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SOME DETERMINANTS OF CHANGING IHNCOME DISTRIBUTION
I COLOMBILA: 1930-1970

A. Berry

A, Evidence on Trends in Income Distribution from Point of Time Studies

As has been pointed out elsewhere, despite the fact that several useful
studies of personal and family distribution of income in Colombia have been
carried out at various points of time, it is difficult to use them in analysis
of over time changes in income distribution,l because of differences in method-
ology, different availability of data, etc. The most deggiled study~--by
Urrutia and Sandoval--refers to 1964, and reports that the top five percent of
income earners received about 28 percent and the bottom 50 percent received

about 13-14 percent.2
I

lSee Miguel Urrutia, "Resefia de los Estudios de Distribucion de Ingresos
en Colombia" Revista del Banco de la Republica, #508, Febrero, 1970.

2See Miguel Urrutia and Clara Elsa de Sandoval, 'La Distribucién de Ingresos
Entre los Perceptores de Renta en Colombia--1964," Revista del Banco de la
Repiblica, Julio 1970. The validity of this study receives support from the *
substantial similarity of the results achieved by Charles McClure in hls study
for the Musgrave tax commission report, using an independent methodolcgy.

To exemplify difficulties of comparison, mention may be made of a third study,
almost contemporaneous with the two just cited, and one which is interesting from
a number of points of view, even though its basic objective was not to estimate an
income distribution; it was carried out by the Ministry of Health, (see Ministerio
de Salud Publica, Estudio de Recursos Humanos Para la Salud vy la Educzacién Medica
en Colombia, Bogota, Asociacion de Facultades de Medicina, 1968). A comparison
of CEDE and Ministry of Health data for Bogota indicated to Urrutia (see Mighel
Urrutia, "Reseiia, op. cit.) that underestimation of incomes in the Ministry study
averaged close to 40 percent. The Ministry of Health distribution suggested
greater inequality, possibly due to heavy understating on the part of the low
income people. +Since the average income assumed for the Ministry's top income.
category.(which was open-ended in the study itself) came from CELE estimates,
understating there would not influence the differences between the two.

“..%<Bhe most recent income distirubution estimates (DANE, "La Distribucion de
Ingresos en Colombia,” Boletin Mensual de Estadistica #237, April 1971, p. 57)
seem to be substantially comparable to the Urrutia-Sandoval urban figures, but
appear to suffer from a severe underestimation of agricultural and rural incomes
(perhaps 30-40 percent) so that the distribution estimated for that sector and
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B. The Probable Worsening of Distribution, 1930s to early 1950s: Evidcrmea

A quite speculative guess might be that distribution (always very bad)
worsened from say 1930 until perhaps some time in the early 1950s. A number
of factors were probably working in this direction, and not fully offsct by
such factors as tended to operate in the opposite direction. We consider them
in turn.

I. The small but increasing size of the non-agricultural sector, with its
substantially higher average income than that of agriculture.l As of 1945, the
average income in agriculture was probably about 35-40 percent of that in non-
agriculture; in 1935 it was perhaps 30-35 percent,2 In 1964, the sgricultural

personal income distribution had about the same degree of inequality as the urban

Footnote 2 continued from page 1.
for the total economy are not comparable with the 1964 figures.
The first two attempts to rough out some information on distributicn of
income, by the World Bank mission headed by Lauchlin Currie in 1949 (international
Bank for Reconstruction and Development, Bases for a Development Proguam in
Colombia, Baltimore, Johns Hopkins, 1950 and the ECLA study (United Nations
Analysis and Projections of Economic Development: The Economic Develpopmant of
Colombia, United Nations, Geneva 1957) carried cut in the early 1950c bcih limited
themselves to presenting average incomes for broad groups, within which LHe dis=-
tribution would presumably be quite skewed; as a result they are not comparable
with later more detailed studies. The ECLA study did report that the 4.6 percent
of families paying income tax received 40.6 percent of total income--the tcp 5
percent of families might therefore have received 41 to 43 percent if those
figures were accurate (see discussion in Urrutia, Reseha, op. cit., p- 181).A

number of factors would have to be taken into account to compare such a figure

with those of the later studies, e.g., (a) when a group not specifically defined

as the 4.6 percent with the highest incomes has 40.6 percent of all income, then
die

the top 4.6 percent must earn more than the indicated percent; (b) the +ribution
is by families whereas most of the subsequent ones are by persomns; {(c) there was
probably some underestimation of total income in the ECLA study. Comparicon with
the current national accounts series suggests an underestimate of at least 10 per-
cent; if the income of taxpayers was correctly measured, their share of total
income might then be about 10 percent less than suggested by the figures taken
directly. (Of course there is plenty of doubt as to whether the tax baxed income
data would be accurate in the first place.)

1For a discussion of the relevance of the relative size of the two sectors

for changes in distribution, see A. Berry, "Déterminants Gejeralnt f~ OFh7oo en’la
Distribucion del Ingréso Duraaté el Proceso de Desarrollo” mimeo 1G73i.

2See A. Berry The Developument of the Agricultural Sector in Coloubhia, Ch. I,
forthcoming.




one when unemployed persons were included in the urban labor force,1 It is
probable that the family distribution was more unequal in agriculture; this is
suggested by the fact that when the unemployed were excluded from the urban labor
force, that distribution was less unequal than the agricultural one; since evi-
dence suggests that a good share of the urban unemployed are members of relatively
well-off families, it may be more appropriate to exclude them in making the com-
parison.2—>
C::;;;;;;.the agricultural income distribution appears to have been worsening
substantially over the period in question, whereas there is less evidence to
that effect (see below) in the case of the non-agricultural distribution, it may
therefore be speculated that the agricultural one was less skewed 30 or 40 years
ago than the non-agricultural one. If this was the case, the gradually increas-
ing share of people in thg non-agricultural sector would be expected to worsen
overall distribution both because of the difference in average incomes of the two
sectors and because of the greater inequality per se in the non-agricultural
distribution.

&  The evidence of slower income growth for unskilled labor than for other
groups, especially in agriculture. (This factor partially overlaps the one just
discussed.) .Between 1935 and 1968, average income per capita in agriculture probably

rose by about 150-175 percent while the daily wage in agriculture appears not

to have risen at all. (In 1938 the landless or nearly landless group

lSee Albert Berry y Alfonso Padilla, "La Distribucién de Ingresos Pro-

venientes de la Agricultura en Colombia,1960" in DANE Boletin Mensual de
Estadistia #234, Enero, 1971, p. XXI. The measure of inequality was the Gini
coefficient. The urban distribution data on which the comparison is based are
from Urrutia and Sandoval "La Distribucion de Ingresos," op. cit.

2”A.ppropriate” in the sense that the income distribution is being thought
of partly as a proxy for the “potential consumption" distribution. Even
though these white collar unemployed may have no income their consumption
may be relatively high.
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accounted for 47.5 percent of the total agricultural labor force; in 1951 it
was 55-57 percent.)l Whereas income per capita rose rather systematically over
the vhole post 1935 period, wages were lower in 1950 than in 1935 (hiave bottomed
out in the early 1940s); they did increase 15-25 percent over the post 1950

period, less than income per capita but not so dramatically less.

While wage statistics are scarce on the non-agricultural sector before the
1950s, it appears that in manufacturing, at least during the late 1940s and
early 503, the distribution of labor income was worsening; a compariscn of the
1945 and 1953 industrial censuses suggests that between those two years average
blue collar wages rose by about 25 percent while average white collar weges were
increasing by a phenomenal 100 percent.2 The rapid growth of manufacturing
during thes: years, and the particular focus on import substitution would be
expected to contribute towards such a redistributive impact (see below). Such
a comprrison (white collar vs. blue collar wages) cannot be made for the universe
of manufacturing firms before 1945; data from the firms reporting to DANE during

the period 1936-1942 {(between 400 and 1,000 according to the year) suggest

1

L

This figure includes family helpers in 1951;whether it does in 193§ is
urclear but it seems probable; when they are excluded the figures are of course
lower. Perhaps the most relevant ratio which can be derived from the ceasus
date ic "obreros/employers + independent farmers + obreros.” Thie was 50.5 in
1951 (excluding people not reporting their occupational position); the com-~
parable figure for 1938 is not deducible from the census, since fanily Lclpers
(assuming they are included at all) are not separated from paid workers. If
the family helper/paid worker ratio had been constant between thc two years,
the above indicator would have been about 43 percent in 1938. Since a number
of obreros ars sons who will inherit land, these ratios overestimate the per-
cent which might be thought of as a 'permanently landless class.” Further,
most of them have some land, so the line defining "landless' and "landed" is
a rather arbitrary omne.

The percentages referred to for 1951 appear not to have changed =zignifi-
cantly in subsequent years.

2Séé Albert Berry, “Trends in Real Wages in Colombian HManufacturing and
Construction,” forthcoming. dote that this figure does not mean thar vhite
collar earnings rose by 100 percent for a given occupation. There wes undoubted-
ly an upgrading of average education and training of the white collar workers
in this peviod. (The number of engineers and certain other professionais prob-
ably rose markedly).  Still the increase for the representative occupation
must have been substantial.




approximately a 5 percent increase in real wages for blue collar workers and a
10 percent decrease for white collar workers.l This would be consistent with a
pattern where the period of a rapidly widening white collar-blue collar differ-
ential began after World War I. This phenomenon was, as is well known, reversed
beginning some time in the early or mid 1950s.

The movement of average wages of government employees (a category so hetero-
geneous2 that it is doubtful that it can be given much interpretation) is some=~
what different (see Table 1); like that of white collar workers in manufacturing,
it seems not to have been increasing in the years preceding the end of World
War 1I; a five year moving average cf wages for all levels of governmment rises
moderately over the succeeding decade (1945-55) and more rapidly in the following
years. The movements are different for the different levels of govermment, in
particular the national government wage series moves rather differently from
those of the other two levels.3 One intevesting subgroup, the primary schcol
teachers underwent zeal wage declines during World War II, a rough constancy
till some time in the early 50s, then a rather rapid increase. Both this subset
of government workers and the category as a whole probably have substantial non-

market elements in the determination of their wages, with the result that these

1See Ibid.

2 . .
It includes professionals, teachers, police, street sweepers, and & host
of other categories.

3The figures here probably understatethe real increase through failure to

take adequate account of the increase in prestaciones sociales. HMoving aver-
ages are used since nominal wages tend to change in steps in the govermment
sector, with the result that real wages fluctuate rather violently and picbably
do not reflect short run market phencmena.
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Sources and Methodology for .Table 1.

The source for the nominal wages on which the data of this table are
based is, in the majority of years, the Anuario General de Estadistica.

For years in which information could not be found in the Anuario data from
the publication Estadisticas Fiscales v Administrativas was used. The
published data (in both cases) gave the total wage cost and the number of
permanent employees. Various types of bias may come from assuming that the
ratio of these two figures measures the wage rate, as for example when in
different years a different share of the wage bill goes to temporary workers;
also it is true that the apparent noninclusion of fringe benefits in the
labor cost data introduces a negative bias over time, since fringe benefits
have been an increasing share of total remuneration.

To convert the nominal figures to real ones the following indices were
used; (1) 1954-63: the national white collar cost of living series was used
in the case of the municipalities and departments and the corresponding
Bogota series to deflate the national govermment salary series(given that
a large part of the national government employees live in Bogota).

(2) 1946-54: the Bogota white collar cost of living series was used (no
national series was available over this period). (3) 1937-46: a blue collar
Bogota cost of living series was used; not even a Bogota white collar

series was available during this period. It is clear that the methodology
used to convert the nominal salaries to real ones can introduce a variety

of weaknesses in the series.




do not follow too closely general wage trends for people of comparable skill.1

In the construction sector data are scarcer and more difficult to inter-

pret. Nevertheless a rather clear hypothesis emerges from a comparison of

the scattered data on unskilled construction worker wages with the agricultural

wage figures. (See Table 2.) It appears, over the long run, that (a) a rela- .

tively close relatiouship has prevailed between the two series, and (b) that

there has been a wage differential in favor of the urban (unskilled construction)

worker;thus in the late 30s the typical daily wage of a peon in Bogota appears
to have been 20-40 percent higher than the daily wage of peons in the agricul-
tural regions near Bogota (compare Cols. (1) and (4), Table 2.2
The relationship appears to have become inverted in the early 50s with

the agricultural wage slightly higher, perhaps in part a.result of the
violencia. The typical long run differential theﬁ reappeared in the late 50s
and since, fluctuating between 10 and 25 percent; it appears to have narrowed
in the last five years, perhaps due to a showdown in building, or perhaps to

increasing efficiency of the labor market.

