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Chapter 1

Introduction

1.1 Latin America: A history of persistent inequality

The yawning gap between rich and poor is one ohthr concerns of our age. The advance
of modern economic growth in recent centuries mdy oesulted in unprecedented disparities
in wealth and living standardsetweencountries (Lal 1998, Landes 1998, Clarke 2007}, bu
also deeply affected the distribution of wealtithin countries. The two phenomena are
related. Countries with higher levels of per capiteome on the whole tend to have lower
levels of inequality. This is not surprising. For a society to prospés itrucial that citizens
are willing to exploit their talents and investithenergy in its development. People will do so
provided that they can enjoy the fruits of theifoek. When the chances of social mobility
are equally shared and the common perception psetait each citizen obtains a fair share of
total welfare, the conditions to enhance persomadom through economic development are
optimal (Smith 1759, Rawls 1971, Sen 1999, WorldiB2006).

This thesis assesses the long run comparative ajgueht of income and asset
inequality within Latin American countries, tracing its roots backoirthe colonial era,
focusing on the period between 1870 and 2000. Akgglance at the world map presented in
figure 1.1 learns that Latin American income inedydevels are, at present, among the
highest in the world. All Latin American countriédsAC’s henceforth), except Cuba, have a
Gini-coefficient of income inequality above the Vs arithmetic average of 0.39 and the
majority even exceeds the threshold-level of OlBhile for instance, the richest 20% of the
Chileans earned 64.4% of national income in the 2880, while the poorest 40% received
just 9.1%. This corresponds with a Gini of 0.59. &mparison, in the Netherlands in 1999
this ratio was 38.6% for the top 20% and 20.9%tl@r bottom 40%, resulting in a Gini of
0.31 (UNU/WIDER 2005).

! Whenever the term “inequality” is used without afjeative, it refers to economic inequality in a
broad sense, that is, inequality in wealth, assetsramminie across families, households or individuals.
When addressing a more specific type of inequalityadjective will be used, i.e. “educational” or
“land” inequality. The term “inequality” is exclugly used in a non-normative manner, simply stating
that there is a difference between individuals augs in terms of their income levels, social status or
political power. The use of the term “inequality”tims thesis further presumes that it can be expressed
in terms of a level that can be characterised as smkltge, decreasing or increasing, and so forth.



Figure 1.1: World Map of income inequality within countries

Gini coefficients 1990-2005 (most recebservation)
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This study focuses on the historical evolution #duality in Latin America between 1870
and 2000. This period is generally referred toths long twentieth century” Although we
do not dispose of any comparable income inequeafitimates that go back much further than
just a few decades, there is ample qualitativeengd that Latin American levels of income
inequality around 1870 were high. The prevalencslafery far into the 19 century, the
skewed distribution of land (the key asset of puatidn in pre-modern economies) and the
oligarchic nature of the political establishmerdigate that the colonial legacy of inequality
was pervasive and persistent throughout the earbt-ipdependence efaThe year 1870
marks the start of a phase of increasing integratiopost-independent Latin America in the
Atlantic economy and more generally marks the bagop of the era of “modern economic
growth” in the regiorf. Sustained rates of economic growth and an acteterpace of
technological change, demographic growth and udadion completely transformed the
traditional outlook of the Latin American economies

Table 1.1 shows that since 1870 the average anmratgpita growth rates were
considerably higher than in the period 1820-187ifh wthe exception of two decades in the
1930’s and 1980’s. Consequently, in 2001, the regiaverage per capita income level was
approximately 4.5 times as large as in Sub Sahafiéeca (Maddison 2003). According to the
World Bank only Haiti and Nicaragua at present $tholbe considered as low income
countries, rather than middle income countries (d&/&ank, World Development Indicators
2006). Therefore, Latin America’s growth performasagce 1870 has been described in the
recent literature as “fairly well” (Bértola and Widimson 2006: p. 11).

With the onset of modern economic growth the saumieproduction and income
changed dramatically. At the threshold of indepewdein the early 19 century Latin
American societies were predominantly rural soegtiapplying traditional hon-mechanical
production techniques. At present, over three gusutf Latin America’s citizens make their
living in the urban economy (ECLAC 2004), includihgrge modern sectors in which

technologically advanced and knowledge intensivedpction processes are applied.

2 See for instance Bethel (1986) Bulmer-Thomas e28D&) and Cardenas, Ocampo and Thorp (eds.)
(2000) An Economic History of Twentieth-Century ipefmerica, Volume |, The Export Age.

® And even if income would have been more evenly iisted around 1870 than it is today, the
interpretation of such a finding depends largely ow hwe judge the fact that so many people were
working under semi-feudal labour relations or outrig/avery.

* In Kuznets’ study Modern Economic Growth. Rate,uure and Spread, “modern economic
growth” is distinguished from “pre-modern economicwgift’ as the era starting in Great Britain in the
second half of the eighteenth century, characterlsedunprecedented and sustained increases in
“output per capita (or individual), or per workempst often accompanied by an increase in population
and usually by great structural changes, that ispgd® in social and economic institutions, or
practices. In modern times the main structural haen e the movement from agricultural to non-
agricultural production (the process of industridli@a); in the distribution of population between the
countryside and the cities (the process of urbanizgtio the shifting relative economic position of
groups within the nation (by employment status, lesfelncome per capita, et cetera); and in the
distribution of goods and services by use.” (1966: p. 1)



Urbanisation went hand in hand with industrialisatand this process of structural change
continued to spread throughout the region in thars® of the 20 century. Table 1.2
illustrates the magnitude of the changes that eeduin the composition of the Latin

American labour force as a result of this econamainsition.

Table 1.1: The growth of the Latin American economy1820-2000

1820-69  1870-1913  1914-29 1930-39  1940-49  1950-7P7479  1980-89  1990-2000

GDP 14 3.5 3.2 2.3 4.6 53 4.9 17 3.2
Population 13 1.8 17 18 25 2.8 2.4 2.1 1.6
GDP per capita 0.1 1.8 15 0.5 2.1 2.6 2.6 -0.4 1.6

Source: Maddison 2003: pp. 128-9, 139-40, 149-50akeeHofman 1998.
Notes: Compounded average of the eight largest LAG\&ring 81% of total population and 88% of
total GDP in 2000; Argentina, Brazil, Chile, ColompMexico, Peru, Uruguay, Venezuela.

Table 1.2: The development of the urban and indusial labour force in Latin America,

1870-2000 (percentage shares of total labour force)
1870* 1900 1950 1960 1970 1980 1990 2000

Urban labour force (% of total) 22.3 31.2 43.5 5%0. 56.7 64.0 74.5 81.2
Industrial labour force (% of total) 9.5 13.3 19.2 20.5 22.2 24.8 23.6 21.8
Sources: Urban labour force: *1870 are guesstimatesdoan a backward extrapolation of the 1900

figure, using average annual growth rates of the rurpapulation in Argentina, Brazil, Chile,
Colombia, Cuba and Venezuela presented in Scobi86(19. 240, table 1); Mitchell for 1900;
PREALC (1982) for 1950-1980; FAOSTAT for 1990, 200tdustrial labour force: Mitchell for 1900;
ILO (1997) for 1950-1990; WDI (2005) for 2000. Tfigures for 1900-2000 are based on a weighted
sample of Argentina, Brazil, Chile, Colombia, Mexi&eru, Uruguay and Venezuela covering 81% of
total population and 88% of total GDP in 2000 (Miadd 2003).

The increase in average levels of productivity armbme was so large that, if total Latin
American national income in the year 2000 wouldehéeen evenly distributed among its
population, poverty (according to the monetary migéin of the World Bank) would have
been completely eradicated. In reality more tha@ dfllion people, that is ca. 25% of the
total population, were living under the povertyeliof two dollar a day, of which nearly 52
million had to survive on less than one dollar & @&orld Bank, World Development
Indicators 2006). Indeed, the problem of poverty in Latin Aoe is intertwined with the
problem of income inequality. The key question ishyid modern economic growth since

1870 not lead to a more fundamental and sustaie€elhé in inequality?

This thesis analyses the historical evolution @gumality in Latin America in @omparative
perspective to explore the typically “Lath™~ as opposed to the more “general” —

characteristics of its economic development andridigional trajectory. Many of these

® According to the most common geographic definitibatin America” covers “all countries in the
Western hemisphere south of the USA” including, &sent, no less than 38 nations (Hillman 2005,
Bulmer-Thomas et al. 2006, World Bank 2004). Nedryf of these countries (most of which are
smaller Caribbean islands) are excluded becauseduired historical data are unavailable.



general characteristics are rooted in a shared@blbistory with unifying tendencies in legal
affairs, military and political culture, religiodanguage and the orientation of its socio-
economic systems (Engerman and Sokoloff 1997, 2Ba@kewell 2004). At the same time
Latin America’s intra-regional diversity in econamiand institutional development is
undeniable. To reconcile a generalist approach @fhlAmerican inequality with the widely
observed intra-regional diversity, Wittgensteinfgakogy of “family resemblances” serves as
a guide: the individual members of a family do possess all the family characteristics, but
they do possess sufficient resemblances in orddsetoecognized as part of the family
(Grayling 1988). Hence, none of the LAC’s can basidered as a Latin role-model, but all
LAC's, to various degrees, posses “Latin” charastms. This study specifically aims to shed
light on these family resemblances, rather thanitdesidual character traits, but it will in
specific cases exploit the variation in the latteindicate the limits of generalisatifn.

The 20" century record of Latin American inequality staridssharp contrast with
distributive developments in various other worldioms (Morley 2001, World Bank 2004).
With the evolution of democratic welfare stategjiorating in the 19 century, the equality of
social and economic opportunity has become anpedisable part of the collective concern
in many Western countries. Although especiallyh@ Anglo-Saxon world income inequality
has gradually increased since the 1970’s, fromng lun perspective the transition from a
pre-industrial to a post-industrial society in tiéestern World has come along with a
substantial reduction in income inequality, asaet®d by the marked increase of the labour
share in national income (Brenner et al. 1991,d@olknd van Zanden 1998, Lindert 2000,
Morrisson 2000, Clarke 2007).

In the socialist countries of the 2@entury an even more radical tendency towards
egalitarianism took place under the flag of Markiehinist doctrine. In Russia, China,
Eastern Europe and Cuba this was enforced by lamje mterventions in the (private) asset
distribution. State bureaucracies implemented gsmhémes of economic planning. Phases of
strong economic growth seemed to confirm the vilgbdf the socialist development model.
However, the suppression of individual choice aaite and the restriction of factor mobility

gave this growth record a rather sinister and staharactef.Since the decay of socialism

® Fernandez-Armesto defends his generalist appraatiisi Hemispheric history of the Americas as

follows, "Genuine historic communities always diffeorfn their neighbours in some ways; one might

well treat Nicaraguan exceptionalism or Paraguayeremionalism as a reason for separating the
history of those countries from that of the rest of Mew World. But when exceptional cases are

examined in detail the similarities usually outweitite differences. The differences cannot be
appreciated unless in comparative perspective; thepgroalist hypothesis always has to be tested by
contemplating what is said to be exceptional alorgggillat is supposed to be normative” (2003: p. 17)

" De Toqueville stated already in 1848 that, “Demogrand socialism have nothing in common but

one word: equality. But notice the difference: whdemocracy seeks equality in liberty, socialism

seeks equality in restraint and servitude”, cited ayék (1994: p. 29).



in the last decades of the"™6entury, income inequality increased rapidly imfer socialist
countries (Verhoeven 2007).

East Asian countries such as Japan, Taiwan andaKloave realised rapid rates of
growth in the 28 century and in the meantime managed to keep l@fétecome inequality
limited. The relative egalitarian distribution &fnd and the pursuit of balanced rural-urban
income policies are considered important pillardamthe East Asian path of “growth with
equity” (Fei et al. 1979, World Bank 1993, Fei aRanis 1997). However, the latter
gualification does not seem to apply very wellhe more recent growth paths of China, India
and the South East Asian newly industrialising ecairs.

Altogether, the marriage between modern economiavir and equity does not
appear as self-evident at the beginning of th& &intury as it may have appeared in the
1960's. Yet, the historical record of the ™2@entury has shown that inequality in the
distribution of income and wealth can decline dracadly in a relatively short period of
profound structural and institutional (includingea@logical) change. It has also shown that
rapid growth does not necessarily lead to increggsiaquality, on the contrary. But despite its
respectable growth rates, its profound structunainge and the evident presence of socialist
and capitalist ideologies, a sustained declinenetistorically high levels of inequality did
not materialize in 2D century Latin America.

The puzzle is even more complicated, however, stheeobserved trend in income
inequality is difficult to reconcile with the notigbrecord of social progress in Latin America
during the 28 century. Table 1.3 shows three important indicatérsocial development in
20" century Latin America: literacy rates, life expewtg at birth and levels of income
inequality. The table indicates that at the starthef 24" century less than one third of the
population in the average LAC was able to read\arité, while at the end literacy rates in
most LAC'’s exceeded 90%. Progress in life expectdrasyalso been remarkable. The figures
more than doubled from an average of 31, betwed® Hd 1930, to 71 years in the year
2000. These figures are in line with the findindsAstorga et al. (2005) who argue that a
significant catch-up took place vis-a-vis the UditBtates in terms of life expectancy and
literacy rates, in particular during the mid™gentury (1940-1980).

Despite endemic political instability and the rilaly slow advance of
democratisation, virtually all LAC’s are nowadaysraxistered by a democratically elected
regime. The political representation of the lowecial classes has received a firmer legal
basis in the 2D century, not in the least place because of thalikagion of labour unions and
worker’s right to protest (Hillman 2005, Spalding §977). Against the backdrop of this
notable record of social progress and civil emaatadn it is all the more surprising that the
levels of income inequality, which were alreadyhhlyy world standards, have recently only

further increased. As far as most of the availabd®eme inequality estimates are concerned,



this rise has occurred from the 1970’s onwardbak caught the attention of many scholars
wondering about its causes (Londono and Székely,20Rorp 1998, Morley 2001, World
Bank 2004, Székely and Montes 2006). Why did thésfrof modern economic growth and
social progress not materialize in lower levelsnabme inequality? Solving this puzzle is the
prime objective of this study.

Table 1.3: Social development in Latin America: Lieracy, life expectancy and income
inequality, 1900-2000

Literacy Literacy Life expectancy  Life expectancylncome inequality  Income inequality
% pop 10+ % pop 15+ at birth at birth Gini (avespg Gini (recent)
ca. 1900 2000 1910-1930 2000 1950-1990 1990-2003
Argentina 52 97 44 74 0.43 0.52
Bolivia 17 85 28 64 0.55 0.63
Brazil 26 86 31 69 0.58 0.61
Chile 43 96 30 76 0.55 0.59
Colombia 32 92 31 72 0.54 0.57
Costa Rica 33 96 33 78 0.47 0.48
Cuba 41 97 36 77
Dominican Rep. 84 26 70 0.47 0.48
Ecuador 92 71 0.47 0.56
El Salvador 79 29 71 0.51 0.53
Guatemala 11 69 24 66 0.56 0.6
Haiti 50 63
Honduras 15 75 34 59 0.55 0.6
Jamaica 32 87 76 0.49 0.54
Mexico 22 91 28 73 0.52 0.51
Nicaragua 66 24 69 0.54 0.54
Panama 92 36 75 0.55 0.58
Paraguay 30 93 29 71 0.58 0.59
Peru 38 90 70 0.53 0.53
Puerto Rico 94 76 0.49 0.5
Trinidad & Tobago 98 71
Uruguay 54 98 75 0.42 0.45
Venezuela 34 93 31 74 0.44 0.46
Unweighted
Average 32 87 31 71 0.51 0.54

Sources: Income inequality Gini's are derived fromWWIDER, World Income Inequality Database
2005; Literacy rates 1910-1930 from Mariscal anddBaff (2000: pp. 172-3) and for 2000 from
World Bank,World Development Indicators 200bife expectancy 1910-1930 from Thorp (1998: p.
356), Life expectancy 2000 from ECLAC (2004: pp-111).

Notes: The Gini coefficients of income inequalityereto the distribution of national gross household
income, except for Argentina and Uruguay (urban nmep and Bolivia, Jamaica, Nicaragua and
Paraguay (expenditure Gini). Literacy rates refetht® population aged 10+ with a benchmark year
close to or exactly 1900. The exceptions are Br&zi),(Colombia (7+), Guatemala (7+), Honduras
(7+, 1887) and Jamaica (5+). Education attainedsdfethe working age population (25-64), Puerto
Rico refers to the year 1990. Life expectancy ahlf most countries in 1910, except for Nicaragua
and Venezuela (1920) and the Dominican Republi§aéivador, Honduras and Panama (1930).



1.2 An integrative approach to the analysis of long distributional development

Discussing the ample empirical literature testing Kuznet's curve, Fields argues that the
long run relationship between economic and distigmal change is determined by ttype
(or nature of economic development rather than the ratecohemic growth (Fields 1980: p.
94; 2001: p. 69). This is one of the major presuamgiof this study. On the typd Latin
American economic development a few remarks cambde beforehand. Latin American
economic development does not easily fit withintandard neo-classical world view, where
free and competitive markets guarantee a free @blmbour and capital and a free diffusion
of technology and knowledge. In fact, on the basihe assumptions of perfectly competitive
markets and the occurrence of diminishing retumsvestments, the neo-classical view of
economic change entails the prediction of incarmevergencén the long run. Assuming an
institutional environment which is equal for eveegonomic agent, different individual
capacities and preferences are the sole determivdmtersonal income inequality. Not only
is a long run tendency towards income convergered to observe in Latin America, but
more important, the assumption of free and pesfextimpetitive markets largely fails to hold
for most of the Latin American economies during madsts modern history.

A more recent generation of economic models allfawgross-country differences in
the steady-state of inequality, on the basis of élplicit assumption of factor market
imperfections. In these models the distributiveadtestate depends on the initial (historical)
distribution of assets and wealth. High initial @sand wealth inequality induces a path of
economic and institutional development charactdrisg a comparatively high degree of
factor market imperfections. Economic inequalitysi&s from one generation to another if
the mobility of production factors such as labond &apital remains restricted. Institutional
change may remove factor market imperfections, me#afactor mobility (and social
mobility), thus initiating a transition from onestlibutive steady-state to anotfiddence, the
incorporation of factor market institutions andttacmarket imperfections are a prerequisite
for the theoretical analysis of Latin American inatity.

Yet, theories of persistent inequality cannot aiplwhy and in which historical
context asset and wealth inequality evolves ang tianot explain under which historical
circumstances the institutional changes inducingaasition in inequality occur, or not. The
best these models can do is to factor-in a “hisérshock” invoking institutional change. In
other words, models of persistent inequality adpfhkéto understand why inequality remains
so large in some parts of the world, but to undedthelLatin Americannature of inequality

requires anntegrativeapproach in which 1) the endogenous charactarstitutional change

8 See, for instance, Murphy et al. (1989), Banaged Newman (1993), Galor and Zeira (1993),
Aghion and Bolton (1997), Picketty (2000) or Mookke and Ray (2003).



is acknowledged and 2) institutional change is mg@ as a function of interacting historical
forces (Greif 2006).

Another reason why | propose artegrative approach is illustrated in figure 1.2.
Theoretical models of persistent inequality aremarily devised to explain under which
conditions a transition from a steady-state of highquality to a steady-state of low
inequality occurs (see graph A of figure 1.2), ender which conditions high inequality
remains persistent (see B), (i.e. in absence dafifip@stitutional changes). Kuznets’ inverted
U-curve hypothesis, undoubtedly the most widely liedp perspective on long run
distributional change, holds that in response tadeno economic growth and structural
change income inequality increases in the firsgjetaof the economic transition and then
turns to a sustained decline when urban industdeleties mature (see C). Yet, the empirical
findings of this research project do not suggesat tine of these three stylized pictures of the
inequality trend do a good job in explaining theseeaf many LAC's. According to my
conjecture of the secular trend of inequality, thajority of LAC’s reveals a fluctuating

pattern with two crucial breakpoints in thé"2gentury (see D).

Figure 1.2: Four stylized conjectures on the seculdrend of income inequality
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The income Gini's in table 1.3 suggest that an upwaversion in the inequality trend has
taken place during the post-war era. In additiarsame of the economically more advanced
LAC’s a downward reversion of the trend is likely have occurred during the interwar
period. Hence, the explanatory framework of thissth should allow for long run trends in
inequality with a wave like pattern (see D). Theitighof these turning points (and the intra-
regional variety in the country specific trendsh amly be understood when paying attention

to the interaction of various structural forcesjehhoperate in a specific historical context.

What are these historical forces? Apart from meraporary historical events such as the
First World War, the Mexican revolution or the eoanic crises in the 1930's and 1980'’s, the
empirical literature tends to pay ample attentionwo structural forces. The first concerns
the impact of globalisation and de-globalisatioroiff a trade perspective) on distributional
change. Ever since colonial times Latin America baen firmly integrated in the Atlantic
economy and world market movements have affectethanic policies in Latin America
perhaps more than in any other region. The seconderns domestic structural economic
change in a broad sense, including changes in #uogors structure of production, the
composition of the labour force and technological demographic chandedowever, rather
than attempting to separate the impact of theseorgc this study emphasizes their
interrelatedness and mutual feedback mechanismesintégrative approach does justice to
the path dependent nature of historical chdfigeéigure 1.3 summarizes the explanatory
framework. The degree of factor mobility plays & kele in this framework, presuming that
changes in the structure of the asset and incostakdition are most likely to occur if the
mobility or the economic function of labour, capitand and skills changes rapidly.

How do the combined forces of structural changepajisation and institutional
change induce distributional change? It is helpdutlistinguish betweedirect andindirect
effects. Government policies may directly intervanethe asset distribution, for instance
through a land reform or the diffusion of publicuedtion, or in the personal income
distribution, for instance via wage regulationgat schemes. Yet, distributional changes are
also often the consequence inotlirect effects running via the channels of the functional
income distribution. Figure 1.4 illustrates the kesglations of the functional income
distribution framework, including the asset disttibn, the sector income distribution, the

factor income distribution and the personal incatistribution.

® For concise surveys of the empirical literature am@y consult Aghion and Williamson (1998) or
Helpman (2004, Chapter 6, pp. 86-110).

0 North describes the term path dependence as thenitioa that the institutions that have
accumulated give rise to organizations whose surviepédds on the perpetuation of those institutions
and which hence will devote resources to preverdgimgalteration that threatens their survival... Path
dependence is not “inertia”, rather it is the cornistsaon the choice set in the present that are derived
from historical experiences of the past (2005: dp2p
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Figure 1.3: An integrative approach to long run digributional change
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Figure 1.4: A functional income distribution framework
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Since each sector and each production factor ogmrjniciple, be distinguished by its relative
share in total national income, this framework ffean opportunity to empirically link
economic changes to changes in personal incomece;i¢me functional income distribution

framework opens up the black-box of the Gini-caédfint of personal income inequality and
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brings theoretical rigour in the analysis of disttional change. Theories regarding the
impact of globalisation or skill-biased technolaichange on income inequality, focus on
the effects of economic change on relative factonunerations as does the work on growth
and income distribution of the great classical ewoists, most notably David Ricardo’s

(Ekelund and Hebert 1990). This framework also sugpthe analysis of sector income

differentials underpinning Kuznets’ inverted U-cerhypothesis. Since functional income
distribution data generally extend much furtherkiiactime than personal income distribution

data, a historical analysis strongly relies on trasnework.

To measure and compare income and asset distrisuiovariety of inequality
indicators is used, such as the Gini-coefficienfanfd distribution, the Theil-coefficient of
inter-industry wage distribution and the coeffidie variation of schooling years attained.
Such “comprehensive” inequality measures are comgited by more straightforward
ratio’s such as the “white-collar” wage premiuntloe grade distribution ratio. The choice for
one or another indicator depends on three critd)i#@roperties of the indicatar Does the
indicator express what we are interested in andt \ahea the implications of its use for the
interpretation of the results? It is argued fotanse, that the Gini-coefficient is useful for the
analysis of land and income inequality, but hasesewdisadvantages for the study of
educational inequality (see chapter 4).G)mparabilityof the indicator To maximize the
opportunities of international comparison, thereaigeneral preference to use indicators
which are commonly accepted in related literat@)eProperties of the datarhe availability
of specific historical quantitative data determinesa large extent, which indicators can and
cannot be used. The Theil-index of inter-industrygavaifferentials (see chapter 7), for
instance, allows for a decomposition of specificoime earning or asset owning groups, but
can only be applied in a meaningful way if the dat® decomposable. Hence, for a
comprehensive measure of land inequality, wheré sletailed data are missing, the Gini is

preferred because of its comparative value (septehd).

1.3 Outline

Together the figures 1.2, 1.3 and 1.4 portray thtéiree of this study. It consists of two parts.
The first part (chapter two, three and four) foausae the initial conditions of inequality in
colonial Latin America and the historical evolutiohthe asset distribution. The second part

(chapter five, six and seven) focuses on the sedwudémd of income inequality in Latin

™ For a systematic discussion of the properties of varinaquality indicators one may consult Ray
(1998, Chapter 6, pp. 173-193), or Cowell (200@). & insightful discussion of different concepts of
inequality and related measurement issues see Milka2005).
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America in the long twentieth century. Chapter eighesents the conclusion. The line of
argumentation is as follows.

Assessing the initial conditions of inequality iletcontext of colonial settler societies
in Latin America, | argue in chapter two that factoarket imperfections prevailed in all
important segments of the economy: the land matket|abour market, the capital market
and the organisation of Atlantic trade. The monaation of the key resources of the pre-
modern colonial economy was inextricably connected what | propose to call the
institutionalisation of inequalitywhich implies the introduction of formal and infeal rules
that legitimise a system of political exclusioncisb discrimination and coercive labour
relations.

Chapter three delves deeper into the roots of ¢aldactor market imperfections,
examining the nature of land market institutionsd éme persistence of high land inequality,
by comparing post-independence Latin America wititeoformer European colonies. | argue
that land inequality across the colonial world baslved under very diverse geographic and
endowment conditions. The economic opportunitidated to a tropical climate and the
presence of a large indigenous or imported laborgef cannot explain the evolution of land
inequality in large parts of Latin America, wher@a$Vest Africa, where excellent conditions
for plantation economies prevail, land inequaliynained modest. Land inequality is much
more a political phenomenon, rather than one ohewdc opportunity, and this helps to
understand why the unequal distribution of land teesained so persistent during periods of
rapid structural change during the post-indepenelena.

Chapter four focuses on the development and digitoib of education since 1870.
Whereas land is a key asset of the pre-modern iableconomy, educational background is
the ultimate determinant of the key asset of theleno economy: human capital. In chapter
four | argue that, in comparison with other regiamghe world, the educational systems in
LAC's developed slowly and, especially, retainedyvgoor quality standards for much of the
20" century. The lack of incentives, both from théeetis well as the poor, to raise the quality
of public schooling was reflected in high levelsesfucational inequality. Yet, the chapter
also shows that progress in public education innLAmerica in the final two decades of the
20" century was comparatively large, which signalsiraportant break with the historical
legacy of asset inequality.

The overall conclusion of the first part of thiesis is that, in spite of respectable
aggregate income growth and rapid structural chatigeinstitutional changes required to
improve the access to such key assets as landdarateon, were too slow and too limited.
Land reforms have been largely absent or ineffectdducational progress was slow and the
problem of educational inequality was not tackledumately. Although the access to capital

markets is not discussed in detail in this studigrdture points out that capital market
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imperfections were also detrimental to social mtb#dnd the entrepreneurial potential of the
poor groups lacking collateral assets (see espedfed work of Hernando de Soto 2000).
Hence, understanding the colonial legacy of assjuality helps to explain high levels of
income inequality at present. However, it does explain the occurrence of significant
vertical movements in the secular trend of inconegjuality.

Chapter five discusses various perspectives on tangdistributional change along
the lines of the explanatory framework presentedfigmre 1.3. Partly on the basis of
inferences from theory and partly on the basisisfohical information, a conjecture of the
secular trend of income inequality since 1870 idved as presented in figure 1.2D. The
chapter emphasizes the importance of an integrapmoach to evaluate the validity of
theories of distributive change for the case ofil.@merica, arguing that the two turning
points in the inequality trend occur in a periodewhrapid transformations in the global
economy, the domestic economy and the politicahenty occur. The specific combination
of these factors induces changes in the positiorlabbur unions, in wage and trade
regulations and in social insurance programs, mesaot in all, LAC's.

