 1989 1992 1995 1997

Agriculture 11 13 9 12 0.7 0.7 0 .7 0.7
Mining 1 0 1 1 1.3 1.1 1.0 1.1

Petroleum 1 1 1 1 1.2 1.3 1.4 1.5
Manufacturing 18 13 12 11 1.1 1.0 1.0 1.0

Construction 10 10 10 9 1.1 1.0 0 .9 0 .9
Elect, Gas and Water 1 1 1 1 1.0 1.1 1.1 1.5

Trade, Rest, and Hotels 17 19 20 20 1.1 1.2 1.1 1.1
Transp. and communie. 7 7 7 7 1.2 1.0 1.0 1.1

Financial Services 3 4 4 3 1.6 1.8 1.7 1.8
Social Services 20 21 24 25 1.0 1.1 1.1 1.1

Totai 90 90 89 90 1.1 1.1 1.0 1.0
Source: OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Table 9 A. 1.14 Relative representation o f  household groups according to the economic activity o f  
_______________ the household head in the bottom and top deciles. Venezuela, 1989-1997___________

Bottom decile Top decile
Economic activity 1989 1992 1995 1997 1989 1992 1995 1997

Agriculture 1.8 1.7 1.6 1.5 0 .5 0 .5 0 .5 0 .4
Mining 0 .0 0 .3 0 .6 1.0 1 .7 0 .9 1.1 0 .7

Petroleum 0 .2 0 .2 0 .6 0 .8 1 .2 1.7 2 .3 2 .3
Manufacturing 0 .2 0 .4 0 .6 0 .7 1.3 0 .9 1.0 1.0

Construction 0 .3 0 .3 1.3 1.2 1.0 0 .8 0 .8 0 .8
Elect, Gas and Water 0.1 0 .2 0 .7 0 .6 0 .7 1.1 1.4 1.3

Trade, Rest, and Hotels 0 .6 0 .6 0 .9 0 .7 1 .2 1.5 1.2 1.1
Transp. and communie. 0 .3 0 .4 0 .7 0 .7 1.1 0 .9 0 .9 1.2

Financial Services 0.1 0 .2 0 .4 0 .5 2 .5 2 .8 2 .6 2 .5
Social Services 0 .7 0 .7 0 .8 0 .9 1 .0 1.1 1.0 1.2

Source: OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).
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Table 9A.1.15 Mean income p e r  capita o f  household groups according to type o f  economic activity 
o f  the household head. Venezuela, 1989-1997___________________________________

Mean incomes Proportional changes ( %)
Economic activity 1989 1992 1995 1997 1989-

92
1992-

95
1995-

97
1989-

97
Agricuiture 2 .7 2 .7 1.9 1.7 -2 .0 -28 .7 -11.1 -37 .9

Mining 5 .2 4 .2 2 .7 2 .8 -1 8 .9 -3 5 .4 3 .4 -45 .8
Petroieum 4 .6 4 .8 3 .7 3 .8 5 .2 -2 2 .5 0 .8 -17 .9

Manufacturing 4 .4 3 .7 2 .7 2 .6 -1 4 .5 -27.1 -4 .4 -40 .4
Construction 4.1 3 .5 2 .4 2 .3 -1 5 .6 -3 1 .4 -3 .0 -43 .9

Eiect., Gas and Water 3 .8 3 .9 3 .0 3 .7 1.9 -23 .8 26 .2 -1 .9
Trade, Rest, and Hoteis 4 .2 4 .2 3 .0 2 .7 0 .4 -29 .6 -8 .5 -35 .4

Transp. and Commun 4 .6 3 .7 2 .6 2 .9 -20.1 -2 8 .4 11 .6 -36 .2
Financiai Services 6.2 6 .3 4 .7 4 .7 1.2 -2 5 .7 0 .6 -24 .3

Sociai Services 4 .0 3 .9 2 .8 2 .8 -0 .7 -2 7 .7 -2 .3 -29 .8
Totai 3 .8 3 .6 2 .7 2 .6 -6 .2 -25 .4 -4 .7 -33 .3

’ In thousands o f bolivares at 1990 prices.
Source: OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author's calculations).

Table 9 A .I .I6  Population shares and relative concentration o f  income by household groups 
_______________ according to region in which the household is located. Venezuela, 1989-1997

Region 1989 1992 1995 1997 1989 1992 1995 1997
Capital 2 1 .9 2 1 .6 2 1 .0 2 0 .7 1.4 1.4 1 .4 1.6
Centrai 17.8 18 .0 18.2 18 .4 1.0 1.1 1.1 1.0

Centrai West 15.1 15.1 15.2 15.2 0 .8 0 .8 0 .8 0 .6
Zuiia 12.5 12 .7 12.9 13.1 0 .8 0 .9 0 .8 1.0

Andean 14.2 14.2 14.2 14.2 0 .7 0 .8 0 .8 0 .9
South 0 .7 0 .6 0 .6 0 .6 0 .8 0 .8 0 .8 0 .8

Northeast 12.5 12 .4 12.4 12.3 0 .9 0 .9 0 .9 0 .9
Guayana 5 .3 5 .4 5 .6 5 .7 1.1 1.1 1.0 1 .0

Total 100 .0 100 .0 100 .0 100 .0 1.0 1.0 1.0 1.0
Sources:
For population shares: OCEI (1994).
For relative concentration o f income: OCEI, Household Surveys 1989, 1992, 1995, and 
1997 (author's calculations).

Table 9A .I.17  Relative representation o f  household groups according to regional location in
_______________ the bottom and top deciles. Venezuela, 1989-1997___________________________

Bottom decile Top decile
Region 1989 1992 1995 1997 1989 1992 1995 1997
Capital 0.6 0 .5 0 .4 0.3 1.6 2 .0 2 .0 2 .3
Central 0.9 0 .6 0 .8 1.0 1.0 1.2 1.1 0 .9

Central West 1.3 1.3 1.5 1.9 0 .5 0 .6 0 .6 0 .4
Zuiia 1.8 0 .9 1.4 0 .8 0 .3 0 .7 0 .7 0 .9

Andean 2 .0 1.7 1.0 0 .8 0 .4 0 .5 0 .7 0 .6
South 0.7 0 .7 0 .8 0 .7 0 .5 0 .5 0 .6 0 .4

Northeast 1.7 1.1 0 .9 1.1 0 .4 0 .6 0 .9 0 .8
Guayana 0 .7 0 .9 0 .9 0 .9 1.3 1 .3 0 .9 1 .0

Source: OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author's calculations).
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Table 9A. 1. 18 M ean income per capita o f  household groups by type o f  economic activity o f  the 
household head. Venezuela, 1989-1997

Region
Mean incomes^

1989 1992 1995
Proportional changes (%)

1997} 1989-92  1992-95  1995-97  1989-97
Capital 4.8 5 .0 3 .9 4.2 5 .0 -23 .5 9 .6 -11.9
Central 3.8 4 .0 2 .9 2.5 4 .2 -26 .3 -15 .5 -35.1

Central West 2.9 3 .0 2.2 1.5 2 .4 -27 .4 -28 .4 -46.7
Zuiia 2.5 3 .3 2 .3 2.5 34 .3 -31 .0 9.7 1.6

Andean 2.5 2.7 2 .3 2.2 6 .7 -16 .6 -2 .2 -13.0
South 3.2 3 .0 2 .3 2.1 -6.2 -24 .2 -8 .0 -34.6

Northeast 2.7 3.1 2.4 2.4 15.1 -23 .6 -1 .7 -13.6
Guayana 4.4 4 .0 2 .6 2.6 -9 .8 -33 .7 -2 .3 -41.5

Total 3.8 3.6 2 .7 2.6 -6.2 -25 .5 -4 .8 -33.4
In thousands of bolivares at 1990 prices.

Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author's calculations).
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Figure 9A.1.1 Mean income per capita o f households by 
occupation category (manuals and non
manuals) of the household head. Venezuela,
1989-1997
Source: OCEI, Household Surveys 1989, 1992, 1995, and 1997 
(author’s calculations).
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Appendix 9.2 Changes according to other sub-groups

In the following sections I present the analysis corresponding to partitions which 

were found irrelevant in explaining overall inequality changes.

9A.2.1 Age

Table 9A.2.1 shows that, over the whole period 1989-1997, none of the age-groups 

between 21 and 70 had significantly over-concentrated income relative to its 

proportion of total population, since their figures of population shares and income 

shares are fairly similar (see Table 9A.1.1, Appendix 9.1), while the under-21 group 

and those over 70 had under-concentrated income relative to their representation in 

total population. No significant change in relative concentration of income is 

observed over the period 1989-1997.

Table 9A.2.1 Relative concentration o f  income o f  household groups by age o f  the 
household head. Venezuela, 1989-1997

Age-group 1989 1992 1995 1997
<21 0.8 0.7 0.8 0.8

21 to 30 1.0 0.9 1.0 1.0
31 to 40 1.0 1.0 1.0 1.0
41 to 50 1.0 1.1 1.0 1.1
51 to 60 1.1 1.1 1.1 1.1
61 to 70 1.0 1.1 1.0 1.0

>70 0.7 0.8 0.9 0.8
Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Looking at the relative representation of each age group in the bottom decile (Table 

9A.2.2), one can see that both the youngest and the oldest group were over

represented in this decile during 1989-1992. The proportion of the poorest decile 

made up of the group under 21 was one and a half times its proportion in the 

population as a whole in 1989, and jumped to nearly two and a half times in 1992. 

The proportion of those over 70 was almost three times its proportion in the total 

population in 1989, and decreasing to almost two and a half times by 1992. These 

levels of over-representations of the two groups had dropped significantly by 1995, 

when the under-21 group was not over-represented at all, and a slight increase was
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observed by 1997. The remaining groups did not experience any significant change in 

their representation in the poorest decile of the population during the period 1989- 

1997.

The composition of the top decile (Table 9A.2.2) tells a story consistent with that of 

the bottom decile. The groups that have had a significant under-representation in this 

decile are both the youngest and the oldest. In fact, the youngest group had a very low 

relative representation in the top decile during 1989-1995, which had improved 

slightly by 1997, while the oldest group was significantly under-represented in 1989. 

There was no significant over- or under-representation of the remaining groups, and 

no significant change in their representations was experienced in the top decile 

during 1989-1997.

Table 9A .2.2 Relative representation o f  household groups by age o f  the household head

Age-group Bottom decile Top decile
1989 1992 1995 1997 1989 1992 1995 1997

<21 1.5 2.4 1.0 1.3 0.5 0.4 0.5 0.8
21 to 30 0.9 0.9 0.9 0.9 1.0 0.8 0.9 0.8
31 to 40 0.8 0.9 1.0 1.0 1.0 0.9 1.0 1.0
41 to 50 0.7 0.7 0.9 0.8 1.0 1.1 1.0 1.2
51 to 60 0.8 0.8 0.9 1.1 1.3 1.2 1.2 1.1
61 to 70 1.4 1.1 1.2 1.0 0.9 1.2 1.0 0.9

>70 2.9 2.6 1.4 1.5 0.5 0.7 0.7 0.7
Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Table 9A.2.3 shows the proportional changes in mean income by age group during 

the period of 1989-1997, and which helps to explain the changes observed above. 

Apart from being over-represented in the bottom decile, the under-21 group saw their 

mean income dramatically reduced by 1992, increasing their over-representation in 

this decile that year, while the over-60s were the only ones increasing their mean 

income during this period. However, this increase in the mean income of the older 

groups was not enough to allow the over-70s group to reduce its over-representation 

significantly in the bottom decile by 1992, although they slightly increased their 

representation in the top decile. The deep recession of the Venezuelan economy 

during 1994-1995 affected the mean income of all the age groups, but the less 

affected groups were both the youngest and the oldest, explaining the reduction in the
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over-representation in the bottom decile of both groups by 1995. Those who were in 

their 40s experienced the deepest reduction in their mean incomes during 1992-1995. 

Between 1995 and 1997 a further reduction in mean incomes of all groups is 

observed, with exception of those in their 40s who slightly increased their mean 

income by 3 percent, explaining also the slight increase of their representation in the 

top decile in 1997. The largest reduction in mean income by 1997 was that 

experienced by those over 70, but this reduction did not affect significantly their 

representation either in the bottom decile or in the top one.

Table 9A.2.3 Proportional changes in mean income p er  capita^ o f  household groups by age o f  
the household heacf. Venezuela, 1989-1997

Age-group 1989-92 1992-95 1995-97 1989-97
<21 -23.4 -13.9 -5.5 -37.7

21 to 30 -11.7 -22.3 -5.4 -35.1
31 to 40 -9.4 -24.3 -4.6 -34.6
41 to 50 -0.5 -30.7 3.0 -29.0
51 to 60 -10.9 -24.7 -7.8 -38.2
61 to 70 1.1 -27.2 -9.4 -33.3

>70 3.2 -14.3 -16.3 -25.9
Total -6.2 -25.4 -4.7 -33.3

*At 1990 prices.
^All figures are given in percentages.
Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

The above analysis confirms that the partition according to age of household heads 

does not look indeed very promising in explaining a large proportion of the overall 

inequality changes during the period 1989-1997, since the majority of groups did not 

register significant changes in their position in the distribution of income. Only the 

youngest group deteriorated significantly its position between 1989 and 1992, while 

both the youngest and the oldest improved their position between 1992 and 1995, 

although these changes occurred only at the lower end of the distribution.

9A.2.2 Family types

I commence the analysis of changes in the distribution of household income by 

family type looking first at changes occurred by gender during the period 1989-1997. 

It has been a clear dominance of the proportion of households headed by men over
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those headed by women, a dominance that has been reduced since 1995 (see Table 

9A.1.3, Appendix 9.1). This trend coincides with the increasing labour force 

participation of women, already discussed in Chapter 6, which was particularly 

accelerated during the period 1989-1997, and which registered a significant jump in 

1995 (see Table 6A.1.7, Chapter 6). As Table 9A.2.4 shows, although female-headed 

households still under-concentrate income relative to their proportion in total 

population, they have improved their position in the distribution.

Table 9A .2.4 Relative concentration o f  income p e r  capita o f  household groups by

1989 1992 1995 1997
Mate 1.1 1.1 1.0 1.1

Female 0.7 0.8 0.9 0.9
Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

In fact. Figure 9A.2.1 shows that there has been a significant reduction of the gap 

between mean income of male-headed households and that of female-headed 

households, a reduction that has been accompanied by a deterioration of both mean 

incomes throughout the whole period 1989-1997. A closer analysis of this shows that 

the gap reduction was the result of a slight improvement of mean income of 

households headed by women up to 1992, and a deterioration of those households 

headed by men. Then there was a more rapid deterioration of mean income of male 

households than that of female households from 1992 onwards. These trends suggest 

an equalising contribution of the gender partition on overall inequality, mainly 

between 1989 and 1992.
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Figure 9A.2.1 Mean income per capita o f  households 
by gender o f the household head. 
Venezuela, 1989-1997 
Source: OCEI, Household Surveys 
1989, 1992, 1995 and 1997
(author’s calculations).

Table 9A.2.5 shows what happened in the composition of both the bottom and the top 

quintile by gender^. Changes were not dramatic and were registered only in female

headed household representations. There was a clear over-representation of female

headed households in the bottom quintile, being more than one and a half its 

proportion in the whole population during 1989-1992, a representation that decreased 

over the period 1995-1997. Their representation in the top quintile slightly improved 

throughout the period 1989-1997 as a result of the gap reduction between mean 

income of male households and female households shown in Figure 9A.2.1.