Some uncertainty attaches to this interpretation due to the fact that the

lA comparison with industrial wages suggests that an above equilibrium
component of government employee salaries may have been rising, but serious
consideration of this hypothesis would involve careful disaggregation of both
groups.

2Udall's study of the Bogota labor market indicates that average con~-
struction worker wages (not just obrero raso) rose about 23 percent during
1937-1963-4; over this period Cundinamarca agricultural wages rose 35-50
percent and those in Boyaca by about the same amount. {See Alan Udall,

Migration and the Labor Market; Bogota, Colombia, Yale Ph.D. dissertation in
progress.




~8a-

wage figures presented in Col. (1) for 1935-1942 are public sector wages,
while the post 1950 figures refer primarily to the private sector; in any case
these Bogota public sector unskilled construction wages bore a fairly con-
sistent relation to the Cundinamarca agricultural wages over the 1935-1942
period; the real construction wage showed no measurable change while that in
agriculture fell a little.1 No figures are available between 1942 and 1950,
but if it be ascsumed that the recorded public sector wages for the 1932-1942
period corresponded to the same ckill level (or more generally to the same
labor market) as those of the 1950-1970 series (not exclusively or even pri-
marily public sector}, then it would be concluded that the real wage fell by
about 20 percent {from an index of 75 to one of 61) over the period.2 (Mean-~
while the Cundinamarca agricultural wage rose by 28 percent, about the same

in cool climatg regions as in rhe hot zones.) (Thus the suggested 1935-50 wage
movement clearly fits a '"worsening distribution' pattern. .

Over the period 1950-71, real wages of unskilled workers rose by perhaps

lThe figures indicate that both unskilled construction workers and agri-
cultural workers suffered declines in real wages in the late 30s, after in-
creases in the early 30s when prices were falling rather rapidly, but it seems
probable that during both these periods the market was in disequilibrium; the
rising real wages of the early 30s were probably associated with increasing
employment problems, so that in & more general semse there may have been no
increase in real income, conversely the decrease in the measured real wage
probably was accompanied by improved employment possibilities and is therefore
a misleading indicator when taken by itself.

2Deflating by the Bogota blue collar/cost of living series.




50 percent in Bogota, with the increase rather concentrated in the period 1958-
1965, Udall's figures, together with those of Table A~1, suggest that the period
1936-1955 was one of no increase, a pattern more extreme than that in manufac-
turing, but apparently partc of a similar long run pzttern.

For the country as a whole, unskilled construction wage series are un~
available before 1950. A less close relationship between construction and
agricultural wages would be expected at the national level due to different
regional weightings for the two occupations, etc. It is worth noting that the
evidence available for the post 1950 period is consistent with « rather close
tie.1 In view of this, it seems rather unlikely that the country-wide average
unskilled construction wage differed markedly frcm that for Eogota over any
extended period, especially since the two agriculvural wege series have quite
parallel movements«2 Consequently, it seems probably thait construction wages
in general suffered s decline in the 1930-30 period as a whole, or at least
the 1935-50 period.

For Bogota Udall's figures on wages in commerce fit the general pattern

1As of 1971 (lst semester) wage differences across cliises wowe not dramatic
(see Table A-2), which indicates that 7 of 10 cities sampled had average "helper'
wages in the range 18.5-20.7 pesos per day and all but Cali (affected by the Pan
American Games) had average "official” salaries betwuen 25 and 35 pesos per day.
It seems probably that regional differences vere greater iu carlisr years when
geographic mobility was more limited just as agricultural wages waried more by
department in eariier years).

1}

2It may be noted also, in connection with stability in wage structure that
construction workers apart from the unskilled "obrero raso” category appear to
have received about the same extent of wage increases as that group; the wage
structure in the industry therefore has not altered much zi least as say, as
can be judged by Bogota data.
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precisely; he finds a decrease between the years 1936 and 1954l and a subsequent

rather sherp increase to 1963-~64.2

Maids wages in Bogota, according to Udall,
rose rapidly over 1936-1945, fluctuated around the 1945 level till around 1950
when a sharp dip appeared followed by a recovery which however only brought the
wage up to its 1934 level around 1958, after which time a substantial percen-
tage increase has occurred, amounting over 1958-67 period to more than 25 percent.3

Data from the 1954 and 1967 commerce censuses suggest that these wages rose,
in some cases very substantially and perhaps overall somewhat more than either
small firm wages in manufacturing or unskilled construction workers. Real wage
changes in these latter two categories (over roughly the same period) were about
20-30 percent [1953 to 1966] and 50-60 percent [1950 to 1970] respectively while
in small scale commerce they appear to have been 20-40 percent (1954 to 1967).
{(See Table 3).

To summarize, the information for agricultural wages, blue collar manufac-
turing wages, construction wages, and commerce wages all show small or no in~
creases from some point in the 303 to some point in the SOS.V Maids' wages in
Bogota (the weakest series in terms of methodology) are a partial exception--
according to Udall's figures—-depending on the particular period chosen. White
collar workers in manufacturing and government both showed moderate or rapid

increases at least over 1945-1955, suggesting a widening of the overall white

lThe 1936-54 change is open to some question both because of the small sample
in both years and possible differences in the definition of "small," but also
because of the fact that Udall had to assume the same ratio of average wages to
average incomes in the two vears, the two pieces of data apparently only being
available together in 1954. (See Udall, op. cit.).

2

3Udall obtained an observation every 2-4 years since 1945, based on classified
advertisement data; although the methodology leaves room for some doubt, it is
consistent over time. It is more doubtful that the calculated change over 1936-45
is accurate since the scurces of information were different. One might speculate
that Alfonsc Lopez' social legislation had some impact on these wages though it
would be surprising if a money wage seriec would catch much of it.

For 1963-64 Udall used wage data from CEDE's unemployment surveys.
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collar~blue collar gap.l There appear during this period to have been a labor
surplus phenomenon in a number of sectors with the corresponding downward impact
on wages. As already seen in the above discussion, this is in contrast to the
events of a subsequent period (beginning some time in the early 50s and extending
to some time in the eafly or mid 60s, according to the sector) during which the
blue collar wages rose rapidly and white collar-blue collar gaps were narrowed.
This period is discussed in more détail below.

Though empirical information on capital incomes is scarce, theory and some
observation would suggest that the import substitution policy begun in the 30s,
but reaching substantial proportions especially after the war, raised these in-
comes in manufacturing (and commercial agriculture to some extent) and led to
greater inequality of the distribution of labor incomes. As just discussed, this
latter phenomenon showed up, for example, in the increasing ratio of white collar
to blue collar incomes in manufacturing after World War II; the import substitu-—
tion policy was probably one factor working in this direction. Information on
the capital share is shaky. In manufacturing it appears not to have changed much
between 1944~45 and 1953; in 1953 the labor share of gross value added (at factor
cost) appeared to be a little over 30 percent (28.7 percent using DANE's upward
biased value added figures-~not all of purchased import was subtracted out in
DANE's calculations of value added); a rough estimate based on data kindly made
available by David Chu suggested a not very different labor share in 1944—45.2
In agriculture an increase does appear to have occurred (the labor share seems
clearly to have been falling) though it is unclear how much of it was associated
with import substitution.

C. Possible Improvements in Distribution Since the Early Fifties

Since some time in the 50s while conclusions as to which way distributicn

1The fact that white collar workers were (and are) a minority of the total
labor force, but a growing one, would lead one to expect this increasing inequality
(e.g., in terms of the Gini coefficient) even in the ratio 'white collar/wage/blue
collar wage” did not rise; the same reasoning is involved as explained in the
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(Footnotes continued from previous page)

context of the agriculture to non-agriculture structural shift over time and
its impact.

2Import gsubstitution was occurring during the war as well as after it--
in the former period it was a result of the restrictions on world trade
associated with the conflict. One might not therefore have predicted any
increase in the capital share in industry during this period but rather over
say 1935-1950. Further, it must be noted that the overall capital share
increasing impact of import substitution might have occurred primarily
through changes in the relative size of different sectors, e.g., a decrease
in relative importance of agriculture (which had at that time a relatively
high labor share) and an increase in that of industry.
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_has been shifting remaiﬁw;peculative, the weight of evidence would appear to suggest

an improvement.' Factors probably working toward equalization (of one sort or

other) are: .
(i) the spread of primary education (very much associated with the phencne=-

non of urbanization). Vhereas in 1936 . probably less than 40 percent of the 7-11 age
group.was attending school, by 19850 this ratio teached 47-52 percent and by 1958
dBoutr80 percent.

On the other hand the spread of tniversity education, and secondary'as well,
would be expectéd to have, on balance, inequality increasing effects; the GIWI
coefficient of the number of years of education changed;—from about in 1938
u:OQSgin 1951 and to 0.84 in 1964 (for men 15-59 years). It is not true of
course, that a year of education has the same income increasing effect regardless
of the level. Table A-4 shows for Bogota (1966) how salaries of men varied with
educational level and age; taking a rdﬁéh average age, one observes that the
average year of univeréity raises the hégrly wage by 1.70 éeéos, that of second-
ary (academic) by 2.00, and that of primary by 44 centavos. The first year of
primary raises income by 50 centavos. it is .clear, then, that a year of educa-
tion is worth more at the secondary and university levels than the primary.1
At the same time the percent increase in income effected by a one year increase
at each level is

To Primery 1: éBout 25 percent

To Primary 5: about 120 percent over 5 years or a geometric averzge
of about 17 percent

Primary.5 to :
Secondary 6: about 290 percent (less for people under 30), a
geometric average of about 25 percent

Secondary 6 to
University 5-6: about 60 percent (less for people over 35)or.a geo- .. -
o metric average of about 9 percent per year.

lThe differentials just quoted could be different after appropriate normali-
zation‘for1age and other relevant factors, but probably not greatly so.
Toone 1R,
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If everyone's education in years were to increase by the same percent between two
points of time, (except for the highest education category, complete university)
the Gini coefficient of male labor income in urban areas would rise, at least
for small or moderate percentage increases. (A 10 percent percentage increase
would, for example, raise the Gini coefficient from .40 to 942,)1

As observed below, the capital share increased consistently since 1950; so
a better or even unchanging distribution of it would be expected to work towards
improving the overall distribution. In fact the distribution of human capital
share has probably worsened.

(i1) Capital accumulation per se, which unless the elasticity of substitu-
tion is greater than one, may be expected to increase the labor share. (There
is no convincing evidence, hLowever, that the long run elasticity of substitution
is below one, analyses of this question are only now beginning.)

(1ii) The declining importance of import substitution as the easier stages
are completed,2 go that domestic demand and exports begin to account for a
larger share of the output increase.

Factors probably pushing in the other direction are:

(1) the increasing commercialization of agriculture probably has been the
major factor in worsening the distribution there. In this and other sectors the

labor saving bias of technological change has doubtless tended to worsen distribution.

1

Where Bogota wage figures (as a function of amount of e
to the educational breakdown for the urban areas as a whole.
figures are not available.
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Import substitution has, of course, moved into more and more complicated
branches of production. But the monopoly profits associated with the newer
branches may be less than those associated with earlier ones; even if they were
the same, some of the earlier monopoly profit rates have probably been bid
down, and the average rate thereby decreased. Once again, this conclusion is
essentially speculative. Average age specific fertility and gross reproduction
rates for women was less than 1/2 as high where family income is 30,000 pesos
and up where it is less than 3.600 in 1965-6. (See Ministerio de Salud Publica
y Ascofame, Hechos demograficos, Table 28). Meanwhile there was evidence that
these differences had not been as wide in the past. Number of living children
was only slightly higher for the lowest income class (5.1), that the highest
(4.8); this small difference is presumably due in part to the higher child
death rate of poorer mothers--a differential which is undoubtedly diminishing--
and in part to the fact that the difference in age specific birth rates as a
function of income were smaller in the past than in the present.
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(2) Widening dispersion of blue collar labor incomes in nanufacturing--
and possibly other sectors--as large size firms become more important in total
output and wages paid.,1 This increasing size phenomenon may help to maintain
6r increase the concentration of capital incomes, although this is less clear.