An empirical investigation of long run trends iretfunctional income distribution
during the first phase of modern economic growt7(1940) is presented in chapter six.
The chapter examines the trends in the ratio okilled urban wages versus land rents and
per capita GDP, urban wage inequality and the coatipe rates of capital formation and
their impact on relative factor income shares (labwersus capital). | conclude that, by
international standards, levels of wage inequaljipear to be relatively modest before 1940,
whereas the income bias in favour of capital amdl lawners seems overt, but changing in
favour of labourers during the interwar years. tilme of the more advanced LAC's the
changes in the functional income distribution indiar of labour were so large that it has
incurred a major break point in the inequality ttén the 1920’s and/or 1930's. | argue that
this break point can not be exclusively interpreasda result of rapid de-globalisation during
the interwar years, but rather should be seenrasponse to the rapidly growing power of
labour unions and the impact of the Russian andiddexrevolution on the perspectives of
the political elite.

Chapter seven consequently focuses on the obsémem@gnt rise” in income
inequality in Latin America in the last quarter b&t20" century. It studies the evolution of
the urban informal sector and manufacturing wage puoductivity differentials in a Thell
index framework. In this chapter | argue that tkeent rise in Latin American inequality
cannot be interpreted solely as the consequenteeaéconomic recession in the 1980’'s and
the effects of skill-biased technological changdt, that it is the lack of reforms in the asset
distribution which are ultimately responsible févetunsustainable nature of the inequality

downturn initiated during the inter bellum. The brstal legacy of rural inequality, the urban
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biased socio-economic policies (ISI policies) ahd prevalence of educational inequality,
eventually resulted in the dramatic growth of thbam informal sector since, on the whole,
Latin American economies created insufficient opyaities for its citizens to exploit their

talents, increase their skills and become more ymibee in a modern (global) economic
environment. This is the context in which the mafarease in inter-industry wage inequality

during the post-war period appeared.
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Part One

This thesis consists of two parts. The first paralgses the historical evolution of asset
inequality in Latin America. Chapter two discus#as initial conditions of inequality as they
evolved during the formation of colonial settlercisties in Latin America, chapter three
explores the colonial roots of land inequality arfpter four studies the development and
distribution of education in Latin America since7D3 The objective of these three chapters is
to identify specific Latin American features of essequality and assess these features in
relation to their particular institutional and listal context. Hence, chapters three and four
adopt a broad comparative framework, in which tkelion of Latin American land
inequality and its educational development recaorl systematically mirrored against other
world regions such as Sub Saharan Africa, East A¢ath America, Europe, or sets of
countries under the heading of “advanced industi@nomies”, “OECD countries” or
“developing countries”. The retrieved conclusiorexve to explain and understand the
specific Latin American characteristics of the dacwrend of income inequality in the long

twentieth century, which is the prime subject oft pao.
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Chapter 2

The Initial Conditions of Inequality in Latin Ameri can

Colonial Settler Societies

2.1 Introduction

This chapter discusses, in broad descriptive littesjnitial conditions of inequality in Latin
America as they originated, primarily, during tleenhation of colonial settler societies in the
late 15" to early 18' century. Specific attention will be paid to thetitutional arrangements
that were introduced to protect exclusive colotiatle relations and direct the allocation of
labour, capital and land. The objective of thisptbais to show that factor market regulations
and the restrictions on factor mobility were emtestidn a social order legitimising the
concentration of economic and political power ie tlands of the Creole elite. | refer to this
process as thiastitutionalisation of inequalityYet, the colonial institutional legacy differed
largely across the region, depending on speciftallaonditions such as 1) the ethnic
composition of the population and the strengthnafigenous institutions that survived the
Iberian conquest and, even more important, thestiimas impact of European diseases, 2) the
presence of specific natural resource endowmerds 3nthe specific geographic location
which determined the relative distance to the Henpeninsula and the Atlantic economy.
Shedding light on this intra-regional diversity peelto understand the various paths of
economic and distributional development in the jadbnial era identified in the next

chapters and is the second objective of this hegtbintroduction.

2.2 The core and the periphery

“ ...these people live almost like those in Spaird Bnas much harmony and order as there,
and considering that they are barbarous and soffam the knowledge of God and cut off

from all civilized nations, it is truly remarkable see what they have achieved in all things”

Hernan Cortes in 1520 to Emperor Charles theabout the Aztec capital Tenochtitlan (cited in
Bakewell 2004: p. 25).
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Two years after Columbus’ discovery of Hispanitl&pain and Portugal divided the non-
Christian world into two spheres of influence undepervision of Pope Alexander VI. In the
treaty of Tordesillas of 1494 the vertical demdworatine was established 370 leagues (1770
km) west of the Cape Verde islands. The treaty actodated the Portuguese desire to
maintain their trading posts on the African coast @ontinue their exploration of the sea
route to the East. Ferdinand and Isabella soughtetaure their eventual returns on the
Crown'’s investments in Columbus voyages to the WHEs¢ geopolitical implications of the
treaty became clear during the first half of th&' t&ntury as Spanish conquistadores put
together new bits and pieces ofierra Firmethat turned out to be an entirely New World
and the Atlantic coast of Brazil fell subject teetbolonial ambitions of Portuguese settlers
(Williamson 1992).

The Spanish conquest of the American mainland wiasapity directed at the large
Aztec and Inca empires in the interior of the aoertit. The environmental and climatic
diversity offered by the slopes and plains of thestAmerican Cordillera and the Andes
supported the production of a relatively reliabtel aaried supply of food that could sustain
large urban populations. The mountainous interiso @ontained rich deposits of gold and
silver. The abundant display of mineral wealth ameé tsophisticated organisation of
economic, political and cultural life in the capitities of the Inca and Aztec civilizations
outstripped all expectations of Cortes, Pizarro #melr armies (Boserup 1980, Bakewell
2004, Mann 2005).

The nuclei of pre-Colombian civilizations providetiet Spanish with a well-
established infrastructure for administrative antitany control. On the ruins of the Aztec
empire, the Viceroyalty of New Spain stretched &oim California in the north across
Mexico to Guatemala (Antigua) and Nicaragua (Grahad the south. And similar to the
former Inca empire, the Viceroyalty of Peru strettlout from Panama, Colombia (Bogota),
Ecuador (Quito) and Venezuela (Caracas) in thehnmrtthe fluid southern borders of the
Atacama dessert and the Argentinean pampas. Theviteooyalties were subdivided into
smaller jurisdictions, calledudiencias which were mostly based on the existing corpus of
pre-Columbian polities. Mexico and Lima became tbmiaistrative capitals and the main
commercial hubs linking the mines in the hinterlamdhe warehouses of Seville at the banks

of the Quadalquivir. The narrow isthmus of the aadia of Panama (Portobello) functioned

12 The name Hispaniola or La Espaniola means “Litflair® and refers to the Caribbean island that
now consists of Haiti and the Dominican Republic.ubdbus was convinced that he had discovered
the western gateway to the East Indies and therefdledcthe indigenous people “Indians”. Another
Italian explorer, Amerigo Vespucci, formulated thikea that a new continent had been discovered,
disconnected from Asia. In honour of Vespucci the Geroatographer Martin Waldseemuller used
the name America in a map of the New World, whichnévally became the standard (Williamson
1992). In the remainder of this chapter the modeogggphical names will be adopted to save space
on extensive footnotes.
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as a stepping stone between Lima and Seville antkdamportance as a location for the
organisation of large fairs (Williamson 1992).

The first century and a half after the Spanish cesj(1520-1670) were dominated
by one of the most tragic events in world hist@yweeping pandemics of smallpox, measles
and other “Old World” diseases decimated the oabindigenous population (Crosby 2003).
The pre-Columbian population figures in the Westeemisphere are subject to a continuing
debate in which estimates have been presentedngafigim less than 10 to more than 100
million people (Mann 2005). On the basis of colbrsaurces for the central region of
Mexico, Cook and Borah (1963) have estimated that indigenous population of 25,2
million around 1518 was reduced to ca. 0.7 millioriL623, a decline of 979%5.No matter
what the exact figures have been, it seems habglieve that without the disease factor the
Spanish had conquered the New World, let alone ttiet would have been able to retain
colonial rule for more than three centuries. Thitmdte consequence of the demographic
disaster was that indigenous societies either cetelyl disappeared or collapsed under
pressure of Iberian military supremacy. Only in thedean and Meso-American highlands
the indigenous peoples were able to keep theiu@llheritage alive (Mann 2005, Newson
2006).

Although Spanish interest in the Caribbean islanagédly dissolved with the conquest of the
American mainland, some of the islands such as Cit@vana) and Hispaniola (Santo
Domingo) remained important because of their sgiatéocation:* The original indigenous
population had almost completely disappeared byetit of the 18 century and in the 17
century the Caribbean islands set the stage facefielashes with the other European
seafaring nations, most notably the Dutch, Britistd French. The Caribbean islands and
Panama were under continuous threat of attack &mbler and piracy became endemic.
Jamaica was captured by the British in 1655 andnSgeded Haiti to the French in 1697. In
1762-3 the British also seized Havana and Martila farthest outpost of the Spanish empire.
Most of the original Spanish Caribbean possessibasged hands as the region became the

backbone of a highly profitable sugar economy, whafrican slaves replaced the original

13 According to the population estimates of McEvexhd Jones (1978: pp. 269-317) the total
American continent inhabited ca. 14 million souls, dfich ca. 3 to 4 million lived in the Aztec
Empire and a similar number in the Inca Empire. In #aely 17th century a new continental
equilibrium was reached at ca. 11.5 million souls, &F%500. In the early #6century ca. 250.000
Spaniards reigned over 9 million natives in the Spar@fhitories. Although, these are very
conservative estimates compared to studies claimirtgptiegaColumbian population figures were in
between 90 to 112 million and that the drop in tla¢ive population amounted to over 90% of the
original level (Newson 2006), even these figures aklyimpressive.

14 As a result of the strong clock-wise currents ¢artic winds, Santo Domingo was best located for
the first stop of ships having crossed the Atlantic legirtway to the New World. The location of
Havana was suitable as a last stop before the finainrebyage. Trade ships uses to sail the Atlantic
Ocean once a year back and forth (Macleod 1984).
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and European population as the prime source of lal@nly Cuba and Puerto Rico remained
in Spanish hands until the late™6entury. The development of slave-based sugar ieslon
markedly diverted the course of Caribbean histagmf the mainland, where Spanish
domination was uncontested until 1810 (Stinchcofffth, Bakewell 2004).

The peripheral areas of the Spanish American empege, by definition, more loosely
integrated into its administrative and commerciadya The region of Costa Rica remained a
backwater with marginal settlements throughout 168 to 18" century. The Spanish also
showed little interest in the sparsely populatedtiNdeastern part of the South American
continent. After all, the real treasures were ledain the Andean highlands (Elliot 1984).
Argentina and Uruguay remained almost entirely pi@ed during the colonial era. Neither
the Argentinean Pampas, nor the Amazonian jungle,time vast and empty territories of
North America seemed to hold promising venues émglrun investments. Buenos Aires
was a distant outpost of the Spanish American Eampirhe peripheral areas lacked
(discovered) sources of mineral wealth and largkesery populations, which could sustain
Spanish urban centres. After repeated attemptariexaFlorida’, the Spanish conquistadors
lost interest in the barren territories and thdidmde nomadic Indian tribes up North. To the
far south, the guerrilla tactics of the Auracaniafiectively put the Spanish conquest to a halt
at the Chilean river Bio-Bio: only in 1880 armeddes were capable of incorporating the
Southern territories into the independent RepuifliChile (Collier and Sater 2004).

The Amazonian rainforest functioned as a naturaldéorbetween Spanish and
Portuguese colonial territory, where the Spanidibeetely turned a blind eye at the illegal
expeditions of the Portuguese (i.e. crossing theldsillas line in the Amazonian). The vast
tropical lowlands and torrid plains of Brazil warestly inhabited by semi-sedentary tribes or
tribes of hunters and gatherers. Portuguese erm@unith these people were often hostile,

not in the least place because of the cruel charaxt Portuguese slave-raids. Settlements

15 Numerous expeditions were sent out inspired by &besit El Dorado and the Seven Cities of
Cibola The legend of the man of Gold (El Dorado) irspGonzalo Pizarro, the governor of Quito, to
cross the Andes into the Amazonian rainforest, whéseekpedition lost the way and each other.
Pizarro eventually returned to Quito. Fransisco dell@ra floated down the entire Amazon river over
3000 kilometre and sailed to Hispaniola. The riveeived the name Amazon because of the recurring
attacks of female warriors on Orellana’s expeditiohoét the Seven Cities of Cibola it was told that
its buildings were encrusted with gold and turquoid®e cities should have been part of yet another
Indian Empire to be located in the areas of presaptddew Mexico and Arizona. The quest was
undertaken in 1540 on behalf of the Viceroy of N&pain. Although the expedition of hundreds of
Spaniards and Indians discovered the Grand Canyossertiadhe Rio Grande into Texas and greatly
extended the border of the Spanish Empire into Nantierica, the expedition disappointedly returned
home, since they had not found what they were loofangWilliamson 1992: pp. 31-3)

16 The third major attempt led by Hernando de Smte, of Pizarro’s men, finally proved successful in
1539. The Spanish settlements were continuously #edtby the British in the North and the French
in the West., but only in 1819 Florida was handedrde the USA as stipulated by the Adams-Onis
treaty. In return the USA would release its claimstlom Spanish territory of Texas. In 1845 Florida
became the 27th state of the USA (Williamson 1992).
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were concentrated in the coastal areas under nooged imperial control than the Spanish
Viceroyalties. The Portuguese Crown gave clearipyito its expeditions in the EaktBrazil

gradually evolved into a society dominated by myglarge estate holders, making a fortune
in sugar and, later, coffee. The discovery of gaid diamonds in the late 97and early 18

century enhanced Portuguese interest in its stadgln the Western hemisphere.
Nevertheless, this vast country, covering rougtdif bf the South American landmass, was
inhabited by less than three million souls at the ef independence in 1821, of which 1.2

million were slaves (Levine 1999).

Thus factors such as location, climate, minerabamdents and, probably most important, the
presence of a large sedentary indigenous populatiested different sets of possibilities and
constraints for the evolution of colonial settlecigties and consequently affected the nature
and impact of colonial institutions in differengiens. A categorization of the region in terms
of core and periphery is inevitably highly schematnd the centre of gravity in the Spanish
American empire shifted to some extent in th& t8ntury as various regions articulated a
strong desire for more autonomy as Webut it serves to point out some of the most ciucia

intra-regional distinctions that will repeatedlyapla role in the remainder of this study.

1) The core regions of the Spanish American empresisted of (large parts of) present-day
Mexico, Guatemala, El Salvador and Ecuador, PeruiviBoand Colombia. At the eve of
independence these regions hosted, by the standdirdsose days, rich and stratified
societies, in which Creole elites had establishested interests in mining, Atlantic trade and

land ownership. The population mix of Indians, Cesoand their common Mestizo offspring

17 The Dutch temporarily occupied the area of Pelnam in North Eastern Brazil. The Dutch were
the major irritant of Portugal’s colonial aspiratsorit the end of the 16th century the Dutch stasted
campaign to strip the Portuguese of their colonialsgssions in the East. In 1624 the Dutch attacked
Portuguese plantations on the Brazilian coast asdpied Pernambuco, however, in 1654 the Dutch
were expelled again by combined forces of Portuguedeatives (Williamson 1992)

8 The economic importance of Colombia, based on itd gebosits, the port of Cartagena and its
relative geographic isolation from Peru, was recagmhiin 1739 with the formation of a third
independent administrative region, the Viceroyaify New Granada (including parts of Panama,
Venezuela and Ecuador). In response to continuoussexjwf Buenos Aires to fully exploit its
strategic location on the Atlantic coast the Vigalty of Rio de la Plata was created. This allowed
Buenos Aires with the administrative conditions tealep from a laid back contraband frontier town,
into the main commercial and financial centre & 8outh American continent in the laté"x&ntury.
The Spanish colonial administration prescribed thatae from the Vice-royalty of Peru to Spain and
vice versa would pass through Lima in order to collieoctes. This arrangement frustrated the
development of Buenos Aires, where a thriving corarabeconomy developed. The creation of the
Vice-royalty of Rio de la Plata and the trade referbroke the monopoly of Lima merchants on the
silver exports from the Bolivian highland, which ¢die transported to Europe much cheaper via the
Rio de la Plata and the port of Buenos Aires. Thdetna@strictions had caused a deep resentment
among the citizens of Buenos Aires towards Spanisal enythorities. This sentiment was an important
factor in the leading role of Buenos Aires and théedhprovinces of South America (later Argentina)
in the struggle for independence (Bakewell 2004).
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was cast into a vertical social order in which hgges in wealth signalled large disparities in

social status and political privileges.

2) The plantation economies along the Atlantic tdagparticular in Brazil and the Caribbean
islands, form a distinctly different and arguablyne diversified core region of European
colonial rule in the West. The tropical climate aAdlantic shores provided suitable
conditions for the development of sugar plantatioased on the exploitation of African slave
labour. The plantation economies produced excesseadth. At the end of the f&entury
Barbados and Cuba are estimated to have had apita €DP level of 150% and 167% of
the US respectively. Haiti was perhaps even thieest country of the world at that time
(Engerman and Sokoloff 2000). The organisation efgtoduction process was characterised
by extreme forms of human exploitation and soai@quality running largely along ethnic
lines and persisting far into the post-slavery (&t@nchcombe 1995). The coastal areas of the
Guyanas, Venezuela, Colombia and Central AmerieatiGularly Belize) also disposed of

slave plantations, but these regions remainedvelatckwaters during the colonial era.

3) In the periphery the initial conditions of inedity were different. Large parts of today’s
Argentina, Uruguay and Costa Rica had remainedtiiedeand in the isolated areas of
Argentina, Chile and the interior of the Amazonigin forest, native peoples remained
separated from colonial settlers for a long timeraindependence. Argentina, Uruguay and
Costa Rica became typical “immigrant countries” te 19" century and obtained a
predominantly white population. In comparison te tiore, a less hierarchic and authoritarian
social order evolved in the periphery. The growthld atevelopment records of former
peripheral states show that in post-independenhl&tierica a major reversal of fortune has
taken place (Engerman and Sokoloff 2000).

4) The status within the Spanish American empireragions coinciding with today’s
Venezuela, Honduras, Nicaragua and Paraguay abmlgyo most difficult to classify in a
simple core-periphery scheme. Although substasgtler societies developed in these areas
contrary to the peripheral areas described abawarercial relations with Spain remained
relatively underdeveloped. Large parts of these@oregbecame characterised by relatively
autonomous agrarian societies with a specialisatiomranching activities. The relative
isolation and lack of control of the mother counggve local governors the power to act
rather independently and gave the Creole elitegheni degree of freedom in creating their

own “kingdoms” (Bakewell 2004).
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This very crude and inevitably somewhat oversingddif classification of colonial settler
societies in core and periphery is, neverthelestispensable for the evaluation of various
explanations of the historical evolution of inedtyain Latin America. It shows that some of
the ultimate determinants of inequality that areefpropagated in literature, such as for
instance the natural endowments or colonial in#bis hypotheses (see chapter three, section
3.2) have to account for large intra-regional ugrig order to be acceptable. In the next

sections some of the more shared “Latin” initial ditions will be discussed.

2.3 Mercantilism and resource extraction

“Trade is the sacrifice of the Rich and the Poor;sth@&ngaged in it achieve the level of
profits they desire, without effort and withoutpgiang out of their Houses; the abundance of
ships arriving at Veracruz gives them no cause teapken goods they hold in the Capital
because the Wealthy and Powerful monopolize goodisetprejudice of those who are not,
and by storing them in their Warehouses they pitieen as they wish and exploit the rest of

Humanity”

Duque de Linares, Viceroy of New Spain, 1716 (cite8tein and Stein 1970: p. 28).

The mountain plains of Mexico (San Luis, Zacatecasd) Bolivia (Potosi) hosted the world’s
richest disclosed silver deposits of the early modaa. Around 1540 the early gold mining
activities in the Caribbean were completely ovedsiiged by the exploitation of the silver
mines in the hinterlands of Latin America. Silversathe ultimate fuel for the defence and
control of such a vast colonial empire for morenttlaree centuries. Thanks to its status of
prime producer-exporter of silver, Mexico became jgwel in the crown of Spanish America
(Hamnett 1999). In exchange for bullion Spain siguplts colonies with wheat, wine, olive
oil and home produced manufactures such as fueqitton wares, coarse and finished cloth
and regional food and craft specialties (Macleo®419. 367). Spain also provided the
mercury needed to extract silver ore and this mhtomonopoly gave the mother country a
probate instrument of control.

The commercial system of Spain was designed to maeirhe flow of mineral
wealth to the Iberian Peninsula. Compared to theersitrade, the export of agricultural
products such as sugar, hides, tobacco, cottoigdndocoa and coffee never gained more
than marginal importance. Thearrera de Indiaswas the lifeline of Spain’s economic and
military power as it carried more than 90% of th&l silver production across the Atlantic

(Donghi 1993). One fifth of all mineral revenues reseémmediately confiscated by the
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Spanish Crown via theguinto real the royal fifth, which was not the only, but certainly the
most lucrative royal tax.

According to truthful mercantilist trade policidsetterms of trade were set in favour
of the motherland. Spanish merchants enjoyed thisfiof monopoly grants and price
manipulation which ultimately followed from a crbt# threat to use coercive power in case
of illegitimate economic exchange. Anxious for vy of its European neighbour states,
Spain tried to keep the door to its colonial emgightly locked. Monopolies on colonial
trade were granted to a handful of Spanish mershamt only a few ports were allowed to
provide entry and exit to ocean vesséldercantilism especially constrained colonial
economic development where the merchant elite deaogential competitive threats.

In New Spain the colonial administration did noowal the development of local
manufacturing industries competing with overpricgghnish imports (Stavrianos 1981: pp.
91-8). But in regions that were less accessiblmfEurope, in particular on the Pacific coast,
the products that could be profitably imported fr&urope were much more limited. Wine
and (olive) oil, needed for daily life consumptiand sacramental purposes, could not reach
Lima or Santiago in a proper condition. As a redhlese crops flourished in Peru and Chile
whereas they were forbidden in New Spain and thébBean until independen@gMacleod
1984: pp. 353-4). Other sectors of the agrariamey, such as livestock production, were
not confronted with production restrictions andaghge benefited from local demand for meat,
milk and hides. According to Crosby, the introdantdf European livestock in the vast plains
of America resulted in one of the biggest changesandscape ever recorded in human
history (Crosby 2003: pp. 74-113).

Colonial trade and production restrictions were mbhibitive to economic
development in the long run. After passing the giowf the demographic crises in the mid
17" century, the enhanced intra-regional integratibmarkets induced a positive spiral of
commerce, scale economies and division of labowmndatlantic trade induced investments in
infrastructure and raised the demand for consumpjmods and intermediate services, while
rural areas in the vicinity of commercial and minicentres flourished as a result of the urban
demand for labour, food, mules, hides and cashscsaph as tobacco and indigo. Moreover,
trade restrictions were increasingly circumventgdsimuggling activities. Already in the 17
century the total value of contraband trade, hedyetthe Dutch and the British, surpassed the
“official” trade with the Iberian Peninsula (Willlason 1992).

19 Among these were Veracruz (Mexico), Manila (iPbihes), Lima (Peru), Santiago (Chile),
Nombre de Dios which was later replaced by Portob@bknama), Santo Domingo (Hispaniola) and
Havana (Cuba) (Bakewell 2004).

20 An average voyage from Seville to Veracruz lastedut two and a half months, yet crossing the
Isthmus and the Pacific took almost double time. Tradb the administrative outpost Manila was
therefore confined to products with the highest nmergiuch as Chinese silks, rare spices and precious
gems (Macleod 1984: pp. 353-5)
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At the other side of the Atlantic Spain’s domesticonomy fell into a long run
depression in the 7and 18' centuries. The silver revenues reached a temppesalk in the
1620/30’s and started to decline at a moment whearbéant warfare expenses of the
Habsburgs depleted Spain’s treasury. Financiatiiefenforced the Habsburg administration
to squeeze its European and American subjectsdardp pay the interest on the loans of
German and Genoese bankers and keep up their $endefidence. With the advantage of
hindsight the 17 century marked a reversal in economic power batvike motherland and
its overseas empire. Spanish industrial developmead too weak to keep up with the
growing demands in the Americas and Seville, mard more, became an entrepét of
Atlantic trade dominated by foreign, mainly DutaidaBritish, merchants (Bakewell 2004).

With the Bourbon reforms in the &entury (1759-88), the central administration in
Spain attempted to reinforce colonial revenues r@Alggitimize Spanish imperial rule. The
reforms involved a program of bureaucratic cergedion to improve the effectiveness of
taxation and broaden the tax base by releasingniadlérade restrictions. At that time, a
substantial part of the Creole elite was in favolua complete abolishment of colonial trade
monopolies altogether. And during the wars of irefeence in the early $%entury, the
balance of economic power had shifted definitivébwards the American side. The
disintegration of the colonial empire induced agdasting economic recession in the first
half of the 18' century, in which the resolution of regional maskeather than the loss of the

crumbling Spanish market, proved a major caushettonomic downturn (Irigoin 2003).

Mercantilist trade policies had some important riistional implications. These can be
summed up in two categories, of which the one dilyubhad a larger effect in the long run

than the other:

1) The regulated exchange of mineral wealth forofaan manufacturing imports obstructed
the development of a proto-industrial sector, eigigcin those regions where such sectors
would pose a competitive threat. The physical amdmercial infrastructure that was set up
to connect the commercial centres in the interighwhe Atlantic coastline (and ultimately
with Seville) may also have reduced economic lidsagithin the local hinterland. However,
the positive economic dynamics generated by thegmation of markets across the continent,
especially from the mid-17century onwards, is likely to have counterbalantedpotential
adverse effects of colonial trade and productiostrigtions. In this respect geographic
barriers may have been much more decisive in thdasrganisation of the economy than

colonial trade prescriptions.
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2) A probably more far-reaching consequence of Mietiist policies was that it provided
legitimacy to theinstitutionalisation of monopolieg.his led to a concentration of resources,
profits, know-how and legal privileges in the harafsa small elite. The concentration of
surplus rents negatively affected the spread obwmmptive demand for industrial products
(Murphy et al. 1989) and it also resulted in laayel rigid capital market imperfections.
Access to capital was limited to a legally confineldss of mine-owners, landowners,
merchants and bureaucrats. This class faced notineerio broaden the economic structure
and enhance the investment climate for a grassesdtepreneurial class. As will be argued
in chapter four, the concentration of wealth ansetsalso, in the very long run, created an

adverse incentive structure for the provision aftsarucial public goods as education.

It should again be stressed that the impact oé staérvention in commerce and production
differed widely across the region. Portuguese imlBrazil retained a much looser character
with a larger degree of freedom for the local lamd slave owning elites, while the absence
of mines or a distant location also weakened thgaohof centralist political control. Yet, the
contrast with the British settlements along thetNeast coast of North America was sharper.
In the British colonies the financial and commerdrdrastructure was accessible for the
majority of settlers, rather than for a privilegelite. Political decisions were mostly taken at
a community level and became effective in a loeskefal structure of colonial governance,
rather than the centralist structure put in plagethe Spanish Crown, in which vertical
relations were predominant. The open access toreapd factor markets is one of the major
distinguishing factors in the colonial history gbasn and Great Britain. This distinction in
political culture is widely regarded as one of Rey explanations for the divergent paths of
development and distribution observed in the poftrdal era (Landes 1998, Lal 1998, North
et al. 2000).

2.4 The institutionalisation of inequality

“In Spain it is a sort of title of nobility to desckneither from Jews nor Moors; in America

skin, more or less white, indicates a man’s rankaniety
Alexander von Humboldt, 1807 (cited in Stein aneirst970: p. 56)
The extremely isolated location of the mines indBb{Bolivia) in the Andean highlands did

not inhibit the export of large amounts of silvéa Lima and Panama to Seville. Yet, without

the coercion of Indian labour the exploitation bé tsilver mines would have been entirely
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unfeasible. Labour was not only essential for workthe mines, but also in trade and
transportation and in food crop production, whenpkises were needed to sustain the labour
force involved in non-agricultural activities. Thehronic scarcity of indigenous labour
supplies and their little interest in wage labongagyements was one of the biggest enduring
concerns of the colonial administration. The varidypes of coercive labour market
institutions that were put in place to enforce astant supply of labour, contributed largely
to, what | call theinstitutionalisation of inequality This means the formal and informal
legitimisation of a social order in which exclusigeonomic and political privileges flowed
together and ethnic background formed the majoerdehant of social status and political

discrimination.

Initially, Ferdinand and Isabella favoured a syst#rfree wage labour, which recognized the
status of the Indian population as free subjecthefSpanish catholic monarchy and put an
end to the Columbian practice of violent slavesaids the Indian population was not
accustomed to wage labour and refused to engagé®inthe encomienda systerwas
introduced with the objective to balance the labdemands of colonial settlers and esteemed
Catholic value$” Theencomenderavas entitled to demand labour services from thitiaims
living in a specifically assigned territory and rieturn, the encomendero was held to pay
decent wages, protect and evangelize his laboaefds the monarchy was reluctant to hand
over power to a new class of influential feudatk(as it had done during the six centuries of
the Reconquistaof the Iberian peninsula), the encomienda teigtowere not given in
possession and the encomienda rights were notitabier.