Table 9A.2.5 Relative representation o f  household groups by sex o f  the household head in the

Sex-group Bottom quintile Top quintile
1989 1992 1995 1997 1989 1992 1995 1997

Mate 0.8 0.8 0.9 0.9 1.1 1.1 1.1 1.1
Female 1.7 1.6 1.3 1.3 0.6 0.7 0.9 0.8

Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

I also examined the composition o f the bottom and top decile and I found no significant difference in 
terms o f proportions and changes with quintile compositions.
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The observed improvement in the position of female-headed households relative to 

male-headed households in the income distribution is associated with the fact that 

female workers have improved their level of education more rapidly than their male 

counterparts, as was shown in Chapter 6 (see Table 6A.L8). In fact, between 1989 and 

1997, among male household heads, the proportion of those with higher education 

increased only by 1 percent (from 9 percent to 10 percent), while among female 

household heads the proportion doubled from 4 percent in 1989 to 8 percent in 1997. 

This meant that the increase of household heads with higher education was mainly 

female^. Since, as was shown in Chapter 7, years of schooling of the household head is 

positively associated with household income per capita, 1 can safely say that the 

improvement in education of female household heads relative to male household heads 

explains the reduction of the gap between the position of households headed by males 

and those headed by females in the income distribution in Venezuela during 1989- 

1997.

Therefore, an equalising contribution of the gender partition to overall inequality might 

be expected between 1989 and 1995, driven by an improvement in the economic 

position of female-headed households, and mainly at the lower end of the distribution. 

However, it is worth saying that, since these changes were not dramatic, the magnitude 

of this contribution might have not been very large, as suggested by Table 8.7 (Chapter 

8).

1 now look at the family type according to whether the household head is single or not, 

and with or without children living in the household. Table 9A.2.6 shows that the 

relative concentration of income by family type was fairly stable during the period 

1989-1997. Households with no children, whether being a couple or single, over

concentrated income relative to their proportion in the whole population, while the 

relative concentration of income of households with children is, on average, half that 

of the respective type of family with no children during the whole period.

 ̂In 1989, among the total population, the proportions o f male and female household heads with higher 
education were 8 and 1 percent respectively, while in 1997 these proportions were 8 and 2 percent 
respectively (all calculations were made by the author using the household survey data provided by 
OCEI).
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Table 9A.2.6 Relative concentration o f income o f household groups by family type.
Venezuela, 1989-1997

Type of family 1989 1992 1995 1997
Couple, no children 1.7 1.6 1.6 1.7

Couple with children 0.9 0.8 0.8 0.8
Single, no children 1.3 1.4 1.5 1.4

Single with children 0.7 0.7 0.7 0.7
Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Couples with no children are poorly represented in the bottom decile but heavily 

represented in the top decile, whereas the opposite happens in the case of single-parent 

families who are over-represented in the bottom decile but poorly represented in the 

top decile (Table 9A.2.7). However, no significant change is registered in the 

representations of these two groups in both deciles throughout the whole period 1989- 

1997. An exception is the couples with no children, who slightly dropped their 

representation in 1992 in the top decile as a result of the greater fall in their mean 

income relative to that of other groups during 1989-1992 (Table 9A.2.8). This suggests 

that the fall in their mean income might have affected the top end of the income 

distribution of this group, rather than the lower end. Couples with children were under

represented in the bottom decile during 1989-1992, equalising this representation to 

their proportion in the whole population towards 1995 and 1997, whilst they were 

constantly under-represented in the top decile during the whole period 1989-1997.

Table 9A.2.7 Relative representation o f  household groups by fam ily types in the bottom and top 
deciles. Venezuela, 1989-1997

Type of family Bottom decile Top decile
1989 1992 1995 1997 1989 1992 1995 1997

Couple, no children 0.6 0.6 0.5 0.4 2.7 2.4 2.4 2.2
Couple with children 0.8 0.8 1.0 1.0 0.6 0.6 0.6 0.7

Single, no children 1.9 1.6 0.7 0.8 1.8 1.9 2.0 1.8
Single with children 1.7 1.7 1.6 1.6 0.4 0.3 0.3 0.5

Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Only households headed by single people with no children registered a dramatic 

change in their representation in the bottom decile, which dropped from nearly twice 

its proportion in the whole population in 1989 to 1.6 in 1992, and then to 0.7 in 1995. 

This improvement in the relative position of single households with no children in the
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income distribution seems to have been the consequence of it being the only group 

increasing its mean income during 1989-1992, while the whole population was facing 

an average reduction of 6.2 percent, and then registering the lowest reduction in mean 

income relative to other family types during 1992-1995 (Table 9A.2.8). However, 

notice that, despite being over-represented in the top decile, the improvement 

registered by single households with no children in this decile was less dramatic than 

that in the bottom decile, suggesting that the improvement observed in their mean 

income during 1989-1992 might have been coming through increased incomes at the 

bottom end of the income distribution of this group rather than at the top end.

Table 9A.2.8 Proportional changes in mean income p er  capita^ o f  household group  
by fam ily type. Venezuela, 1989-1997^

Family type 1989-92 1992-95 1995-97 1989-1997
Couple, no children -14.3 -23.3 -3.0 -36.3

Couple with children -9.2 -25.3 -4.7 -35.3
Single, no children 1.7 -23.0 -6.0 -26.4

Single with children -6.0 -25.6 -3.2 -32.3
Total -6.2 -25.4 -4.7 -33.3

'At 1990 prices.
^All figures are given in percentages.
Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

9A.2.3 Labour force status

Table 9A.2.9 shows both population shares and relative concentrations of income by 

labour force status. Between 1989 and 1992 the major changes in population shares 

are related to the unemployed and inactive groups. While the proportion of 

households headed by the unemployed dropped by 12 percent in 1992, in line with 

the fall in the unemployment rate during 1989-1992 (see Table 5A. 1.3, Chapter 5), 

the inactive group increased their population share by nearly the same proportion 

during the same period. But the significant changes occurred had by 1995, when the 

proportion of both the unemployed and the inactive group increased in total 

population by 26.6 percent and 15.8 percent respectively. These changes might be a 

reflection of the increasing number of, not only redundant workers, but also those 

discouraged to seek jobs as a result of the deep recession that the Venezuelan 

economy faced during this period, and which led to a significant rise in the
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unemployment rate between 1993 and 1995 (Table 5A. 1.3, Chapter 5). By 1997, a 

slight diminution in the proportion of both the unemployed and the inactive groups is 

observed, reflecting the economic recovery already discussed in Chapter 5. However, 

the relative concentration of income did not change significantly between 1989 and 

1992, although it did by 1995 with the households headed by the unemployed being 

the most affected group whose relative concentration of income dropped by 33.3 

percent. Indeed, this group registered the deepest deterioration in its mean income 

during 1992-1995 (Table 9A.2.11).