(35' Widening differences in family size as between wealthy and poor.2 By
1965 this difference was quite substantial; it appears probable, although data
is not readily available, that there was less dispersion of family size in
earlier decades. This trend may be starting to reverse itself by now.

Factors whose impact is unclear include:

(1) The changing importance of monopoly; as noted above, the importance
of monopoly related to the import substitution process may well have decreased.
But it is less clear whether a comparable overall decrease in the "monopoly
profit share' of national income has occurred.

(ii) The changing share of income from asset appreciation. The share of
non-reproducible ascats (land aspecially) in total capital may have moved up or

down and its tendency to appreciste may also have undergone change, but data

It was observed earlier that the white collar-blue collar differential
in manufacturing has decreased substantially in percentage terms, favoring
decreasing inequality. There has probably been increasing inequality in the
blue collar industrial labor force, and possibly in the total labor force.
No over time estimates have as yet been carried out.

2A.verage age specific fertility and gross reproduction rates for women was
less than half as high where family income wcs 30,000 pescs as where it was less than
3.600 in 1965-66. (See Miniserio de Salud Publica y Ascofame, Hechos demogra-
ficos, Table 28.) Meanwhile there was evidence that these differences had not
been as wide as in the past. Number of living children was only slightly higher
for the lowest income class (5.1) than the highest (4.8); this small difference
is presumably due in part to the higher child death rate of poorer mothers—-a
differential which is undoubtedly diminishing--and in part to the fact that
the difference in age specific birth rates as a function of income were
smaller in the past than at present. i
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are not adequate to ascertain such movements.

(iii) Urbanization. At the start of the 50s (1951} something less than
40 percent of the populatiocn was to be found in urban areas (defined as centres
with 1,500 people or more; and even less in towns of some size. By 1964 a little

over 50 perceut of the populaticn was so classified and by 1970 about 56 per-

2 . . . . . . s
cent. Since at the start of the period the distribution of income in agriculture

was probably less uneven than that in the urban areas, and the urban population
was smaller than the rural, migration may have had a distribution worsening
effect, Toward the end »f the period, by which time a minority of the popula-
tion was in rural areas and distribution (at least in agriculture) was worse
than in the cities, the opposite might have been the case..3

D. Functional Distribution of Income Gver Time

It is easier to comstruct historical series on functional distribution
than on personal or family distribution, and since the two may be expected to
bear a rather close —elation, this is a useful exercise. The basic distinction
usually made is between labor income and capital income--where the former in-
cludes all payments (and imputations, if the calculation is a sophisticated one)
to labor. Within labor income it is often of interest tc distinguish the part
accruing to "“human capital® and within capital income the "'rentier share' i.e.,

the income corresponding to the hoiding of assets whose management requires no

1Note that in any case asset appreciation income is not included in the
national accounts; the subsequent discussion of functional income therefore
excludes it. This leads to a downward biased estimate of the capital share.

2See DANE, Encuesta de Hogares, 1971.

3The fact that many large income earners from agriculture have always lived
in cities complicates this analysis, however, since the rural distribution may

have been better than the urban one throughout the whole period; in that case
the distribution improving impact of migration would be more in doubt.
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or almost no effort, and income from those whose management does require such
effort. Another way to phrase this distinction is as between assets whose
holders perform no social function and those whose holders do; the former might
be called "renter income." The assets usually corresponding most closely to the
latter concept are absentee held land, and other real estate (apartments, urban
land, ete.).

We turn first to a discussion of the apparent movements of the labor share.
In the analysis of changes in income distribution over time, three 'labor shares"
are of particular interest: (a) the share of national income paid to people in .
return for their services (paid labor share); the total labor share, i.e., the
pald labor share plus the imputed income of the self employed corresponding to
their labor inputs and {c) the pure labor share, i.e., the share of national in-
come corresponding to basic labor services as distinct from the additional income
related to services which are based on education and learned skills. Unfortunate-
ly the paid labor share is, from a conceptual point of view, the least inter-
esting of the measures but it is the only one for whose calculation data are
fairly readily available. That part of income which accrues as a result of holding
capital, either physical or human, is the complement of the pure labor share, so
in some contexts it is the most interesting labor share. But since certain insti-
tutions, such as primary universal education, may imply that the distribution of
human wealth is less unequal than that of physical wealth, and, since in any case
it tends to have different determinants, the total labor share is also of con-
siderable interest, as the complement to the physical capital (including land)
share. The paid labor share is of interest primarily in that it constitutes

a first step in the measurement of the other two.
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As seen in Table 4, the paid labor share of gross domestic product (at fac-
tor cost) ranged from about 32 to almost 39 percent over the period 1950-1969
and showed a general upward trend. The share of estimated net domestic product
(at factor cost) rose from 34.2 to 42.5 percent.l While there are undoubtedly
errors in these figures,uthey are probably not so serious as to throw into ques-
tion the clear increase in the paid labor share. This is especially true when
account is taken of the fact that the indirect tax share has risen slightly
over the period--this category never accrues either to labor or to capital.
Although part of the increase in the paid labor share during this period was
associated with increases in specific sectors, in particular manufacturing,
transportation and in smaller degree a couple of other sectors, agriculture
(the largest single sector) showed a substantial decline so that the net effect
of intrasectoral changes in the share was less than one point, (i.e., with the
1950 sectoral distribution of value added and 1967 labor shares within each
sector , the overall paid labor share (of G.D.P.) would have risen only from
32.0 to about 32.7.; Most of the increase was associated with the intersectoral
shifts, especially towards government, banks, etc., and construction. During
the latter part of the period the decrease in the share of agriculture2 also

contributed, since by that time its labor share was well below the overall

1As observed in the sources and methodology to Table 4, it is widely be-

lieved that the national accounts overestimate private sector depreciation, and
by an increasing amount over time; this, by itself, would imply that these
figures are upward biased (other data being correct) by an increasing amount; on
the other hand, no account is taken in the national accounts of public sector
depreciation, which could have been increasing over time.

2In agriculture the decline in the labor share is associated with the advent
of commercial agriculturs whose share in total agricultural production (including
livestock) rose from about 7-10 percent in 1950 to about 18-24 percent in 1967,
(in 1958 prices), where commercial agriculture is defined as including cotton,
rice, sugar, for refining, barley, sorghum, soybeans, sesame, 50 percent of
wheat output and 10 percent of the production of corn and potatoes.
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Sources and Methodology -~ Table 4

Foir all sectors with the exception of agriculture the figures represent the
national accounts datum “payments of labor’ related to gross domestic product at
factor cost, with all figures in current pecos. The labor payment figure in- -
cludes salaries, bonuses, commissions, and other forms of income in money or
specie calculated before the deduction of persovmai charges for social security.
Payments to people habitually residing in other countries are excluded while
those received by nationals but paid by other couatries are included. Employer
contributions to social security are included. There is no imputation for the
labor income of self-employed. (See Banco de¢ la Republica Cuentas Nationales
1950-1967, p. 7.

The national accounts figures appear to be reasonable for most of the sec~
tors, though estimates are particularly difficult tc effect in agriculture and
some of the smaller sectors. The author's estimate in an independent study of
wage shares in agriculture indicated a paid labor share of 23 percent in 1960
as opposed to the 31.8 percent given in the national accounts. Both estimates
have substantial elements of the arbitrary in them, in particular estimates on
days worked per year, etc., and they are only partially independent of each
other. The difference, however, lies in the fact that the national accounts
estimate of the total paid lsbor force in agyiculture is higher than my own,
due to their including all workers classified in the population cencuses as
working for someone else plus a portion (one~half) of the independent workers.
While it is indeed true that many independent workers aiso earn income as
laborers, it seems clear on the other haund that zome of the population classi-
fied in the census as workers hold sm2ll farms from which a part of their income
accrues; they are not full time workers. I zosumed that these two effects off-
set each cther. The Banco estimate of the paid labor share for this sector was
thus decreased in each year by the coefficient .725 {the ratio of my estimate
to theirs in 1960). Zince occupational structure has changed little over the
period in question, it seemed fairly safe to appliy the same cocfficient for
all veszrs.

cLL yecocie

An independent estimate of the manufacturing paid labor share of gross value
.added differs somewhat (on the lower side) from the national accounts figures
presented here. My figure for 1960 was 31.4 instead of the netional accounts
34.9; for 1967 wmine was 34.0 instead of 28.9. 1In commerce, the national accounts
left unchanged up to 1968 the 18.3 percent estimate coming from the 1954 com-
merce census; the 1967 census suggested a figure of 21.7 percent; its coverage,
however, appeared to be less complete than that of 1954, which might suggest a
relative upward bias in 1967, since the establishments missed ware almost cer-
tainly disproportionately small sized ones. Any increase

’ ’ ’ presumably occurred gradusily over ithe yesars. This
problem is relatively unimportant in the estimation of the total paid labor share.
In other sectors it is very difficult to execute indépendent checks. In construc-
tion it is possible that value added is underestimzted and the labor share over-
estimated, but it is not clear whether by an increasing or decreasing amount.
Overall it appears that the national accounts estimates are well within the ball-
park after the adjustment made in agriculture; it would, for cxzample, be very
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Sources and Methodology for Table 4 continued

surprising if the figures were in error by more than 5 percent in the overall
paid labor share figure. For purposes of comparison, Col. (15) presents the
“result of accepting the national accounts remuneration figure for agriculture;
Col. (14) uses the author's estimates, i.e., it is consistent with all of the
sectoral figures presented.

Somewhat greater doubt attaches to the estimates of labor share of net
domestic product since the depreciation figures appear dubious; in the private
sector they are probably biased up, but no calculation is made for public

capital like roads, so the net bias is unclear. The private sector upward

bias may well have increased over time (as a share of G.D.P.), but so may the
public sector downward bias. A guess would be that there has been a net increase
in an upward bias over time, but this result is too speculative to make it worth-~
while incorporating into the calculations.

Col. (17) presents the paid labor share of ¢.D.P. in non-agriculture.
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average. The increased share of commerce worked in the opposite direction. The
paid labor share for non-agriculture as a whole rose very substantially from just
under 35 percent to about 45 percent.

The increase registered in the paid labor share for the period 1950-1969
of éver 6.5 percent of gross domestic product may, though it does not by any
means necessarily, imply that the total labor share moved in the same direction.
The increased number of large size firms and the gradual decrease in the rela-
tive importance of the family unit and of the unpaid worker (be he manager or
family helper) tends, in some economies, to raise the paid labor share over
time when the total labor share is not increasing; the former phenomenon (an
increasing share of the labor force working for pay) does appear to have been
occurring in Colombia--the share of paid workers rose from 55.4 percent in 1951
to about 58 percent in 1964 and about 60 percent in 19701 (see Table 5)--still there
is no decrease in the total labor share of private sector income--instead
there is a 3-4 percent shift in the other direction (predictly less than the
increase in the paid labor share). (See Table 6). As observed in Table 6b,
the increase in the total labor share is small (less than 2 percent) when re-
lated to gross national income; given the uncertainty surrounding the deprecia-
tion figures, one cannot say conclusively that an increase has occurred:
obviously the opposite cannot be said either. In either case it appears that
the occupational position shift is responsible for much of the increase in the

paid labor share. If the average imputed wage income of people not receiving

lThe 1970 figure may be somewhat overestimated since the Encuesta de Hogares

appears to have underestimated the relative size of the agricultural labor force,
where paid workers are a lower share of the total than in non-agriculture. On
the other hand, of three alternative estimates available two put the figure
above 60 percent. So, although it might be as low as 59 percent, 60 percent is
perhaps a best estimate.