However, the supply of indigenous labour declineanthtically with the unfolding
demographic catastrophe. Indeed, the disease fpobmed to be an important ally in the
process of conquest, but became a real burdenlactiog its trophies (Mann 2005). Already
in the second half of the &entury the encomienda system was completely umided by
surging labour demands and declining supplies.dheesthe problem of labour shortage and
compensate the encomenderos for “their losses"Ctiogvn started to grant rights to collect
tribute and, even more important, started to grights of land ownership at a large scale.

The distribution of Indian labour became furtheramalized by therepartimiento

systent® allocating Indians on the basis of prevailing resfs for labour (all year round and

21 The Indian civilizations were not familiar withm@onetary economy, nor with private property. The
Aztec and Inca economies were based on systems ofaeitjpmaking use of barter and mandatory
tributes of labour and kind.

22 The term “encomienda” literally means “assignméot'indians).

23 Literally “repartir” means “to distribute”. Befokb42 the terms encomienda and repartimiento were
synonym, after 1542 the term encomienda referretheéopayment of tribute in money or kind and
repartimiento referred to the labour tribute. Thpartimiento was, in fact, a continuation of the-pre
Columbian system of labour tribute, which was collety organized by the ruling Aztec and Inca
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seasonal). Each Indian community was obliged to Igu@pto 4% of its population for
compulsory labour. The allocation of indigenousolabwas organised by the local colonial
administration under the supervision of royal adstiators. Obviously, priority was given to
the labour demands of the mine owners, but in themy Spaniard could apply to the
authorities for the labour service of a specificntoer of Indians, for a specific time and task.
Under the repartimiento system the Indian labouveese paid a minimum wage,
which allowed them to pay tribute to their encomenod, the monarchy and the church.
Indians were further compelled to buy rationedipog of Spanish merchandise and buy back
the agricultural tribute, primarily maize, that yhisemselves produced. In case wages did not
suffice to fulfil their monetary obligations, emgkrs could provide loans in exchange for
extra labour services. The institution of debt g proved to be very effective to turn the
encomendero’s right on temporary Indian labour isess into a continuous right, as
accumulated debts were passed on from one genetatithe next generation and became a
permanent burden. Although the Spanish Crown wafirst instance, committed to prevent
the rise of a powerful class of landlords, it ®#drto use land grants on a large scale as a
political instrument at the moment the encomiengsiesn failed to hold (Williamson 1992).
The combination of land grants and the feudalisatibthe indigenous labour force laid the
foundation for the specific colonial legacy of laimgquality, which will be further analysed
in chapter three (North et al. 2000).

In spite of the evident discriminatory labour margelicies, the Indians, in theory, remained
free subjects of the Spanish crown with their owgal system. The Indian laws were
tolerated as long as it did not conflict with Sgminterests. For cases between Spaniards and
Indians a special court was installed. This divisid legal estates, to a large extent, helped to
prevent a complete disintegration of the traditlomaligenous social order, with its own
languages, arts, codes and rituals. In severaéaesphis dualism lives on until today, not in
the least place because of the pursued policy ysiphl separation.

The Spanish founded their own towns and the Indiangined in their villages, or
fled away from their old cities to the countrysidéence, the colonial town became the
nucleus of Hispanic culture in the New World. Theolat of a newly built colonial town had
to conform to the prescriptionsrgza) the adelantadd® carried with him on the expedition.

The traza stated that the centre of each town dimiformed by a rectangular squagrkatg

elites and was one of the pillars of the imperialitenial integration. In Peru this system was referred
to as the “Mit'a”, in Mexico it was known as the “Caqil”.

24 The expeditions of conquistadores predominantlysisted of free participants supporting the
expedition with financial and military means undée tleadership of a chieftain, the so-called
adelantado (“Adelantir’ means “to advance”). If agpedition chose to settle they built a new town for
Spanish residents (vecinos), using Indian labour wheailable. The adelantado appointed the
municipal council (cabildo), the royal notary ane firiest on behalf of the royal authority.
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hosting the residence of the governor, the muniitypahe church, the prison and the houses
of the principal encomenderos (Williamson 1992: pp81). The town was further composed
of regular blocks of houses. The distance of tlsidemces to the central plaza reflected the
social position of its inhabitants. In the backstseof the colonial town, new quarters arose
for Indians, families of mixed blood or freed Afait slaves, who were working as servants in
Spanish residences, specialised in handicraftsariged badly needed hands for the tough
work in construction and transport.

Over centuries much of the formal separation ofntiv spheres disappeared.
Deliberate immigration policies to directed at Spanmarriage candidates, the norms of
racial purity and the illegitimacy of mixed marreg (i.e. between whites and non-whites)
could not prevent that large amounts of Spanisiamdhildren were born. In fact, before the
dawn of the colonial empire the Mestizos (literdllye mixed”) had become the largest group
in Latin America. The social position of the Mestizeas highly diffuse, as they had to carry
on with the stigma and prejudices of being a prodd@n illegitimate relation. If they were
so fortunate to be born in a wealthy and infludnfamily they were likely to receive
education and to be included in their fathers’ wilhe unfortunate were not recognized and
expelled. Indeed, skin-colour was a powerful deteamt of fortune: the closer to white the

better.

Along the Atlantic coasts of tropical Central Anteriand South America, and in particular on
the Caribbean islands, the demand for labour teiiaa different process of labour
mobilization. As a result of European diseases dwed dractice of violence by the early
conquistadores, indigenous peoples such as theakramd Caribs, were reduced to numbers
too low for recovery (Crosby 2003). The import ofrisdn slaves formed the ultimate
solution to the labour shortage problem. Wheredgahs had a clear productivity advantage
in the highlands, African slaves were better giedifor the tough plantation work in tropical
lowland areas. Hence, the transition to plantaticonomies radically changed the population
composition of the Caribbean. Barbados, for examfilst served as a British population
valve and was almost exclusively occupied by Hritfamily farmers. Yet, in just a few
decades around 1650 the island transformed intprinee slave driven sugar economy of the
world (Eltis 2000, Stinchcombe 1995).

The slave trade dominated by the Dutch, British Raduguese, rapidly intensified in
the second half of the T&entury and peaked in the middle of th& t8ntury. The import of
African slaves on the Caribbean islands raisegafsulation from 200,000 (75% Europeans)
to a mere 500,000 (20% Europeans, 80% Africanshhén 17" century. The disgraceful
transport and labour conditions and highly unbadansex ratio rendered the African slave

population unsustainable, upholding a constantesigfor new supplies. Between 1550 and
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1800 the Caribbean islands received an estimatedllibn Africans. Another 3.5 million
Africans ended up in Brazil and 0.5 million in t8euthern States of the USA (Eltis 2000).
The arrival of African slaves added an entire neyefato the social pyramid in
Spanish America. Contrary to the Indians, Africavere not allowed to manage their own
affairs and were neglected as potential convert€dtholic missionaries who had little faith
in their eligibility to Christianity, which indicad their inferior social position. For the two
new castas (mixed groups) of Mulattos (Black-white) and Zamb¢®lack-Indian) the
situation was not much better. Colonial labour meaikstitutions in Latin America may have
been shaped in response to chronic labour shorthgel was the common approval of racial
inequality inherent in the prevailing cultural valgystem that legitimized the repression of

Indian and African labour to the benefit of Europealonists (Domar 1970, Demsetz 2000).

Table 2.1 presents the composition of the Latin Acam population at the eve of
independence and shows that in all major regiondatin America the descendants of
Europeans constituted a considerable minority. Hewnethe practice of extraction in a
centralised system of political control does nédwalan overload of extractors. Therefore, it is
not surprising that among the descendents of Earommlonists differences in income,

wealth and social status grew large as well.

Table 2.1: The composition of population in Latin Anerica, 1820

Indigenous White Mestizo Black and Mulatto
Mexico 54% 19% 27% 0%
Brazil 11% 33% 0% 55%
Caribbean 0% 19% 0% 81%
Other Spanish America* 52% 19% 23% 5%
Total Latin America 37% 22% 16% 24%

Source: Maddison 2003: p. 115

In the early phase of colonisation in the"ientury the prospects of fortune attracted a
rapidly increasing stream of new immigrants. Yetsaon as the best jobs and tracts of land
were divided among the earliest conquest-setttes,chances of social mobility started to
decline and increasingly depended on birth andepreneurship. A considerable share of the
later newcomers faced hard times to earn a livfripey survived the long journey in the first
place. The Creoles thus became a highly multilayesecial group consisting of royally
appointed lawyers and administrators, wealthy neamth and petty traders, educated
clergymen and fortune seeking soldiers, sailoikyrg@and prisoners. The lack of acceptable
positions drove many landless Creoles into thegpeiarmies of powerful lords, waiting for a

supreme moment of military glory and recognition.
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Between these pronounced vertical layers of spdiee Catholic church played a
mediating role. The role of the church was crugiahie maintenance of social cohesion in the
hierarchic colonial settler societies as true faithild be adopted regardless of colour and for
God all men are equal. Although missionaries largaireed on the distinctions between
Indians and Africans and acknowledged the preval@icocial inequality in earthly matters,
by emphasizing that in the supreme spiritual omstgrity rules, it not only brought hope to
hopeless people it also, intentionally or unintemaily, helped to consolidate social inequity.

As the secular clergy took over most of the imparteasks and positions of the
regular clerg$ a fine-coarse tax system was developed to raisaié material foundation
for the church’s infinite presence in the New Worlthe secular clergy’s material desires
were responsible for a creeping worldliness in esiaktical affairs. The church became the
largest landowner in Latin America via inheritancel @orivate grants. The prime source of
revenue was the tithe, an ecclesiastical tax ragsaedng all citizens. Parish priests further
thickened their purse demanding heavy fees foretkexution of sacraments. The relative
wealth of parishes and bishoprics largely deperaiethe economic prosperity of the region
and the relative amount of taxable people. Manyeloparishes could not afford clergy’s
salaries and priests were often involved in commetffairs to supplement their income.
Cathedral chapters claimed the lion-share of tteedi an institutional arrangement, which
contributed to the redistribution of resources frpoor peripheral areas to such rich urban
centres as Lima, Mexico and Santiago. The splendbcathedrals in these cities still reflects
the centrifugal forces of mercantilism and Catlisfit alike (van Oss 2003: p. 98, Lal 1998,
Bakewell 2004).

To sum up, the social order that evolved duringehcenturies of colonial rule was nested
into a complex set of local and central institu@iranging the coexistence of conquistadores
and subjugated, of noblemen and commoners, of mdmweomen, and the coexistence of

different ethnic groups and their intermingled dgstants. State intervention in the markets

% The regular orders, also known as the mendicantrgrdeich as the Franciscans, Dominicans,
Augustinians and Jesuits, were the first to cross thenfdl to spread Christian faith. The mendicant
orders were much more flexible than the heavy buretiocapparatus of the secular church and,
consequently, more effective in the early stages iskionary activity. The attitude of the Church
towards the native peoples varied largely accordingthe personal perceptions of individual
clergymen. In the eyes of some priests the Indians wideand unreasonable people, others regarded
them as noble savages or innocent children. Thelimitia of complete eradication of pagan beliefs,
rituals and art soon appeared to be an illusiomeSeeligious fanatics used violence to convertvesti

but generally the clergy was reluctant to use coercihe regular orders were among the fiercest
criticasters of Indian exploitation, the abuse of powf colonial forces and the most influential
protagonists of natives’ rights obeying. Bartolomé lds Casas, who transformed from bloody
conquistador into a Dominican friar who did not eeas fight for a correct treatment of Indians,
became the ultimate symbol of their struggle. Alonchwlite Bible the orders spread different sorts of
knowledge on primitive health care, agricultural gaction techniques and the Spanish language
through their education system.
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for labour and land had a dramatic impact on thecation of resources. Institutions such as
slavery, serfdom, debt peonage and other formoohded labour and restrictions on labour
mobility (and human freedom) were inextricably ceated to a highly unequal distribution of

land. In the long run, these institutions were tegor shaping force of local rural societies,

which to a large extent survived into the"2€entury, and to a lesser extent up to th& 21
century. This rural structure, in all its variouspaprances, differed largely from the much
more scattered and concentrated export-orienteariagrenterprises, since the existence of
the latter depended crucially on world market depeients. For this reason the Caribbean
islands, where commercial slave plantations dorathahe agricultural sector, are most

deviant from the pattern described above.

2.5 The disintegration of the colonial empire ie tt8" century

The struggle for independence broke out in theyekd!' century, when Spain was effectively
disconnected from its overseas territories by thigisB maritime blockade of Napoleonic
Europe. Between 1810 and 1829 virtually the entigion gained independence. Since the
start of the 1% century the Iberian colonial empires suffered frenduring British, Dutch
and French attempts to weaken their position. Téferte expenses to protect vulnerable
coastal settlements, ports and ocean convoys sedesharply with burgeoning European
intrusions, predominantly in the West Indies. Thability of Spain’s military and economic
supremacy in Europe was, in the meantime, undernbgeskemingly never ending religious
wars. However, the largest threat to the stabditghe Iberian colonial empires came from
within. The Bourbon reforms in the second half af #8" century came too late to the turn
the tide of mounting dissatisfaction with the inghle imperial administration. Spanish rule
became increasingly perceived as a barrier to darttomestic economic development and
Spanish taxes became increasingly regarded as ditadple”. Enlightenment ideals of
independence and civil liberty that flew over frdeurope further enhanced the political
disparities between the “reformists” and the “rastal’ (Williamson 1992, Donghi 1993,
Bakewell 2004).

When the strings with the Iberian Peninsula werg the empire disintegrated and
plunged into a long lasting recession. Enduringdborconflicts, civil strives and political
instability pre-empted the development of the irefefent nation states at least until the

middle of the 18 century?® The disintegration of Spanish America in the ed®) century

% To give just a few examples of the great geopalitzthanges during the 1%entury: the state of
Uruguay (1828) thanks its existence to the neechwinly a buffer state between Argentina and Brazil.
The present smaller Central American states formedrard&eAmerican union after independence,
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mainly took place along the existing administrativeundaries of the Viceroyalties and
audiencias, so that much of the intra-regionaltjgali and economic disparities that had
developed during the colonial era, in first insroved on in the new nations of independent
Latin America.

Only Brazil remained unified in spite of separat&ntiments. When Napoleonic
forces invaded the Portuguese royal family flearfioisbon to Brazil and managed to retain a
core alliance between the various factions of tmaziian elite. The fact that the (slave)
population of African descent largely outhumberkd white minority may have played a
crucial role in this process (Levine 1999). Thevslaconomies in the Caribbean did not
engage directly in the struggle for independenakratained their status of European colony
well into the 18' or 20" century.

The definite decline of peninsular supervision dvatin American affairs resulted in
a chaotic and insecure process of state formatwhnation building. In particular in those
regions where a multitude of parties and eliteif@st had vested interests in wealth and
political power, the demarcation of national boedand the establishment of new national
identities was a time and blood consuming procd$se disintegration of the colonial
economic union (in terms of its fiscal, monetaryd amade system) requested profound
reforms to create new, yet severely contestedpmatieconomic institutions. Virtually all of
the new regimes coped with chronic budget defigit®netary instability and increasing
poverty as a result of the economic recession, whicther aggravated political and military
tensions.

The forces of disintegration did not destroy theural integration established during
the colonial era. Spanish America had developeslanteconomic and political unit in which
the Spanish tongue had become the dominant medifuosoramunication. The Catholic
church had become an omni-present spiritual instagichancing a rapid diffusion of the rich
Spanish-Indian mental cultures and arts. The uriityatin America outgrew the colonial ties
which had laid its foundation. The success of timiy eventually re-enforced the struggle for
independence, but contrary to the US, the perceslated identity was insufficient to

prevent its disintegration (Fernandez-Armesto 2003)

which proved unstable and gradually fell apartlutgifinal abolition in 1838. Bolivia lost large ga

of its former territory, its access to the Pacifice@a and its control over the rich nitrate deposithe
Atacama dessert to Chile in the war of the Pacific®f9, in which Peru was also involved. Panama
gained independence from Colombia only in 1903 wpitlitical assistance of US president Theodore
Roosevelt. Mexico lost a substantial part of its nartherritories in the US-Mexican war of 1846-
1848. The Dominican Republic gained independend821 but was immediately occupied by Haitian
forces for the next 22 years until 1844, when it ireggh independence. In 1861 it voluntarily returned
to the Spanish empire, but stepped out again in 4865a new independence war.
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Although the rise of a new political order may haisen expectations of social mobility,
considerable improvements in the position of therpmuld hardly be recorded when peace
had been restored. The wars of independence wallg e affair of the Creole elite, rather
than a revolution of the common people. When th& tHad settled the position of the Creole
elites who had survived the post-independence wiails, was only further strengthened. Real
social change was to be preceded by changes ingidefeudal labour relations that were so
strongly embedded in the colonial rural economyt, ¥eBrazil slavery was only abolished in
1888 and nowhere did independence put an end tqrhetice of debt peonage, racial
discrimination or social exclusidh.In the Caribbean most of the colonial institutions
remained in tact. The slave revolt of 1791 in Haiieed, is the only example of a successful
social revolution, which in the end did not puteamdl to social inequality and poverty eitRr.

A more profound transition process occurred durihg last decades of the "19
century (Bethell 1986, Thorp 1998). Global markeapidly opened up as a result of
technological innovation (such as steamships afiigeeators) and subsequent declining
transportation costs. The favourable growth prospedtthe region also attracted huge
inflows of foreign capital, mainly British capitdlGlade 1986, Obstfeld and Taylor 2003,
Taylor 2006). Immigrants from Southern Europe seitedopportunity to cross the Atlantic
in the expectation of improved living standardseTgrocess of industrialisation in Western
Europe and North America was well underway, whiegmeyated unprecedented levels of
demand for raw materials. Latin America was, forfitat time, able to reap the benefits of its
comparative advantage in natural resources andtsig&tlantic connections for the better.
Globalisation also spurred theversal of fortunewithin the region. The former colonial
periphery became the richest part of independetim lLanerica (Acemoglu et al. 2002).

Although the distribution of the trade profits raimed largely concentrated in the
pockets of the large land owners (O’'Rourke andi#filson 1999), the economic dynamics of
export and output growth went together with inciregstructural change, including massive
demographic growth. Globalisation also enhanceddiffeision of socialist ideologies and
labour movements, which increasingly confronted ploétical elite with the unsustainable

features of an exclusionary political culture.

%" For instance, General Roca received the free hmereterminate nomadic Indian tribes in Southern
Argentina in several campaigns during the 1870's a880’%. Such campaigns directed against
indigenous peoples repeatedly took place in sever&'sAuring the 28 century (Humphreys 1946,
Hillman 2005)

28 |ronically, Haiti nowadays is the poorest countrytie Western hemisphere.
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2.6 Conclusion

In this chapter | have introduced the teimstitutionalisation of inequalityo indicate that
inequality in colonial Latin America was deeply redtin the formal and informal rules
constituting its social, economic and political @rdshaping peoples social orientation along
ethnic lines. In the Latin American colonial settdeiciety economic and political power were
largely overlapping. Yet, the legacy of centrakstd monopolistic control of the Spanish
Crown, and the group of loyalists that guarantdeddtability of the administrative system,
resulted in a fairly uneven distribution of assatsl access to land, capital and economic
privileges among the Creole population as well.hdltigh colonial settlers and their
descendants all enjoyed the freedom to move arawmddoffer their labour as they wished,
compared to the extent of equity, political papation and market access enjoyed by British
American citizens in the colonial era, the sociapdrsion among the Creoles was large and
the social position of the elite was highly exclasi

The initial conditions of inequality in Latin Amed have mainly been described in
terms of factor mobility. It has been noted thromgihthis chapter that factor market
regulations differed widely depending on a broad sk local conditions and specific
historical developments. The most important coodii can be summarized into three

categories:

1) Natural resource endowments conditioned the ymotbah for the export market. In those
regions where extractive activities developed,distribution of wealth became more skewed
and there was a greater chance for the institutgateon of monopolies. This also meant that
the stakes of the elite in the political and sostatus quo were comparatively high. However,
when taking the entire Latin American region togetltee mining and slave plantation areas
were concentrated spots and the number of coleeitlers involved were relatively small,
especially when lberian immigration continued teréase the number of colonial settlers
while the extent of silver exports reached its paka&ady in the first half of the T&entury.
Only in the case of export products with extremntalyh profit margins, such as the silver ore
from the mines of Potosi, the barriers of distacmgld be overcome, but for agricultural trade

location was much more decisive.

2) Given pre-modern communication and transporhrtelgies, the relative distance
(physical and geographic) to the Iberian Peninsoitd, only conditioned the integration of
regions in the Atlantic economy, but also determittee effectiveness of central monarchical
supervision. As distances increased communicaism lzecame more ineffective and costly.

Consequently, in the remote areas the impact dfalest policies was lower and the degree
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of freedom to develop local institutions was highEhis did not necessarily mean that the
social order was less repressive, and certainhthaitthe mobility of labour was larger than

in those areas that fell under more direct corttfdhe colonial state.

3) The composition of the population and the infice of indigenous institutions on colonial
policies (and institutions) arguably formed the onagource of variation in colonial state
development across the region. In some areas tbgepce of nomadic tribes adopting
guerrilla warfare tactics effectively prohibitedetfurther expansion of the Iberian conquest.
In other areas, indigenous people were unabledapesfrom slave raids and, most important,
European diseases. However, in a substantialgpdhte Spanish empire indigenous people
and their institutions survived the confrontatioithacolonialism. In these areas the colonial
administration faced a unique set of opportunitesl constraints. The heritage of well-
developed governance structures, urban culturedaretsified economies of the advanced
Indian empires provide a perfect vehicle for weadtbcumulation, which undoubtedly
contributed to the institutionalisation of inequgali

On the other hand, the presence of dense indigenmopulations largely
outnumbering the groups of early colonists, reguaemuch more sophisticated organisation
of the system of political control. Some of thetitogional outcomes were reflected by the
separation of Spanish and Indian estates, thedinttn of the encomienda system on the
basis of the pre-colonial tax and labour servicgteay and the decrees of the Spanish Crown
against abuse of its American subjects. Yet, theadgaphic disaster in the 1@nd first half
of the 17 century dramatically changed the balance of poeed, inevitably, had a
tremendous impact on colonial institutional devetemt. The next chapter discusses some of

its consequences for the evolution of colonial leratket institutions.
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Chapter 3

The Colonial Roots of Land Inequality: Geography, Rctor

Endowments or Institutions?

3.1 Introduction

Land inequality constituted the backbone of wealtld asset inequality in the colonial era.
The adverse effects of land inequality on ruraled@wment have been widely documented. In
the post-independence era extremely low shareanaf dbwnershifj and restricted access to
land were sustained by complicated and corruptedguiures to obtain legal title to land,
hampering transactions and investments in landsapgorting the phenomenon of squatting
(De Soto 2000, Kay 2001, FAO 1971). Land marketarfgctions reduced the economic
perspectives and chances of social mobility of peopthe countryside and contributed to the
persistence of rural poverty and rural-urban inétyjugWorld Bank 2004, Morley 2001).
Agrarian reforms aimed at a redistribution of latmdvards landless peasants, were often
“incomplete” and therefore ineffective and somesmegen counterproductive (de Janvry and
Sadoulet 2002). The failure of land market institng to optimize rural development is best
revealed by the many latifundias laying waste irecspation of rising land prices.
Paradoxically, in a region with such abundant landowments it seemed harder than almost
anywhere else to obtain a piece of land for théivatlon of crops (Cardoso and Helwege
1992: pp. 250-63).

This chapter is devoted to the question why laedjurality has become such a salient
feature of Latin American society. Literature pawsde attention to the role of local
geographic and endowment characteristics and theif&p Iberian colonial institutions as
decisive initial conditions of pervasive inequaléyd growth retardation in Latin America, in
which the issue of land inequality plays a key (@ekoloff and Engerman 2000, 2005, North
et al. 2000). However, the emphasis is placed fiergint ways. Some authors tend to stress
the importance of the local endowment structuregneis others focus on the nature of

colonial policies designed in the motherland. Thenparative assessment presented in this

29 To illustrate this point: Chile is often claimed tavie had the greatest monopolisation of agricultural
land in the world around in the 19th and early 2€&nturies. In Chile in 1900 haciendas occupied
more than 75% of all agricultural land. In 1917 0&6f all holdings purportedly owned more than
half of all land, while theninifundios close to 60% of all farms owned ca. 1.5% of altllé@ollier and
Sater 2004: p. 158, Wright 1982: p. 125). Sokadwffl Engerman (2000) have estimated that in Mexico
the percentage of land owners is 2.4% of all ruraisebolds around 1910, which compares to 74.5%
in the USA in 1900 and 87.1% in Canada in 1901.
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chapter adds two arguments to this discussiont, Firs nature and causes of land inequality
in LAC’s are more differentiated than often suggéstgecond, the role of the indigenous
population and pre-colonial institutions in shapthg political economic context in which
land inequality evolved requires more attention.

The colonial roots of land inequality will be examthin two steps. In the first three
sections, 3.2 to 3.4, the land inequality datastreduced, interpreted and various hypotheses
regarding the evolution of land inequality in aamhl context are discussed and tested in a
multivariate cross-country regression frameworkve®i the overt limitations of the land
distribution data and the constraints posed by tifadine definitions of complex institutional
variables, a comparative case study approach iptedlan the second part of the chapter.
Section 3.5 studies the evolution of land inegualitthree former British colonies: Malaysia,
Sierra Leone and Zambia. It is argued that eachtopuepresents a distinct model of land
inequality in a colonial setting. These model coest offer valuable insights for the
evaluation of land inequality in colonial Latin Anea, which are discussed in section 3.6.

Section 3.7 offers the conclusion.

3.2 Perspectives on the colonial roots of Latin Ainar land inequality

The “historical laboratory” of the post-colonial Asmican growth divergence offers a good
opportunity to evaluate the role of land inequadityan initial condition of long run economic
development. The egalitarian distribution of landtle northern regions of British North
America revealed a remarkable contrast with thequakdistribution of land in Spanish
America. However, literature does not fully agreetlbe determinants of land distribution in
the American colonial context. Some studies focnsthe local structure of endowments,
including both geographic conditions, natural reses and production factors. Other studies
emphasize the role of colonial policies and therswas transmission of varying metropolitan
institutions to explain the evolution of land inadjty in Latin America as opposed to North
British America. This section discusses the corasdef these two perspectives, which have
been, for convenience mainly, labelled as the emdents perspective and the metropolitan

institutions perspective.

The endowments perspective stresses, among othegsththe impact of local geographical
conditions. Temperate climates are generally beftited to produce food crops such as
wheat or maize. In a state of pre-modern agricalti@chnology the cultivation of these types
of crops is subject to constant returns to scalepi€al areas are generally better fit to

produce cash crops such as sugar, tobacco, coffeea, rubber or bananas that are subject to
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economies of scale. Testing the hypothesis of ®fkeand Engerman (2005) that land
endowments of Latin America lent themselves to cawlitres featuring economies of scale
and the use of slave labour, Easterly concludesahstural environment suitable to cash-
crop production is associated with high levelsrmfoime inequality in the long run (Easterly
2002: pp. 3-4).

In addition, it is argued that the exploitation alfundant mineral resources using
indigenous labour contributed to the formation @ftumal-resource based economies and
ethnic and racial heterogeneous societies in Latrerica. This scheme of double colonial
extraction, i.e. natural resources combined witim-Baropean labour, was absent in the
northern parts of British America. As a consequesfabese differences in land endowments,
Latin American societies became characterised tly kvels of inequality in the distribution
of assets, social status and political voice. Qiee institutions were shaped to preserve the
privileges of land owning elites, resulting in @awland instable process of democratisation,
lagged educational development and persistent legbls of inequality (see for example,
Engerman and Sokoloff 1997, 2000 and 2005, Leamal €099, Easterly and Levine 2003).

Apart from geographic conditions the structurefaxftor endowments is argued to
affect the pattern of economic specialisation. Tettive supply of land and labour
determines relative factor prices. Land abundaneekies labour saving production methods
and favours crops that use land extensively. Laadce and labour abundant economies tend
to specialize in labour intensive crops. Relatimetér endowments may thus explain the
evolution of large land holdings, yet it cannot, ibgelf, explain land inequality. Domar
(1970) introduces a political economic argumentirsathat throughout history, elites in land
abundant countries were facing the problem of i@ogusufficient labour to toil their soil. To
prevent landless labourers from moving to the l&dtier, landowning elites developed
coercive labour market institutions such as serfdshavery or permanent debt peonage
(Domar 1970, Demsetz 2000).