Table 9A.2.9 Population shares and relative concentration o f  income p e r  capita o f  
household groups by labour force status o f  the household head. Venezuela, 
1989-1997

Population shares (%) Relative concentration o f income
1989 1992 1995 1997 1989 1992 1995 1997

Employed 75.7 74.4 69.9 71.5 1.1 1.1 1.1 1.1
Unemployed^ 7.3 6.5 8.1 7.9 0.9 0.9 0.6 0.7

Inactiv^ 17.0 19.1 22.0 20.7 0.6 0.7 0.8 0.7
Total 100 100 100 100 1.0 1.0 1.0 1.0

Includes first time job seekers.
^ h e  group o f households whose heads were out o f the labour force.
Source:
OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Looking at what happened in the bottom decile (see Table 9A.2.10), it is surprising 

that there was a significant fall in the over-representation of the inactive group in this 

decile between 1989 and 1995, despite their proportion in total population increasing 

during the same period. The explanation is found in Table 9A.2.11, which shows that 

the mean income of the inactive increased during 1989-1992, and that it was the 

group least affected by the income deterioration that was experienced by the whole 

population between 1992 and 1995, allowing this group to move up in the 

distribution of income. In fact, the inactive were pushed out of the bottom decile by 

the unemployed group (see Table 9A. 1.9, Appendix 9.1), whose main income had 

dropped dramatically by 1995, thereby changing their representation in the bottom 

decile relative to their share in total population from not being over-represented at all 

during 1989-1992, to being 2.5 times over-represented by 1995. The representation 

of the employed group in the bottom decile was small throughout the period 1989- 

1997.
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Table 9A.2.10 Relative representation o f household groups by labour force status o f the

Bottom decile Top decile
1989 1992 1995 1997 1989 1992 1995 1997

Employed 0 .5 0 .6 0 .6 0 .6 1.1 1 .0 1.2 1.2
Unemployed^ 0 .8 0 .9 2 .5 2 .4 0 .8 0 .9 0 .4 0 .7

Inactive^ 3 .3 2 .7 1.7 1.9 0 .5 1 .0 0 .6 0 .5

^Includes first time job seekers.
^ h e  group o f  households whose heads are out o f the labour force
Source: OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

The picture for the top decile is somewhat different. The employed group was 

slightly over-represented during the period 1989-1997, whilst the inactive group was 

under-represented, with both representations being fairly constant throughout the 

period. The significant changes occurred for the unemployed who reduced their 

representation in the top decile by more than 50 percent between 1992 and 1995, and 

then recovered it by 1997. This behaviour of the unemployed in the top decile is 

consistent with its behaviour in the bottom decile. The dramatic drop in their mean 

income, observed earlier, explains also the reduction in their representation in the top 

decile during 1992-1995. But the recovery in their main income registered by 1997 

(Table 9A.2.11) seems to have affected more the upper tail of the distribution for this 

group than the bottom one, since the proportional change in its relative representation 

in the top decile was much higher than that in the bottom decile.

Table 9A.2.11 Proportional changes in mean income p e r  capita^ o f  household  
groups by labour force status o f  the household head^. Venezuela, 
1989-1997

1989-92 1992-95 1995-97 1989-97
Employed -7 -24 -3 -35

Unemployed^ -3 -48 6 -49
Inactive* 6 -13 -15 -26

Total -6 .2 -25 .4 -4 .7 -33 .3

^At 1990 prices.
 ̂A ll figures are given in percentages.

^/ncludes first time job seekers.
"'The group o f  households whose heads are out o f the labour force
Source: OCEI, Household Surveys 1989, 1992, 1995, and 1997 (author’s calculations).

Summarising the trends observed above, one can say that, between 1989 and 1992, 

the labour force status partition might have had an equalising contribution to overall 

inequality driven by the improvement in the position of the inactive group at the 

lower end of the distribution, while between 1992 and 1995 the contribution might
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have been inequalising driven by the significant impoverishment of the group of 

households whose heads were unemployed at the lower end of the income 

distribution. The contribution of changes between sub-groups according to labour 

force status might have been insignificant during 1995-1997.

9A.2.4 Regional changes^

In this section the attention concentrates on changes according to the regional 

location of households. Just as one would have expected, as this analysis is focused 

on a short period of time, no significant changes in the regional composition of the 

population is observed during 1989-1997 (see Table 9A.1.16, Appendix 9.1). The 

relative concentration of income by region did also not change significantly during 

the same period. With the exception of both the Capital region, which increased its 

over-concentration of income, and the Central West region, which had lowered its 

under-concentration of income by 1997, the remaining regions kept their relative 

concentration of income fairly stable, neither over-concentrating nor under- 

concentrating income significantly, throughout the whole period 1989-1997. The 

Capital region held the position of being the best-off of the country during the whole 

period 1989-1997, whilst Central West ended up as the worst-off by 1997. In fact, the 

gap between the mean income of households located in the Capital and that of those 

households located in most of the other regions widened, except with respect to those 

households located in Zulia, Andean and the Northeast regions (see Table 9A.1.18, 

Appendix 9.1).

It is not surprising that the richest region (Capital) is under-represented in the bottom 

decile and over-represented in the top decile, representations that gradually decreased 

and increased, respectively, with this behaviour being a reflection on the widening 

gap between the Capital region and most of the remaining regions, as already 

observed above. Contrary to this, the Central West region gradually increased its 

representation in the bottom decile, it ending up as the region with the highest 

relative representation in this decile by 1997. It slightly decreased its representation

The results o f the calculations are presented in Appendix 9.1.
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in the richest decile, thereby sharing with the South region the lowest relative 

representation in the top decile by 1997, confirming its status as the poorest region of 

the country by this year. This impoverishing of the Central West region is a reflection 

of the significant deterioration of its mean income between 1992 and 1997 (see Table 

9A.1.18, Appendix 9.1), which, according to the previous observation, seems to have 

affected more the lower end of the income distribution than the upper end.

The Andean households reduced significantly their representation in the bottom 

decile, from twice their proportion in the total population in 1989, to be under

represented in this decile by 1997, whilst its representation in the top decile slightly 

improved during the same period. Since Zulia is the region in which the main oil 

industry is located, it is not surprising that the position of Zulian households in the 

income distribution mirrors the ups and downs of the oil industry as a result of the 

vagaries of oil prices (see Tables 5A. 1.4 and 5A. 1.9, Chapter 5). In fact, the relative 

representation of the Zulian households in the bottom decile has experienced swings 

during 1989-1997, being over-represented in 1989 and 1995 and under-represented in 

1992 and 1997. These swings are consistent with the cyclical behaviour of the mean 

income per capita of Zulian households during 1989-1997 (see Table 9A.1.18, 

Appendix 9.1). However, the relative representation of Zulia in the top decile 

gradually increased during 1989-1997, suggesting that the bottom end of the income 

distribution in the Zulia region is more sensitive to the ups and downs of the oil 

industry than the top end. The Northeast region significantly reduced its over

representation in the bottom decile, while doubling its relative representation in the 

top decile, suggesting that there was a general improvement in the position of 

households located in the Northeast region. Finally, the Guayana region reduced its 

over-representation in the top decile during 1989-1992 to be not over-represented at 

all in this decile by 1997, although its representation in the bottom one did not 

change significantly during the whole period 1989-1997. This means that the 

significant deterioration in mean income per capita of households located in the 

Guayana region, as observed during 1992-1995, affected the top end of the Guayana 

income distribution rather than the bottom end.
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The changes described above suggest that between 1989 and 1992 the partition by 

region might have provided a slightly equalising contribution to the overall inequality 

(driven mainly by the improvement registered), at the lower end of the distribution, 

by both Zulian households and those located in the Northeast region. Despite the fact 

that the Adean households improved their economic position at the lower end of the 

distribution between 1992 and 1995, the contribution of the partition by region 

during this period might have been inequalising, since, at the lower end, Zulian 

households deteriorated significantly their economic position along with households 

located in the Central West region. During 1995-1997, the improvement by 

households located in the Capital region (the richest), and mainly at the upper tail of 

the distribution, along with the deterioration of the economic position of households 

located in the Central West region (the poorest), and mainly at the lower end of the 

distribution, might have been responsible for a possible inequalising contribution of 

the region partition to overall inequality. Despite this, Zulian households improved 

their economic position at the lower end of the distribution. Unfortunately, these 

effects were not formally measured in Chapter 8, due to the over-representation 

problem, as was stated in Chapter 4.
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CHAPTER 10 

Conclusions

As argued in Chapter 2, there are deficiencies in compressing the different features of 

inequality into a single indicator of well-being. Since the data available does not provide 

information on either consumption or expenditure, in analysing the relationship between 

economic growth and income inequality in Venezuela, this research has focused on 

potential command over resources, with income used as a measure of the potential living 

standard of households.