Over the same years the share of the male population found in the categories
"employers, independent workers, and family helpers' fell from 47.5 percent in 1951 to
54.5 in 1964 to 40~41 percent in 1970; in the non~agricultural sector the decline
was from 31.97% in 1951 to 30.00 in 1964; a 1970 calculation is not yet available.
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Table 6a
Labor Share and Capital Shares of Net National Income at Factor Cost

Capital In- Business
come of Savings & Private Public
Persons & Un- Direct Taxes Sector  Sector
Paid Imputed Total incorporated of Incorpor- Capital Capital Total

Year Labor Labor Labor Enterprises ated Entities Income Incomel Capital
(1 (2) (3) (4) (5) (6)= (7) (8)
(4)+(5)
1950 34.57 28.76 63.33 33.06 3.21 36.27 0.40 36.67
1951 35.12 28.20 63.32 32.56 3.33 35.89 .79 36.68
1952 34.55 28.76 63.31 32.80 3.15 35.95 .74 36.69
1953 35.37 28.38 63.75 32.37 2.99 35.36 .39 36.25
1954  34.53 28.82 63.35 32.60 3.35 35.95 .70 36.65
1955 36.62 27.57 68.19 31.41 3.63 35.04 .77 35.81
1956 35.44 28.33 63.77 31.85 3.66 35.51 .72 36.23
1957 35.67 28.10 63.77 31.48 4.06 35.54 .69 36.23
1958 37.78 26.53 64.31 29.45 4,81 34.26 .82 35.08
1959 37.55 26.37 63.92 29.71 5.44 35.15 .93 36.08
1960 38.32 25.81 64.13 29.12 5.94 35.06 .81 35.87
1961 39.44 25.57 65.01 28.82 5.20 34.02 .97 34.99
1962 41.28 25.03 66.31 28.22 4.75 32.97 .72 33.69
1963 42.28 24.20 66.48 27.51 5.63 33.14 .38 33.52
1964 40.24 25.76 66.00 28.13 5.73 33.86 .14 34.00
1965 40.54 25.09 65.63 28.28 5.73 34.01 .36 34.37
1966 41.32 24.65 65.97 27.65 .90 33.55 .48 34.03
1967 42.41 24,42 66.83 27.43 5.57 33.00 .17 33.17
1968 41.79 24.57 66.36 27.35 5.70 33.05 .59 33.64
1969 43,686 23.36 67.04 26.17 6.28 32.45 .24 32.69

Source: Cuentas Nacionales for the paid labor estimates, except for agriculture. (See
the discussion with Table4 ). Imputed labor income was estimated as follows. The share
of labor force in each of the categories employers, independent workers, white collar
workers and blue collar workers was calculated for 1951, 1964, and 1970 based on popu-
lation census and sample information and was interpolated for the intervening years.
(Sce Table A-4). Relative remunerationsfor the four categories were based on DANE's
1970 Encuesta de Hogares and CEDE,Encuestas de Emplec y Desemplec, Annexo Estadistico.
These two sources were not fully consistent and more faith was placed in the latter.
The same relative income ratios were assumed to hold for the whole period. It was
assumed for employers and independent workers that 50 percent of their income was due
to their labor input. (See Table A-6).

lDefined as public corporation profits minus interest on the public debt.
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Table

6b

Labor and Capital Shares of Gross National Income at Factor Cost

Capital In- Business
come of Savings & Private Public

‘Total Persons & Un~ Direct Taxes Sector Sector

Labor  incorporated on Incorpor- Capital Capital Total
Year Share Enterprises ated Entities Income Income Capital Share

v (2) (3) (4) (5) (6)

1950 59,158 37.45 3.00 40.45 37 40.82
1951 58.80 37.38 3.09 40.47 - .73 431.20
1952 58.72 37.67 2.92 40.59 .69 41.28
1953 59.20 27.19 2.78 39.97 .83 40,30
1954 59.06 37.17 3.12 40.29 .65 40.94
1955 59.38 36.55 3.36 39.91 .71 40.62
1956 58.85 37.10 3.38 40.48 .66 41.14
1957 57.46 38.26 3.66 41.92 .62 42.54
1958 56.03 39.07 4.10 43.26 .71 43.97
1959 56.47 38.50 4.81 43.31 .82 43.53
1960 57.23 36.65 5.30 41.95 72 42,77
1961 58.56 35.89 4.68 40.57 .87 41.44
1962 59.81 35.26 4.28 39.54 .65 40.19
1963 59.78 34.32 5.06 39.88 .34 40.22
1964 60.28 34.36 5.23 39.59 <13 39.72
1965 5%.77 34.68 5.22 39.90 .33 40.23
1966 59.74 34.49 5.34 39.83 .43 40.26
1967 60.53 34.27 5.05 39.32 .15 39.17
1968 60.19 34.11 5.17 39.28 .53 39.81
1969 60.94 33.13 5.71 38.84 .22 39.06

Sources and Methodology:

Same as for Table 6a.
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a paid wage is equal to that of those who are (an assumption not much different
from that implicit in the figures of Table 6--see Table A-6), a shift of 4.5
percent of the labor force from the unpaid category to the paid would (assuming
also that the group which shifts receives an average level of wages) increase
the paid wage share by 4.5 percent of total income. It would thus account for
the bulk of the actually observed increase of 6-8 percent (depending on whether
gross or net domestic product is the base). In fact the assumption that the
imputed wage of the '‘group which shifts”l be equal to the average wage of paid
people is probably upward biased since this group involves in large measure
farmers. At the same time it is true that the paid workers/labor force ratio
rose more rapidly for men than in total; since men have higher wages and earn-
ings than women, this factor would work in the opposite direction. Even on

the conservative assumption that their average income was one~-half that of other
paid workers, this factor would still account for one-quarter to one-third of
the observed increase; at the other extreme (if the G.D.P. figures are the more
relevant base) this shift could account for 75 percent or more of the increase.
But though it is conceivable that little increase occﬁrred in the total labor
share, it seems very unlikely that this could have been the case in the non-
agricultural sector; the national accounts figures indicate an increase of the

paid labor share between 1950 and 1969 of about 35 to 45 percent; the share ofnon-
agricultuy%}gworkers receiving remuneration rose from about 68 percent to perhaps

W B

71 percent.” over this period, so unless the marginal group of independent workers

in 1951 Y

1 . .

In fact, of course, it is possible that most of the change in the share of
people who are paid occurs via retirements and =ntities to the labor force,
and not by actual shifting.

2 X . . .
The figure was 70 percent in 1964; no estimate 1is yet available for 1970
so the change of the previous period was extropolated.
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who in fact had “"switched” to employee status by 1964 were high in the income
distribution, this switch could not be the sole factor.

How has the distribution of total labor income as between that accruing to
"pure"” labor and that accruing to human capital changed over time? Unfortunately,
estimating the pure labor share is difficult--even in conceptual terms--in an
economy with such prevalence of imperfect labor markets as Colombia's. The con-
cept is perhaps more meaningful in agriculture, where a substantial portion of
the labor force may have relatively little "ﬁuman capital’’ but the exercise is

worthwhile for the economy as a whole. One might guess, crudely, that in the

period 1950-196% the pure labor share in the system (according to precisely how
one defines it and depending also on uncertainties in statistical informationl)
fell by about 7-9 percent. Perhaps the most interesting series-—(Col. 1 of

Table 7, i.e., where the pure wage rate is assumed to correspoad to that of

the agricultural male (over 18 years)2s indicates a decrease from 36 percent in
1950 to 28 percent in 1969. (Splicing the earlier national accounts series onto

the one used here permits the calculation of the ratio for 1%945-1%50, during

[

As explained in the methodology of Table 7, the key wage series used here
are those of agricultural workers and unskilled construction workers. As ob=-
served in Table 2 these two series bear a rather close relation to each other
over time, and thus lend some mutual support to the relevance of each in measur-
ing the (more or less) equilibrium wage of groups with little human capital. It
might be argued that since the two wage rates are not identical that either
(a) construction workers have more human capital than agricultural workers in
which case we have upward biased changes in the pure labor share over time, or
that a labor market imperfection associated with imperfect labor mobility accounts
for the differential~-in which case the interpretation of the pure labor share
becomes cloudier. These refinements cannot be handled without more information;
of course there are other interpretations of the differential, e.g., cost of
living differences.

Bogota street sweepers and other individuals occupied in jobs where minimum
wage legislation can play a role cannot be used as a measure of the equilibrium
pure labor wage, even though it is of course relevant that groups of people with
no human capital may receive above equilibrium wage levels because of monopoly
power or social legislationm.
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which period, although fluctuating erraticallysl it appears to have fallen a little.
Whiie there is substantial margin of error in these figures,2 a gradual downward
trend from something which might have been around 40 percent in the late 40s to
something probably now well under 30 is hardly mistakable. it is of interest

to note that the periods of rapid decline in this share have been, not surprisingly,
those in which income per capita has grown most rapidly, i.e., 1945-1956 and
1967-1969. Meanwhile the human capital share has risen considerably as an in-
creasing share of the population attains each level of education. This increase

is concentrated in the two periods of rapid decrease in the pure labor share,
although it continued to =ase up during the slow growth period, 1957-1966.

Though there are suggestions of & decrease in the rate of return to certain

types of human capital over time {e.g., the decreasing ratio of white collar/

blue collar wages in industry) this facter, if present, has been outweighed by

the other.> The total physical capital share (i.e., “he complement of the total

labor share) declined from about 37 percent in 1950 to about 35 percent in 1969;

lProbably dus in part to the lower quality of the data in this period.

2Note that there is some difficulty in the use of the national accounts

income figures together with my independent estimates of employed population,
which are generally greater than those usad in the national accounts estimates.
Since some components of the national accounts are based on average income times
number of people, such estimates would have been higher had the higher popula-
tion figures been used. This means that the figures presented here may over-—
estimate the labor share at all points in time, assuming the national accounts
use correct average income figures in all cases. The error implicit is not
likely to be too great and the change in the bias over time even less.

3The total labor share may be decomposed altermatively into the pure labor

share, the primary education share, the secondary education share and the uni-
versity share; this alternative way of viewing changes over time may be of
interest in terms of educational and other policies. ~ .
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the share of net domestic product reaching the hands of individuals fell by about
5 percent as business savings and direct taxes on corporations rose (see Table 6).

Sectoral trends of the pure labor share are generally similar to those of
the paid labor share. 1In agriculture the pure labor share, according to an
estimate presented in a separate study,l was within the range 30 percent to
36 percent in 1960, having fallen from somewhere in the range 43-50 in 1950.

As of 1969 the range appeared to be about the same or a shade lower. In manu-
facturing one could argue that a minimum estimate of the return to human capital
(i.e., the part not going to ''pure labor') would be the differential between

the average earnings of workers in the larger firms and those in the smaller
firms--the difference would be due either to human capital or to monopoly power
of the laborers. Such a calculation would indicate that, as of 1964, this share
was about 30 percent in factory manufacturing, i.e., about two~thirds of total
labor income.

For a full appreciation of changes in income shares of factors, one should
treat capital appreciaticn as a form of income; usually its effects are not
allowed for unless there is some marketability of the capital and are therefore
not treated in the case of human capital. The ratio of appreciation of physi-

cal capital to other forms of income in the period in question has probably

ls A]_ 1 + : . . . .
ce bert Berry, "Land Distribution, Income Distribution and the Productive

Efficiency of Colombian Agriculture,” Growth Center Discussion Paper #108, 1971.

2The average wage rate in 1964 was about 12.2 thousand pesos whereas the
wage rate of the smallest size group was only about 4 thousand. Note that a
good deal of this human capital share goes to white collar workers. The paid
labor share of gross value added in 1964 was 38.1 (see Table 4). This would be
higher (say 42 percent) in the factory subsector. As a share of net value
added, it would be say 46 percent. Inclusion of unpaid workers® labor income
could raise it to 47 percent. Two-thirds of this is a little over 30 percent.
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been in the range of 10-20 percent in*Colombia.l

2e a Function of Income and Wealth

Regardless of the precise accuracy of the figures of Tables 6 and 7, it is
clear tha¢ the opportunity to save and to invest productively (in physical or human
capital) is key to the possibility of achieving a high income level and hence an
important determinant of the income distribution. Different savings theories sug-
gest different relationships between the wealth level, the income level, and the
share of income saved in the short or long run.2 Unfortunately there is almost
no evidence available on levels of wealth in Colombia and hencé on its relation-
ship with other economic variables so nothing of a more than impressionistic
nature can be said on this issue at present.