A complementary strategy to guarantee the supplgcafce labour is to distribute
(virgin) land among the elite and restrict accasdand of indigenous farmers or landless
labourers. In labour abundant countries, on theerothand, elites dispose of more
opportunities to extract rents from taxes and tradthout the need to intervene directly into
the labour or land market. These arguments supperthypothesis that low levels of
population density create incentives to redisteblaind in a regressive way. Coercive labour
market institutions constrain the development eéffactor markets.

The endowments perspective has two major implinatfor our view on the ultimate
causes of land inequality. First, it stresses thie of local conditions, rather than the
objectives and policies of the colonial motherlaBdcond, the evolution of land inequality to

a large extent depends on exogenous factors inglueispecific path of institutional and
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technological development. Pushing the endowmestispgctive to its limits, one could argue
that, if the geographic location of British Northm&rica and Spanish America would have
been turned around, this paper would have talkeditaland inequality as a typical British

American, rather than a typical Latin American phaeaon.

The metropolitan institutions perspective rejetis dutcome of this counterfactual thought-
experiment. Emphasizing the differences in the &baand British policies to establish and
secure political order in their overseas colonies;onsiders the colonial policies of the

motherland as the key determinant of colonial instnal development. Whereas in the
federal system in British America the British cdllnadministration guaranteed credible
commitments to property rights and promoted thelwian of free markets, in Spanish

America a corporatist structure evolved where tiggresme authority of the Spanish crown
was based on a complex exchange of privilegesrinfar services and support of the church,
the army and the land owning elites. The degreeeofralisation and overseas control was
larger in Spanish America than in British Amerigadahis distinction was reflected in the

institutional arrangements devised to establisiitipal order in colonial society (North et.al.

2000).

The decentralization of power provided settler camities with a large degree of
freedom to decide in matters of land distributiémong the commercial farmers (yeoman)
that settled in the northern states of British Aicgema relatively egalitarian agrarian society
evolved based on small to medium sized land hofdifihe egalitarian land distribution
accommodated the production of food crops and #heeldpment of agrarian commerce.
Moreover, equal access to economic resources playadicial role in the maintenance of
social and political stability among and betweemsazutive generations of colonial
immigrants (Seavoy 2006). The perceived moral imparaf equity contributed to a system
of equal representation, which laid the foundafionthe rapid development of democracy
and education in the post-independent era (NorthTdromas 1973).

In Spanish America the Crown monopolized the vaatees of unoccupied land and
restricted the land market. Land grants were alemtain reward for support of the
administration rather than through a free and cditivee land market. The corporatist
structure of colonial governance aimed to balahedriterests of the church, the army and the
land owning elites and increase the dependenchiesfet parties on the supreme authority of
the Crown. When the authority of the Spanish Crdelh away in the post-colonial era,
political stability was undermined and elites sdrtto compete for pork rather than for
production factors according to the rules of fresrkat competition. Since no single group in
society was strong enough to gain control, estaldiedible commitments to property rights

and thereby maintain public support for a long @e&rthe political vacuum remained in place
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for most of the 19th century. The consequent sthplitical disorder posed a severe burden
to post-independent economic development (Nortt8,LBi®rth et.al. 2000).

The role of the Catholic church in Iberian Americatifier underlines the institutional
perspective. The church played a crucial role ensixsstem of colonial governance in Spanish
America. In return for extending Iberian settlensetd new areas and supporting the local
colonial administration, the church obtained lamdngs from the Crown and also had the
right to trade sacraments and salvation in retwmnlénd grants of church members. In
addition, the church introduced inheritance lawat thoromoted the enlargement of its real
estate as lawful inheritor (Goody 1983, Lal 1998,nV@®ss 2003). The enormous
concentration of land in the hands of the clerdiected an institutional system promoting the
alienation of land from the (indigenous) rural plgtion towards private persons or institutes.
This factor was largely absent in British America.

The metropolitan institutions perspective thus hinge the differences in the style of
colonisation, which is predominantly influenced ttne political culture and the institutional
design of the colonial administration, rather thile specialities of local conditions. In this
view land inequality in Latin America is closely a&td to the heritage of land distribution in
Spain during the centuries of the Reconquista eflbderian peninsula. The members of the
elite, as well as the church, received large grafiteand in return for their military and
political support during the wars with the Moorsr Ehe Spanish nobility land ownership was
the ultimate sign of social status. These politicetitutions were copied in the overseas
colonies (Williamson 1992, Bakewell 2004).

The metropolitan institutions perspective tendsdnsider colonial land distribution
as a political phenomenon, rather than the outcofmpotential scale economies or rural
economic specialization patterns based on local owntknt characteristics. The
counterfactual in line with this perspective istthid Spain would have colonized North
America and Britain the South, the British Southwdohave experienced a path of economic
development comparable to that of the US, and tBemduld, at present, be a middle-income
country. Of course these perspectives cannot beplebely disentangled. Geographical
characteristics and factor endowments provoke titginal responses and institutional
developments, in turn, may influence factor endomsdalbeit in more limited directions).
Rather it is a matter of emphasis one wishes toeptm either of both views. Nevertheless,
such discussions provide food for critical thought.

The endowments perspective does not reveal why lgbls of land inequality
evolved throughout the entire Latin American regidhe geographic conditions of Argentina
and Uruguay have much more in common with largésparNorth America, than they have
with countries in the tropical zones of South Aroarand the Caribbean. Moreover, in the

former countries the practice of slavery or coernative labour remained marginal. In this
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respect the institutional perspective offers adretxplanation for the evolution of land
inequality in Latin America. The institutional ppextive, however, falls short when it comes
to the question why in some parts of the Britistoni@l empire land was being distributed on
a fairly egalitarian basis, while in other partscls as the Southern states of the US and the
Caribbean sugar islands as Jamaica and Barbadaswias concentrated in the hands of an
export-oriented, slave-owning rural elite. Indedlte connection between geography, scale
economies and the evolution of slave plantatioresdmt seem to be decisively influenced by
institutional differences of the colonial mothedan

Some of these problems can be resolved by disshong various types of land
inequality (Bauer 1986). The most obvious distimictis between the plantation economy in
tropical Latin America and the Southern states ofidfr America and the haciendas on the
Spanish American mainland. No doubt, the cultivataf sugar and tobacco is bound to
climatologic and location conditions (access to Alantic Ocean). The plantation economy
was inextricably connected to the institution aivelry and the benefits of scale-intensive
production in cash crop agriculture (Fogel 198&@&tcombe 1995).

However, large parts of Latin America were simmlyg temote to become engaged in
the export of tropical cash crops, even if natucahditions would allow for it. The
development of the hacienda economy was not resdriby very specific geographic
conditions. Haciendas were, to a large extent, gadjan the cultivation of food crops and
live stock products for the domestic market, a tyfeproduction without evident scale
economies. Nevertheless, the hacienda became akjonlyegimes of pervasive inequality
as well. They operated on a mix of free wage latand various forms of coerced labour.
Although slaves were working on haciendas in thastal areas, the majority of the work
force in the hinterland consisted of native Indiangl Creoles (Duncan and Routledge 1977,
Brading 1984). Therefore, the Caribbean sugar atanmt seems to fit much better into the
endowments perspective, whereas the typical haaisedms to reflect more of the political
inequality legitimized by specific Spanish coloniaktitutions. The colonial comparative
perspective applied in the remainder of this pap#rshow, however, that the evolution of
land inequality in a colonial context follows everore diversified paths than those outlined

above.

3.3 Global and regional variation in levels of lamgkquality

Land distribution data are scarce. Taylor and Hod&®72: pp. 267-9) present a dataset
consisting of gini-coefficients of land distributiaf 54 different countries in some year close

to 1960. More recently Deininger and Squire (1998)d a dataset of 261 gini-coefficients of
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103 different countries, of which so far 60 obséores around the year 1960 have been
published in a paper by Deininger and Olinto (192924). The land distribution data used in
this study are derived from several reports ofitA&°, the FAO World Census of Agriculture
and a few country-specific censuses. The world cemduagriculture has been conducted
every decade since the 1930’s, with the excepticthep1940’s.

The full dataset is presented in table A.3.1 ofdppendix. The dataset consists of
186 observations for 105 different countries, idahg a considerable amount of pre-war
estimates ranging from 1880 to 1999. In accordavitie former studies the land distribution
figures are expressed in Gini-coefficients. These @mpiled on the basis of the decile
distribution of the total number of land holdifbgarms), and the total amount of agricultural
land (nation-wide), excluding communal pastures fordsts®? The Gini-coefficient (G) is

defined as,

n n

_ ZZ"Q _Xi‘

= =1 j=1

2n°u
Wherex andx are the percentage shares of land déciles (n = 10) andis 1/n.

A discussion of the adopted time-frame will be préged in the next section when selecting
the sample for the regression analysis. This segifoceeds with a discussion of the data
characteristics, which is necessary to interpretriteaning of the land Gini's in a correct
manner (see also Frankema 2007a).

1) First, the data refer to the size distributidiand holdings. A holding is defined as
all agricultural land assigned to a “holder”, thatone or two persons, but no group,
community or state. Furthermore, a holding is beieigrred to as a distinct “management
unit”, i.e. a farm. Land holdings refer to the ambaf agricultural land at the disposal of the
holder, rather than the amount of land owned byhiblder. This is both an advantage and a

disadvantage. Given the complexity of definitiorfsland ownership, the concept of land

301A refers to the Institut International d’Agriculte, the precursor of the FAO during the Interwar
years. The office of the IIA was vested in Rome.

3L«Land holding” refers to the disposable amount of lged farm, which is not the same as the land
owned by the farmer. Land property is generally monequally distributed than land holdings,
depending on the share of land under tenure. Téteildition of land holdings therefore serves as a
lower benchmark of the ownership distribution. Thetribution of land holdings is a clear analytical
concept as it captures the “access” to land as a gioddector. A limitation of both concepts is that
differences in land quality are not taken into astaand there is little that can be done to cortast
*2The land inequality estimates were also computed &il-Eoefficients. The use of land Theil’s in the
regression analysis (presented in the next sectiomatidlter the results significantly. To be concise
the remainder of this study is based on land Gini’s.
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holdings is easier to interpret and therefore béitie comparative purposes. The distribution
of land holdings reflects the distribution of a kagyset used to generate income. The great
disadvantage of this concept is that no distinctian be made between tenants and owners.
These land Gini's therefore do not reflect therdistion of wealth. Depending on the share
of tenancy, the land Gini’s represent a lower ldexichmark of the ownership distribution.

2) Land is only expressed in size (acres or hes}taned there are no corrections made
for the quality, the location or the type of lafthe total agricultural area includes all land
that is part of a holding, i.e. arable land, lamdier permanent crops, land under permanent
meadows and pastures, wood and forest land antkgorg of all other land. In the case of
shifting cultivation the total area of the holdiognsists of the total area under crops and the
area that is prepared for cultivation (FAO 19713}). The size distribution of holdings must
be taken as a very rough proxy of asset distribytjet it is the best we have for broad cross
country comparisons

3) The original census data were subjected to aksgetection criteria regarding the
coverage of the land survey. The survey had to rcdle total (national) acreage of
agricultural land. For the subsistence sector #tienated distribution on the basis of a sample
selection was accepted, large estates had to lmeezated completely. In some countries only
cropland was surveyed, which was accepted onlyage aneadows and pastures occupied a
negligible share in total agricultural land areasfl than 5%) or are part of communal
holdings. Circa 60 surveys with an incomplete cagerof agricultural land or an incomplete
coverage of land holdings were exclud@dround one-third of these were excluded because
surveys did not make a distinction between commiaral holdings and single private land
holdings. Indeed, the estimated land Gini's of alisi Eastern European countries in the
1970’s and 1980’s display extreme land inequalitges private small-holders and communal
holdings are both counted as individual farm haigiit

¥ a) Some surveys only include cropland and excludeimdand. Usually this sample bias applies to
countries with a minimal share of pastureland or,ntees in which pastures are part of communal
estates and therefore not subject to a personal distrib measure. FAO statistics also provide
statistics on crop and livestock production, whidaldes an evaluation of the validity of the surveys
that are exclusively based on cropland. In ChadBuotdwana the exclusion of pastures in the sample
lead to a misrepresentation of livestock productioth tiese countries are therefore excluded from the
data set. Also Madagascar and Malawi are excludedubeaz incomplete coverage. b) In some cases
farms are differentiated into traditional indigenoheusehold holdings and European holdings,
reflecting the traditional colonial categorisatidriand holdings. Surveys taking only one categotg in
account will underestimate actual land inequality Ehis reason Zimbabwe and Tanzania a.o. are
excluded. For Zambia (1960) one observation is rejegtet an alternative observation is accepted.

* In the Deininger and Olinto paper former socialiastrn European countries are excluded, but in
the study by Deininger and Squire (1998) the Easbj@an land Gini's are used in an inequality-
growth analysis which undoubtedly impacts on the tesul
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Table 3.1 presents descriptive statistics of lami'§of 110 countries divided into 13 world
regions (Frankema 2007a). The countries consisteofl04 countries in the dataset presented
in the appendix and 6 observations from the other datasets> The figures clearly show
that the variation in land inequality levels is smterable across and within the selected
regions. The land Gini's vary from a minimum of 24Singapore) to a maximum of 86.3
(Paraguay). The average land Gini of this samp®ig with a standard deviation of 15.0 and
a coefficient of variation of 0.25. The median 3.6 What about the global and regional
variation?

Table 3.1 shows that the distribution of land inih&merica is more skewed than in
any other region of the world. The top twenty of gample lists no less than 16 LAC's. It is
further worth noting that Latin America is also @y world region in which the variation in
land inequality is limited: the coefficient of vation in South and Central America is just
0.08, far below the other regioffsThese figures highly suggest that there is somegthin

specific about land inequality in Latin America.

Table 3.1: Descriptive Statistics of land Gini’s diided into 13 world regions

min max median mean st. dev cv obs
South America 63.9 86.3 80.4 79.9 6.3 0.08 11
Central America 60.7 78.3 73.9 72.3 6.0 0.08 7
Carribean 46.2 81.6 69.9 68.1 11.8 0.17 7
East Asia 30.7 43.8 395 38.4 5.5 0.14
South Asia 41.8 62.3 55.4 53.7 8.7 0.16
South East Asia 29.1 68.0 47.3 47.9 11.7 0.24 8
North Africa and Middle East 56.3 82.0 63.8 65.1 37 0.11 12
South and East Sub Saharan Africa 36.8 83.5 66.7 2.7 6 17.4 0.28 12
West and Central Sub Saharan Africa 31.2 68.1 45.2 453 9.0 0.20 14
Western Offshoots 47.0 78.6 61.1 61.9 16.4 0.26 4
Western Europe 47.0 79.1 63.4 63.9 10.1 0.16 14
Eastern Europe 39.2 60.0 52.4 51.0 9.5 0.19
Scandinavia 42.1 63.3 47.2 49.3 7.5 0.15 4
World 29.1 86.3 60.0 59.7 15.0 0.25 111

Source: See table A.3.1 in the appendix and thesrfm¢low table 3.3.

% From Deininger and Olinto (2001) | included figsifer Bolivia, Madagascar, Mexico and Tanzania
and from Taylor and Hudson (1972) | included figufer Luxembourg and Libya.

%1t should be noted that the larger variation in @aibbean is basically due to the low level of land
inequality in Haiti (46.3). In Haiti the slave revoh the late 18th century stripped European land
owners from their possessions and resulted in a massiigritedion of land from large estates to
African smallholders. Without Haiti, the regional aage of the Caribbean would rise to 71.8, and the
coefficient of variation would decline to 0.10.
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Table 3.2 shows the concentration of land holdingthin the top one percentile of land
holders. The table indicates that the extremely keghls of land inequality in Latin America
are closely related to the presence of a very smialbrity of land holders who control more
than a quarter to four-fifth of the total availablgricultural land. These figures reveal that the
distribution of land is bi-polar, which means tlitatonsists of a limited number of latifundias
(with holdings easily exceeding thousand hectavaghumbered by a large group of small
and medium-holders, including a significant shafe sabsistence farms. This bi-polar
structure suggests that rural communities as veetha organization of the rural production
processes is essentially dualistic in Latin Ameriga terms of land-intensity, labour
requirements, investment capacity and potentidirtelogical applications.

From a comparative perspective it is noteworthy 8@ain and Portugal are the two
European countries with the most unequal distridsutif land. The levels of land inequality in
the former Iberian colonial motherlands appeargd@s high as in the average Latin American
country. Within Europe and among the four New Wartdintries large differences in land
inequality occur. Catholic countries in Europe sewmhave relatively high land Gini's,
whereas Scandinavian countries are among the roofined. The USA and Canada display
considerably lower levels of land inequality thamsfralia and New Zealand.

In Asia the variation in land inequality is high all. The highest land Gini is
observed in rubber producing Malaysia (68.0), aarésting case study country indeed. Sri
Lanka, the other main rubber producer, has thenstha@hest land Gini in the region (62.3).
The four East Asian countries in the sample arergntbe world’s most egalitarian. Ranking
all land Gini’'s from low to high, South Korea ranRed, Taiwan 9th, Japan 12th and China
20th. Except for China, these East Asian countries veell known for having realised
“growth with equity” and it is often argued thamnth reforms have paved the way for a
relatively equitable distribution of assets andome. The steep drop in the Taiwanese land
Gini (from 53.9 in 1920 to 39.0 in 1960, see Apprridble A.1) illustrates the large impact
of the land reforms in the early 1950’s (Fei, Raams Kuo 1979).

In Africa the intra-regional differences are rekably large. East and South African
countries such as Kenya, Tanzania, Zambia (one ot#se-study countries), Zimbabwe,
Namibia and South Africa are notorious for highdsvof land inequality. In many West and
Central African countries, however, land inequabjypears to be rather limited. Countries
such as Uganda, Ghana, Sierra Leone (one of thestizhg countries), Togo and Burkino
Faso obtain land Gini's considerably below the @@Verage of 60.0. The West and Central
African regional average is among the most egéaditain the world.

This brief global overview of land inequality levet®enfronts us with dozens of
guestions. How can the large contrast between thst\&hd the East of Sub Saharan Africa

be explained? Why is the land Gini in Malaysia sechmhigher than in South Korea? Can we
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draw any parallels between Latin America and othgions, and what lies behind the striking
low intra-regional variation in the former regioAfe countries in the tropics characterized by
higher levels of land inequality on average, thanntries in temperate climate zones? In

other words, what explains the large variation oleset in the distribution of land holdings?

Table 3.2: The concentration of land in the top onepercentile of the land holding

distribution
share of holdings share of land area
year land gini (>1%) (<20%)

Paraguay 1961 86.3 1.0% 84.1%
Barbados 1961 81.6 0.6% 81.2%
Peru 1961 85.4 0.8% 80.7%
Kenya 1960 76.2 0.5% 63.7%
Mauritius 1930 74.2 0.7% 61.9%
Swaziland 1971 83.5 1.0% 59.8%
Ecuador 1954 80.4 0.9% 56.7%
Chile 1927 83.7 0.7% 56.0%
Venezuela 1961 85.7 1.0% 55.2%
Iraq 1958 82.0 1.0% 55.1%
Jamaica 1961 75.7 0.6% 54.4%
Malaysia 1960 68.0 0.5% 53.4%
Zambia 1971 69.9 0.6% 51.8%
Israel 1970 69.8 0.9% 51.4%
Spain 1960 79.1 1.0% 49.0%
Dominican Republic 1960 74.5 1.0% 48.4%
El Salvador 1961 78.3 0.9% 46.3%
Portugal 1968 75.6 0.6% 45.2%
Guatemala 1964 77.0 0.5% 45.1%
Brazil 1960 78.7 1.0% 44.1%
Colombia 1960 80.5 0.6% 40.4%
Austria 1930 68.4 1.0% 40.0%
New Zealand 1910 78.6 0.7% 39.9%
Trinidad and Tobago 1963 69.1 0.6% 38.9%
Guadeloupe 1969 60.0 0.6% 38.7%
Honduras 1952 70.6 0.8% 38.0%
Costa Rica 1963 73.9 0.9% 35.6%
Nicaragua 1963 75.9 0.9% 35.6%
Saudi Arabia 1972 74.2 0.9% 35.4%
Congo, dem. rep (Zaire) 1970 53.2 0.0% 35.2%
Italy 1930 715 0.5% 34.8%
Argentina 1914 80.3 0.7% 33.4%
Sri Lanka 1961 62.3 0.5% 33.0%
Panama 1960 69.9 0.9% 31.1%
Liberia 1971 68.1 0.5% 29.0%
Australia 1910 73.4 0.6% 28.6%
Uruguay 1960 79.1 1.0% 28.5%

Source: Calculations based on the data presentgubendix table A.3.1, see also Frankema 2007a.
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3.4 A multivariate regression analysis of land inality

This section tries to tackle the discussion ofédhdowments and institutions hypotheses in an
OLS regression framework. The regression analysesamed on two samples, one including
all countries with at least one land distributidsservation (sample a), and one including only
former colonies with at least one land distributiobservation (sample b). The analysis
centres on the colonial sample. The crucial assamsi that the land Gini’'s included in the
colonial sample reflects most of the variety thegvailed under colonial rule. For Asian and
African countries with an observation in the eappst-war years the timing seems
appropriate, just at the end of the colonial perieor the LAC’'s and the USA the time lag
between independence and the first available ohervis considerable. For the USA the
first observation is of 1880 and for most Latin Afnan countries around 1910 to 1960. Time
series available for LAC’s such as Argentina andle&CBhow that land inequality levels
throughout the 20th century are persistently higit, the assumption that they reflect their
colonial levels is a weak spot in this analysisgsigood to bear these shortcomings in mind
when interpreting the regression results.

The hypotheses are specified in the following model

y=a+ plx1'+[2x2' +¢

where y refers to the level of land inequality fie tearliest post-colonial year of observation,
o is a constant anglis an error term. The vectors x1 and x2 captuverse variables related
to the impact of the endowment structure and calomistitutions on land inequality
respectively. The variables consist of:

1) A climate variable, taken to be the mean antemlperature, expected a positive
sign.

2) A dummy variable controlling for countries engdgin extensive ranching
activities, expected a positive sign.

3) Crop variables capturing the relative suitapitf the agricultural land to cultivate
tropical cash crops and basic food crops. The ifirsixpected a positive, the latter a negative
sign.

4) A variable of relative population density mea&slas the ratio of population over
agricultural land, expected a negative sign.

5) The institutional variables consist of dummies &wlonial mother countries,

reflecting the impact of different colonial polisiénitiated by different colonial powers. The
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British colony dummy is expected to have a negatige, while the Iberian colony dummy is
expected to have a positive sign.
6) A variable capturing the presence of the cathdfiurch, measured as the share of

the population that is denoted to be of catholithfavhich is expected a positive sign.

More details concerning the variables are givermppendix table A.3.2. A corresponding
correlation matrix (pair wise samples) is giverappendix table A.3.3. The correlation matrix
shows that all signs of simple correlation-coeéfits are as expected, except for the mean
temperature variable, which is negative. The casp eariable, the Iberian colony dummy
and the Catholicism variable obtain the highesteatation-coefficients with the land Gini,
respectively 0.26, 0.50 and 0.45. The matrix shtlved there are no evident problems of
multicollinearity in the sample, but in the morenfined colonial sample there is a problem
with including the Iberian colony dummy and the l@dicism variable, as their correlation
exceeds 0.70. Therefore the latter is excluded franregressions of sample b.

Before jumping to the regression results a fewenaprds of caution need to be
added. A multivariate regression analysis that egwlsuch crude proxy variables in a
completely a-historical framework can only serves thurpose of identifying potential
channels of causation. The results provide an itidicaof the relative consistency of the
signs and the coefficients controlled for otheriatales, but | do not claim that the results
reveal evidence for causal relations, which canniberpreted straightforwardly. Table 3.3

reports the regression results.

The regression results seem to raise support ®rhifpothesis that land inequality is a
function of conditions supporting either food oslkarop cultivation. The food crop variable
is consistently negatively related to land inedyadind mostly significant at the 10% level,
the cash crop variable has a consistent positiye. &fet, the coefficients vary considerably
between different specifications of the model. Theasure of climate (mean annual
temperature) does not reveal anything at all.

The results for the population density variable gquée remarkable. In the smaller
colonial samples population density is significamtegatively related to land inequality. This
effect does not turn up in the global sample. Thécame suggests that the institutional
response to low population density levels differaicolonial context as compared to a non-
colonial context. Put differently, in colonies willow levels of population density the
probability that land will become unequally distribd is higher than in non-colonies (mainly
European countries). In this respect it is als@worthy that the adjusted R-squared for the

smaller colonial samples is higher than for thgearglobal sample.
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Table 3.3: OLS Regressions of land inequality (Ginacoefficients) of a global

sample (a) and a colonial sample (b)

la 1b 2a 2b 3a 3b 4a 4b
Mean temperature -0.002 -0.003 0.000 -0.001 .00 -0.001
-1.02 -0.75 0.04 -0.31 0.07 -0.32
Ranching (D) 0.067 0.016 0.042 -0.019 0.047 0.02
1.16 0.26 0.80 -0.33 0.86 -0.34
Food crops -0.076 -0.072 -0.120 -0.106 -0.130 -0.110
3.12 -1.64 -3.52 -2.72 -2.97 -2.11
Cash crops 0.098 0.108 0.010 0.026 0.007 0.030
-1.95 3.25 0.30 0.75 0.18 0.72
Population density -0.021 -0.032 0.002 -0.019 0.001 -0.019
-2.05 -2.76 0.18 -1.71 0.89 -1.68
British colony (D) 0.019 0.042 0.036 0.068 0.014 0.064
0.66 1.20 1.03 1.72 0.22 0.90
Iberian colony (D) 0.138 0.209 0.135 0.210 0.122 0.220
3.76 5.61 2.74 4.43 1.69 2.92
Catholicism 0.021 0.030 0.031
2.57 3.13 3.12
Food crops*British colony (D) 0.030 0.007
0.42 0.09
Cash crops*Iberian colony (D) 0.014 -0.011
0.23 -0.17
C 0.863 0.978 0.514 0.532 0.548 0.795 0.556 0.798
R-Squared 0.25 0.32 0.30 0.31 0.48 0.50 0.48 0.50
No. of observations 84 62 105 79 84 62 84 62

Notes: All regressions are OLS, t-statistics in imbelow coefficients, significance-levels are reported
in bold if the p-value is lower than 0.Countries included in the colonial samp&outh America
Argentina, Bolivia, Brazil, Chile, Colombia, Ecuagd@uyana, Paraguay, Peru, Uruguay, Venezuela,;
Central America: Costa Rica, El Salvador, Guatemala, Honduras, Mexiicaragua, Panama;
Caribbean: Barbados, Dominican Rep., Guadeloupe, Jamaica, &b, Trinidad and Tobago,
Haiti; East Asia Korea. Rep, TaiwanSouth Asia Bangladesh, India, Nepal, Pakistan, Sri Lanka;
South East Asia Indonesia, Laos, Malaysia, Myanmar, Philippines,g8pore, VietnamNorth
Africa & Middle East: Algeria, Cyprus, Egypt, Israel, Iraq, Jordan, Kuwhaibya, Morocco, Syria,
Tunisia; East & South Sub Saharan Africa Botswana, Ethiopia, Madagascar, Mauritius,
Mozambique, Kenya, Lesotho, Reunion, South Africea8land, Tanzania, Zambi#/est & Central
Sub Saharan Africa Burkina Faso, Cameroon, Central African Rep.,eQtitvoire, Ghana, Guinea,
Mali, Niger, Senegal, Sierra Leone, Togo, Ugand&stern Offshoots Australia, Canada, New
Zealand, USAEurope: Malta; Additional countries included in the global samkast Asia China,
Japan;South Asia Iran; South East Asia Thailand;North Africa & Middle East : Turkey; West &
Central Sub Saharan Africa Liberia; Western Europe Austria, Belgium, France, Germany, Greece,
Ireland, Italy, Luxembourg, Netherlands, PortugalaiBp Switzerland, UK;Scandinavia Denmark,
Finland, Norway, Sweden;Eastern Europe Czechoslovakia, Estonia, Latvia, Lithuania, Poland
Romania, Slovenia, Yugoslavia.

Considering the institutional variables three issdeserve special attention. First, the Iberian
colony dummy is positive, significant and also skaie most robust coefficient in various
specifications: former Iberian colonies obtainedaad Gini which is 0.21 to 0.22 points
higher on average. There seems little doubt thahLl&merican levels of land inequality are
extraordinary. Second, despite the high mutualetation between the lberian colony dummy

and the Catholicism variable, the latter also remaositive and significant in the global
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sample, indicating that not just Iberian colonmatitutions, but Catholic institutions have had
a decisive impact on the distribution of land.