The research was aimed not only at analysing the distribution of income in Venezuela in 

depth, seeking to explain both the level of income inequality and why the changes in 

inequality occurred -which has been indeed the main purpose, but also at establishing 

the connections between these changes in inequality and economic reforms during the 

period 1989-1997. This subject is highly relevant in Venezuela’s present economic 

environment, since in 1989 the economy experienced a very important shift towards 

economic liberalisation which was supposed to be an alternative to the previous model 

of growth based on the state protection, government controls and high dependency on 

the oil industry. Despite the bonanza generated by the oil industry, the previous model 

failed to generate widespread welfare improvements for the whole population. Thus, 

given that the level of income inequality indeed increased between 1989 and 1997, and 

as currently the Venezuelan economy is undergoing a process of major political and 

economic change, this is the right time for the current government, that took office in 

1998, to redefine the type of economic growth and to launch effective policies aimed at 

containing further increases in income inequality.

The main problem that any research faces when trying to analyze the connections 

between economic reforms and income inequality, is that it is impossible to identify all 

the channels through which the reforms might have affected the distribution of income. 

Moreover, the effects of economic reforms might be seen in the short, medium or long
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term. This means that some of the changes in income inequality observed in the period 

on which this research is focused might have been the result of economic changes that 

occurred in previous periods. As a consequence, it becomes impossible to verify if these 

changes observed in income inequality are directly connected with the introduction of 

specific economic measures launched in this period, which in turn makes it difficult to 

design policies to tackle the problem. Therefore, the objective of this research was not to 

identify all those channels, particularly given the substantial information constraints 

discussed in Chapter 4. Instead, it approached this issue by focusing on an analysis of 

the changes in the position of groups of households in the distribution of income, and 

measuring the contribution made by these changes to overall inequality in 1989-1997 in 

light of the economic changes that took place between these years. By assigning 

responsibilities to specific groups for changes in inequality, it becomes easier to design 

policies aimed at reducing income inequality and targeting these specific groups that 

underpin such changes.

The literature reviewed shows that there is no definite relationship between economic 

growth and inequality in the distribution of income, and that we cannot generalise about 

causal links between growth and inequality. This is why analyses of inequality changes 

within individual countries, rather than approaches such as cross-country studies using 

aggregate data, are perhaps among the best contributions in the search for the channels 

through which economic growth affects income inequality. According to some 

empirical evidence reviewed in Chapter 3, depending on whether the country is rich or 

poor, or on whether the analysis focuses on the short- or long- term, the relationship can 

be found to be positive or negative. Thus, the specific characteristics of a country and 

the “type” of economic growth emerge as plausible explanations for this indefinite 

relationship, which is in line with the hypothesis set out in Chapter 1.

The theoretical debate around the possibility of finding "economic laws" that seek to 

describe the path of the distribution of income in the course of economic growth 

highlights savings as the key variable, not only in explaining economic growth itself, but
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also in establishing links with the distribution of income. Based on the experience of 

today’s DCs, and under the basic assumption that only the upper-income groups save, 

the Kuznets hypothesis has been at the centre of the contemporary debate. The 

hypothesis states that inequality increases in the early stages of economic growth, 

becomes stable for a while and then decreases in later stages. Attempts to translate to the 

LDCs context the experience of today’s DCs found theoretical support on the Lewis 

Model, which states that accumulation of capital must take place in the modem sector, 

regarded as the engine of growth, assuming the existence of an unlimited supply of 

labour which makes feasible maintaining wages at subsistence level. Thus, the basic 

argument was that higher inequality accelerates growth and, since LDCs are regarded as 

being in the first phase of economic growth, high levels of inequality are unavoidable in 

the developing world context.

However, the Venezuelan economy does not meet all these conditions. Chapter 5 

showed that the oil crises strengthened the government intervention, producing an 

inefficient private sector protected by a state which has commonly applied demand 

expansion through government spending policies to stimulate economic growth, even 

during the period 1989-1997 when a shift towards a market-oriented economy was 

experienced. The increase in government expenditure often led to the increase in 

external debt to finance a fiscal deficit. Thus, the Venezuelan economy has been 

characterized by a powerful oil industry, a weak manufacturing sector, and a relatively 

high importance of the service sector within the production structure, taking into account 

its degree of economic development.

These characteristics provide evidence that economic growth in Venezuela depends 

more on foreign exchange coming from both the oil industry and external debt, and also 

on public sector spending rather than on domestic savings and a dynamic manufacturing 

sector. This makes those theoretical explanations based on the Lewis model implausible 

in the Venezuelan case. Therefore, these specific characteristics of the Venezuelan 

economy also determine specific channels through which the distribution of income
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might be affected by economic growth. The increasing significance of the informal 

sector in total employment is a reflection of these specific characteristics. In fact, this 

research found that differences between formal and informal employment are relevant in 

explaining income inequality changes.

According to some empirical works reviewed by this research, education, the most 

relevant variable in explaining income differentials among individuals in most countries, 

lost explanatory power in Venezuela during the 1970s and 1980s. Chapter 6 revealed 

that behind this loss of explanatory power of education is the trend towards higher levels 

of education and less unequal access to it by Venezuelan workers, which has also 

increased the number of well educated unemployed. This improvement in education has 

been more remarkable among female workers, which has reduced the gap in education 

differentials between men and women leading to a reduction in income differentials 

between households headed by men and those headed by women, given the positive 

association between years of schooling of the household head and the level of household 

income, as shown in Chapter 7. In addition, this process of diminishing inequality 

between male and female household heads has been influenced by the added worker 

effect, which has been larger on female labour force participation than on male labour 

force participation, especially during recessions. Thus, this trend explains also the 

diminishing relevance of gender as an explanatory variable of income inequality in 

Venezuela, which was found negligible in both 1995 and 1997.

Chapter 6 also showed that the leader role played by the government sector in 

employment creation has changed since the mid-1980s, due to the oil-revenue instability 

and the economic crisis during the 1980s, which led to explicit efforts of reducing 

government interventions in the economy.

Likewise, since the early 1980s, there has been a significant increase of the informal 

sector share in total employment which has been stressed during recessions. However, 

during the years of economic recovery, the informal sector kept growing which was the
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result of an economy that has been supported mainly by the oil industry, which is a 

capital intensive activity and demands mainly skilled labour, and has not induced 

development of those sectors which are able to generate employment for unskilled 

workers, such as the manufacturing and construction sectors. Since a positive 

association between informality and inequality has been found in Venezuela, as shown in 

Chapter 6, and given the significance of the differences between formal and informal 

sector in explaining income inequality, that was found in chapters 7, 8 and 9, the fact 

that informality has been expanding continuously seems to be a suitable explanation for 

inequality increases during recessions, and the reason why economic growth has been 

ineffective in reducing income inequality. This might be the explanation, in the specific 

case of Venezuela, for a trend that has been observed also in other Latin American 

countries, as commented on in Chapter 3. In fact, both informality and inequality 

significantly increased between 1992 and 1995, a period during which the Venezuelan 

economy was facing recession, and both kept growing through to 1997, despite the 

economic recovery registered during that year.