There is, however, some information.available on the relationship between
savings rates and income levels. Very scattered evidence from the agricultural
sector suggests that (at least in the mid 50s) the savings rate was a positive
function of the income level, with a high marginal propensity to save over a cer-
tain range of incomes and a lower but still positive marginal propensity for higher
levels. It seems probable also that, for a given income level, the savings ratio
is higher for individuals who own farms or who operate them for landless workers.

In the urban sector only two budget studies are available which permit

fairly direct comparison of savings rates across families of different income

1

R
A crude estimate by the author sugges

03]

A cx ests a ratio of tangible wealth held by
individuals to national income of about 4:1 in 1956. It seems probable that the
real appreciation of these assets falls in the range 2-5 percent. This would
imply an "appreciation income' equal to 8-20 percent of the regular "national
accounte" income. The roughly half of the capital which corresponds to urban
land and real estate (including houses) probably appreciates at close to the
upper margin of the range set but some other assets may not tend to appreciate at

all. (Appreciation of financial assets appears quite limited.)

2If the rate of return on capital is equal for everyone the pattern of
savings will lead to an increasing concentration of wealth (and therefore of
income from capital) over time, if the ratio "current savings/wealth" is an
increasing function of wealth.

“Sce Albert Berry, "The Development...," op. cit., Chapter 3.
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levels. The 1953 DANE study suggested a high marginal propensity to save, both
for empleados and gbreros. In the range of income up to 1,000 pesos per month,l
the marginal propensity to save appears to have been about 0.25 for both groups

2,3
3 For reasons ex-

considering the income range where savings were positive,
plained in Table 8, the marginal savings rate estimates are probably better

than the average ones, which are probably upward biased. (See Table 8.) The
second major budget study was carried out by CEDE in 1967;4 a comparison with
the 1953 results, though not fully possible due to differences in the sample
base, does tend to reinforce those earlier results.5 (See Table 8.) The strong
association of the savings rate with the income level is quite clear, with the
marginal propensity to save about 30 percent over the 5,000 to 20,000 (per three
months) income range. Although the data as presented do not permit a fully ac-

curate calculation of the savings rate for various income groups, it seems clear

that the annual family income at which the savings r#%e becomes positia is about

1
About 5,500 per month in 1971 pesos, converted by an average of the national
blue collar and white collar costs of living indices.

2Inclusion of the negative savings ranges does not affect the estimates much.
Above 1,000 pesos for obreros and 1,500 for empleados estimates become more specu-
lative since the highest income category is open-ended.

3We need not here go into the difficulties of interpretation of family budget
studies pn a cross sectional basis. Many things may affect the savings of a given
family in a given year besides current income, so it may be difficult to learn much
from it with respect to the long run relationship between income and the savings rate.,
One theory, of course, is that the savings rate is essentially independent of the
long run or ''permanents income level. There is too little data in Colombia to test
the validity of this contention. Although it is consistent with the low savings rates
of low income white collar workers, many of whom are probably young and have permanent
incomes well above over time data on total personal savings are too inaccurate to
test for consistency with the cross section budget studies.

4Rafael Prieto D., Estructura del Gasto v Distribucion del Ingreso Familiar en
Cuatro Ciudades Colombianas 1967-68, CEDE, Universidad de Los Andes, Bogota,Mayo 1971.

The income level at which savings become positive appears to have risen some—
what between the two studies. The exclusion in 1953 of small families and own ac-
count workers biased its results down and statistical problems appear to have biased

them up; the direction of the bias is therefore indeterminant; probably it is not
too great.
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Sources and Methodology: Table 8

The comparison of savings rates between 1953 and 1967-8 is complicated by
the different natures of the samples in the two years. The four cities dealt with
in 1967-8 were all covered in 1953 as well, but a basic problem is the non-random
character of the 1953 sample. For a family to be included it had to be a complete
family (mother, father and one or more children) or incomplete (onme parent and at
least one child, and at least one other adult) and with the further characteristic
that at least one member of the family had to be a remunerated worker. A husband
and wife with children not their own could be included. No families of less than
three persons were included, and there were always, apparently, two or more
adults., (See DANE, Economia y Estadistica #85, 1958, p. 15.) The requirements
of two adults does not come through clearly in the discussion of requisites (op.
¢elt, p. 8) but the families listed all seem to have this characteristic. This
sample appears to have been a random search for families with the cited characteris~
‘tics. It is not clear whether, if the wife or child were remunerated but not work=
ing full time this would satisfy the requirement; it seems unlikely, since the
proportion of total income supplied by wives was extremely small (about 1 percent)
although in the case of children it was substantial (16.8 percent for empleados
and 22 percent for obreros) see ibid, p. 65. Cols. (1) and (2) present weighted
averages of the savings rates found in each city; the weights are the 1951 popu-
lations of the cities. (Better weights would have been the 1951 remunerated white
collar and blue collar workers, but the population census and this sample did not
use the same definitions, so this approach would be difficult, if not impossible).

Assuming that a random search was carried out for empleados and obreros, and
apart from differential rates of rejection,they should have appeared in the sample
in about the same proportions as in the universe, so it should be appropriate to
lump the two together in each city to get a single savings rate, and then apply
the city weights just referred to. Col. (3) is. thus a weighted average of the
figures of Cols. (1) and (2), weighted by the original relative sample sizes
before rejections occcurred. Cols. (4), (5) present the same seriés as (1) and..(2) -
.but for 'the & ldrgest'cities only, in an attempt to.gain greater .comranabblltyy
“with tke 1967/3 data.

The 1967-8 sample was not constrained; there was a stratification into high,
medium, and low groups, but the blowup factor after the sample presumably was
corrected for the use of different sampling ratios in these categories; there
appear to have been no constraints for family size. Some of the tables and income
expenditure comparisons include total expenditure and total income, others dis-
posable income and expenditures excluding taxes and social security contributions,
(In 1953 the treatment in this respect was different (in that income included
credit as well as current income)--see the discussion below.

Col. (6) presents a rough guess at the savings rate for the four city sample
in 1967-8 with values interpolated to match the 1953 income categories. (Defla-.
tion to 1953 pesos was by an average of the obrero and empleado national cost
of living indices. Col. (7) shows the monthly income brackets which correspond
after deflation to the 1967-8 brackets (Col., 8). Col. (9) presents estimates of
the 1967-8 savings ratios (corresponding to the categories of (Col. (8). These
are only estimates as Prieto "Estructural op. cit., did not present average
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incomes of the categories and these had to be guessed at.

The 1953 figures presented in Table 8 contain one upward bias in that the
concepts used for income includes credits (see p. 55) while that for expenditure
is on consumption exclusively. Credits bear an unknown ratio to current income,
since the study did not present them separately from what it considered to be
unreported income (where total disbursements, carefully measured, exceeded total
reported availability of funds). It was noted that this underreported income
was small (p. 79) so it could be concluded on balance that credit accounted for
from 2 to 25.7 percent of current income. On average its inclusion in the in-
come figures used as a base for Table 8 would bias the savings rate up by between
zero and 2-3 points. At the same time cross checks revealed underreporting of
income (p. 74) when the employer's statement was compared to that of the em-
ployee; since on the expenditure side it would seem as probable or more so that
investment items or savings were missed {v-. consumer itemd this problem would
constitute a downward bias in the savings rate. The net error probably lay
in this direction as it seems implausible that in all of the cities the obreros
could have negative savings rates (reaching 8 percent in Medellin)--the implica-
tion of accepting the figure at face value (see p. 78).

Overall, it cannot even be concluded with certainty that the savings rates
of Table 8 are upward biased, though it is more likely than not.
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18,000 pesos, i.e., about 1,500 pesos per month. This implies that about
55-60 percent of families in the sample are saving and about 40-45 percent dis-
saving.

It is interesting to note that the dividing line between savers and dissavers
appears to have risen, in fact the whole savings function appears to have
shifted down. As noted above, the marginal propensity to save is high in both
cases, perhaps aboﬁt the same level in each case,1 The higher dissaving rates
corresponding to low income levels are very noticeable in 1967/8; this is due,
presumably, to the higher long run average (or permanent) income, associated
with the higher average income than in the earlier years.

Average savings rates for the two universes were almost the same, 1.1 per-
cent in 1967/8 and perhaps a little higher in 1953.2 The proximate explanation
of the failure of the average rate to increase in the face of increasing in~-
comes, is the overall downward shift of the whole savings function, especially

in the just mentioned dissaving range of the low income groups.3

1The calculated marginal propensity is somewhat greater in 1967/8 but the
inclusion of own account workers (especially employers) would be expected to
produce a higher marginal rate than in 1953 when they were excluded.

“In 1953 the calculated savings rates for empleados and obreros (with
the by city rates weighted in each case by city populations) were 4.1 percent
and ~-4.5 percent respectively. Weighting again by the relative importance
of the income of each group, one arrives at a measured average savings rate
of about zero. (There were about2.5 times as many obreros but their average
income was less than half as much). If own account workers had been included,
it seems likely the average savings rate would be raised a few percent, at
least.

3It might be speculated that many of the members of those income cate-
gories which dissave should not be assumed to be permanent members of those
categories, Either they had higher income before or expect to have it in
the future.



Comparisons between the two surveys should not be pushed far, however, due
to the incomparibility of the sample base. It seems clear that a higher observed
savings rate would have been expected in 1967-8 if nobreal change had occurred,
due to the inclusion of small families not included in 1953, who tend to have
high savings rates (26 percent in this study). Two-person families also have
higher savings ratec than any of the others.1 Although it constitutes a bias,
this is not an important problem; it can be seen in Table A~7 that if one and
two person fomilies were excluded, the average expenditure income ratioc could
not be much above 0.995, say. A possibly more serious incomparability relates
to the exclusion in 1953 of persons who did not work for a wage. Tt is generally
observed that these people have higher savings than wage or salary earners, so
it may be concluded, with little doubt, that the savings figures from 1953 are
downward biased relative to the universe at that time, perhaps suBstantiallyZz
For this reason it does indeed appear fairly safe to conclude that the savings
function has shifted down between the years in question,3 though by how much

, 4,5
remains to be seen, °

llt is possible, of course, that one person and two person families have
higher incrmes, but it seems more likely that this factor works in the other di-
rection. Such families do, of course, have higher per capita incomes for a given
family income so it would be very surprising if their savings ratio was not
higher at a given family income level.

2The impact of excluding families with non-remunerated workers in 1953 is
harder to get at in quantitative terms. No statistics which would help to permit
the necessary separation seem to be presented in the CEDE study.

3This phenomenon is, of course, well documented in the developed countries.

4Another factor which would have created incomparabilities between the two
years is different "cyclical phases" of the urban economy. But both years were
in periods of rapid growth (although 1953 had more years of sustained growth
before it than 1967-8) so it is not likely that too great a problem is involved.
The igsue would deserve further study, however.

50ne worry about the 1967-8 study is that whole cities showed up with negative



-y P

Of prime relevance to the theme of this paper is_the long run relationship
between income (and wealth) levels and savings. Unfortunately the data of
Table 8 do not fulfill this need. As Friedman observed, an increasing propen-
sity to save observed in a budget study does not imply a long run difference in
the savings rates for the families involved.1 Further disaggregation, e.g., by
income and occupation group would be helpful in ascertainipg the degree to which
transitory factors explain the increasing average propensity. The fact that
' higher occupational categories have higher savings rates suggests that long run
differences do exist. (See Table A-8.) Professionals and managers have a
savings rate of 12.4 percent, empleados and sales personnel one of 3.3 percent,
and obreros {in industry, comstruction and transportation) one of about 3.0 per-

cent., 2

Forms of Wealth, Investment Opportunity, and the Rate of Return to Capital of

Savers
Colombia’s markets for financial assets and for many forms of real wealth

are quite imperfect, and it may logically be hypothesized that the rate of return

4savings rates. The average propensity to consume was 113,8 in Barranquilla,
102.8 in Cali, 98.1 in Bogota and 89.3 in Medellin, with an average of 98.9.
(Absolute consumption is highest in Bogota then Barranquilla, Cali and Medellin
in that order.) Except for the top income category, Barranquilla has the highest
spending in each category, and in the lowest category, in particular, it is more
than twice any of the other cities. Typically Bogota is second, Cali third and
Medellin last. When a whole city, with presumably balanced representation of young
dissavers, middle age savers, et. al is dissaving, it is strongly suggestive either
of data problems or of some general tramsitory factor, such as that discussed in
the previous footnote. Conceptually a city could be "subsidized" by other cities
but for one the size of Barranquilla this explanation seems little plausible.