Third, and probably most surprising, is the shadsfgpmance of the British colony
variable. Table 3.3 has shown that the directilahip between land inequality and British
colonial institutions is very weak. Besides, contréo our expectations, the regression
coefficient displays a positive sign, even in tldoaial samples. British colonies, on average,
do not seem to have lower levels of land inequatitgsn other European colonies. The
interaction terms (between the colonial dummies tredendowments variables) underline
this counterintuitive result. We would expect ttteg interaction of the British colony dummy
and the food crop variable would reveal a negasiga, yet it does not. These findings, in
combination with a closer look at the regional aodntry-specific values of the land gini,
confront us with a new question regarding the dalomots of land inequality. Indeed, there
is a clear positive connection between Iberianmialdnstitutions and land inequality. Yet, in
former British colonies levels of land inequalityaried enormously. This variation also
appears to be largely independent of the geogrdphation of the colony in question. In
other words, if endowments and metropolitan instihs together fail to explain why land
inequality evolves in a colonial context, there s other determinants which need to be
further examined.

The overall picture thus typifies a “land unequaliioy” as a land abundant former
Iberian colony, suitable to cash crop cultivatiordasuch a description comes remarkably
close to some Latin American countries, but not &f. noted above, the local geographic
conditions and endowment characteristics differadgdly across Latin America. The
institutional explanation of Latin American land ¢quality seems to suit the small intra-
regional variation in land inequality levels mucktter. But this conclusion can not be based
on a dummy variable that does not reveal anythimguaithe nature of colonial institutions.
Indeed, we are missing historical content. Whyttiel distribution of land in tropical British
West Africa, with apparently good conditions foapiation economies, remain limited? Why
did land inequality develop in many regions of temote Latin American hinterland that had

no potential for scale intensive commercial agtiod at all?

3.5 Land market institutions in three British caks Malaysia, Sierra Leone and Zambia
This section adopts a comparative case-study appraminvestigate the evolution of land
distribution policies in three former British coies in the last quarter of the nineteenth and
the first half of the twentieth century: British Mga (the peninsula, Malaysia hereafter),

Sierra Leone (the colony and the protectorate) aodhdrn Rhodesia (Zambia hereafter).
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This selection is motivated by a combination of iknties and differences in the initial
conditions and colonial policies in these countrigiich will be discussed below and are
summarized in appendix table A.3.4.

All three areas became subject to British colonié in virtually the same time-span
(from the last quarter of the nineteenth centuryhi® late 1950s or early 1960s) and were
embedded in the British colonial empire with thenfal status of British “protectorat®”
British colonial policies were based on several lginciples which applied to all its
protectorates. The general objective was to opeforgign markets for British products, to
provide British entrepreneurs with access to cteapces of labour, land and capital, and to
secure the import of raw materials demanded bydBrindustries. All protectorates had to be
governed by a system of “indirect rule”, implyirtzat the colonial administration would seek
to modernize the existing administrative networks, by replacing or ignoring them, but by
strengthening them.

The British supervised and controlled this proc&s& delegation of authority had to
keep down governance costs and retain the balaeteebn the interests of foreign
enterprises, colonial settlers and the native pdpr. The colonial administration had to
refrain, as far as possible, from direct exploiatiof economic resources. It had to
concentrate on the facilitation of production anadé via infrastructural investments and
securing property rights protection. Protectorabesl to be administered with balanced
budgets and should not pose a financial burdenriiisB tax payers. Revenues could be
raised by collecting a head or hut tax, by prongtolonial exports (tariff revenues) or by
introducing legal title to land in order to selliiént it or impose land taxes.

The second common characteristic is the tropicahtlon and the feasibility to
cultivate tropical crops such as sugar, rubberahgalms in Malaysia and Sierra Leone and
tobacco and cotton in Zambia. All these crops ctlghroduced with the use of, at that time,
readily available technologies. The British were ifeanwith the opportunities of commercial
agriculture through their vast experience and mebeia its imperial domain.

The third common characteristic relates to the @ence of traditional techniques
and forms of organisation in agriculture before &negval of the British. Systems of shifting
cultivation were dominant and food crops constidutee bulk of rural production. The degree
of commercialisation of the agricultural sector Wiasited and the distribution of land was

highly egalitarian. Formal property rights and legide to land did not exist. The rural

3" The Wikipedia Encyclopedia defines a protectogste“a political entity (a sovereign state or less
developed native polity, such as a tribal chieftaipsni a feudal princely state) that formally agrees
(voluntarily or under pressure) by treaty to entegoian unequal relationship with another, stronger
state, called the protector, which engages to pratédiplomatically or, if needed, militarily) agest
third parties, in exchange for which the protec®ratcepts specified obligations, which may vary
greatly, depending on the real nature of theirti@tahip.” http://en.wikipedia.org/wiki/Protectorate
(18/11/2006)
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population was organised in relatively small comities along tribal or kinship lines and
levels of urbanisation were low.

Crucial differences in terms of endowments exidbetiveen Malaysia and Sierra
Leone on the one hand and Zambia on the other. &a@astess from the hinterland was much
more costly in the land-locked protectorate of Zaanlihan in both Malaysia and Sierra
Leone, which disposed of good natural harbourssiiost distance. Moreover, although levels
of population density were generally low, the sitgrof labour in Zambia was considerably
higher than in Malaysia or Sierra Leone.

On the basis of this information we would exped tlevelopment of a plantation
economy in Sierra Leone and Malaysia, rather thataimbia. Yet, only in Malaysia this was
the case. The rubber economy which developed uBditish rule went along with a
considerable increase in land inequality. Althotlggn natural conditions in Sierra Leone were
as favourable as in Malaysia, British attemptsdeedop a plantation sector were frustrated in
a very early stage. In this respect, Sierra Leonanisexample of a larger group of West
African countries where the plantation sector revedieither underdeveloped, or became
organised on relatively small scale farms undertrobnof the indigenous population.
Consequently, levels of land inequality remainechparatively low (see also table 3.1 and
appendix table A.3.1). In Zambia the developmena gliantation economy never got really
underway. Nevertheless, contrary to Sierra Leomg] {@as being redistributed from natives
to colonial settlers on a large scale. Land diatidn programs in Zambia were implemented
for other reasons however, which had little to dithwhe development of a profitable
agricultural export sector.

Despite the overarching British colonial policynmiples, the institutions designed to
alienate, sell and redistribute indigenous landueses varied considerably across these
British colonies. A comparison of these three casdiates that, only with the inclusion of
the pre-colonial political and institutional conteit is possible to understand the great gap in
land gini’s of Malaysia and Sierra Leone aroundeppehdence (68.0 vs 43.6), whereas the
land gini's of Malaysia and Zambia were almost id=it(68.0 vs 69.9), but related to an

entirely different organisation of land and labouarkets.
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Malaysia 1874-1957

Colonial intrusion in Malaysi had direct consequences for the distribution nfllarhree
years after independence the Gini-coefficient ofdlanequality noted 0.68, which is higher
than any other Asian country in our sample (seeapx table A.3.1). Figure 3.1 shows that
land is distributed between a large number of dmhidings (usually less than 10 hectares)
and a small number of large estate holdings witha@rage size exceeding 500 or even 1000
hectares, the latter comprising ca. 39% of thd aajécultural land area in 1960 (FAO 1971).
Although comparable figures for the pre-coloniah @n the 19th century are unavailable,
historical literature makes it abundantly cleart thad distribution in the traditional rural rice-
economy, in absence of large estates and with gegrkot sizes limited to a few acres, used
to be highly egalitarian (Ryan 1976, Nonini 1992abble 2000).

Figure 3.1: The distribution of land area (bars, yaxis 1) and number of holdings (line, y-

axis 2) per category of holding size (in hectared)jalaya Peninsula, 1960
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Source: FAOReport of the World Census of Agriculture 19B0me 1971, pp. 27, 43 and 56

Pre-colonial Malaya consisted of a patchwork ofe@doms. Colonial trade during the 19th
century was largely confined to the Strait Settleteeof Singapore, Penang and Malacca in

the coastal regiorS.The Chinese had developed stakes in alluvial tiningi organized

B The territory referred to in the text is mainly cowfil to the so-called Federated Malay States (FMS),
including the territories of Selangor, Perak, Neg@ambilan and Pahang. Together these four states
comprise the larger part of the Malayan Peninstilas federation was established by the British in
1895 with the and changed into the Malay union whi inclusion of the Straits Settlements and the
other “unfederated” Malay states in 1946. In 1948 tinion became the Federation of Malaya to be
changed into Malaysia in 1963 with the inclusion Sdbah, Sarawak and Singapore. Singapore
withdraw from Malaysia in 1965.

¥ These were effectively British possessions. The ChineseVer had considerable stakes in alluvial
tin mining organized around kongsis of Chinese entregurs, merchants and immigrant labourers
(Drabble 2000: pp. 96-97).
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around kongsis of Chinese entrepreneurs, merclamdsimmigrant labourers in the 19th
century. The bulk of agricultural production howewsas carried out within kinship-ordered
village communities (kampong) where, given the Idensity of population, a system of
shifting rice cultivation prevailed. In return fanilitary protection the local elite (raja)
obtained the right to collect labour tribute andraduction tax from the commons (ra’ayat).
The Raja held no legal titles to land and in cakeomnflicts over land or tribute the land
frontier brought solution (Drabble 2000).

British colonial rule was formally established lwihe Treaty of Pangkor in 1874. In
a classic piece of British gunboat diplomacy Raféllah received military backing in his
struggle against Raja Ismael to succeed Sultanlilreturn for British support the Sultan
would seek binding advice of the British Residenall state affairs, including the collection
and control of taxes, yet excluding cultural antigreus matters. Tax collection had to be
carried out in name of the Sultan but arranged raceg to the Resident's advice. This so-
called residential system was replicated in theelostrata of the administration where local
chiefs received “advice” in state affairs from it district officers (Ryan 1976: 158-162).

The most far-fetching measure to enhance governme@enue was the introduction
of legal title to land. The 1897 land enactmentdained that all Malay holdings below 100
acres had to be registered in the Mukim RegistesseA of land regulations (1879-1889)
entitled holders to lease the land for a term 09 §@ars against an annual quit rent.
Moreover, all unoccupied land (the greater partef peninsula) was considered to be waste
land owned by the government, which could be solfbiteign investors. Access to land thus
became controlled and large tracts of alienated lapened the door to the large-scale
cultivation of commercial crops and expansion o thining activities in the tin fields
(Nonini 1992).

British and Chinese planters started experimentivith sugar and coffee, but
switched en masse to rubber in the 1890's. In thas two decades rubber became the
ultimate Malayan cash-crop, a status to be retaghethg the entire colonial era. The rubber
booms of 1905, 1910, 1912 attracted large numb&rfSuoopean planter-settlers and the
necessary inflows of capital and Chinese and Ingianigrant labour. At the eve of the First
World War British Malaya supplied more than halftioé world’s rubber market. Land under
rubber increased from 12% in 1910, to 46% in 1%3Pp in 1930, 71% in 1940 and 79% in
1960 of the total agricultural area in 1960 (Dra&b®000: p. 53 and 165, FAO 1971).

The indigenous Malay peasantry also started to grdoker on their smallholdings.
Smallholders were able to compete with large estdire to the low overhead costs involved
in family farming. Intensive farming methods enabthem to generate higher yields per acre
than the estates. Most of the smallholder rubbedystion was sold to local land agents or

large plantation owners with better access to aatirail and better knowledge of the export
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market. Figure 3.2 shows the total area plantetl wibber from 1910 to 1960. Estates and
smallholdings are separated respectively into Htegories over, and under, 40 hectares of
land. According to this definition the share of dimaldings in total rubber acreage rose from

23% in 1910 to 41% in 1921 and gradually declinedes

The chronic shortage of labour posed serious caingdrto the expansion of the estate
sector. The Malay peasantry refused to offer thaolr in return for money wages and
Indian and Chinese labour immigrants were attrastderge numbers to carry out the harsh
work on the estates: in 1931 ca. 1.28 million Ce@éand 0.6 million Indians made up 34%
and 16% of the total population respectively (Dtel®000: p. 143). As a result of the large
population increase and the shift towards rubbendigenous farmers rice became a major
import product.

During the interwar period two major slumps in tlubber market (1920-1922 and
1930-1936) caused controversy on the question whédhrestrict output and exports in order
to keep up rubber prices, or, to maintain produckvels and accept lower rubber prices. The
first option was opposed by the Malay smallholdarsl preferred by European planters
(Drabble 2000: pp. 127-32). The onset of the GregirBssion further raised the pressure to
restrict output. In 1930 the development of newbarbacreage was prohibited and in 1934
the International Rubber Regulation scheme (IRRA9svestablished to provide for an
international quota system (Drabble 2000: pp. 1#ese new restrictions pressed hard on
the Malay smallholders, which is reflected in teéative, though not in an absolute, set back
of smallholdings in total rubber acreage since 1@2& figure 3.2§°

Peasant resistance to discriminative colonial ciedi consisted of the illegal
occupation of new or allocated land (squatting) Hredunderreporting of yields for taxation.
These protests never got a violent character howéNenini describes this as “avoidance
protest”, a passive rather than aggressive forprofest against colonial rule (Nonini 1992:
pp. 63-6). Nonini argues that obedience to loclrsuwas deeply instilled in the social norms
and customs of the aborigine Malay, which explaims relatively smooth functioning of
indirect rule in British Malaysia. Yet, the fac@thMalay peasants and local rulers took part in
the benefits of commercialisation, while foreignpiont labourers bore most of the brunt of

the plantation work, has undoubtedly also contgdub the stability of colonial society.

0 There are some indications suggesting that the flasrto calculate the quotas were biased against
the smallholders, under-assessing the average yielccpernad thus assigning a lower quota (Nonini
1992: p. 89). Nonini interprets the rubber regulaias an well intended attempt to diminish the
competitive threat that smallholders posed to the [i@an planters. Drabble basically underlines this
view and adds that European planters had still fqEoxunity to intensify cultivation (more densely
replanting of trees on existing rubber acreage),raonto the smallholders who already made optimal
use of their land resources (Drabble 2000: pp. 31-2
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Figure 3.2: The total area of rubber cultivation dvided into smallholdings (< 40 ha) and
estates (> 40 ha), Malaya, 1910-1960
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Taking “sufficient” care to weigh the interests thfe native peasantry against those of
European and Chinese investors and planters, oidinée proved an efficient and effective

tool to exploit the great Malayan rubber and tinemtial. British Malaya is an example of a
colony with highly favourable conditions to troplicash crop cultivation, which has induced
high levels of land inequality. It should be nothdt, at present, Malaysia still obtains one of
the highest levels of income inequality in Asiattwa Gini around 0.50, second only after
Papua New Guinea (UNDP, Human Development Repd#20A substantial part of this

high level of inequality is explained by ethnic guality and the social exclusion of large
parts of the immigrant population. As the sharagriculture in GDP has declined sharply in
the last decades, the impact of land inequalityncome inequality has also rapidly declined,
but the roots of ethnic inequality in Malaysia weightly intertwined with the evolution of

the colonial plantation economy.

Sierra Leone 1896-1961

In the second half of the 18th century Sierra Leivarsformed from an important centre of
the transatlantic slave trade into the first Africgettlement of freed black slaves. In 1792, the
Sierra Leone Company founded Freetown as a resotlé@k American slaves who had
fought at the side of the British in the Americadépendence war. In 1808 Freetown became
the capital of the small coastal British Crown egl@f Sierra Leone. In the course of the 19th
century ca. 45,000 freed slaves found refuge mdblony. Only in 1896 the vast hinterland,
which we now refer to as Sierra Leone, became #sBrprotectorate. British intervention

marked the end of a long period of endemic tribaffare in the hinterland (Kilson 1966).
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Geographical conditions and the political constitain pre-colonial Sierra Leone
reveal remarkable resemblances to pre-colonial y4&a The territory was inhabited by a
substantial number of ethnic and linguistic heterapus tribes. Each tribe was subdivided
into various chieftains headed by a paramount chmef sub-chiefs elected from a confined
number of elite families. The major food crop waseriwhich was produced, together with
other traditional food crops such as millet, yand azassava, in a system of shifting
cultivation. The area had a large potential forgheduction of tropical cash crops, as the soil
and climate are particularly suitable to growindfee, cocoa, cotton, palm and rubber trees
(the latter producing high-quality rubber!). AsMualaysia, Sierra Leone had good access to
sea transportation via the natural harbour of Bret(Kilson 1966, Cartwright 1970).

The British acknowledged the productive potentiathe protectorate. Experiments
with cash crop farming were carried out in the haal garden in the hills near Freetown
with the objective to diffuse agricultural knowledgnd technology among the indigenous
population. Several colonial reports and surveyatioe the ample prospects for investments
in the Sierra Leone hinterland (see Macmillan 19§8: 229-46 and Crooks 1972: pp. 348-
58). T.J. Alldridge, the Travelling District Commisner who negotiated the treaties with the
local rulers, concluded in 1900 with respect toghespects of agricultural commercialisation
that “There is now ample scope for the safe intobida of capital in the Protectorate.”
(Kilson 1966: p. 15)

In spite of the similarities with Malaysia, a platibn economy did not develop in
Sierra Leone and the engagement of the nativesrimmercial agriculture never compared to
that of the Malayan peasantry. Figure 3.3 showsttiedistribution of land in Sierra Leone
in 1970, nine years after independence, is almosiptetely dominated by tiny plots of
subsistence farmers (the far majority) and somellsatdings producing cash crops. Circa
60% of the land area was devoted to rice. The Ginilnoted 0.44 (FAO 1978).

The colony of Sierra Leone had the reputation ohdpéthe White man’s grave”. The high
tropical disease incidence (especially malariaeghe coastal area of Sierra Leone one of the
highest settler mortality rates in the world. Aceywoet al. (2001) argue that a high tropical
disease incidence reduces the scope of colonid¢sent. Is this the reason that the British
did not develop a plantation economy in Sierra lebifhere are several arguments against
this hypothesis. First, technological progresshim ¢combat against malaria (mainly increased
production and application of quinine) made it flassin Malaysia to implement large scale
eradication programs (Norman Parmer 1989). Thege wever tried in Sierra Leone on a
large scale. Moreover, the health conditions atdbast were as bad as in the hinterland,

which raises the question why the British did seitl the colony, but not inland? Perhaps
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most convincing is the fact that the local colormdministration did develop plans to alienate

land in the protectorate, but never effectuatedehmans.

Figure 3.3: The distribution of land area (bars, yaxis 1) and number of holdings (line, y-

axis 2) per category of holding size (in hectaresjierra Leone, 1970
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Source: FAOReport on the 1970 world census of agriculii@ensus Bulletin no. 20, Rome 1978, pp.
9-20 Notes: The original survey reported land areadres, which is translated into hectares in this
figure.

The major reason seems to be that the indigenies twould not allow the British to occupy
large tracts of land that they regarded as thdire extension of the colony would have
invoked large operational costs, not only in tewhslefence expenses, but also in terms of
lives of British soldiers. As in other parts of 8h West Africa, local resistance to colonial
occupation was too strong to be suppressed witt@utise of large-scale military force. In
fact, only the development of superior military Haology in the late 19th century enabled
European armies to prevent native attacks on tisstal settlements (Stavrianos 1981: pp.
279-82, Curtin et al. 1990: pp. 419-43). ContranyBelgian and Portuguese colonial policy,
which did allow for large scale military campaigBsitish colonial policies were founded on
the principle that every colony should “pay its way{he British government actively
opposed the development of estates in Sierra Lemribd simple reason that local resistance
against land alienation would prove too costlyupmess (Crooks 1972).

The influential position of the local elite in taollection illustrates the relatively
weak position of the British colonial administratiowhen the hut tax of five shillings per
dwelling was introduced to cover the expenses ef ddministration of the Protectorate,
opposition of the Mende and Temne trifelead to the Hut Tax War of 1898-99. The

41 According to the 1963 census the Mende, livinghia Southern and Eastern provinces, comprised
around one third of the total population. The seclamge tribe, the Temne, accounting for yet anothe
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rebellion took the lives of approximately thousatitoles serving as missionaries or traders
and an indefinite number of European missionariefgre the local British army was able to
restore order. The fact that Creoles formed theelapgrt of the British army enhanced the
already present distrust between the indigenouplpeand the “European blacks” in the
colony®

Resurging waves of protest against taxation becarore and more directed against
local chiefs who abused their position as tax ctllss to enrich themselves. The chiefs
gradually extended their incomes by collecting saltts of fees and levees, besides their
official title to a share of the hut tax. The Biitizere not able to take away the resentment of
the people against these abuses, since they ldbkedill to invest in military capacity to
enforce their rules. In 1937 the colonial admirison proposed, as part of a wider
administrative reform, to improve the accountapildf tax collection by prohibiting the
personal reception of any tax, labour tribute stomary levy. In exchange for a share of the
hut tax the chiefs would now receive an officiabgmmment salary. A decade later 43 per cent
of the chiefdoms still refused to carry out the taform (Cartwright 1970: pp. 30-2, Kilson
1966: pp. 28-32).

The resented hut tax raised the need for cash asded people away from the
subsistence economy towards the money economy. tket,commercialisation of the
agricultural sector was a marginal phenomenon coadpdo the surge in the mining
industries in the 1930’s and 1950’s. In particdte Diamond rush in the early 1950's drove
an enormous amount of subsistence farmers into walgeur, more than commercial
agriculture had ever attracted (Cartwright 1970anibnds became the major export products
and accounted for 63% of total exports at the edependence in 1961. Iron ore accounted
for another 19%, and palm kernels, palm oil, cofieé cocoa together consisted of 14% of
total exports (UN, International Trade Statisticeavbook 1962). Conflicts about the
distribution of the abundant wealth of diamondsamee the major source of the extremely
violent and devastating civil war during the 1990’s

One of the key differences between Sierra LeoneMaildysia in the colonial era was
the absence of land alienation in the former piotate. After the Hut Tax War the British
withdrew their plan to introduce the principle ahtl alienation and never even reconsidered

that decision. Legal title to land did not becometly registered and allocated by the

third of the population, were living in the Northéatern parts of the country (Cartwright 1970: pp.
14).

“2The gap in social and cultural background betwesI&s and aborigines played a crucial role in the
political conflicts over decolonization and postiépendent governance during the 20th century. The
Creole population had a very diverse ethnic backgipand basically shared the fact they, or their
ancestors had been African slaves. The common languege type of African English spoken in the
West Indies, most of them were Christians and hadwedea Western style education. The Creoles
were officially British subjects and had little in commwith the nativéfricans in the hinterland.
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colonial administration. Much to the dislike of ti@reoles, the natives enjoyed the same
rights as British subjects under British law andevpermitted to buy land in the colony, but
non-natives were forbidden to own land in the Ritmeate. In particular the Creoles who
made their living in the Protectorate in small scabmmerce or handicraft activities were
exposed to the arbitrariness of native law andorugCartwright 1970: pp. 35-6).

The case of Sierra Leone offers a good illustratibother West African countries
where colonial settlement remained constrained He toastal areas. Especially the
organisational and military strength of the indiges tribes in the hinterland reveals the
constraints of colonial land and labour market rveation set by pre-colonial institutions.
The high operational costs of settlement made tilen@l office in London reluctant to
expand colonial activities in the Protectoratesjpite of the apparently favourable geographic
conditions for commercial agriculture.

The appendix table A.3.4 offers a summary of thmilarities and differences in 1) the
geographic and endowment characteristics, 2) soamc bfeatures of the pre-colonial
indigenous economy and society, 3) the design dfsBrcolonial rule and 4) various core
aspects of land and labour market outcomes undeniabrule. This table indicates that the
attitude and response of the indigenous populatiorcolonial intervention forms a key
difference in the comparative assessment of langkehanstitutions. For the case of Zambia,
to which we now turn, the table reveals that theggephic and endowment characteristics
were considerably different compared to the twaesasxplored so far. The evolution of land
inequality in Zambia followed a distinctively diffemt pattern, induced by different economic
and political objectives compared to Malaysia. Thesign of British colonial rule also

deviated from common colonial policies.

Zambia 1889-1964

Although Zambia’s geographical conditions do noteffively inhibit the cultivation of sugar,
cotton or tobacco, its location as a land-lockedinty degraded much of the colonial
prospects of profitable agricultural developmentai@ 1958, Hall 1965, Roberts 1976). It
therefore proved hard to attract Europeans settezambia and a plantation economy did
not really develop. Zambia few agricultural progsezompared to the cases of Malaysia and
Sierra Leone discussed above. In spite of thesersa@nditions native land was being
redistributed on a large scale during the colop&iod. The land distribution in Zambia in
1971, seven years after independence, is presantiégure 3.4. The distinction between a
large class of smallholders and a confined amotdinamge land holders can be directly

observed and, with a Gini-coefficient of 0.70, igee a little more pronounced than in
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Malaysia in 1960. The lion share of these large ingkl consisted of permanent pastures,
meadows or lay waste. Why was land being redigeibiowards white settlers in a British
protectorate that seemed to offer little prospdotssuccessful commercialisation of the

agricultural sector?

Figure 3.4: The distribution of land area (bars, yaxis 1) and number of holdings (line, y-

axis 2) per category of holding size (in hectaresfambia, 1971
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Source: FAOReport on the 1970 world census of agriculfuensus Bulletin no. 11, Rome 1975,
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The state of Zambia is a product of the scramblé\foica. In the mid 19th century the
territory of present day Zambia was inhabited byiowsr Bantu speaking tribes such as the
Lozi of Barotseland to the west and the Ngoni wioes to the east. The borders of Zambia
were delineated by a series of treaties betweerBthiesh South Africa Company (BSAC
hereafter) headed by the empire-entrepreneur Goluwildes and local chiefs from 1888
onwards. Rhodes wanted to obtain the mineral right&atang&® and connect all British
territories in Africa to construct a railway frorhe Cape to Cairo. In a region torn apart by
devastating slave raids and endemic tribal warfareias not very difficult to find chiefs
willing to exchange large concessions for protectibhe Ngoni warrior tribes in the East
were brought under control after a brief, yet deeiswar in 1897-1898. In 1911 the area
north of the Zambezi was formally united in the Bhtprotectorate of Northern Rhodesia
(Hall 1965).

The British government chartered the BASC with ar&aching mandate to expand
its control in South Central Africa on behalf ofetiBritish authorities. The company was
formally allowed to negotiate for exclusive mongpeights on the exploitation of mineral

deposits and to claim title to large tracts of wngmed land. The parliamentary opposition

“3Which, much to the dislike of Rhodes, became eventagtisovince of Belgian Congo
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against this charter was considerable, but it gavay under a mounting international tension
in the region. In particular when gold was discedein Southern Rhodesia and copper in
Katanga, the strategic importance of Zambia (Northghodesia) and its potential future
economic value became simply too large to leate tihe Portuguese or the Germans.

The colonial office also opposed the settlementoddruists in Zambia out of concern
for potential conflicts with the native populatioRhodes personally convinced the office,
however, of the necessity of colonial settlemeniads the only way to effectively occupy and
administer such a vast area. Huge land grants wereefore, not only given to white farmers
but also to pensioned military officers or ex-adisters who had little or no experience with
farming. Since Rhodes’ company was financially oesible for the administration of
Northern Rhodesia, the development of the agricalltsector was required to cover the
incurred losses of the BSAC in this Central Afrideatkwater (Roberts 1976).

White farmers (Afrikaners and Europeans) settledecto the newly built railway in
the centre of the country and in scattered highkasds where the incidence of malaria and
tsetse was lower (Gann 1958: pp. 127-50). Duedadbpid expansion of mining industries in
Southern Rhodesia and Katanga the demand for nadteefood crops increased and this
process was reinforced when the great prospedsiobia’s copper belt became apparent in
the late 1920’s. Maize had already been the majod fcrop of subsistence farmers and it
became the major crop for the white farmers (FAQS)9 The international demand for
copper surged as a result of the expansion ofrelatand automobile industries during the
Inter bellum. By the 1930’s malaria was virtuallyadicated in the Copper belt. Zambia
became one of the world’'s major copper producerd.965 metals together comprised 96%
of total exports, copper alone accounted for 91&haEco, the largest export crop, accounted
for just 1.3% of total exports (UN, Internationabi@ie Statistics Yearbook 1968).