A first step towards identifying explanatory variables behind the observed inequality in 

Venezuela was given in Chapter 7, which offers a detailed description of the distribution 

of income in 1997. The analysis attached no major relevance to differences between 

households based on age, gender and labour force status. However, there were 

significant differences between the youngest (under 21) and the oldest (over 70) groups 

compared with other age groups. Similarly, households headed by women with children 

were more likely to be in the lowest income groups. Differences according to the region 

in which the household is located were not found to be very promising for explaining 

much of the overall inequality, although there was a significant difference between both 

the Capital (the richest region) and the Central West (the poorest region) and the rest of 

the country. Likewise, despite that the analysis suggested a low explanatory power for 

the partition of the population of households according to the size of the enterprise for 

which the household head works, a significant difference between the group of
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households whose heads worked for enterprises with less than five workers and the rest 

of the categories was observed.

Given that enterprises with less than five workers is one of the components of the 

informal sector, the latter result is interesting, since it gives support to the view that the 

differences between households whose heads were working in the growing informal 

sector, and those headed by workers in the formal sector, are relevant in explaining 

income inequality in Venezuela. However, at this stage of the analysis, the partition by 

education level of the household head seemed to be the partition most promising in 

explaining a larger part of total income inequality, since it was found that the mean 

income of the group of households whose heads had the highest level of education was 

2.7 times higher than the population mean income and, whilst sharing only 7 percent of 

the total population, they accounted for 20 percent of total income in 1997 (Table 

7A.1.1). Differences as large as these were not observed between groups of households 

according to any other partition. The relevance of education was reinforced by the fact 

that the group of households whose heads were professionals, and who usually hold a 

higher education degree, was found to be the best-off group, according to occupation 

category, which drove the contribution of this partition to overall inequality.

Also, the results of Chapter 7 suggested a relevance of the partition by worker category 

in explaining the level of total income inequality through the significant differences 

observed between households whose heads were either bosses or employers and the rest 

of the categories, as well as through the differences between households headed by 

manual workers in the government sector and those whose heads were manual workers 

in the private sector, the latter being the worst-off group. Likewise, the differences 

between households according to the economic activity in which the household head was 

involved seemed to be relevant for overall inequality, especially due to the disparities 

observed between the group of households with heads working in either financial 

services or the petroleum sector (the best-off groups) and those with heads involved in 

agricultural activities (the worst-off group) and the rest of the activities.
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For all partitions that revealed significant differences between groups, the disparities 

were more remarkable at the fifth quintile of the income distribution, suggesting higher 

levels of inequality at the upper tail of the distribution.

Part of Chapter 8 was devoted to formally measuring the contributions of each partition 

to total inequality in order to assess their relevance in explaining the level of overall 

income inequality. The results confirmed the significance of the worker category 

partition, as observed in Chapter 7, explaining more than one fourth of total inequality in 

1997, through the differences between the groups of households headed by either bosses 

or employers and the rest of the groups. Since enterprise owners are included in the 

bosses or employers group, this result suggests the relevance of the ownership of 

physical capital in determining the position of households in the distribution of income. 

Also, the analysis regarding the level of education and occupation category of the 

household heads highlighted the relevance of the ownership of human capital in 

explaining income differentials between households in 1997. However, the static 

decomposition did not reveal a remarkable contribution of the partition by economic 

activity to the level of overall inequality in 1997, as the differences observed in Chapter 

7 suggested, although this partition registered the second largest explanatory power in 

both 1989 and 1992, during which the worker category partition explained the largest 

proportion. The comparison of results between 1989 and 1997 revealed that both the 

economic activity and type of employment partition lost explanatory power between 

these years, while worker category, level of education and occupation category increased 

their relevance in explaining the level of overall inequality. It is interesting to notice 

that the finding of education increasing its explanatory power between 1989 and 1997 

seems to contradict the trend observed by other authors during the 1970s and 1980s or, at 

least, suggests that the trend has reversed during the 1990s.

Some variables can be relevant in explaining the level of overall income inequality, 

while irrelevant in explaining inequality changes and vice versa. This means that the 

differences between groups of households which are responsible for the contribution of
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some specific partition to the level of total inequality might be different from those 

groups which are driving the contributions to inequality changes. This distinction is 

relevant to policy making since having knowledge of the former helps to design policies 

aimed at reducing the level of inequality in the long term, looking at the structure of the 

income distribution, while the latter is useful in clarifying the effects of economic 

changes on income inequality, and thereby helps in policy making aimed at either 

preventing further deterioration of the income distribution or reducing the level of 

inequality in the short term. Therefore, based on findings regarding the partitions 

according to worker category, level of education and occupation categories, as discussed 

earlier, this research allows the conclusion that the structure of the income distribution in 

Venezuela is linked with the ownership of physical and human capital, and that policies 

that attempt to reduce the level of inequality in the long term should target the 

distribution of physical and human capital among the population.

Chapter 9 focused precisely on identifying sub-group responsibilities for overall 

inequality changes, and which were formally measured in Chapter 8 using 

decomposition techniques of inequality changes. The analysis revealed that the causes of 

inequality changes in fact varied from one sub-period to another. During the period 

1989-1992 income inequality slightly diminished mainly as a result of the improvement 

in the position of the poorest decile of the population, while during 1992-1995 inequality 

increased due to the significant improvement in the position of the richest decile, along 

with a less significant improvement in the position of the poorest decile. Between 1995 

and 1997 a further increase in inequality was registered mainly due to further gains by 

the richest decile, along with an improvement in the position of the ninth decile, and at 

the expense of the remaining groups of the population. However, it is important to 

highlight that during the whole period 1989-1997 all deciles significantly deteriorated 

their mean incomes, meaning that the economic process during this period implied a 

deterioration in the living standard for the whole population which was accompanied by 

an increase in income inequality.
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Focusing the attention on both the bottom and top decile of the income distribution, the 

analysis revealed sub-group responsibilities for inequality changes during each sub

period, which in the context of the economy trends discussed in Chapter 5, suggest the 

connections between economic changes and income inequality during 1989-1997, Thus, 

the improvement in the position of the poorest decile which led to the slight inequality 

reduction during 1989-1992, might have been, in part, the result of the introduction of a 

policy of targeted subsidies (described in Chapter 5) to the lowest income group, allied 

with an increase in wages aimed at counteracting the likely social impact of the 

economic measures included in the liberalisation programme launched in 1989. These 

policies might have contributed to the increase in the mean income of the poorest decile, 

whilst the rest of the population saw its mean income deteriorating, which was an 

expected effect of a higher inflation rate induced by increases in the interest rate and 

exchange rate adjustment, as discussed in Chapter 5.

However, it important to point out that, if the lowest-income group of the population was 

able to benefit from the social policies launched during this period, this might have been 

the result of an increase in formal employment at the lower end of the distribution. In 

fact, the economy also recovered during this period, specifically in 1991, when it 

achieved one of the highest growth rates among all the Latin American countries leading 

to a higher investment demand from the oil industry, which stimulated growth in both 

the construction and manufacturing sectors, as shown in Chapter 5. These two sectors, 

taken together, concentrated 23.2 percent of total employment by 1990 (Table 6.7) and 

their higher activity contributed to the drop in the unemployment rate between 1991 and 

1993 (Chapter 6). Taking into account that the majority of the employees in these two 

sectors are manual workers\ which constitute the lowest income group according to the 

partition by occupation category, especially those working for the private sector 

(chapters 7 and 9), and that the increase in the average proportion of labour earning

' In 1992, 77 percent o f households heads working in the manufacturing sector were manual workers, 
while this figure was 86 for the construction sector (author’s calculation using the 1992 household survey 
provided by OCEI).
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recipients per household between 1989 and 1992 was greater in the bottom decile^, it is 

safe to say that growth in the manufacturing and construction sectors contributed to the 

improvement in the economic position of the poorest tenth of the population which led 

to income inequality reduction during this period.

The analysis in Chapter 9 revealed that the group that drove this improvement at the 

lower end of the distribution was that formed by households with non-educated heads. 