1
Milton Friedman, A Theory of the Consumption Function, Princeton University
Press, Princeton, 1957.

2-Prieto, op. cit., varte I, p. 73. The figures presented here are slightly
different from Prietos, being savings out of dispcsable rather than total income.
The savings function for professionals and directors appears to lie below the
overall savings function; Table 8 indicates that the typical savings rate for
incomes in the 15,000~20,000 range (where the average for this group falls) is
18 percent.
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to capital is on average higher for the large scale saver than the small scale
one; this seems clearly to be true for transferred savings, but it is more dif-
ficult to substantiate overall since many small scale savers who invest in their
own enterprise, their own farm, or whatever, could conceivably be eavning high
returns on this capital. Since both their labor and their capital income is
imputed, and it is necessary to separate the two in order to measure the rate
of return to their capital, this turns out to be extremely difficultnl

A limited amount of information available on the forms of wealth in Colombia
gives circumstantial evidence as to the distribution of wealth holding by people
in different income categories. The major forms of physical capital are agri-
cultural land and other agricultural capital, urban land and buiidings, machinery
and equipment in industry and other nén—agricultural sectors; smallier but still
important categories are automobiles and consumer durables.Cf thce firancial
assets, the most important are industrial stocks, cashi, life insuvance, mort-
gage and capitalization cedulas, etc. Very crude estimates can be made as to
the total amount of wealth represented by some of these assets (see Table 9)

11

but there is to date insufficient information on the extent of the "layerirg"

of these assets and on the extent to which non-individuals (e.g., producing

lln fact, in situations where the total factor productivity of different
economic units varies according to their size, there may be no theoreticzlly
determinable rate of return to either input or at least there mny bo no )
meaningful pair of rates such that their application to the quantity of each
input .implies a total factor remuneration which adds-up to the total income
of the individual. For a further discussion of this problem in the coatext
of agriculture see the author5 “Land Distribution, Inccme Distribution and
the Efficiency of Colombian Agriculture,” op. cit., pp. 24, 25.
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Table 9

Some Crude Estimate Figures of Wealth Composition - 1952 and 1965

(millions of current pesos)

I. Tangible Assets 1952 1965

Rural real estate (land,

buildings, plantations) 9,000-15,000 40,000-50,000

Cattle 2,500-4,000 15,000~20,000

Urban real estate (land, buildings

and capital) 9,000-15,000 60,000-90, 000

Non-agricultural capital equipment

in private sector 9,000~-13,000 70,000-90,000
Of which corporations held 2,500~4,000 10,000-15,000

Dwellings 3,000~5,000 20,000-25,000

Automobiles, trucks, etc. 800-1,000 12,000--18,000

Consumer durables 1,000~1, 500 6,000-10,000

Total Tangible Wealth 25,000~-37,000 190,000~-250,000
Of which held by individuals 20,000-32,000 180,000-238,000

II. Claims

Cash 610 3,764

Savings deposits 175 1,400

Capitalization cedulas 279%

Mortgage cedulas 142 : 1,251

Corporate stocks 1,500-3,000 10,000-20,000
Of which individuals held 350-700 2,500-5,000

Investment funds 260%%

Government bonds n.a. n.a.

Life insurance 100-150 1,500-2,000

* December 1964.

*% November 1965.

Sources: These data (except those taken from statistical sources) are designed
only to give rough approximations; some might be in error by as much as 50 per-
cent., The data on fimancial assets comes usually from the Revista de 1la
Superintendencia Bancaria. The estimates for tangible assets are the author's,
based on a variety of sources and comparisons.
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corporations) control them“l In terms of the present discussion, the matter of
interest is the extent to which the various assets are and can be held by the
small capital owner, and the rate of return he earns compared to the large one.
With respect to some assets it is clear that there is a minimum feasible size
which can be held, due to informational barfiers, red tape, and so on.

Tables A~9 through A-1l present scattered information on the distribution

by size of some of the assets; this is summarized in Table 10. Of the physical

assets held by individuals, automobiles are probably the most highly concentrated,2

1Some of the financial assets, of course, are essentially the proxy in
the hands of individuals of productive capital owned by corporations.

A check on the amount of real assets held, apart from non-produced
forms of capital, is provided by the nationel accounts; there exists one
estimate or amnother over a loug pericd of time, and a summation of the net
investment figures over the years provides a conceptually interesting esti-
mate of total produced capital. Unfortunately depreciation is very difficult
to calculate so it is possible that the national accounts estimate is some=
what off the mark. Harburger has estimated capital stcck over time with the
same inclusions as those of Table 9. (See Araold Harburger, "a Tasa de
Rendimiento de Capital en Colombia' Revista de Planeacion y Desarrollo,

Vol. #3, October 1969, - Cuadro 18). Converting his estimate for 1965 to
current prices by the GDP deflator produces a figure of about 220 billion
pesos, in the middle of the range estimated in Table 9. This provides a
certain amount of extra confidence in the data of Table 9. (The two estimates
are entirely independent except for the land component.)

Another check could be performed with data supplied in the 1ncome—wealth
tax collection procedure; here individuals are requirad to report their
patrimony; even allowing for a considerable amount of underreporting, the
figure would have some interest for purposes of comnsistency checking; such
a calculation has not yet been made to my knowledge.

2The top 12.4 percent of families,with incomes above 15,000, accounted
for 89.2 percent of expenditures on maintenance and operation of vehicles
(not exclusively cars, but presumably almost). The top decile would appear
to account for about 85 percent. The second decile accounts for about 9-10
percent so that the two together account for almost 95 percent.

It should be noted that the CEDE sample produced a remarkably high figure
for expenditure on new vehicles in the income category 9,000-14,999; either
this is an error or the purchase of new cars must be increasingly frequent
in this middle-income bracket. (See Parte III, p. 14.)
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and consumer durables rather highnl

A substzutial anocunt of investuent--some of it probably yielding good
returns—- cccurs at present in the form of education, (see Table A-12); some
is paid for by the public and some by families.

As cen be seen (Col. 9 c¢f Table A~12b) the distribution of total educa~
tional expenditures is considerably less unequal than the distribution of income
(see Urrutia-Sandoval, Cuadrs A-6) and heuce even less unequal than most of
other forms of capital;zthe zop threze deciles while having about 73 percent of
the incomz have, acceording to these figures, received the effects of only about
54 percent of the educational expenditures. The bottom two deciles, according
to these figures are ths ones which benefit most, having only 2.8 percent of
the income but 4.5 percent of ihe education. Note, nowever, that these figures

could be biased up dependiag on how accuarate the Urrutia-Sandoval assumptions

The top 12.4 percent of cousumer units in the four cities (trimestral
incomes of 15,000 pesos and up) have perhaps 43.3 percent of disposable income,
judging by the decile distribution (Prieto, op. cit., Parte 1, p. 157). This
group has 36.18 percent of ezpenditures {ibid, Part 1, p. 54 and Part III,
pP. 200). They have 55.1 percen: of durable consumer goods, as estimated by
applying the expenditure coefficients by category (Part III, p. 13) to an esti-
mate of the distribution of total expanditures by income category. Meanwhile
the top roughly 8 percent (wiih trimestvral incomes of 20,000 and up) have
say, 33.6 percent of income (perhaps moxe), 27.76 of total consumption and
purchase 63.23 percent of the durable consumer goods.

Interpolating between these two sets of figures, it appears that the top
decile must have about 74 percent of the durable goods purchases.

The top two deciles have about 54.4 percent of disposable income (Parte I,
p. 157) and the cutoff income is about 10,500 pesos. (Parte I, p. 138.) The
roughly 7.6 perceant of consumer units with incomes in the 10,500-15,000 pesos
range has about 13.1 percent of disposeble income, a somewhat lower percent
of expeunditures and zboui 16.3 percent of consumer durable expenditures. Thus
the top two deciles account for about 71.4 percent of consumer durable
expenditures.

A comparison betwzen the current flow of educational expenditures by
income eud the distribuvidon of some other form of wealth ic not appropriate,
however. The curvent distribution of axisting human capital due to education
is pwvesumably more uncqual than the current flow.
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are with respect to the share of rural population which does receive some
primary education. Note that private expenditures on education are even more
skewed than income distribution, tending to make up substantially for the ap-
parently positive redistributive impact of the public expenditures in this area.
If it were not for the public education, the distribution of this form of
capital might well be as skewed as that of other forms.

It is interesting to note that, if our estimate of total education expéndi-~
ture in 1966 was accurate, (5.246 billion pesos) it compares rather favorably
with the total physical investment for that year of 15.040 billion pesos.

Part of the explanation of low private savings (when educational expenditures
are: included in savings) at low income lévels may, of course, be the presence
of public schools. . And there may be some in-
divisibility involved in educational investment; if a family cannot produce the
amount necessary for a semester or a year for the child, then it may be unable
to invest.l The extent of inequality of the existing stock of education has
been alluded to earlier; when measured in terms of years of education the top
decile has percent and the Gini coefficient is : when measured in
terms of apparent income generating power (judging by wage differentials in
Bogota 1963-66) the top decile has percent and the GINI coefficient is
Probably the true return to education is less than that implicit in these
latter figures,2 so a true picture would be given by figuxes falling between

the two sets just presented.

lThis is something of an exaggeration, since frequently different quality
levels of education at different costs may be available; but this is not
always the case.

2See the argument as presented on p. 16, footnote 2.




-9

Differences in the overall return to caﬁital for people at different income
and wealth levels could Le due to different rates on the same assets, or to
different access to groups or types of assets whose rates of return tend to be
different. In the present context, the relevant concept of "return' involves
capital gains as well as the income based on the current productivity of the
asset,

It is generally plausible to assume that real assets yield more than finan-
cial ones; the latter are ''proxies’ for real assets, and assuming the existence
of transactions costs and "borrowers surplus" on the part of the entities emit-
ting the financial assets, the yield must be greater on the real assets. The
conclusion that the average rate of return should be higher on real assets as
a group than on financial assets as a group does not follow directly from this
fact, however. If financial assets were emitted as proxies only for high
yielding real capital, the opposite relationship could hold between the aver-
ages; in fact, however, this seems unlikely.,1

Financial proxies for real capital owe their existence to the size of
certain investment projects or firms and to the possibilities they (the assets)
give of risk spreading (across different real investments). The existence of
economies of scale in certain production processes suggests that the rate of
return will be higher on larger blocks of reél capital. And with respect to

the financial capital, where large chunks of it are required, the transactions

lImpressionistically one might guess that it is "middle yielding" real
assets for which financial proxies appear. In the case of very high yielding

ones, the operatdr of the enterprise may have a strong incentive to use as much

of his own capital as possible, unless the capital market is good enough to
permit his borvowing at a more or less fixed rate and earning a high increment;
in large capital markets this may be the case. Very low yielding real assets
are not likely to generate financial proxies.
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coste are substantially smaller if the corresponding financial asset has large
denominations; otherwise it might be necessary to have more than one layer of
financial assets to work up the necessary funds.l Another factor working in

the same direction, perhaps with respect to both types of capital, is economies
of scale for the investor--either the own investor or the financial investor.

If one has very little capital, while the incentive effect may make him invest

it carefully, it is difficult for him to acquire information on a wide variety

of assets and he cannot risk certain ones, (in general he must be a risk averter);
since thé financial system reacts to all this, certain assets will not be at his
disposal.