Labour scarcity formed the major obstruction to tlevelopment of the mining
industry and the commercial agricultural sectore Tt tax served a double purpose. It raised
revenue and it drove up the supply of wage labsinge wage labour was the only channel to
obtain tax money. The BSAC did not take much nadicéhe principles of indirect rule. Local
rulers were responsible for the collection of thw tax, but had little, if any, influence on the
allocation of the money. The outward forms of théigenous administration were preserved,
but the authority of the local chiefs was strudlyrandermined by the continuous pressure
on the young men in the local villages to leavartbemmunity for work in the mines (Hall
1965: pp. 103-5).
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When the Colonial Office took over the administrat of Northern Rhodesia in
1924%* the colonial state budget was still in deficit. Téwonial administration started to
assign native reserves where they forced indigetriliss to live and transformed all land
outside these reserves into Crown land. Large jpértise territories thus alienated were sold
to white settlers. The native reserves were toollsimathe extensive use of land required
under shifting cultivation and soil erosion leadstvere food shortages in the reserves in the
1930’s. These shortages were unnecessary sinae daegs of land outside the reserves lay
bare in expectation of new waves of white settleinich never arrived. The effect was that
the numbers of young men from the villages offerihgir labour to the mines, towns and
estates swelled.

The working conditions in the mines were brutal avabes were extremely low.
Annual death rates in the range of 50 to 140 pmughnd were no exception (Roberts 1976: p.
178). Financially things were improving. In 1928299 government revenue exceeded
expenditure for the first time. The mining compartiasl obtained concessions of the BSAC
in return for royalty payments. Mining profits wemet reinvested in Northern Rhodesia and
since the BSAC and the mining companies had tresdbuarters in London, taxes on profits
had to be shared between Britain and Northern Riiad&he Copper belt grew rich, while
the rest of the country remained poor (Roberts 1pp6192-3).

The case of Zambia makes clear that the reallocafitend to European settlers was
considered as an undesirable, yet necessary ptiicgffectively occupy the region, to
consolidate British control and to support the eitption of mineral resources in the region.
Without its mining potential and the competitivedat posed by other European powers the
region would probably never have experienced afngtamtial colonial settlement. The weak
negotiation position of the indigenous tribes ahd tow feasibility of native agricultural
development resulted in a political economic contelxere land distribution policies could be
devised to undermine traditional subsistence lalmmums and to enforce wage labour. The

contrast with the political economic context int&el eone and Malaysia is sharp, indeed.

4 This overtaking followed from increasing oppositimfiwhite settlers to unify Southern and Northern

Rhodesia under BSAC rule. With the Devonshire agreeitiee Company strengthened its legal hold
on the mineral rights in Northern Rhodesia and gwtofi the financial administrative burden. The

white settlers were satisfied with the takeover sitteey were released from the domination of

Southern settlers in policy affairs affecting North&imodesia. The BSAC further concentrated on the
exploitation of its mineral concessions. From 1953 Beut and Northern Rhodesia joined with

Nyasaland in the Central African Federation (CAF)chhwas dissolved at the end of 1963 into the
independent nations Zimbabwe, Zambia and Malawi (E28/5).
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3.6 The colonial roots of Latin American land inalijty in comparative perspective

From the case studies discussed above it has becle@rethat the redistribution of native
land resources to colonial settlers can occur énctbntext of high economic prospects related
to, for instance, the export of scale intensivehaa®ps such as rubber (Malaysia), but it can
also occur in a political context in which largedagrants (or sale at low prices) are used as a
means to enhance political control by attractingflers and raising government revenue,
without obvious scale advantages in agriculturatipction. It has further been shown that the
development of colonial land market institutionpeleded on the interaction between local
geographic circumstances and endowment charaatsrisite nature of prevalent local (i.e.
pre-colonial) institutions and the capacity andlingness of the indigenous population and
their elites to protect these institutions and,imdtely, the response of the colonial
administration and settlers to these local factaith respect to their political and economic
objectives. Taking the whole set of interactingtéas together, a political economic context
arises that determines the constraints faced bycdokmnial power to intervene in the land
market. If we focus on the colonial roots of lamgquality in Latin America from this

perspective, three specific sets of interactingof@cdeserve attention:

1) The plantation economy: distance, climate, diesalabour scarcity and social values.

In the historical context of pre-modern transparti @ommunication technology, large parts
of Latin America, similar to Zambia, were too remttebe linked to overseas markets. The
evolution of American slave plantations producingstt crops for the Atlantic (mainly
European) market, therefore, crucially dependedamnd access to the Atlantic coast. This did
not imply that the cultivation of sugar cane, talmor cotton was unfeasible in the remoter
areas of the continent, but rather that the demfamdthese crops was naturally (i.e.
geographically) limited to local markets. The lishare of agricultural land was therefore
devoted to the production of basic food crops, tgaimaize, wheat, potatoes, beans,
vegetables and fruit, or, to pastures or meadowsviestock production.

Plantation economies were also naturally constrhiby the presence of a tropical
climate with sufficient rainfall. These constrairfitsther reduced the potential area in which
plantation economies could thrive. The incidence trpical diseases may also have
constrained colonial settlement (Acemoglu et al01)0 This could be a reason for the
differences observed between Sierra Leone and Malaye®t, for Latin America there is
little evidence that the disease factor posed pitie constraints to the development of
colonial plantation economies. However, the disdastor was clearly biased against the

native population (Diamond 1999). Tropical condisothus offered opportunities for
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plantation agriculture and led in many cases targe scale confiscation of former native
land.

The results of the regression analysis (sectioh shéw that the ratio of labour to
agricultural land (population density) is signifitly negatively related to land inequality in
the colonial sample, but not in the world wide st(pee table 3.2). This result suggests that,
in the context of a colonial regime, the scarcityabour enhanced land inequality. The case
of Zambia also revealed that the pressing demancchoonically scarce labour induced
repressive policies to manipulate the labour marketthe case of Malaysia the scarcity
problem was solved by the import of Indian and @baindentured labour, freeing the way
for the Malayan peasants to engage in the rubbemnogcy, maintaining a relatively large
degree of autonomy, which contributed to the sitgbdf local communities and colonial
society at large (that is, irrespective of the hamgatment of immigrant labourers). The
“solution” of the labour problem thus depends or fihteraction between pre-colonial
institutions and the policy principles of the calong power.

British colonial policy in the late 19th and firsalf of the 20th century rejected the
institution of slavery, but in the 16th to earlytiSentury slavery was considered as an
effective alternative to replace the rapidly dissqming indigenous labour resources. The
plantation economies that evolved in the Caribbexach Brazil in the four centuries between
1492 and 1888 were unigue in the extent and naifiies repression which can only be
understood against the background of a social vajiggem in which the idea of racial
superiority was uncontested (Eltis 2000, Fogel 1988 almost comprehensive collapse of
the pre-colonial order which had to be respectedriter to effectively occupy and rule the
territory contributed to the political stability slave economies. The changes in the moral
perception of slavery and the active British forefiplicy against slave trade and against later
the entire practice of slavery fundamentally digtiish the American plantation economies

from the case studies considered.

2) Land distribution in the core areas of Indiawitization: the changing balance of power
In absence of existing native claims to land thgrele of freedom to implement land market
regulations is large. In the Spanish American naamidlthe conquistadores were confronted
with large sedentary Indian civilizations. The indtonal remnants of the Inca and Aztec
empires offered a good infrastructure for econoexploitation, but at the same time posed
constraints to the implementation of new ruless lbne thing to conquer the capital city of a
great empire, it is a wholly different thing to&slish and maintain political control.

The early, mainly privately organised, groups of quastadores disposed of a wide
mandate to conquer and occupy new territory in nafmthe Spanish Crown. The official

policy in the early stage of 16th colonization prdsed a separation between the native
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Indian realm (republica de los Indios) and the $anealm. One of the reasons behind this
policy was to reduce the risks of native uprisiagsl consequent costs of defence, and, at the
same time, to prevent uncontrolled exploitationiraligenous labour and other forms of
human abuse by Spanish colonists (such considesaticere largely absent among the
Portuguese in Brazil) (Bakewell 2004). It is notetly that such concerns, i.e. about the lack
of supervision leading to abuse, also fed the dfipasof British governors against the
charter of the BSAC.

One of the pillars of early colonial political @dwas the encomienda system. The
encomienda entailed the right to collect tributenoney, kind and labour from the subjects of
local Indian chiefs.45 In return for their labowergce the encomendero was held to show
Indians the way in Catholic faith and to pay a éesevage. The Spanish Crown restricted the
encomienda grant in three ways. First, the encodaiadid assign a specific territory to the
encomendero, but it did not entail land ownersldpcond, the encomienda grant did not
entail any rights of jurisdiction in affairs of tHadians subjected to labour services and
taxation. Third, encomiendas were granted onlydioe lifetime and were not inheritable.
These policy principles had to prevent the risa tdo powerful class of landlords that would
pose a serious challenge to the position of theniSpahrone and to maintain political order
by protecting the autonomy of traditional nativesteyns of administration (Elliot 1984b,
Williamson 1992, Bakewell 2004). This system thosated good incentives to occupy and
control a vast empire, without actively redistringt land from indigenous peasants to
colonial settlers (Keith 1976, Bakewell 2004).

Although the Spanish Crown set its own rulestlfierencomienda system, it is crucial
to notice that for its effectuation it highly degenl on the prevailing political structure. In
both the Aztec and Inca empires the concept of Walgeur was absent, but the concept of
labour tribute services and taxation in kind wasoee aspect of the economic power of the
capital cities and the ruling dynasties (Williamsi®#02, Bakewell 2004). In other words, the
Spanish largely relied on pre-colonial institutidios the organisation and sustenance of the
early colonial state (see also chapter two).

However successful the encomienda system may leee in its formative stage, it
became a serious burden to the political consatidadf the colonial empire. Two crucial
changes in Spanish American colonial society letheodemise of the encomienda system.
The enormous decline of the number of Indiansditgthollowed out the encomienda system.
As a result of the catastrophic decline in Indialndur (and tax) supplies, agricultural output
diminished and large tracts of arable land turnew iwaste land. Second, there were

insufficient opportunities to make a living for thieing number of Spaniards flowing into the

45 Encomiendas could differ in size from 1.000 uB@m00 tributaries depending on the military or
administrative services of the encomendero and hig [ieihie social hierarchy (Keith 1976).
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empire. The monopoly on the economic surplus obrfined class of encomenderos drove
huge numbers of newcomers into the class of soklaflocording to Keith these totalled

between 25 and 50% of the total Spanish populati¢teru in the 1550’s (Keith 1976: p. 51).

In order to make most of their dream of booty aable titles, the soldados lined up in faction
wars, undermining the stability of colonial society

In the mining regions urban employment opportusitiacreased, but these also
attracted more immigrants than could be absorbleed.gfowing discontent of the new arrivals
seriously challenged royal authority. In the thidarter of the 16th century the Spanish
government set about to restrict the monopoly eféahcomenderos on Indian labour. A new
bureaucratic network of local officials, the Cotidayes de Indios, was appointed to govern
specified districts (corregimientos) in which thepk over the assessment and collection of
Indian tribute payments. The corregidores heldrthesition for a limited term and were paid
from the taxes that were collected in their distrigll colonial settlers now received the
chance to apply for an Indian labour grant for e-gpecified purpose and period of time. The
present encomienda grants were transformed in seone of state pension. This new
governance structure was not only devised to btiealpower of the encomenderos, but also
to rationalize the allocation of increasingly seahedian labour (Elliot 1984b).

The gradual replacement of the encomienda by tbiem@a system in the second half
of the 16th and 17th century seemed, with the adggnof hindsight, almost inevitable. At
some stage the colonial administration had no ehbid to start granting land on a large scale
to cushion the frustration about the limited acces&ey production factors, i.e. land and
labour. Agricultural employment was not only the imalternative for poverty-stricken
soldiers, many encomenderos tried to transfornr tietomienda grant into a land grant as
well. After all, land ownership was hereditary gmavided a better income prospect and a
more secured property holding than a degraded erooia grant.

3) Land distribution in the periphery: distance athe political imperative of settlement

In order to effectively occupy and administer thastyNew World territory colonial settlers
were prerequisite. Between the capture of the Aesggital Tenochtitlan by Cortes in 1521
and the foundation of Lima in 1535 and Santiago l6}Hi541 lay only two decades. In the
1550’s the borders of the Spanish American empitengled as far north as Alta California,
as far south as the Rio Bio Bio and as far eagtsamcion (Elliot 1984a). Compared to the
timeframe of effective settlement in British Amexithis is unimagined. As in Zambia, the
threat of international rivalry required a pro-aeticolonial strategy. Settlement was the key
to prevent the breakdown and foreign penetraticsuch a vast and therefore feeble territorial
entity. Confronted with this gigantic managemerdlgbem, the Spanish Crown had to reside

to a vast range of instruments to maintain con&mdl land grants were one of the most
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effective among them, especially in those areasravhiedigenous claims to land were
virtually absent.

With increasing distance to the main centres ofctilenial empire, the distribution of
land became more political. Indeed, the landedamiacy that gradually rose to power was
mainly rooted in the peripheral rural areas. In pegiphery land grants were the perfect
instrument to buy loyalty of the military elite,etithurch and the administrative bureaucracy.
The nobility started a ranch or a manorial haciergpes of farming which either required
little labour input or relied on coerced Indian dab. Land was taken away from local
communities to reduce competition from smallholdamd to increase the supply of landless
labourers. The large land owners held land becafidee indirect benefits it provided. These
were related to social status and exclusive locditipal power and economic privileges,
which were more difficult to obtain in the urbareas and the densely populated core areas.

Keith concludes in his case study of coastal Peru,

“Indeed, the largest and most aristocratic haciengl@sv up in the northern valleys precisely

because commercial agriculture was less profitablere, so that fewer Spaniards came to
settle and there was less competition for landhls sense the growth of large estates should
be considered not so much the fulfilment of a usaleSpanish dream as testimony that this
dream was beyond the reach of all but a"f@eith 1976: p. 132).

It is helpful to consider the estimates of popolatdensity in 1820 as shown in table 3.4 to
understand the meaning of the term “periphery”tHa major part of the Iberian colonial
empires population density, as measured by the amafupeople per square kilometre of
arable land (i.e. arable without severe soil amthate constraints), was so low, that the sale
or grants of Crown land did not result in severaflicts between natives and settlers or
among settlers. Given the fact that urban centres ghroughout the colonial period, the
density in many rural areas was much lower thaersgn per square kilometre, especially if
we were to include non-agricultural land as wellpitglly in these peripheral areas the ideal-
type hacienda arose: vast self-sufficient ruralegnises specialised in food crops and
ranching activities, forming the centre of dispdrdecal communities, where the landlord
exerted monopoly rights on a wide range of allasatiecisions. In these little kingdoms the
caudillos lived the life of the nobleman.

The distribution of land among the political elitentinued to take place in the post-
colonial era in those regions where the land fesntias still open. For instance, around 1820
the lion share of the Argentinean pampas wasdggkerted (Rock 1987). Land inequality only
became a burden when population started to increapenentially in the 19th and 20th

century and the demand for land started to increaserdingly. Table 3.4 also shows how
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dramatic this increase in population density hanbdés density levels started out from such
low levels, the relative impact of increasing p@tigin pressure was much larger than, for
instance, in Asian countries that had always beenentdensely populated. The ultimate
consequence was that the value of the land ofdtfifaridias increased rapidly. And land lords
have undertaken all efforts to protect their dortrggurces of wealth with the prospect of
further increases in demand (Wright 1982, Huber Saifiord 1995).

Table 3.4: Population density in Latin American coumtries and regions, 1820 and 2000

Total Total Average annual Potential Population Population
population population  population growth  arable land density density

x1000 x1000 % x1000 ha capita / sq km capitakinsq

1820 2000 1820-2000 1820 2000
Caribbean
Cuba 605 11,142 1.6 3284 18 339
Dominican Rep. 89 8,354 25 1693 5 493
Jamaica 401 2,653 1.0 546 73 486
Haiti 723 7,177 1.3 985 73 729
Puerto Rico 248 3,816 1.5 610** 41 626
Trinidad & Tobago 60 1,125 1.6 180** 33 625
New Spain core
El Salvador 248 6,123 1.8 828 30 739
Guatemala 595 12,820 1.7 3896 15 329
Mexico 6,587 100,350 15 43207 15 232
New Spain periphery
Costa Rica 63 3,711 2.3 2271 3 163
Honduras 135 6,201 21 4847 3 128
Nicaragua 186 4,813 1.8 4374 4 110
Panama 135 2,836 1.7 3688 4* 77
Andean core
Bolivia 1,100 8,153 11 39653 3 21
Ecuador 500 12,920 18 11826 4 109
Peru 1,317 27,013 1.7 33532 4 81
Colombia 1,206 39,686 1.9 42946 3 92
South American periphery
Argentina 534 37,498 24 78289 1 48
Chile 885 15,154 1.6 14524 6 104
Paraguay 143 5,586 2.0 10990 1 51
Uruguay 55 3,360 2.3 7288 1 46
Venezuela 718 23,917 1.9 33887 2 71
Brazil 4,507 175,553 2.0 239573 2 73

Sources: Population estimates from Maddison 2003;l&dabd refers to total hectares of land suitable
to the cultivation of agricultural crops under sntallmoderate constraints of soil, terrain and climate.
Land facing severe constraints is excluded. The dath definitions of “moderate” and “severe”
constraints are obtained from FAO/IIASA, Global Agfoological Zones (GAEZ), 2000. Data for
Puerto Rico and Trinidad and Tobago are obtainmu ffaylor and Hudson (1972: p. 303).

Notes: Population of Panama of 1850.
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3.7 Conclusion

The cross-country comparison of Gini-coefficientdh® land holding distribution presented
in this chapter has shown that levels of Latin Aigger land inequality are exceptionally high
and characterized by remarkably low intra-regiovaiiation. In an econometric attempt to
explore the observed cross-country variety in 1&idi's the explanatory power of specific
geographic and endowment characteristics as wsljbasific colonial institutions were tested.
The OLS regression results confirm that there imetbing specific about land inequality in
former Iberian colonies. Controlled for other vaies, they are estimated to have a land Gini
of, on average, 21 to 22 percentage points higiemn tn non-lberian colonies. The results
have also raised some support, albeit less robugtségnificant, for a positive relation
between favourable cash crop endowments and laaquality, and a negative relation
between favourable food crop endowments and laaquiality. Perhaps the most remarkable
result was that population density only seemed &tten in a colonial context and not in the
entire global sample. Former colonies with low lewa& population density have higher levels
of land inequality at the end of the colonial pdrio

However, given the crude meta-data (such as thé@tbeolony dummy) employed in
the regression analysis, given the absence of m®aogntrol for historical dynamics, and
given the omission of qualitative institutional anfnation, this test has produced some
guidance in the search for potential venues ofanation, but it remains largely inconclusive
on the nature of specific land market institutiomsd the interaction between various
determinants of land inequality in a colonial seiti

The comparative case study executed in sectioryiglis a more detailed picture.
One of its main conclusions is that land inequatdy evolve along very distinct paths. In the
case of Malaysia it was argued that the redistidbudf land and corresponding institutions
arranging the alienation, the registration and sdl€rown land, was based on the viable
economic prospects of the rubber economy. In Zarttt®aprospects of commercial scale-
intensive agriculture were less evident given #medHocked location of the region and the
obstacles of transportation to the coast. The istdign in the land market in Zambia was
primarily based on political and strategic objeesivof the colonial administration, rather than
the prospect of economies of scale.

All three case studies revealed that the role efititigenous population in the land
allocation process was important. This was besbliégsn the case of in Sierra Leone, where
rich tropical land endowments did not lead to theation of a colonial plantation economy,
since the indigenous population was able to rdisecbsts of settlement to prohibitive levels
by the threat of revolt. In other words, besides, tmainly exogenous, local endowment

conditions, the policies and institutions of théooal administration were influenced by the
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nature of pre-colonial institutions and the capadind willingness of the indigenous
population and their elites to defend their wayliféf. The interaction of all these factors
together created a political economic context incWwitolonial land market institutions have

taken shape.

The relationship between local land endowmentsthadvolution of land inequality in Latin
America was most apparent in the formation of slplaatations along the tropical Atlantic
coast of the South American continent and in theébBaan. The scale advantages in the
production of sugar and other tropical cash crappleying slave labour created incentives to
set up large estates, but these were only viabdedontext where 1) tropical diseases did not
prohibit settlement, 2) the relative distance te #tlantic market was limited and 3) the
prevailing value system legitimised ethnic segregabn the basis of the believe in ethnic
hierarchy and white superiority. However, the pdioin economy was not a typical Latin, but
rather a typical European colonial phenomenon. Ridgguthe role of, mainly exogenous,
endowment characteristics, including geographitufes, it was not so much the constraints
of a tropical climate, but rather the effect ofatale distance that set the ultimate constraints
to the spread of the plantation system. The major gaLatin America was simply too
remote to become connected to the Atlantic market.

To understand why land inequality has become sudal@nt feature of Latin
American society, we should direct attention to #wolution of colonial land market
institutions in the vast interior of the South @ehtral American mainland. Some remarkable
parallels with the case of Zambia appear. In bages a vast territory was to be occupied in a
very short time and settlement was regarded addbkbone of administrative control. The
geographical remoteness of large parts of thesmnegand the low (average) levels of
population density offered limited prospects fahaving commercial agricultural sector. The
supply of food surpluses to mining centers hadrityioThe sale and grant of lands was
primarily used for internal political and (interiatal strategic) reasons. In both cases a legal
separation of native and settlement realms wasdnotred as well as harsh tax systems aimed
at raising the supply of wage labour and governmargnue.

A major difference, except for the historical anldb@l context of the respective
colonial ages, resides in the characteristics ef ghttlers who obtained large estates. In
Zambia, apart from retired British military and gomment officials, also farmers were
attracted. In Spanish America the large grantsaof|almost exclusively went to army
leaders, the church and government officials, thapeople that belonged to or were well
connected to the nobility. The social status agddio estate ownership and the management
problem of the Spanish Crown made land grants tbset reffective instrument of political

control. Indeed, the average patron of a Latin Aoarihacienda belonged to an entirely class
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than the average yeoman obtaining a medium-sizedgblfarmland in the North Eastern
parts of British America.

The circumstances leading to the evolution of theiémala as the dominant unit of
organisation in so many rural communities depenkdedely on the presence of Indian
civilizations. In the core areas of the Spanish Aocaeé empire the hacienda system evolved
from the encomienda system as restrictions on ¢anakership under the latter were gradually
abolished. The collapse of indigenous rural instiig as a result of the demographic crises
created the void and a labour scarcity problemirigrehe Spanish Crown to change its land
market policies. In the periphery, the potentiabo€ial conflicts over land were smaller and
the demographic crises had less dramatic implinatior the prevailing rural structure. In

these areas the colonial heritage of Latin Amerlead inequality originated.

Considering the close connection between locatipalicontrol, loyalty to the Crown and the
monopolisation of the key production factor of pnedern society, land, it becomes clear
why land inequality has been so persistent in LAtimerica. The large overlap between and
the high concentration of economic and politicavpg more than anything else, explain why
the problem of rural poverty and inefficiency prdveo difficult to resolve. The incentives of
the elite to give up their monopoly, in the facepmtential scarcity in the supply of rural
labour, were low and the internal consensus wamgtrAs land prices started to rise in the
wake of the demographic transition of the modemn éne incentives to open up the land
market even further decreased. The political nabfréand inequality also explains why

agendas of agrarian reform were doomed to fail.
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Chapter 4

The Development and Distribution of Mass Education]1870-

2000: Persistent Inequality or Breaking with History?

4.1 Introduction

In the highly stratified rural societies of coloh@nd early post-independent Latin America,
education was not regarded as a necessary requiréone labour force that predominatantly
consisted of subsistence farmepgonesserfs and slaves. Given the large concentration of
land ownership, the collateral assets needed &sinm education remained beyond reach for
all but a few. Since it was not clear how the reaftpublic schooling could be appropriated,
the landowning elites were not keen on paying taxefvest in educational expansion.
Education for the masses was perceived as partnofuradesirable process of civil
emancipation undermining the social order and tis&ibutional status quo (Lindert 2004,
Galor and Zeira 1993, Acemoglu and Robinson 2006).

Engerman and Sokoloff (1997, 2000) show that literates in LAC’s lagged behind
those in North America during the entiré™&ntury and the first decades of th& 2@ntury.
Within Latin America they find literacy rates to Ibégher in the former colonial periphery
than in the former colonial core. Around the ye80Q, Argentina and Uruguay recorded
literacy rates slightly exceeding 50%, which wasisiderably higher than in Mexico and
Brazil recording 22% and 26% respectively, but mloster than the 83% of Canada in 1861
and the 80% of the USA in 1870. Yet, during thd" 2@ntury primary schooling became
universal in nearly all LAC's and the post-war stitial reports indicate that educational
investments and attainment dramatically increasettes 1950 (UNESCO,Statistical
Yearbookvarious issues).

With the on-set of modern economic growth the shafreagriculture in Latin
American GDP decreased notably. Consequently, iteetccontribution of land inequality to
income inequality diminished rapidly. In the wakieaorising demand for human capital by
technology and skill-intensive sectors, the distiifin of education became of paramount
importance for the distribution of income. Hencehene land inequality had largely
constrained the opportunities of social mobilitytle pre-modern settler colonies, schooling

became the primary determinant of social mobilitgtie 26' century.
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The present chapter analyses the long run develupared distribution of mass
education in Latin America from 1870 to 2000 inlabgl comparative perspective. It pays
specific attention to théming andpaceof primary school enrolment expansion. The central
guestion is to which extent the initial conditionfsinequality have affected the development
and distribution of mass education in the long tireth century and to which extent these
effects were still present at the start of th& @dntury. Can we identify clear break points in
the paths of accumulation and distribution? Howwslor fast was the spread of mass
education in comparison to other countries? Howg Ididl it take before the diffusion of mass
education led to a more egalitarian distributionschooling years attained? And did the
spread of mass education come along with improvésnienthe quality of the educational
system or did it go at its expense?

Assessing such comprehensive questions inevitablpkes a certain degree of
subjective judgement and a high degree of genatmis but a global comparative
framework helps to place some contested “stylizgéctsf of Latin American educational
development in perspective. Literature interpreésdtylized facts of educational progress in
different ways. Most scholars would argue that timequal distribution of education has
constrained Latin American economic growth and, engenerally, can be seen as a crucial
determinant of high income inequality. Some rectuatlies using the Gini-coefficient of the
attainment distribution, do not find evidence facls a relationship however. This raises the
question whether these studies pick up the effgfctecent investment efforts in primary and
secondary education, or that these observationekated to the use of different concepts and
indicators of educational inequality? These diveggiews on the extent of educational
inequality in recent years and its impact on incamegjuality are specifically addressed in
this chapter.

The main conclusions are that the use of diffenedicators to a large extent explains
the different views on the state and impact of atiooal inequality in Latin America. In fact,
the increase in primary school enrolment rates measlower or faster than could be expected
on the basis of the patterns observed in the feiteoworld. It has been faster than in the
most advanced industrial countries and it was riptslower than in the poorest developing
countries in Sub Saharan Africa. The expansionabiosl enrolment came along with a
comparatively egalitarian gender distribution froine late 18 century onwards. Yet, more
than in any other region of the world, the expamsid primary education took place at the
expense of the quality of education. A comparatamalysis of the grade enrolment
distribution reveals that it took even the mostatbed LAC'’s such as Argentina, Chile and
Uruguay at least four decades to achieve acceptabdds of grade promotion and school
completion after having achieved full primary schewmrolment rates. Hence, historical

school enrolment rates only make sense in combimatiith grade enrolment and school
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completion data. The reduction of educational irdityy gained momentum in the 1980’s,
when grade repetition and pre-completion drop ates were reduced faster than in other
developing regions in the world. So from a long namparative perspective, the outlook at
present is in many respects much better than achatfiry ago.

This chapter is structured as follows. Section &tdtts with an introduction of the
empirical literature and pays attention to the masi definitions of educational inequality
concepts and indicators. Section 4.3 develops dhg Fun perspective and discusses the
diffusion of mass primary schooling using grossoément rates for the period 1870-2000.
Section 4.4 shifts attention towards the distrimutof attainment in the post-war era and
clarifies why different indicators, such as the iGioefficient and the standard deviation of
attainment, reveal such different views on the carative level of educational inequality in
Latin America. Section 4.5 focuses on the gradelerent distribution approach. Section 4.6

presents the conclusion.