This improvement of households with non-educated heads gives additional support to 

the view that the higher activity in the manufacturing and construction sectors might 

have favoured demand for non-skilled workers. But there was also a contribution to 

inequality reduction from the relative deterioration of the economic position of 

households whose heads had higher education, at the top end of the distribution, which 

was reflected in the loss of economic position registered by the group of households 

whose heads were working in the formal sector, reducing the gap between the formal and 

informal groups between 1989 and 1992. In fact, the dynamic analysis conducted in 

Chapter 8 attributed responsibility for overall inequality reduction to the expansion of 

the group of households whose heads were working in the informal sector, allied to the 

gap reduction in relative mean incomes between the formal and informal groups. The 

equalising effect of informal workers’ expansion does not contradict the previous 

conclusion about the equalising effect of the increase in formal employment at the lower 

end of the distribution. This is because the results suggest that this trend (in informality) 

was driven by the incorporation of higher educated workers to informal non-manual 

occupations which might have contributed to the expansion of both the informal sector 

(most likely at intermediate deciles, given their higher level of education)^, with an 

equalising effect according to the type of employment partition, and non-manual 

occupations, with an inequalising effect according to the occupation category partition, 

with the former being the dominant effect.

 ̂Notice that the relative representation o f the formal group in the bottom decile increased between 1989 
and 1992 (Table 9.8).
 ̂ The relative representation o f the informal group in the top decile slightly increased between 1989 and 
1992 (Table 9.8).
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It was shown in Chapter 5 that between 1992 and 1995 the economy was characterised 

by recession, accelerating inflation, capital flight, increasing unemployment and real 

wages deterioration, a situation that worsened as a consequence of the bank crisis that 

emerged during this period. The government reacted switching back to a fixed exchange 

rate, while price controls on basic goods and services were re-introduced. On the social 

side, the government intervened by increasing the nominal minimum wage in urban 

areas and introducing again food and transport subsidies for all workers with a wage 

equal to, or less than, three times the minimum wage.

However, income inequality increased during this period as a result of a significant 

improvement in the position of the top decile at an expense of the deterioration in the 

position of the intermediate deciles. Behind this behaviour might have been the 

increasing inflation rate allied with policies aimed at tackling the fiscal deficit, such as 

the creation of a temporary tax on bank deposits, the increase of the income tax rate, and 

the significant increase of the domestic gasoline price which widely affected the middle 

income groups, while one can expect that the richest decile might have been protected by 

the ownership of assets. In fact, households less endowed with assets are more 

vulnerable to the negative impact of high inflation rates, as well as the middle income 

groups being more likely to be affected by the increase in taxes and domestic gasoline 

price, since these groups use widely their own automobile as a means of transport and 

hold bank accounts, while the higher-income households (usually better endowed with 

assets) not only find themselves protected against inflation, but also can take advantage 

of the adverse economic situation and even improve their relative position in the 

distribution of income. In addition, as shown in Chapter 6, during this period of 

recession, there was a significant increase in the share of the informal sector in total 

employment, probably as a result of bankruptcy of small and medium size enterprises 

that pushed redundant workers into informal activities. As a consequence, there was an 

increased number of informal workers who were not able to benefit from policies such as 

wage increases and subsidies, as these policies (by definition) do not cover the informal
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sector of the population, as discussed in Chapter 5, leading to a further deterioration of 

their real mean income in comparison with that of the formal sector.

Indeed, Chapter 7 showed that the groups which had assets as an income source, besides 

labour earnings, were significantly over-represented at the upper tail of the income 

distribution, while the analysis in Chapter 9 identified the group of households whose 

heads had higher education, that is, those who possess human capital, as the group 

driving the improvement at the top end of the distribution between 1992 and 1995. On 

the other side, among the groups which deteriorated their economic position in the 

distribution of income. Chapter 9 found significant losses for households whose heads 

were working in the informal sector, widening the gap between the formal and informal 

group. However, the dynamic decomposition of overall inequality changes revealed that 

the unobserved factors were mainly responsible for inequality changes during this 

period, although the results showed a significant equalising effect driven by the rise in 

the number of households headed by informal workers, which continued through this 

period, but this effect was almost neutralised by the gap expansion in relative mean 

income between the formal and informal groups, consistent with the finding in Chapter 

9.

The policies targeted to the lowest income groups of the population that seemed to work 

during the period 1989-1992 did not produce the same effects during 1992-1995 and 

1995-1997, since their mean income deteriorated and inequality increased. In fact, the 

same type of policies such as subsidies, wage increases and bonuses (described in 

Chapter 5) that were applied during 1989-1992 targeting the lowest income group, were 

applied also in both 1994 (to counteract the adverse impact of recession) and 1996 in 

order to diminish the negative impact of the IMF agreed programme of stabilisation and 

structural reform launched in April that year. Despite that the economy started 

recovering by 1997, and that a new increase in both the general minimum wage and 

subsidies for workers in the private sector was approved, as it was shown in Chapter 5, 

the analysis in Chapter 8 revealed that the economic position of the lowest income group
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of the population significantly deteriorated and inequality in the income distribution 

increased further between 1995 and 1997. This shows that these policies were 

ineffective at counteracting the negative effect on the lowest income groups of economic 

measures such as price increases for privately provided services (electricity and 

telephone), increases in gasoline and fuel products, public goods and services, which 

drove the inflation rate to the record level of 103.2 percent in 1996 (Table 5A.1.3).

The key explanation can be found in the type of economic growth. In 1996, despite that 

the oil sector grew at 5.8 percent, the GDP decreased by 0.4 percent due to a reduction in 

non-oil activities, particularly those of the private sector. That year, the manufacturing 

and construction sectors decreased at 4.3 and 3.6 percent respectively (Table 5A. 1.4), the 

unemployment rate rose to 12.4 percent, and real wages depressed (Table 5A.1.3). In 

1997, thanks to the progress achieved in the petroleum sector, the GDP grew at 5.1 

percent, real wages recovered, but the rate of unemployment remained over 12 percent. 

In fact, unemployment decreased only in both the agriculture and social service sectors, 

while kept at the same level in the remaining sectors, with the exception of mining and 

petroleum in which the unemployment rate significantly increased to reach 14 percent 

(Table 6.3), but these two sectors share a very low proportion of total employment. This 

situation seems to have particularly affected the lowest income group for which the 

average proportion of labour earning recipients per household significantly decreased 

between 1995 and 1997, while the other deciles increased this proportion (Table 8.4). 

Also, the deterioration in the mean income of the bottom decile was more than five times 

the deterioration experienced by the whole population, while the top decile -more likely 

to be better endowed with physical and human capital- improved its mean income 

suggesting that the real wages recovery, registered by 1997, particularly benefited the 

upper tail of the income distribution. These trends translated into a significant loss of 

income share for the poorest decile and further gains for the richest decile, which were 

expressed in a further increase in income inequality between 1995 and 1997.

Therefore, despite the fact that the GDP grew, this growth was only the reflection of the
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oil industry growth (a sector that is capital intensive and skilled labour demanding) 

which, during this period, did not induce growth in those sectors which are able to create 

employment for unskilled workers, keeping high both the unemployment rate and the 

proportion of informal employment. Since the latter group is over-represented at the 

lower end of the income distribution (as shown in Chapters 7 and 9), and given that this 

population is outside of the coverage of both the social policies aimed at protecting the 

lowest income groups and the social security system (as discussed in Chapter 5), the 

economic situation of the poorest groups of the population deteriorated further, 

suggesting the ineffectiveness of those social policies.