The sbove conclusion is not a necessary one; there could be diseconomies of
scale in certain production processes, and it could be too costly for large
investors to undergo the transactions costs of lending to many separate pro-
ducers. In summary, the relative rates of return depend in part on (a) the
prevalence of economies of scale in the system relative to (b) the distribution
of capital between small savers and large savers. The theoretical case for a
positive relation is less clear for real assets than for financial ones, partly
for the reason just cited (diseconomies of scale) and partly due to other factors.

In the case of assets utilized by the small scale (potential) saver and with
respect to whose use he has little choice, i.e., if he does not own them he
nust rent--for example, dwellings, land if he is a farm operator--the trans-
action costs may make the rental price higher relative to the amount of capital

involved than in the case of larger chunks of capital. As a result the rate

1If a factor like economies of scale in the basic production process were
inportant, one might expect a certain parallel between real and financial
capital in terms of the relation of size and return.



of return to owning such an asset can be high for the small scale saver. Evidence
of this does appear to hold in the case of housing, and the evidence from agri-
culture is not entirely contradictory to it, though it remains unclear. 1In the
specific case of self-constructed housing, the evidence suggests that the rate of
return may be in the range of 10-20 percent.1

One might anticipate a higher rate of return to investment on the part of
small savers if their time rate of discount were considerably higher than that of
richer persons. Each saver may be conceived of as having a decreasing ''marginal
productivity of investment” function (where investment includes purchase of finan-
cial assets); other things being equal,the average and marginal returns will be
a positive function of the alternatives open to a person and of his time rate of
discount. (If it is high he will limit himself oanly to high yielding alternmatives.)
If this latter factor - . e R R INDAE (-

dominates, then the small savers' marginal investment will yield more than

that of the large saver; tﬁis is not the same as saying that the average savings
yields more, however, though it would seem likely. (See below.) Possibly the
situation for many small savers involves a very rapidly decreasing rate of return
with the amount of investment; the high payoff items are ones like those just
cited, where owning the item is a substitute for having to rent it since its use
is inevitable; but after an individual has all the capital required to produce
theée services for himself and wishes to transfer savings elsewhere, the return
falls off very sharply. For the large scale saver, since he does not constitute
so big a problem as a borrower as does the small one, the rate of return on
"rent-substituting investments" would be less than for the small saver, but on
savings transferred to others it will be greater; in short, his curve will be

much more elastic.

1A rough estimate based on data from Planeacion Nacional.




The plausible hypothesis in Colombia would be that the rate of return on
financial essets is o generally increasing function of the amount of capital
held for all lcve lo,i while that on rezl assets ic positive over a range above
the wealth level at which the iudividual is using his capital to produce a
sexrvice for his own use;z the relation for smaller levels of wealth would be
indeterninate. Perhaps the most striking difference in rates of rerurn is that
between the few financial instruments practically available to (or adopted by3
the small s=aver, i.e., liquid funds, savings deposits, and possibly a few
government bonds--and the better yielding assets h2ld by larger savers (cedulas,
extra bank credit iunstruments, certein stocks, etc.)4 Many, if not most, of the
"small scale” financial assets typically earn negative rates of return.

The situation ie cloudier in the case of veal capital. Some information
is available, albeii crude and imprecise, giving hinte as to the relative rates
of return to capital by size of unit in the agricultural and industrial sectors.

In the former the size of unii is ilikely to repiesent divectly the average

lPerhuDs the only p0531ble exception wou*d be related to small scale loan
sharks (or, less pejoratively, prestamistas), documented especially in rural
areas. They loan small quantities at 1ntcrest rates of Z-3 percent or more
per month. Real return is exaggerated by this figure of course, since come
losses occur, and transactions costs are high., But it seems unlikely, in any
case, that many of these people are in the low wezlth category, even though
they make small loans.

2 . . . .

A substantial share of capital income may come from appreciation of assets.
This form of income is propably quite conceatrated, as it depends relatively
more on connections, information, etc., than does income from current production.

3Failure to take advantage of come existing alternatives lowers the small
savers rate of teturn further, J.e., the low rate is only partly due to the
absence of alternatives. People who hold cash rather than the (less negatively
yielding) savings depecsits are a case in point; cuspicion and lack of familiarity
are components of their attitudes. The extent and determinants of such phenomena
require much more studyo

"large saver" scts have really high weturns in Colombia, apart from the
extra bank “edlt°
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wealth (and income) of the owner. The relationship is less clear in the indus-
trial sector, since some large units are widely held;l as a result the distri-
bution of the capital income from them is a little more difficult to trace down.
In agriculture the imputation problem creates serious difficulties, and the fact
that most of the total value of the enterprises consists of mon-~reproducible
capital makes the rate of return figure itself a difficult one to compare across
size units.2

Table 11 presents alternative estimates of the relationship between capital
income and the value of physical capital (including land valued at market prices
as nearly as possible) in agriculture,(i.e., estimates of the rate of return
to capital)3 by farm size. The data is, unfortunately, not precise enough even
to permit a conclusion that there is a generally positive or negative
relationship between farm size and rate of return to capital. If the oppor~
tunity cost of the producer's labor weres, for example, one half the aver-

age market value, then (for farms above two hectares) his rate of return of

1Though the share of all large scale sector real capital in the hands of small
and medium stockholders appears low. Studies of the holding of corporate stocks
suggest great concentration. A study carried out by the Superintendencia de
Sociedades Anonomas for 483 corporations in 1959 and 1960 indicated that the
0.13 percent of stockholders (300-400 in absolute numbers) with most stocks held
about 54 percent of the total value; but it appears that legal persons holding
stocks (and at this time they held about 60 percent of all stocks) were included
as stockholders—--this procedure is not very meaningful; it is not clear how the
result would have varied if only persons had been included.

2From our point of view here, the question of interest is whether the ratio
"'capital income/savings" is higher for wealthy people or for poor people. The
question is straightforward when the savings are used to purchase a capital good
for a price determined by the production costs of that unit and presumably there-
fore in the long run relatively independent of the demand for it. But the issue
becomes complicated when & high share of the capital is of non~reproducible form.
An attempt can be made to estimate relative rates of return to savings as long
as it is assumed that there are no changes in the relative price of land held in
large farms to that held in small ones over time. This problem is not so severe
in the case of industry although some part of the value of an enterprise is, of

course, related tc the intangible and non-reproducible aspects of it.

3No attempt was made to quantify human capital and the implicit assumption

that it was proportionali to physical capital was used in these calculations.




Implicit Rate of Return to Capital#by Farm Size: 1960
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Table 11

Farm Size Estimate 1 Estimate 2
(in hectares)
<1/2 .60 .99
1/2-1 3.08 4.61
1-2 4.82 6.35
2-3 11.88 15.43
3~4 11.40 14.61
4-5 12.44
5-10 15.92
10-20 16.54
20~30 13.38
30-40 11.70
40~50 11.42
50-100 11.56
100-200 11.71
200-500 11.85
500-1000 11.39
1000-2500 10.72
>2500 13.67
Total 11.98
Broader Size Categories
0-3 5.69
3-5 11.84 }7"75
5-10 15.92
10-50 14.05
50-500 12.49
>500 11.31

*The rate of return to capital is defined as value added minus implicit labor cost
all divided by value of capital (including land); it is an overestimate of the
true rate of return since working capital has not been included.
capital of the producer is disregarded; while this may not lead to extensive bias
in comparisons across farm sizes (since human and physical capital might be
fairly well correlated), it leads to an upward bias in this figure, viewed as a

rate of return on physical capital.
uses the 'best estimate" physical capital series from Berry

Estimate

Further, human
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capital would be larger than that of the large farmer, for most assumptions with
respect to the relative amounts of capital; (alternative capital series were
constructed due to the uncertainties of the data though only the "best esti~
mate” series is used here). On the other hand, if the small farmers' opportunity
cost of lasbor is the average market rate, or even well below it, the rate of
return on farms up to two hectares is distinctly below that of all the other

farm sizes. Overall, it seems clear that the relationship is not a monotonic
one. Perhaps the most striking aspect of the figures is the rather strong
suggestion that the rate of return does not vary much in either direction

across the great majority of the size categories.

Are Rate of Return Differentials Inevitable in Colombia?

It is frequently argued (as noted above) that the difference between the
rate of return on large and small units of capital is, in many sectoxrs of the
economy, a natural result of (a) economies of scale in the physical production
process and (b) economies of scale in the financial intermediation system, these
latter implying that even if all savings are aggregated to be invested in a
large scale production unit, the rate of return paid to the small saver must be
reduced by the greater cost of intermediation per dollar. It is intuitively
clear that the second argument carries some validity, and generally accepted
that there are economies of scale in various sectors of the economy, although

the degree and pervasiveness of these remains to be ascertained.
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It is equally clear, however, that some of whatever difference may exist between
the rate of return to the small saver and the large one is artificially intro-~
duced by the nature of the capital markets and is not inevitable. An example

is the savings deposits with their low real rate of return; the 4 percent paid
on them is fixed by law; in general the absence of indexed bondsl too must be
attributed to institutional rather than underlying economic factors.2 Avoidable
market imperfections tending to create a rate of return differential in favor

of the large unit are particularly obvious in terms of the distribution of
public and private credit; it is perhaps more surprising that public credit
tends to go (even for such institutions as the Caja Agraria, whose formal goal
is the financing of the smaller scale unit) to relatively high income persons3;
quantification of this phenomenon is still meager but impressionistic evidence
for both agriculture and the non-agricultural sectors is strong. That import
licenses go primarily to lavge firms is manifested in the unpublished statis-
tics of DANE which indicate that in 1964 26.6 percent of the raw materials used

by the largest category of plants (200 workers and up) were imported while the

1 . . . :
Bonds with a readjustment clause guaranteeing that the principal retain
its real value over time.

2It might be argued that a major institution-based discriminating factor.
is the inflation. It is responsible for the low real return on money and many
financial assets, especially simple ones like savings accounts. Since the in-
flation is partly a result of rapid credit expansion--going disproportionately to
the large savers——~its overall effect on the relative return to capltal of small
savers is almost certainly negative, possibly heavily so.

3An institution like the Caja Agraria should not be blamed unduly for this,
since in agriculture there is no way to give credit to the bottom deciles of
the income distribution (with no or very little land) and there are always
special problems in giving it to fairly small farms; a very special effort
must be made, based on detailed knowledge of the cont ext; it is not easy.
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corresponding ratio for plants with less than 15 workers was less than

10 percent.1 Impressionistic evidence confirms the fact that not all of
this differential is accounted for by factors other than the "nature of the
market.'" The non-market element in the distribution of import licenses is
also suggested by the particularly high share of imported raw materials used
by plants located in Bogota (33.7% of all raw materials used in Bogota as
compared with a ratio of 17.&% for plants elsewhere; part of the differen-
tial may once again be considered as unrelated to market imperfections,

e, 2. on the grounds that for independent reasons Bogota's industrial

growth coincided with a new emphasis on import intensive industries; when
the 'Bogoté-rest of Colombia” ccmparison is made at the two digit level, the
relation is highly variable; Though it is in considerable measure con-
sistent with that hypothesis, direct observation does suggest that import
intensive industries have tended to concentrate in Bogotd because of the
greater ease of achieving import licenses there.

It is difficult to judge the reaction which might be forthcoming
from small savers (something relevant both for promotion of overall growth
and for improvement in the income distribution) in the presence of better
investment alternatives. It is interesting to observe that in the agricul-

tural sector the ratio of produced capital to the value of land appears to

1Part of this differential corresponds to a different sectoral com-
position of the plants of different sizes, but the phenomenon in question
is present within all or almost all two digit industrial sectors, and pro-
bably for any degree of desaggregation. It might be even more marked were
it possible to do a parallel classification by size of firm rather than of
plant,
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be higher on smaller farms than on larger ones;1 while this does not suggest
that the smaller farmers have as high a savings rate as the larger ones
(presumably the latter invest much of their savings outside agriculture) it
does suggest in some absolute sense a willingness or desire to save and in-
vest, and difficulties in finding appropriate outside instruments., Con-
sistent with this is the low savings rate of landless workers in agriculture,
- - .. Housing may present a phenomenon similar to this agri-
cultural one; a substantial share of very low income urban dwellers appear

to own (or be acquiring) their homes in Bogota about 30% of families

with monthliy income below 1000 pesos in 1970 fall in this category.2

Differential Fertility and Income Distribution Over Time

At present fertility level differentials of families at different
income levels are very marked; and may be a factor of some significance
in the maintenance of z highly skewed inccme distribution. Table 12 presents
guésstimates of the average implicit completed family size as a function of

income using a recent fertility study,Band rough guesses at infent mortality

‘e

rates by income. The data Suggest that if these fertility rates remained
applicable over time, urban families with incomes above 12,000 pesos and

rural families with incomes above 30,0004pesos would have completed families

1Ae Berry, The Development . . -~ . op. cit., Chapter 3.