4.2 Educational inequality in Latin America: diffetesoncepts, different indicators, different

views

At face value the concept of “educational ineqyéalibppears rather straightforward:
educational inequality refers to the extent of fation” around the “average” level of
education, where a larger amount of variation iegph higher level of educational inequality
and vice versa. However, transforming this defimitinto a workable comprehensive measure
of educational inequality is highly complicated feeveral reasons. First, the amount of
variation observed depends on the subject categdmduded, that is, who compares to
whom? Second, what do we mean by the “level” ofcation? The number of years of
schooling attained, the level of education complethe quality of education enjoyed or
student performance? How do we measure and cortparpialitative aspects of education?
The limitations of schooling data are well known avaksically pre-define what is
meant by “educational inequality” in literature fierences in knowledge and skills embodied
in persons are in practice approximated by accogrtr interpersonal variation in years of
schooling attained. Given the long run perspeciidepted in this study, only crude indicators
such as literacy rates and school enrolment rageavailable for the entire period 1870-2000.
It is important to keep these limitations in midthough it will be argued in section 4.5 that
the grade enrolment distribution approach providesre insight in educational quality
differences, which considerably nuances historgoathparisons of enrolment and attainment

in the post-war era.
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A second concern is that the distribution of edocattannot be analysed in a
meaningful way without controlling for the “accuratibn” or the “average level” of
education. Whenever societies start to broadem #akicational basis, increasing differences
in educational experiences inevitably occur. Fuiinary school enrolment rates cannot be
established overnight and at some point half okton’s population will have received at
least some schooling, whereas the other half hasGieen the natural ceiling to the amount
of education each individual can receive, some eayence in the distribution of education is
endogenous to the expansion of education beyorattairt level as well. Hence, comparing
the distribution of attainment levels across caestrat a fixed point in time, without
controlling for the stage of educational developmeiill give results that partly reflect cross-
country differences in educational inequality and dnother part (and this can be the major
part) differences in the expansion of educatiomespective of the employed unit of
measurement. Therefore, this study chooses to é@kpllmk the analysis of educational
development and distribution by focusing on thme it takes societies to achieve certain
benchmark levels of primary school enrolment, grademotion or school completion. The
idea is that the longer it takes before such beacknevels are reached, the longer the

negative distributional consequences of a tramsttievards mass education persist.

Despite these methodological constraints, manylachéind evidence for the conclusion that
educational inequality in Latin America was andl sl comparatively large. For instance,
Birdsall and others show in various studies that #tcumulation and distribution of
education during the second half of the"2€entury in Latin American countries has
developed less favourably than in East Asia. Thequal distribution of education in Latin
America is found to contribute significantly to tregion’s modest labour productivity growth
and persistent high levels of income inequality (Bmignon 1993, Birdsall and Sabot 1994,
Park et al. 1996, Birdsall et al. 1997, Birdsal®2® This conclusion is based on the analysis
of primary, secondary and tertiary school enrolmant completion rates, the standard
deviation of years of schooling attained, and wssioneasures of educational expenditure.
These indicators reveal, among other things, aihigsiblic investment towards higher levels
of education combined with relatively poor primasghool completion rates in LAC's.
Birdsall et al. (1997: p. 125) conclude that,

“The unequal distribution of education in Latin Aroa, in terms of both quantity and
quality, constrained economic growth in the reglpnresulting in forgone opportunities to
increase labor productivity and change householdav@our. At the same time, the relatively
small size of the educated labor force and thelteguhigh scarcity rents commanded by

educated workers contributed to high inequalityhia distribution of incomg
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Morley (2001) underlines this view arguing thatatale wage levels of university graduates
are still higher in LAC’s than in other parts oktlworld, despite the rapid increase in, and
supply of, university graduates since the 1970@ndofio and Székely (2000) find that the
increase in wage differentials between 1982 and5188rresponds to increasing skill
differentials across various groups of wage earnérsrecent report of Euromonitor
International comparing income distribution acrassuntries lists the ratio of average
disposable income of people who completed tertidaycation to the average disposable
income per capita. Figure 4.1 presents the engingpte, subdivided into LAC’s and the rest
of the world in a scatter diagram. The x-axis shtlvesaverage per capita disposable income
and the average disposable income of the tertidugcaed is at the y-axis. Appendix table
A.4.1 presents the underlying data and lists alldbuntries included.

Figure 4.1: Average per capita disposable incomex{axis) versus average disposable
income of tertiary educated y-axis) in 2000 (1995 US $)
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Source: Euromonitor International (200/prld Income Distribution 2006/200%" edition, pp. 102-7.
See also appendix table A.4.1.

The estimated linear functions in the figure -wiltle intercept of both equations set at zero-
leave little doubt about the distinctive relatiogtlween levels of education and net disposable
income in Latin America. A closer look at the figarin the appendix table shows that the
Latin American average “tertiary education premiuaf”251% is only exceeded by three
non-Latin American countries, i.e. Egypt (251.5%)dan (260%) and Saudi Arabia (278%).
The average of the rest of the world is 164%. THegpe&es suggest that, either, a) similar

81



skill-differentials in Latin America lead to higherage differentials than in other parts of the
world, or b) skill-differentials per se are largkan in other parts of the world, or c) both.

However, some recent studies find that the legélsducational inequality in Latin
America are comparatively modest and certainly way out of line with other countries
(Castello and Domenech 2002, Thomas et al. 200in 8ad Younger 2004). These studies
also find that the observable association betweduacaional inequality and income
inequality in Latin America is weak (World Bank 2004l these studies have one thing in
common: they use the Barro and Lee dataset of ddnaatattainment of the working age
population to calculate Gini-coefficients of thda@ment distribution. The Gini, so it is
argued, is a more comprehensive inequality indicdian such “partial” indicators as school
enrolment rates, completion rates or education reipgres per level of education. The recent
World Bank reportinequality in Latin America, Breaking with History(2004: p. 153)
concludes on the basis of the estimated relatipnsheducational Gini’s and income Gini's
that,

“Latin American countries appear to have “too muchtdme inequality, given their levels of
inequality in years of schooling..] However, before jumping to the conclusion that
educational disparities are definitely not the reasfor high income inequality in Latin

America, it should be pointed out that the yearsdafooling is a very imperfect measure of

the human capital stock embodied in a pets8n

This conclusion is important for two reasons. Fiistleaves open the possibility that
educational inequality resides mainly in qualitffetiences rather than in differences in years
of schooling attained. Secondly, the educationai gpparently leads to other inferences than
the broader set of estimates applied by other esudt is also noteworthy that Cole et al.
(2004) go a step further claiming that, on the adieducational attainment data, a lack of
catching up growth of Latin America versus the W definitely notbe explained by a lack
of human capital accumulation. The authors argwa $everal LAC's (Argentina, Chile,
Uruguay) obtain equal or higher attainment levalshie labour force in 1990 than many of
the East Asian and European development successlesaslPortugal, Spain and Singapore.
Moreover, the average ratio of human capital tgouts found to be 40 percent higher in
Latin America than in the USA:

“8 This part of the World Bank report is largely basadstudies by Castello and Domenech (2002) and
Thomas et al. (2001).
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“We conclude that human capital is not the majotdiamn explaining Latin America’'s TFP
gap, nor does it appear to play an important rateLiatin America’s long run stagnaticn.
(Cole et al. 2004: p. 14)

So the question arises whether recent studiearrst to pick up effects of recent changes
in the distribution of education? Does it matterichhtype of data and indicators were used:
enrolment or attainment data, the Gini-coefficiemt the standard deviation? And how
important is the distinction between educationallify as compared to inequality in years of

schooling attained?

4.3 The spread of primary education in Latin Amerit870-2000

Latin American gross primary school enrolment rdteshe period 1870-2000 are presented
in appendix table A.4.2. The figures refer to thgoraf enrolled children in the age group 5
to 14 over the country specific primary school ggaup. The pre-war estimates are retrieved
from Lindert (2004) and Mitchell (2003). The tatdbows that in the year 2000 all LAC's
reported gross enrolment rates surpassing 100%pextaiti’’ The table further shows that
the acceleration in the spread of education imnthgority of LAC’s took place in the course
of the 20" century and that the intra-regional dispersioprimary school enrolment rates has
been large until at least the 1970’s. When coneéngg on thetiming of the transition
towards mass education we can roughly distinglisketgroups. In the last three decades of
the 19" century the expansion of primary schooling is nmagtable in Argentina, Chile, Costa
Rica and Urugua$f The British colonies Jamaica and Trinidad & Tobeggorded the fastest
rise and were the only two countries recordingta exceeding 50% in 1900. After gaining
independency from Colombia in 1903, Panama joihedctub of “early movers”. During the
1920's and 1930’s the rise in gross enrolment ratasted to accelerate in Bolivia, the
Dominican Republic, Ecuador, El Salvador, MexicoaBlr Peru and Venezuela. Guatemala,
Honduras, Nicaragua and Haiti were typically “latevers”, where the acceleration occurred

only in the early post-war years.

47 Haiti recently stopped reporting enrolment datagether. Contrary to net enrolment rates, gross
enrolment rates surpass 100% since they are calcidatéioe ratio of the number enrolled over the
number of children in the specific school age categbor example, a primary education system
containing eight grades the age category is usdatty 12. All children enrolled of 13 years or alde
are taken into account in the gross enrolment vatereas they are excluded in the net enrolment rate.
“8 Since a lot of observations for the period 1870@lL8re missing we have to be cautious: a backward
extrapolation of observed trends suggest that the ti@msiowards mass education took place
somewhere between 1870 and 1900 in Costa Rica arglibly. Literacy rates recorded in the lat& 19
and early 20 century also support the idea that these countries aleead of the rest of the region
(Thorp 1998, Mariscal and Sokoloff 2000).
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This classification reflects some important feasud Latin America’s colonial
legacy. The “early movers” constitute the countiiethe former colonial periphery where the
impact of Iberian metropolitan policies had beenkedly smaller than in the core areas such
as New Spain and Peru. These countries furtheraagpérave been a) the most urbanised, b)
the ethnically most homogenous (with larger shacés Europeans or Creoles), c)
comparatively less unequal rural societies (espgcdagentina and Costa Rica) and, d) of
British colonial origin (Jamaica and Trinidad andb@go). The “late movers” are typically
the most stratified and least urbanised rural sesiecharacterised by large ethnic
heterogeneity and a relatively small Creole elttet, the majority of LAC's fell in between
these extremes and started to invest in mass édudatthe early 20 century, especially
during the 1920’s and 1930’s.

Figure 4.2: Scatter plot of primary school enrolmeh rates (age group 5-14) and GDP
per capita (1990 Geary-Khamis US $), Latin Americaversus Europe, other New World
countries and Japan, 1870-1930
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Sources: Maddison 2003, Lindert 2004 and own cdioms based on Mitchell 1993. Notes: Countries
included: Argentina, Brazil, Chile, Colombia, Cost&cd& El Salvador, Guatemala, Mexico, Peru,
Uruguay (Latin America); Countries included in thenbhmark sample: Austria, Belgium, Canada,
Denmark, Finland, France, Greece, Hungary, Italjpada Netherlands, New Zealand, Norway,
Portugal, Romania, Spain, Sweden, Switzerland, UBA.

Figure 4.2 plots gross enrolment rates againsidesfeGDP per capita for a large sample of
LAC’s and a benchmark sample of economically adedrapuntries between 1870 and 1930.
It turns out that controlling for GDP per capitéAC’'s had substantially lower enrolment

rates then the control group. The two observatibas come close to the trend line of the
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control group are Costa Rica and Mexico in 1930geAtina and Chile exceed the Latin
American trend line, while Brazil, Guatemala, Pemd Uruguay are constantly situated
below the trend line. Apparently, LAC’s were, atderom a macro-economic point of view,
“too rich” for their comparative rates of enrolme¥et, given the historically large inequality
in the distribution of income, assets and wealtloagnLatin American citizens, the choice for
schooling was in many individual cases hamperedh bgck of resources. Hence, it seems
validated to speak of a distinctive “Latin Americpath” of educational development which

relates to a suboptimal distribution of economgeoreces.

Early Latin American educational development fropotitical economic perspective

The “delay” in the transition towards mass educati@s not so evident during the first years
after the wars of independence in the early" 1 ntury. Influenced by European

enlightenment ideology and the spirit of revoluti@ducation for the masses became an
important topic on the political agenda of the yabst-colonial administrations. The decree

of the Peruvian liberator San Martin in 1822 ilhasés the revolutionary spirit,

“Public instruction is the primary need of all peaplény government that does not promote
it is guilty of a crime which later generations, Meathe right to avenge, while cursing its
memory’ (UNESCO 1958, 836-7)

In 1825 another famous liberator, Simon Bolivardesed the establishment of a teacher
training school in every departmental capital ofuPas part of an ambitious campaign to
implement the revolutionary agenda. Public instactvas thought to be a vital instrument
for the promotion of social, cultural and econordievelopment of the independent Latin
American nation states. The early ideas about pyiblinary education were based on three
leading principles: it should be compulsory, secalad free of charge. However, when post-
revolutionary conservative regimes took over, themantum disappeared as fast as it had
arrived. The three principles not only encountgreattical problems but also met with severe
political opposition.

Endemic political instability and chronic budget id#$ impeded the required
educational investments and complicated the foonatf an efficient bureaucratic apparatus
to initiate and monitor the process. But apart fritnat, it was the colonial legacy of social
and economic inequality which undermined the sesfsargency among the elite to raise
redistributive taxes to finance public educatiomg&rman and Sokoloff 2000, Engerman et
al. 2001, Mariscall and Sokoloff 2001). The meageespectives of social mobility for the
poor reduced the perceivable benefits of, and cpresgly, the popular demand for primary
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schooling. The perceived benefits of schooling weven lower when poor families were
asked to contribute to educational expenses viaeidiate financial contributions or taxation.
Finally, the principle of secular education methnéevere resistance by the Catholic church.
The church perceived public education as one dfatditional domains and feared to loose its
monopoly control over a beloved medium to spredidioeis ideology and maintain religious
authority (Bakewell 2004).

Hence, it is not surprising that education remaitiedprivilege of a small upper class
during most of the ™®century (Spalding Jr. 1972, Vaughan 1975, Yea§éi) Education
was deemed important as a means to strengthemahtitentity, but it was actually used as
an instrument of political control in the handstioé elite (Brock 1985). Thé/orld Survey of
Educationof the 1950’s (UNESCO 1958) and an ECLAC report daeade later (ECLAC
1968) sum up a long list of problems encountereth@énexpansion of primary education in
various LAC’s. Among these are 1) a lack of finahcesource®’ 2) a lack of well educated
teachers, 3) geographical barriers hampering thabkshment of schools and school
attendance in isolated rural areas, 4) the langbageer in countries with large indigenous
populations, 5) the indifference towards primaryeaion on behalf of poor and low
educated parents, 6) the practice of child laboovgking irregular school attendance, 7)
insufficient monitoring agencies to detect poorligyand enforce compulsory attendance.

These arguments suggest that a historical legaayegliality adversely affected the
expansion of mass education in more than one wagreTtvas a lack of political will to
introduce redistributive taxes to invest in schoglifor the lower income classes. Yet, the
confined opportunities of social mobility in theghly stratified Latin societieger se lead to
low perceivable benefits of education among theelowsocial classes. Hence, institutional
changes were an absolute requirement to break fothtiolow level equilibrium (Parrado
1998). The conclusions of the Brazilian contribotto theWorld Survey of Educationicely
illustrate how the poor quality of schooling blenlish low perceptions and, consequently, a

persistence of poverty and inequality,

“A school which is not felt to be absolutely neeegs because of its meagre curriculum,
because the basic equipment for life which it gitepupils is such a poor modicum, must
inevitably be a school to which children only gohiéy have nothing more important to do.”
(UNESCO 1958, 173)

49 As stated above, this argument does not hold froragamegate economic viewpoint, but it does
make sense from a distributional point of view.
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The pace of educational expansion in comparativepgeetive, 1830-2000

The “delayed” transition towards mass educatiohdtin America can be explained from its
specific historical heritage. A different questiogm whether the expansion of primary
educationpnce underwaywas any slower or faster compared to other reficind were the
“early movers” in Latin America any slower or fastean their neighbours?

Table 4.1 shows the average annual increase of grossary enrolment rates in a
sample of LAC’'s and non-LAC’s from 1830 to 2000 (foe underlying data see appendix
table A.4.1.) The average annual increase of thesgpoimary enrolment rate refers to the
first observable decade until the decade of “coieplenrolment (labelled average speed) and
in the three consecutive decades with the most ragpansion observed (labelled maximum
speed)?

Table 4.1 underlines the argument of Clemens (2@i0&l) present-day developing
countries expand school enrolment at a much fgséee than the early industrialising
countries back in the f9century. In terms of the timing and the rate opansion LAC's
mostly fell in between the “early movers” in thelustrialising world and the “late movers” in
the poorest parts of the developing world. Foranse, with average annual increases
between 0.8 and 2.6 all LAC’s outpaced the USA betwE830 and 1870 (0.6), while Nigeria
(1.9) and Malawi (3.3) were considerably fastemthay LAC in the second half of the™0
century.

Within Latin America the negative correlation betwdabe timing and the pace of
expansion can not be observed. Early movers sucArgsntina, Chile and Costa Rica
recorded an average annual increase of 1.1 pergkitt) equals the Latin American average.
Yet, late movers such as Honduras and Nicaraguig\ath average annual increases of 1.4
and 2.1 respectively, which is clearly higher ththe regional average. The Dominican
Republic, Venezuela, Peru and El Salvador also dhigiver rates of expansion during the

mid-twentieth century.

% |t is assumed that countries reporting an enrolmetet of 95% or higher at the start of a particular
decade will achieve a full enrolment rate (100%thie same decade.
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Table 4.1: Average annual increase of gross primargnrolment rate, Latin America

versus a selection of non Latin American countriesl830-2000

Average annual Three decades of

1870-2000 increase maximum increase
Argentina 1880-1950 11 1890-1920 1.3
Bolivia 1900-1990 0.8 1930-1960 14
Brazil 1870-1980 0.8 1920-1950 1.2
Chile 1880-1960 11 1880-1910 1.8
Costa Rica 1890-1960 11 1890-1920 1.0
Dominican Rep. 1930-1960 1.9 1930-1960 1.9
Ecuador 1920-1970 1.2 1930-1960 14
El Salvador 1920-2000 11 1930-1960 1.8
Guatemala 1920-2000 0.8 1970-2000 15
Honduras 1930-1980 14 1940-1970 2.1
Jamaica 1870-1960 0.8 1870-1900 1.2
Mexico 1880-1970 0.8 1920-1950 1.3
Nicaragua 1950-1980 21 1950-1980 21
Peru 1900-1970 1.3 1920-1950 1.9
Trinidad & Tobago 1870-1960 1.0 1870-1900 14
Uruguay 1900-1960 1.3 1930-1960 1.9
Venezuela 1930-1960 2.6 1930-1960 2.6
Latin American average 1.25 1.64

1830-1930
USA 1830-1870 0.6 1830-1870* 0.6
Austria 1840-1920 0.7 1870-1900 0.8
Belgium 1830-1920 0.5 1890-1920 11
France 1830-1880 0.9 1850-1880 1.0
Spain 1860-1930 0.6 1900-1930 0.8
UK (England-Wales) 1830-1900 0.7 1830-1860 11
Japan 1870-1910 11 1870-1900 11
Average 0.70 0.92

1930-2000
Philippines 1930-1960 1.6 1930-1960 1.6
Thailand 1930-1980 13 1930-1960 15
Korea, rep. 1930-1960 2.6 1930-1960 2.6
Turkey 1930-1960 25 1930-1960 25
Kenya 1930-1980 1.7 1950-1980 25
Nigeria 1930-1980 1.9 1950-1980 3.1
Malawi 1970-2000 3.3 1970-2000 3.3
Average 2.12 2.44

Source: Lindert 2004; UNESCQYorld Survey of Educatiori958; UNESCOStatistical Yearbogk
various issues 1966-1998; * USA average over four decedde to lack of intermediate observations.
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The expansion of mass education from a gender eetisp, 1890-2000

Perhaps the most remarkable stylized fact of eéhreat development in the late %nd
early 20" century relates to the comparatively equal gemtiribution of primary school
enrolments in Latin America. Appendix table A.4.®w8 the percentage share of females in
primary school enrolment for the years 1890-190250154 and 1990-97. The table also
shows the female shares in secondary and tertiaptneent for the latter two periods. It turns
out that the female share in primary schooling frtre earliest years of the transition
onwards were more or less comparable to thoseenrmhst advanced European economies
and the USA and this remained the case throughmu€' century. The Latin American
average percentage share in the period 1890-190®.8%>' Compared to the gender
distribution in European countries such as Portiagal Greece and Asian countries like
Japan, India, Sri Lanka and Myanmar this figurdegd, is surprisingly high.

Comparatively low levels of gender inequality cdsoabe noted in secondary and
tertiary education. In the 1950's the average sludiréemale in secondary education was
41.1% and this number increased to 52% in the 9%though it appears that some of the
Asian countries such as Japan and Sri Lanka hatlaée® the Latin American average in the
1950's, the figure still compares well to such does as Greece or Spain, let alone the
developing countries in Africa and the Middle Easttertiary education the figure of 23.8%
in the 1950’s is even higher than in the Netherdaad Switzerland. Yet, it should be noted
that the comparatively high female tertiary enratinghares are likely to be the result of high
social and economic inequality between Latin Amaritamilies. The rich elite families are
able to send all their children, boys and girlsiffiedently, to college or university. In the
Netherlands and Switzerland enrolment in tertiadyoation was accessible for middle or
lower income groups (with or without public suppptiut boys were the main beneficiaries
of the increasing public investments in educatiofirst instance. It should be noted that the
comparatively low levels of gender inequality casoabe observed in the semi-feudal
societies of Southern Europe, whereas in the Asamtcies tertiary education appears to

have been an exclusive male privilege until, astiethe 1950's?

In sum, the expansion of mass education was deldygdonce underway it did not move

distinctively slower or faster than could be expéctThere are good reasons to interpret the

®1 Since this average includes many of the most adhhAC's at that time, and excludes most of the
less advanced LAC's this arguably is an overestimati@mvertheless, the estimate for Guatemala of
32.8% shows that even in the poorest LAC’s the geddgribution was fairly egalitarian when
compared to all Asian countries observed.

%2 The finding of low comparative levels of gender in&lify in Latin America is in line with the
results of Camps et al. (2006) who show that gendge disparities are much lower in Latin America
than in several East Asian countries in the seconcdhtie 2¢' century.
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Latin “delay” as the consequence of prevailing alceconomic and political inequality
during the 18 century. There were sufficient resources on ameage economic level that
could have been devoted to educational expansidrihb resistance to redistributive taxation
in combination with low perceived benefits of edima in societies characterised by
confined opportunities of social mobility distortdee required incentives to invest in primary
schooling. These forces obviously lost strengttthim course of the 30century. Given the
historical relationship between economic inequadityl the delay in enrolment expansion it is
quite remarkable that the gender distribution abment has been rather egalitarian, even in
comparison to some of the early industrialised tesy but especially in comparison to

Asian, African and Middle Eastern countries.

4.4 The distribution of educational attainment, 2900

This section turns to the question how educatiexpbnsion impacted on the distribution of
education. To analyse this issue it focuses onnatiamt data in the present section and on
grade enrolment data in the next section. A comalde part of current research on
educational inequality is based on educationalcistorather than educational “flow” data.
Stock data refer to the years of schooling attawrethe level of education completed by the
labour force in a given year (Psacharopoulos amihgada 1986, Nehru et al. 1995, Barro
and Lee 200%f. Attainment figures are widely used for calculgtiGini-coefficients
(Castello and Domenech 2002, Thomas et al. 2001n Sadd Younger 2004, World Bank
2004), standard deviations (Ram 1990, Birdsall 198@d a measure of the size of the
“educational middle class” such as the percenthgeesthat has completed secondary school
at the highest level of schooling attained (Birtetaibl. 1997).

It turns out that the studies based on Gini-coigffits of the attainment distribution

tend to take a milder view on the extent of edwceti inequality in Latin America than

3 See Barro and Lee (1993) and (2001). Their datadarived from the UNESCO Statistical
Yearbooks. By means of a perpetual inventory metirodiment rates are reconfigured into attainment
levels of two samples of the working-age populatiomsath-64 and ages 25-64. In addition Barro and
Lee have calculated the distribution of the workagg population over seven categories of attainment
levels. The distribution of the labour force amongsth categories refers to the highest level attained:
1) no schooling, 2) uncompleted primary schooling@npleted primary schooling, 4) uncompleted
secondary schooling, 5) completed secondary schodipgincompleted tertiary schooling and 7)
completed tertiary schooling. Compared to previousssicountry datasets (Kaneko 1987,
Psacharapoulos and Arriagada 1986) the Barro andlaset has been a significant improvement in
terms of coverage and distributional detail. Theadate sensitive to the assumptions applied in the
perpetual inventory method used to determine the wgrkge population. De la Fuente and Domenech
(2002) have revised the data to correct for incomsées in a sample of OECD countries. However,
these inconsistencies are unlikely to disturb the paoative results of different indicators using the
same dataset.
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international comparisons of standard deviationsemondary school completion shares. In
fact, each of these three indicators throws a figldtinct, and sometimes even opposing,
light on the extent of educational inequality iruntries and regions. Table 4.2 compares the
regional averages of the three indicators in ther PO00 for a sample of 101 countries using
strictly identical attainment figures from the Baand Lee dataset (Barro and Lee 2001). The

Gini-coefficient (G) of the attainment distributisdefined as,

Where x; and x; are the average years of schooling rofconsecutive quintiles of the
distribution (son = 5) andu is 1h. The quintile distribution is also used by Castedhd
Domenech (2002), whereas Thomas et al. (2001) usepéle distribution. The Gini-
coefficient ranges from a minimum value of zero.ewhall quintiles have attained an equal
proportion of the total years of schooling of tlabadur force, to a theoretical maximum of
one, if the top quintile has received all educatod the rest none. The standard deviaidn (

of the attainment distribution is defined as,

1 L —\ 2
G = \/Fgl (Xi - X)

wheren = 5. The secondary school completion share (S&3&¥fined as,

n SSC
X
sscs=), ——
=1 X

SsC

Wheren is the total amount of people in the labour foaoe x> refers to the share that has
completed secondary schooling as the highest ltaihed.

Table 4.2 shows that according to the Gini-coeffitiverage educational inequality
in 21 LAC's is at par with the world average. llasver than in Asia, Sub Saharan Africa and
the Middle East and higher than in Europe and thestéve Offshoots and the Transition
Economies. However, the standard deviation placéis Lamerica substantially above world
average and suggests that educational inequalithanregion is higher than in Asia and

considerably higher than in Sub Saharan Africaalyinaccording to the share of the labour
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force that has completed secondary schooling, Latierica (8.2%) is far below Asia and the
world average of 12.3%, though much higher tha@uib Saharan Africd.

Table 4.2: A regional comparison of educational inguality by three different indicators,

unweighted averages, 2000

n o % completed Standard
No. of Gini-coefficient o
. ) secondary deviation
countries attainment . .
schooling attainment
Latin America 21 0.55 8.5 5.0
Asia 17 0.58 13.7 4.6
Sub Saharan Africa 23 0.73 4.0 3.7
North Africa and Middle East 10 0.63 13.0 5.6
Transition Economies 9 0.31 18.3 4.2
Europe and Western Offshoots 20 0.32 21.7 4.6
World 100 0.54 12.3 4.50

Sources: Authors own calculations based on Barro aed2001).

Note: Countries included are Argentina, Bolivia, BraChile, Colombia, Costa Rica, Cuba, Ecuador,
El Salvador, Guatemala, Haiti, Honduras, Jamaicaxidde Nicaragua, Panama, Paraguay, Peru,
Uruguay, Venezuela (Latin America); Afghanistan, 8adesh, China, Hong Kong, India, Indonesia,
Japan, Korea rep., Malaysia, Myanmar, Nepal, PakjgPhilippines, Singapore, Sri Lanka, Taiwan,
Thailand (Asia); Botswana, Cameroon, CAR, Congo Deap.RCongo Rep., The Gambia, Ghana,
Kenya, Lesotho, Liberia, Malawi, Mali, Mozambiqueighlr, Rwanda, Senegal, Sierra Leone, South
Africa, Swaziland, Togo, Uganda, Zambia, Zimbabweub(Saharan Africa); Algeria, Egypt, Arab.
Rep., Iran, Iraq, Israel, Jordan, Kuwait, Syria, BumiTurkey (North Africa & Middle East); Bulgaria,
Croatia, Czech Rep., Estonia, Hungary, Poland, Ran&ibvakia, Slovenia (European Transition
Economies); Belgium, Canada, Cyprus, Denmark, Finlarahce, Greece, Ireland, Italy, Netherlands,
New Zealand, Norway, Portugal, Spain, Sweden, ®wénd, UK, USA (Europe and New World).