The analysis in Chapter 9 revealed that the gains by the richest decile between 1995 and 

1997 were driven by both the group of households whose heads had higher education 

and households headed by either bosses or employers. This finding gives support to the 

view that the ownership of physical and human capital is a relevant factor explaining the 

further gains in the distribution of income by the top decile. In fact, the dynamic 

analysis results attributed the largest contribution to the increase of overall inequality 

between those two years to the gap expansion between relative mean incomes of 

households headed by either bosses or employers and those headed by the other 

categories of workers. Likewise, Chapter 8 showed that, although to a lesser extent, 

there was a relevant contribution from increases in relative mean income of households 

headed by professionals with higher education, and those whose heads were involved in 

activities such as Financial Services, Petroleum, and Electricity, Gas and Water, which, 

as being better paid, share the lowest proportion of total employment.

On the other hand, the losses experienced by the lowest income groups between 1995 

and 1997 came through a deterioration of the economic position of the group of 

households headed by the self-employed, part of which is a component of the informal 

sector. The fact that the self-employed was the group which drove the losses at the lower 

end of the distribution explains why policies aimed at counteracting the negative impact 

of economic measures on the distribution of income were ineffective, since policies such
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as minimum wages, bonuses and subsidies do not reach the self-employed, as discussed 

in Chapter 5.

It is important to highlight that it is the deterioration of the relative mean income of the 

informal sector, and not its expansion, that has contributed to overall inequality 

increases. The growing number of households headed by workers in the informal sector 

has had, indeed, an equalising effect along the whole period 1989-1997, which joined the 

gap reduction in relative mean income between the informal and formal group during 

1989-1992, but the widening of this gap between 1992 and 1997 has more than 

counteracted the reallocation effect. This is an expected result since informal workers are 

not protected by the social security system, or by social policies aimed at counteracting 

the negative impact of economic changes on lower income groups, meaning that the 

adverse economic situation has a stronger effect on this group at the lower end of the 

distribution. Therefore, the effect of informality on overall income inequality is not due 

to the increasing number of informal workers, but to the increasing income differences 

between formal and informal groups, especially at the lower end of the distribution, 

given the lack of controls on the latter.

Summarizing, this research set out to demonstrate that the deterioration in income 

distribution, and the ineffectiveness of policies aimed at counteracting the likely negative 

impact of economic changes on the lowest income groups, were the result of, on the one 

hand, a type of economic growth that relies on skilled and capital intensive activities 

and, on the other, the existence of a significant informal sector. Taking into account the 

limitations of this research, the empirical analysis presented in this thesis gives support 

to the view set out above. The results show that when economic growth induced growth 

in economic sectors such as manufacturing and construction, increasing the level of 

formal employment (mostly manual workers), the economic position of the lowest 

income groups improved and income inequality decreased, although only slightly (or, at 

least, inequality did not increase), despite the economy was still facing high rates of 

inflation. In contrast, during recession times, when unemployment increased and
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inflation rose further, the economic position of the lowest income group deteriorated, as 

expressed in losses by households headed by workers in the informal sector at the lower 

end of the income distribution, while those groups better endowed with human and/or 

physical capital, such as the higher educated and boss and employer groups, improved 

their relative position in the distribution of income, yielding income inequality increases. 

Likewise, when economic growth relied only on sectors such as Petroleum and Financial 

Services, which are skilled labour demanding and share very low proportions of total 

employment, and when no reactivation of those sectors capable of absorbing greater 

proportions of manual workers was induced the level of unemployment remained high 

and the informal sector grew, being only those groups better endowed with human 

and/or physical capital who enjoyed the advantages of economic growth, while the 

economic position of the lowest income group deteriorated further, yielding further 

increase in income inequality.

Despite that some scholars have argued that education has been losing explanatory 

power for the inequality level in Venezuela over time, this research has found that the 

level of education is still relevant in explaining income differentials between households. 

The relevant contributions of the worker category, level o f  education and occupation 

category partition to the level of overall inequality, driven by the economic position of 

households headed by bosses or employers, higher educated individuals and 

professionals with higher education, respectively, allow the conclusion that the 

ownership of human and/or physical capital were the main determinants of the location 

of each household in the distribution of income in Venezuela during 1989-1997. In 

addition, the analysis showed that those households better endowed with human and/or 

physical capital improved their relative position during the recession time (1992-1995), 

as being the group able to acquire the largest benefits of a type of growth that relied on 

capital intensive activities.

Also, the results give evidence for the ineffectiveness of policies targeted to the lowest 

income groups of the population, applied during the period 1989-1997, in improving the
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distribution of income or at counteracting the negative effect of economic changes. The 

reason being is that the Venezuelan economy has been characterised by the presence of a 

growing informal sector, which is over-represented in the lowest income group of the 

population, and policies such as subsidies, bonuses and minimum wages do not reach the 

self-employed, part of which is a component of the informal sector, as stated earlier, 

while workers in micro-enterprises (less than 5 workers), being the other component, are 

not in the position to receive the benefits from these policies, since these enterprises are 

more likely to face financial restrictions or their workers find themselves unprotected 

due to the lack of government regulation over these enterprise activities.

The experience of 1989-1992 suggests that those policies would help in diminishing the 

level of income inequality in a context of economic growth which is able to induce 

growth in those economic sectors that increase the demand for non-skilled labour. 

Therefore, a strategy aimed at diversifying the economy and channelling the benefits 

from the oil industry towards those sectors that stimulate employment expansion seem to 

be the best strategy to reduce the level of income inequality in Venezuela. Moreover, 

such a strategy might become an effective policy for poverty reduction if it is proven that 

poverty in Venezuela is positively correlated to inequality changes. Kakwani (1993) 

provides procedures for computing the elasticity of poverty measures with respect to 

inequality indices that could be applied in future research.

It is worth highlighting that this research faced an important information constraint 

which was that related to the source of income, as explained in Chapter 4. An analysis 

of inequality based on income source decomposition would be suitable to measure the 

contribution of self-employment income to overall income inequality, and to compare 

this contribution with those from wages and investment income, as well as to assess the 

relevance of incomes from transport and food bonuses which have been used as 

instruments to target the lowest income group of the population. This would shed 

additional light on the relationship that was the subject of this research. One way to look 

at this issue is to consider the proportion of each income source going to each income
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group, which would give a clear picture of how the different sources of income are 

distributed throughout the population. Another approach is following the methodology 

proposed by Shorrocks (1982) and applied by Jenkins (1995), Goodman, Johnson, and 

Webb (1997), and Coady and Wang (1997), among others. According to this approach, 

the contribution of each income source to overall inequality is determined by three 

separate factors:

1) Within-source inequality. Sources of income that are received by a small number 

of households are expected to have a high within-source inequality. Investment 

income would belong to this category.

2) The source share o f total income. Sources of income that share larger proportions 

of total income are expected to have a higher “factor share”. Wages is expected 

to fall in this category of income source.

3) Correlation. When high-income groups receive more income from a specific 

source than low-income groups do, one would say that this source is positively 

correlated with total income. One would expect income from transport and food 

bonuses to be negatively correlated with total income.

Through applying this approach, one would be in the position of examining the actual 

distributional impact of both self-employment, a significant part of which constitutes the 

informal sector, and income from bonuses, which is the usual instrument used by 

governments to intervene in the distribution of income. The trends in the Venezuelan 

economy, described in Chapter 5, has led to an increasing informal sector that suggests 

that changes for income sources besides wages might have increased their relevance for 

overall inequality changes, and deserve greater attention in future research. However, 

providing a comprehensive analysis of this issue requires good data. It would be a great 

advantage if the official statistical office (OCEI) provided in the household surveys 

information that enables total income to be broken down into, at least, the following 

categories: wages, social security benefits, pensions, self-employment income.
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investment income, and others. Also, it is important to take into account that both self- 

employment income and investment income are the sources most subject to under

reporting in household surveys. Therefore, the improvement of data should be given 

high priority by OCEI in order to contribute to research that can help design effective 

social policies.
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