2See DANE, Edcuesta de Hogares, 1970, tabulados,

3See Ministerio de Salud y Ascofame, Hechos Demogréficos, op.cit.

41t should be borne in mind that there was probably quite substan-
tial underestimation in incomes in this study.
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Table #12 Continued:

due to mortality; also, of course, age specific rates change over time, so no real
world pass through all the age brackets when the age specific rates were those
shown here.

2Infant morta. lity data was not studied in the Ministry of Health-Ascofame work

cited above. Here we take note of the probable average mortality over the 0-15
span, and assume that the level of this variable for the top income group ap-
proximates that of developed countries. The rest of the figures are guestimates.

3An estimate of the surwival rite to age 15 is taken frcom Enrique Pery S.
Proy ecciones de la Poblacion Colombiana 1965-1985, CEDE, Universidad de Los
Andes, Bogota, Octubre, 1968, p. 19. We then assumeda death by age 15 about
twice as high in rural as urban areas (30% vs 15.47%) and made arbitrary
estimates of the relation between this coefficient and family income. The
coefficients applied for each income category were, of course, constrained to
imply the overall infant death rates of each region. Implicit total births
minus estimated infant deaths.

Sources: Ministerio de Salud-Ascofame, Hechos Demogréficos, op. cit., Tabla 28.
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(i.e. after infant mortality is taken into account) of about three children
or less. Other urban groups would have completed size of 4-5 and other
rural families of 5~6¢1 The figures do not suggest much relation with

size up to the 12,000 peso income level (though see footnmote 1), The lack
of such a relation for 80 or 85 percent of the population,2 however, is not
too relevant to the issue under consideration, since wealth is so concen-
trated in the top 10 or 15 percent, that the key question is whether that
small group has a different” fertility rate, Here the average impliecit
size for the high income-low fertility categories is 3,03, while that for
all the other categories together is 4,55, And the roughly 40 percent of
all families which are rural and have incomes below 6,000 pesos have
average completed size of close to six; these people are quite low in the
overall income distribution.

Since there is little data available to provide historical background
on the differential fertility phenomenon, it is not possible to ascertain
vhether the present implicit differential has existed for some time or not;
some observers feel that it has not, and that the relatively small family
size characterizing upper income groups now is a recent phenomenon; it is

accordingly unclear whether in attempting to ascertain the historical rele~

vance of this phenomenon in perpetuating inequality, the current differentials

lSince the infant and child mortality estimates used here are
guesstimates, the completed family size figures are subject to cornsiderable
error. Probably what is least in doubt, however, are the rates for high in-
come families, and as long as these are reasonably accurate the differen=-
tial just cited does hold. The relative completed size estimates for income
levels up to 12,000 pesos are much more vulnerable,

2The three groups cited as having markedly lower implicit family

sizes constitute about 12% of all families.

3A striking implication of the figures is that, within the income
range where the great bulk of the population falls, a decreasing family size
is not implicit in income increases, whereas it is implicit in the xtuxal
to urban shift. Presumably a good part of the differential is related to
different educational levels (at the same income level) between rural and
urban, so this implication may not be relevant if rural education can be
improved quickly, a doubtful peint.
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could be assumed or notl; conceivably in earlier generations the very high
infant and child mortality rate for lower income groups meant that the
survival ratios and completed families sizes were rather similar acress all
income groups.

To compare the importance of fertility differentials relative to
such phenomena as differentials in the rate of return to capital and in
savings rates in the perpetuation of inequality, several associated demo~
graphic factors must be considered. One which can be fairly quickly dealt
with is the extent to which poor and rich families inter-marry, thus pro-
ducing a sort of "averaging out of wealth' phenomenon; it appears infrequent
in the Colombian context. The nature of bequest must be considered in such
an: analysis, in particular the extent to which wealth can bé passedtbn to the
next generation relative to that accumulated by the present one. Inheritance
taxes in Colombia probably take such a small proportion of teotal wealth
passed from generation to generation that they can be ignored for the pur~

poses of the present analysis.2

1Scattered evidence from the thirties suggests that the completed
family size of the working class was larger at that time, See A. Berry,
Breve Estudio: de los Determinantes del Crecimento de 1a Poblacans en
Colombia, CEDE, 1966.

2As of the mid-sixties, inheritance taxes constituted about 1,5
percent of total tax revenue (excluding payments to social security), 0.2
percent of national income:, and say 0,05 percent of estimated total
privately held wealth., If we assume, crudely, that 3 percent of total
privately held welath is being passed between generations in a given year
then the ratio the inheritance tax bears to this transferred wealth is 1.65
percent, Although obviously crude, it is doubtful that this figure could be
downward biased by a factor of more than 2 or 3; even if it were, one would
conclude that an insignificant part of private wealth passed to the govern=
ment during the inheritance process. (One bias in the above calculation
may have been the implicit assumption that wealth holders do not run their
wealth down significantly befoye death.)




Summary

It is now possible to trace out roughly some broad patterns of income
distribution change over the last 40 years in Colombia. Evidence on labor
income from wage series suggests a probable worsening of distribution from
around 1940-when a number of the series began~until some time in the 50s,
followed by an impfovement until the mid 60s and a probable worsening again
in the last five years.

The labor share of income geunerated in the production process has risen
marginally, while suffering some small fluctuations; the paid labor share
has risen substantially, from about 32 percent of GDF in 1950 to about
38.5 percent in 1969, but most of this is accounted for by a shift of workers
from unpaid to paid categories. The increases in the labor share (both pai@
and total) have been stronger in the non-agricultural sector than for the
total since the labor share fell in agriculture during this period. The
pure labor share has fallen by perhaps 10 percentage points since 1945 and
the human capital shave has risen 6-10 points since 1950 to where it now sur-.
passes the pure laber share as defined here. The physical capital share has
fallen by perhaps 2-4 points since 1950, and now represents about one—third
of G.D.P,

Factors determining these various movements are discussed in the text.
It is interesting to note that labor income appear to have become less equal
during periods of rapid growth {1940 to about 1955 and 1966 - present) and
more equal during stagnation (1955~66). The first stages of rapid import
substitution (1945~55) may have had a distribution worsening effect. The
shift out of agriculture has probably had a positive effect, especially in

the last decade. Differential fertility rates presumably have some negative
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impact but lLilstorical data are too sparse to guess at its magnitude.
Differ-ntial savings rates have undoubtedly played an important role in

maintaining a highly unequal distribution of capital. There is no evidence

of significant changes in the impact of this phenomenon over time. (It is

possible that a considerable part of both savings rate differentials and

rate of return to capital differentials favoring high income and wealth per=-
sons are cue to capital market imperfections.) Public education has a clear

positive effect in distribution of capital at present.

Over the long run there 1s no evidence that distribution as measured
by any single indicator (e.g., the Gini coefficient) has been improving or
worsening. There is some evidence that the top 1-2 percent have lost over
time, and that the people in perhaps the second toufourth deciles have been gain-
ing; some low income groups have gained relatively fast but it is not clear
how the botiom two or three deciles have fared. This is clearly a priority

issue for further research.
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Table A-1 Continued: % Real prices of 1937.
%% Real prices of 1923.
Sources and Methodology

Col (1) is from Luis Ospina Vésquez Industria y Proteccion en Colombia,
Editorial Sante Fe Medellin 1955. .

Col.s(3), (5), (7), (9), (11), (13), (15) and (16) are from Miguel Urrutia,
"Estadistas de Salarios en Bogota, 1863-1933" in Miguel Urrutia and M rio Arrubla,
(editors), Compendic de Estadisticas Historicas de Colombia, Direccion de Divulgacion
Nacional, Universidad Nacional de Colombia, Bogota, 1870,

Col. (17) .is from DANE, Anuario General de Estadistica, various years.

Deflation has been effected using for the most part food price series collected
and published by the Banco de la Republica. In the case of Medellin (Col. 2)
two series were available; a food price series by the Central Bank, used to
calculate Col. 2a, and a white collar family cost of living series,used for
Col. 2b. As can be seen, the two diverge very seriously. The Bogota series
(Cols. 6, 8, and 10) were calculated using the Central Bank price series.

It must be remembered that these were not a cost of living serles, since equal
weights were given to each of a selected set of items.
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TABLE A-5

Occupational Distribution of the Income Earning Population: 1950-1970

(Percent)
- Blue White Own
Collar ‘Collar Account
v Workers . Workers Workers Employers
1950 38.48 22,04 27.38 12.10
51 38.15 - 22,57 27.40 11.88
52 : 37.82 23,10 27.42 11.66
53 . 37.49 ' 23.63 27 .44 1l.44
sS4 : 37.186 24,16 27.46 11.22
- 1955 36.83 : 24,69 27.47 11,01 -
56 36.50 - 25,22 27.49 10.79
57 36,17 25,75 27.51 10.57
58 35.84 26.28 . 27,53 10.35
59 ) : . 35,51 26.81 27.54 10,14
1860 35.18 27.34 27.56 9,22
61 34,85 . 27.87 27.58 - 8,70
62 . 34,52 28.40 27.60 .9.u48
63 34,20 28.93 27.61 9.26
64 33.87 29.u46 27.63 9.04
1965 » 33.21 o 30.44 27.21 9.14
66 - : 32,55 31.41 . 26,79 9.25
67 31.89 32.38 26.38 9,35
68 31.23 33,35 - 25.98 9.486
69 30.57 _ 34,32 25,55 9,56
1970 . - 29,92 35.30 25.11 9.67

Sources and Methodology: Data for Table A-6.
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Table A-6 Continued:

Sources and Methodology:

Cols. (1) and (2), are based on the population census of 1951 and 1964 and DANES
Encuesta de Hogares 1970, which provide estimates of those three years. Intervening
years estimates were produced by interpolation. Some adjustments were made to take
account of censal underenumeration; in particular, we adjusted 1951 figures for
employees up by one percent and those for obreros and independent workers by two
percent; the cbjective was to obtain the same remaining degree of under (ar over)
enumeration in the two cases; 1870 figures were designed to imply a labor force
growth rate over 1964-70 in accord with the judgment of demographers.

Col. (4) is the national accounts category "income of family units and
‘non-incorporated enterprises'. It constitutes, conceptually ‘an overestimate of
the income of unpaid workers, since some of it accrues to people listed as paid
workers,

Col. (6), one half of Col. (5), ln_porporates the assumption that one half of
the income of unpaid workers was lmputed labor income, (Thklng into account the bias
just cited to Col. (4), the implicit assumption really is that more than half of the
income of this group is from labor).

" Cols. (7) to (13) have sources symmetlcal to those of Col. (1)-(6). .
~ Col. (10) is from the national accounts and may, therefore, for reasons expldned
elsewhere (See Table 4) constitute an upward biased estimate.



-71-

TABLE A-7

Expenditure/Income Ratios by Family Size, Four Cities: 1967

1.967
Family Siéé Expenditure/Incéme.Ratio
1 Person 7u.p
' 2: ~ Persons | | 92.0
3-5  Persons - - . - 88.]
6-8  Persons . 101.6
9 or more Persons. , | | 88.2
TOTAL - , ' ‘ 98.9

FUENTE: Prieto, Estructura Ceee op. cit., Parte Primera, p. 63.
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"TABLE A-28

Estimates of the distribution of Urban Occupied Dwellings:

1964
OWNED RENTER. oTHERZY TOTAL
Number 693,883 497,674 90,044 1,281,601
Peccent 54,14 38.83 7.03 © 100.00

1/

='Usually the residents are caretakers, have the dwelling in fidecomisio, or
some such arrangement. o
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