Why the Gini-coefficient does not capture what hwektit does

To see why these indicators provide such a diftexéew on the comparative extent of
educational inequality in Latin America (as a regia@ analyse the three indicators in some
more detail focusing on a temporal comparison betw#l Latin American and 8 East Asian
countries as presented in table 4.3. The table shibnat the Latin American Gini was

significantly lower in the early post-war era, tlitadleclined substantially in both regions and

* The interpretation of educational inequality inbSBaharan Africa runs into even larger trouble:
according to the Gini-coefficient African countriebtain the highest levels of educational inequalit
while the standard deviation suggests they obtaimibst egalitarian levels in the world. The standard
deviation reflects an “absolute” rather than a ‘el spread in years of schooling. Ram’s (1990)
analysis, based on educational attainment dataO6f cbuntries decomposed into 6 categories of
attainment derived from Psacharopoulos and Arriaga€l@6), suggests that educational inequality is
subject to an inverted U-curve identical to the Kets curve: increasing educational investments first
enhance educational inequality and after a turrpp@t at approximately 7 years of attainment
convergence sets Ti.Ram does not particularly assess the case of Latin iémebut the main
conclusion of his empirical analysis is that therendgsrelation between educational inequality and
income inequality.
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that this decline has been larger in East Asia thdmtin America. Hence, present levels of
educational inequality, as expressed by the Gieffc@nt of the attainment distribution, are
significantly higher in Latin America than East Adiait previous levels were not.

This interpretation is problematic. The Gini-coeiffnt captures the “relative
variation” in years of attainment, a concept whishextremely sensitive to differences in
“average levels” of education.Especially if the distribution contains a sharettw labour
force with zero to one year of schooling, the Géamds to become an almost perfect substitute
for primary school enrolment rates. The correlatioefficient of the Gini and the percentage
share of the working age population without schaplis -0.95. Appendix figure A.4.5
presents a scatter plot of this correlation for6L8Bservations in the Barro and Lee dataset. It
shows that the relation is not only extremely tighit is also subject to heteroskedasticity.
When we remove the category of “no schooling” frtme distribution and re-estimate the

Gini, the indicator will remain highly sensitive ievels of attainment in the lower quintiles.

Table 4.3: Regional averages of the Gini-coefficienstandard deviation and coefficient

of variation, Latin America (21 countries) versus Est Asia (8 countries), 1950-2000
1950 1960 1970 1980 1990 2000

Gini-coefficient

Latin America 0.71* 0.67 0.64 0.60 0.57 0.55
East Asia 0.77 0.67 0.56 0.51 0.43
Standard Deviation
Latin America 2.72* 3.24 3.47 4.09 4.66 4.98
East Asia 4.03 4.33 4.53 4.92 5.11
Coefficient of Variation
Latin America 1.27* 117 1.14 1.04 0.97 0.91
East Asia 1.36 1.13 0.93 0.84 0.69

Source: Authors own calculations based on Barro aed?2D@1.

Notes: Countries included are Argentina, BoliviaaBl, Chile, Colombia, Costa Rica, Cuba, Ecuador,
El Salvador, Guatemala, Haiti, Honduras, Jamaicaxidde Nicaragua, Panama, Paraguay, Peru,
Uruguay, Venezuela (Latin America); Hong Kong, Indsia, Korea rep., Malaysia, Philippines,
Singapore, Taiwan, Thailand (Asia); * Excluding B, Brazil, Cuba, Dominican Rep., Honduras,
Jamaica, Peru and Uruguay. The underlying datarasepted in appendix table A.4.4 and A.4.6.

Given the “level-dependency” of the Gini-coefficiari educational distribution, the 1960 and
1970 figures reflect the fact that primary schawloément rates were higher in Latin America

than in East Asia (see section 3). The East Asian @ecreased much faster because its

% The relative difference between 0.5 years of schgadind 1 year of schooling is the same relative
difference between 5 years and 10 years of schodlingir absolute differences are 0.5 and 5 years of
schooling respectively. This problem also occurs witbime Gini’s, but these generally suffer less
from this bias since there is always a substantial aimofiincome in the bottom brackets of the
income distribution (see Atkinson 1983: pp. 53-6 @nS1997: pp. 29-31). With an alternative
comprehensive measure of educational inequality asa¢he Theil coefficient one encounters the same
problem.
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average years of attainment rapidly overtook thndeatin America after accomplishing full
primary school enrolment rates, while some LAC'®.(iEl Salvador, Haiti, Guatemala,
Nicaragua, Bolivia) stayed behind. In sum, the Gglls us as much about the average
attainment levels as about the extent of variadi@und this average.

Contrary to the Gini, the standard deviation f@suexclusively on the absolute
variation in attainment years around the averagéh W standard deviation of around 5 years
of schooling there is hardly any difference betwbeth regions in the year 2000. Yet, only
the coefficient of variation, which divides the redard deviation by its mean, makes the
amount of variation between populations with diéfermeans comparable. The coefficient of
variation shows that, controlled for the differemda the mean of the two regions, the
variation appears to be considerably higher in LAtimerica in 2000.

This has not always been the case. In the 1966'sdkefficient of variation in East
Asia was higher than in Latin America, but sincertlit declined much faster which indicates
that the process of educational expansion in Eait Bas been more dynamic. Here it should
be pointed out again that it is useful to distisfjubetween comparativevelsof educational
inequality, which presumably peaked at a higheell@v East Asia (at 1.36 in 1960), and the
comparativegpaceof convergence in the attainment distributionhaligh Latin America, as a
region, did not reach a coefficient of variationhégh as 1.36, it did take much longer before
all children attained a reasonable amount of séhgoyears. Hence, a relatively large
variation in attainment persisted much longer.

This conclusion may be flawed because of largerirggional variation underlying
the Latin American average. Appendix table A.4.Gdfare also presents the rate of change
in both indicators between 1960 and 2000 for eadhvidual country in the sample. These
figures show that only Haiti has witnessed a deciimits coefficient of variation that is close
to the average East Asian country. This is not ssiriin the light of the extremely high
initial level of Haiti in 1960. All other LAC’s raearded a considerably slower pace of decline.
Controlling for the initial levels one may compaPeru and Venezuela with Taiwan, or
Nicaragua with South Korea and Singapore. Thailappears to be an East Asian country

with a rather “Latin American” outlook.

Secondary School Completion rates

Secondary school completion shares of the attaihmlistribution give an indication of the

size of the educational “middle class”. The infexis that the larger this share, the lower the
level of educational inequality. This interpretatiagain, only makes sense controlled for the
level of educational accumulation. It is possililehive a low percentage share of secondary

school completion and a perfectly egalitarian d@stion, when all individuals in the
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population have completed primary school but ditlexdaend their educational career. Figure
4.3 shows secondary school completion shares dieutrior the average years of schooling
in Latin America and East Asia. As noted above, theumulation of schooling years was
more rapid in East Asia than in Latin America. Hoee controlled for average attainment
levels, the secondary school completion share wiastantially higher in East Asia as well.

In sum, the “mean controlled” coefficient of vditem and the secondary school
completion share confirm that the traces of edooati underdevelopment as revealed in
section 4.3 are still present in the Latin Ameritawour force of the early Zlcentury. Both
indicators show that the process of convergencendiVidual attainment levels has been
much slower in Latin America than in East Asia. lbslkl be emphasized that recent changes
in the distribution of education, that is changeghe flow rather than the stock variables,
have only marginally affected the attainment ddithhe year 2000 (which after all reflects the
working age population from 25 to 64). Hence, itae early to conclude that the negative
distributional consequences of educational exparstidl prevail. In fact, the grade enrolment
distribution approach in the next section raisemessupport for the view that LAC’s have
started to break away from their historical legaé¢yeducational inequality in the last two

decades of the #xzentury.

Figure 4.3: Secondary school completion shares (yig) versus average years of

schooling attained, Latin America versus East Asial950-2000
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Source: Figures are retrieved from the dataset abBard Lee 2001.
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4.5 A grade enrolment distribution approach, 19602

This section introduces a new indicator of educetionequality which focuses on levels of
grade repetition and drop out rates in primary sexbndary schooling. The methodology has
been developed in papers by Frankema and Bolt {280 Frankema (2008). The core idea
of this approach is that the percentage distrilnutb grade enrolment rates in primary and
secondary schooling contains information on grageetition rates and pre-completion drop
out rates. The grade enrolment distribution thusvides insight in the effectiveness of
educational systems with respect to extorting g@chool attendance and supporting
children in the process of grade promotion towasdsool completion. Since the data on
grade enrolment rates offer a much larger amoumtetdil than the “standard” gross or net
school enrolment rates, changes in the distributibeducation can be analysed at a more
detailed level.

The percentage distribution of grade enrolmentrimg@ry and secondary schooling
can be obtained from UNESCOYsearbook of Statistickor five-year intervals from 1950
onwards? The grade distributions of primary and secondahpsling can be linked together
using the absolute number of pupils enrolled irhdevels of schooling and weighing their

respective percentage distributions accordingedaiowing formulas,

L*gpi , L*gsi
X, + X, X, + X,

Where X, andX; refer to the total number of students enrolledré@spectively, primary and
secondary schools amgg andgs; refer to the percentage share of students enroiléleith
grade of primary and secondary schdol.

Depending on the total amount of grades in primang secondary education a
standardised distribution can be obtained for tetwelve grades for 92 (former) developing
countries and 32 OECD countries from 1960 onwafddle 4.4 presents two examples of
this standardised grade enrolment distribution igeitina and Canada for the year 1960. In
the hypothetical scenario that each grade coneastly the same amount of students, all
twelve grades would contain 100/12 = 8,33%. In ficac the grade distribution is always
skewed towards the lower grades because some amildave school earlier than others.

Most OECD countries reveal a pattern comparableama@a’s, where the percentage shares

% From 1999 onwards the data are accessible onlinE@@DDInstitute for Statistic§UIS)).

" In some countries there is an overlap in the finallegaof primary and the first grades of secondary
schooling that requires extra calculations to link Heries adequately. Generally the students in the
“intermediate” grades were added to the first gradegcondary education.
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decline more rapidly only in the final grades (91®). At this point some children have
(already) completed their secondary school. Devetpgountries reveal patterns that are
more comparable to Argentina in 1960, or even fararskewed. Assuming, for the moment
(we will discuss the validity of this assumptiordgpossible solutions further below), that the
influx of children in the system is constant, a siderable amount of children either repeats
one or several of the lower grades for one or nyaas, or drops out before reaching the
higher grades, or both.

The weak record of Latin America regarding gradarmtion and school completion
has been widely acknowledged in literature (seanfsance Schiefelbein 1992, Martin 1994,
Birdsall et al. 1997). Figure 4.4 illustrates ttgsylized fact” by picturing the grade enrolment
distribution in Colombia and South Korea in 1970should be noted that in Colombia the
reported gross enrolment rate in 1970 is 102% andduth Korea 104% (UNESCO,
Statistical Yearbook 19F4In other words, practically all children attepidmary education in
both countries. Nevertheless, the grade enrolmdstriliition in Colombia reveals an

enormous contrast compared to South Korea.

Table 4.4: The percentage distribution of grade erolment in Argentina and Canada in

1960 (12 consecutive grades in primary and secondaschooling)

Grade 1 2 3 4 5 6 7 8 9 10 11 12
Argentina 21.3 140 138 120 102 8.7 7.2 4.2 2924 1.8 14
Canada 11.9 111 108 10.3 100 9.7 9.3 8.4 7.1 5.13.8 24

Source: UNESCGGtatistical Yearbook 1972uthors own calculations.

Figure 4.4: Percentage distribution of grade enrolmet in Colombia and South Korea,

1970
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Source: UNESCO, Statistical Yearbook 1972 and 198X authors own calculations).
Notes: three year moving average of twelve consexgtades in primary and secondary schooling.
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In Colombia high rates of grade repetition and g@wepletion drop out rates skewed the
grade enrolment distribution towards the lower gseadOnly a small group of children
completed primary schooling and enrolled in secondzhooling. Those who did had a
relatively large chance of completing secondaryostircompared to children in primary
school. On the other hand, Korean children wereenemenly distributed among the first six
grades of primary schooling, while the grade distiion in secondary schooling was more
skewed. This simple comparison not only exempliftte Latin American context of

educational expansion, it also shows the largetditions of gross enrolment rates for
comparative purposes.

Tentative explanations for grade repetition and-poenpletion drop out

Irregular school attendance goes a long way inaéiplg the phenomena of grade repetition
and pre-completion drop out. Children can be diflgi enrolled (i.e. registered) without
attending in practice. Absenteeism has multipleseauthat are more often than not related to
poverty: a lack of finances to cover school expsnsgelack of school transportation and
prohibitive distances to schools in rural areagromowding of schools, health problems of
the child (undernourishment), child labour, a lawkperceived interest of schooling by
parents, a lack of support and attention by teachesufficient monitoring on attendance and
performance, and so on and so forth.

The problems of absenteeism and irregular schoeh@ince have been recognized
for a long time in Latin America. In the 1956 repfor the Brazilian Institute for Education,
Science and Culture, composed by J.R. Moreira,shown that 53.1% of all Brazilian pupils
are enrolled in the first grade, 21.8% in the sd¢drb.5% in the third and 9.7% in the final
fourth grade. Moreover, 42.7% of the children leaebool without ever passing the first
grade and over 70% leaves school before complétingyears of education. Out of the other
30% the majority of pupils spent five, six or sewaars to finish four grades. The report

states that,

“In a country which is obviously poor in spite dfsipresent extraordinary industrial
development, we fix something which is capabldafge and revision, and keep the child in
one primary grade for two, three or more years wereturn him out of school before he has

learnt the least it can give him(UNESCO 1958World Survey of Education,lp. 172)

And with respect to the poor regions in the Nor#stof Brazil the report states,
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“...retardation in the primary schools reaches alangi proportions, expanding and
enlarging the school age band, multiplying thetfiggades, crowding the classroom, and
dividing the school periods into two, three, or evieur sessions because there are not
enough funds to build more school§UNESCO 1958World Survey of Education,lp. 172)

Framing the grade enrolment distribution into a qguehensive indicator

The distributive information contained in grade adment rates can be standardized for
broader comparative purposes by estimating théiHiked that children entering school will
have a smooth school-career up to completion dieeiprimary or secondary schooling. A
possible method is to take the ratio of the pesgmishare of students in grade 1 to the shares
in grade 6, 9 or 12. The disadvantage of this agréathat such a comparison is sensitive to
year-to-year fluctuations that occasionally oceuschool enrolment. An alternative method
is to average out these fluctuations by taking myted measure of students enrolled in more
than one grade. This will also reveal a larger pHrtthe underlying structure of the
distribution. Any ratio of grade enrolment ratesdasible once we normalise the equation for

the number of grades involved as follows,

Zgi

i=(+),N 4 N

Zgi N-n

i=1Ln

GDR 1-N =

Where N is the total number of grades a@pds the percentage share of enrolled inithe
grade. Since the majority of countries have adopteslx grade elementary curriculum a
measure including the first six grades gives tha& beto standardize the inequality indicator
for primary schools. Assuming that the influx ofpila is constant over time, the ratio of the
grades 4 to 6 over 1 to 3 expresses the chancea thapil in grades 1 to 3 reaches the higher

grades 4 to 6 without repeating grades or droppirtgThe GDR 1-6 is defined as,

Zgi

GDR 1-6 =146 __

Zgi

i=1-3
So far, the implicit assumption has been madettiainflux of pupils is constant over time.

A growing (or declining) school-age population sketlie grade enrolment distribution, if it

implies that each year more children enroll thathim previous year, other things equal. The
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countries under consideration here almost all weged rapid increases in their school-age
populations (the 5 to 14 year old category) overpkriod 1960-2005. Demographic growth
generally explains the bulk, between 75 and 100foyear to year fluctuations in total
enrolment. What are the potential effects on theRGBeated by the demographic factor?

The demographic database of the UN provides papuoléigures for the age group 5
to 14 from 1950 onwards (five year intervals, sé¢ World Population Prospects 2004
For three regions and a group of least developeatdes the average annual growth rates
has been calculated for each decade. Table 4.5ssti@naverage annual growth rates for the
entire period 1960-2005 in Africa, Asia, Latin Aneiand the least developed countries. To
estimate the maximum possible impact of demographenge on the GDR 1-6, we also
included Latin America in the decade 1955 to 196&halast row: the annual increase of the

Latin American age cohort 5-14 at a rate of 3.4% the highest being encountered.

Table 4.5: The effects of population growth on thgrade distribution, annual growth of
age group 5-14, 1960-2005

Annual
growth
(age 5-14) grade distribution
1960-2005 1 2 3 4 5 6 GDR 1-6 Distortion
Africa 0.026 114 111 10.8 10.5 10.3 10/0 0.926 0740.
Asia 0.013 10.7 10.5 104 10.3 10.1 10,0 0.962] 8.03
Latin America 0.015 10.8 10.6 10.5 10.3 10.2 10.0 .958 0.045
least developed countries 0.026 11.3 11.1 10.8 10.50.3 10.0 0.927 0.073
Latin America (1955-1965) 0.034 11.8 11.4 111 10.710.3 10.0 0.905 0.095

Sources: Annual population growth figures taken frof, Population Prospects 2004medium
variant.

The outcome of this exercise is that, in the ex&erase scenario, demographic growth can
distort the GDR by almost 0.10eteris paribusand in some individual cases even slightly
more®® This potential spatial and temporal bias in the parison of GDR’s warrants
correction. Fortunately, the demographic datathe.average annual decadal growth rates of
the age cohort 5-14, required for adjusting thgiodl GDR are readily available. So we
obtain theadjustedGDR by:

adjustedGDR,; = original GDRy; + correction; [4.1]

%8 Given the variation around the Latin American méa955-1965). In many OECD countries the
effect of declining birth rates results in a positiatbeit less substantial, bias.
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wherex refers to the country andto the year of observation. To account for the tlage
involved in the effect of changes in the influxsbfidents on the GDR 1-6, the annual decadal
growth rates were taken ca. five years in advafickeoobservation (depending on the exact
year of observation of the original GDR). For exdéenphe observation for South Korea in
1963 and Guatemala in 1961 are both adjusted &aterage annual growth rate of the age
cohort 5-14 over the years 1955-1964.

Latin American grade enrolment ratios in internaaeomparative perspective, 1960-2005

Table 4.6 shows the estimates of the grade disimibuatio (GDR 1-6) in the period 1960-
2005 for five developing regions in the world. Thestf line of each region presents the
unadjusted and unweighted estimates, the secomd piesents the same estimates, but
weighted according to the total number of studemiolled per country and the third line
presents the weighted and adjusted averages dbiife 1-6. The underlying data, i.e. the
unadjusted and unweighted estimates, are presemta@pendix table A.4.7. The GDR’s
increased around 0.22 to 0.26 between 1960 and i20fa@r of the five regions, but not in
Latin America. In the latter region the increas¢he GDR between 1960 and 2000 was 0.42.
It should be noted however that the initial levefghe Latin American GDR in the 1960’'s
were staggering low. In other words, the qualitytied educational systems that have been
erected during the 30century in LAC's, at least in terms of grade prdimo and school
completion, was far below the general standardt Bfathe rapid increase in the GDR,

therefore, has to be interpreted as a form of téatzup” convergence.

Table 4.6: Interregional comparison of grade distrbution ratios (1-6), weighted and
adjusted averages, 1960-2005

1960/5 1970/5 1980/5 1990/5 2000/5
Latin America (19) 0.42 0.57 0.64 0.68 0.84
South & West Asia (5) 0.50 0.57 0.58 0.73 0.74
East Asia & Pacific (7) 0.63 0.72 0.72 0.93 0.87
Sub Saharan Africa (19) 0.59 0.68 0.79 0.80 0.75
North Africa & Middle East (10) 0.66 0.79 0.81 0.90 0.88

Source: Frankema 2008, UNESCS6xatistical Yearbogkvarious issues 1962-1998 and UNESCO,
Institute for Statisticswww.uis.unesco.orgNotes: Countries included are Argentina, BoliBaazil,
Colombia, Costa Rica, Chile, Cuba, Ecuador, El SalxaGuyana, Honduras, Mexico, Nicaragua,
Panama, Paraguay, Peru, Trinidad & Tobago, UrugMapnezuela (Latin America); Afghanistan,
Bahrain, Bangladesh, India and Iran (South & WesitA Hong Kong, Indonesia, South Korea, Laos,
Malaysia, Philippines, Thailand (East Asia & PayifBotswana, Burkina Faso, Congo Rep., Ethiopia,
Gabon, The Gambia, Ghana, Ivory Coast, Kenya, Lesdfladagascar, Mauritania, Mauritius, Niger,
Nigeria, Rwanda, Senegal, Uganda, Zambia (Sub r&ahafrica); Iraqg, Israel, Jordan, Kuwait,
Morocco, Qatar, Saudi Arabia, Syria, Tunisia, Tyrkddorth Africa & Middle East).
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There is more evidence supporting this concluskagure 4.5 shows 57 countries that have
achieved full primary enrolment (defined as 95%above) in the period 1960-2005 and the
adjusted GDR’s 1-6 in the first half of that panter decade. In particular LAC’s turn out to
have combined full enrolment rates with very low B® For instance, in 1980, Jordan
achieved full gross enrolment rates and compledelggenrolment equalization in the same
decade, whereas Brazil and Nicaragua achievedyfalls enrolment rates with an adjusted
GDR of only 0.27 and 0.32 respectively. Or compgainde in the 1960’s with South Korea or
Singapore, or Colombia in the 1970's with Zambia, lanka and Mauritius. All LAC's
obtained a GDR below 0.75 when achieving full emeahit. The expansion of primary
education in Latin America took place at the expesfdhe quality of the educational system
and this was a widely shared feature among all LAC'’s

Focusing on the time lag between the achievemefilloprimary school enrolment
rates and the GDR passing 0.95 we find strikingbglalifferences. In Malaysia, Singapore
and Jordan there was no time lag whatsoever, wiiehns that the development of the
educational system not only guaranteed enrolmentafo children, but also effectively
organized the system of grade promotion and predectildren to drop out of school before
completion at the same time. South Korea, Cyprus Mauritius witnessed a one decade
time-lag between reaching both goals. Howeverf afbeplete primary school enrolment in
the early post-war era it took Argentina five dezaédnd Chile four decades to accomplish
grade enrolment distribution equalisation. Pananth @Wruguay are currently approaching a
five decade lag. Hence, the Latin American stratefjyeducational development can be

characterised agtirolment over completién
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Figure 4.5: Grade Distribution Ratio (1-6) in the frst decade of full primary school
enrolment, 1960-2005
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Changes in the shapes and slopes of the gradersantldistribution

Turning back to table 4.6 another stylized factafin American educational development
demands our attention: in the four benchmark regjitve GDR'’s increased around 0.22 to
0.26 between 1960 and 2000. Yet, in Latin Amer@ihcrease in the GDR was 0.42. Part of
the rapid increase in the GDR has to be interprated form of “catching-up” convergence,
but it does indicate that improvements in the dualf the educational system were made at
an accelerated pace. In the four benchmark regiansse of the GDR has recently come to a
halt® In East Asia there has been a significant set lauk in Sub Saharan Africa the
stagnation has set in already in the 1980’'s. LAtimerica forms an exception. The region
witnessed a temporary slow down during the 1980hch has been more than compensated
for during the 1990’s. This implies that current gexiions of young workers entering the
labour force have received their education in desgsthat was markedly more equal and,
presumably, offered a higher level of educationalldy, than that of their parents. In a more
detailed analysis of the shapes and slopes ofrttiee ggrade distribution this conclusion can
be confirmed.

Figure 4.6 presents the grade distribution curveswelve countries (Argentina,
Brazil, Chile, Colombia, Mexico, Peru and Venezyealad Kenya, Egypt, India, South Korea
and Malaysia) in 1960 and 2000 (1990 for Brazil &rdia). The charts include an estimation
of the gradient of the grade distribution curve. Tiference is that steeper downward slopes
(i.e. lower coefficients) represent a more skeweadg distribution and higher levels of
educational inequality. The coefficients are repdrin the upper right hand corner of each
graph for 1960 and 2000 (or 1990).

There appears to be a great similarity in the sleigeatin American curves around
1960. Convex curves indicate that the grade didioh is highly skewed towards the lower
grades and tend to get flatter in secondary edutafirgentina is the single exception to this
pattern in 1960. The majority of benchmark coustrieveal an inverted S shape curve
indicating a larger relative emphasis on, or adarglative success in, supporting children on
the path towards primary school completion. Only tlurve of India resembles those of the
LAC’s, albeit with a less pronounced convexity.

The inverted S-shape in Egypt and Kenya has langghained the same, while the
distribution as a whole has become more equal.eGleeals a shift away from convexity

% The recent stagnation can be explained by twoofactFirst, there has been a setback in some
countries affecting the regional means (Afghanistadpnesia, Irag). Second, a more widespread
slowdown signals decreasing marginal returns on sfforequalize the grade distribution by means of
supporting school attendance and preventing pre-aipl drop-out rates, or it signals a reduced
effort as such. In Sub Saharan Africa the effectdhef growth disaster and continuous political

instability since the 1980’s are the most likely explaon for the observed stagnation.
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towards an inverted S. The other LAC’s seem to Hallewed the pattern best exemplified
by Peru: the convex curve gradually transforms tdwdinearity, indicating that there is still
a large bias in the grade distribution towards ltheest grades, yet this bias has become
considerably less pronounced in the four decadé&sd@000. Finally, in South Korea and
Malaysia the original inverted S curve has now epphed the horizontal line that indicates a
perfectly equal distribution of grade enrolmentsoas primary and secondary schooling.

Judged by the changes in the slope of the cunagyrgss in five of the seven Latin
countries can be considered above average. Arger@inile, Colombia, Mexico and Peru all
have witnessed a sharp drop in the coefficient. isdestands out with a spectacular drop
from -2.67 to -0.77, but also Argentina and Pervehanade respectable progress from -1.83
to -.036 and -1.71 to -0.50 respectively. Compaeéor example South Korea (-1.30 to -
0.53) the progress can be considered as complatehing up”, although it should be noted
that Malaysia (-1.60 to -0.17) outperformed all LA@xcept Mexico. Venezuela has lagged
behind somewhat and progress in Brazil has bedéeratoor (even taking into account the
end year 1990).

The comparative grade enrolment distribution anslygms shown that the expansion of
primary school enrolment rates in"2@8entury Latin America has, to a large extent, taken
place at the expense of the quality of the educatisystems. Levels of grade promotion and
school completion were, controlled for gross enmitrates, very low compared to other
developing regions in the early post war periode €forts to repair these shortcomings have
increased during the post-war period. In particidaring the 1990’s progress in grade
enrolment equalization was outstanding. This restudates some leeway for the conclusion
that at present LAC’s are rapidly breaking awayrfra long period of educational inequality
instilled by the neglect of quality maintenance idgrprevious stages of spreading mass
public schooling. Yet, it is too early to witnesgeteffects of grade distribution equalization

trickling down in the labour force.
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Figure 4.6: The grade enrolment distribution in primary and secondary schooling, Latin

America versus a selection of non Latin American amtries, 1960-2000
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Venezuela 1960-2000 India 1960-1990
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The conclusion that Latin America is breaking withistory of educational inequality may be
true for some, but certainly not for all LAC’s. Tduitrative this point figure 4.7 shows the
absolute amounts of public spending per level peatesit in Argentina and Honduras for four
benchmark years between 1950 and 2000. MaddisddR €stimates denoted in 1990 Geary-
Khamis US dollars were used to convert the pergentahare of public educational
expenditure in total GDP into a PPP-adjusted mapatait (Maddison 2003). Argentina has
reached ratios of public spending per student g@el] which are largely comparable to the
majority of OECD countries. In Honduras the ratideatiary to primary spending per student
has also been declining since 1954, but absolubdicpexpenses on children in primary
education were extremely low initially. In 1994 ptigbspending per tertiary student was
approximately six times as large, whereas in 194l ratio reached nearly twenty. Although
the relative gap has been narrowed, the absolygie@rgapending per student per level has
only further increased, from 111 to 239 GK-dollamhich means that a large share of the
extra money available today is spend on tertiangestts rather than on children in primary or

secondary school.

Figure 4.7: Total public expenditure per student pelevel of education in Argentina and
Honduras, 1954-1990 (1990 Geary-Khamis US $)
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4.6 Conclusion

The present chapter has assessed the developnokedistiibution of mass education in Latin
America from 1870 to 2000 in an international comafise perspective. Special attention has
been paid to the timing and pace of educationahesion and educational equalisation. Since
the distribution of education is inextricably reldtto the spread of education, comparative
levels of educational inequality (variation) werentrolled for the stage of educational
development (accumulation). Although the analysas indicated a large extent of intra-
regional variation in educational development tiglmut the late 19 century and 20
century, at least three shared Latin features ota&tibnal development and distribution can

be recorded:

1) With respect to average levels of GDP per capha transition towards mass public
schooling occurred later than in the rest of thevN&orld, Europe and Japan. The start of
three phases of expansion, each referring to afgpset of LAC's can be dated around ca.
1870, 1920 and 1950. Once underway, the increapdrrary school enrolment was not any
slower or faster than could be expected on theslidgihe patterns observed in the rest of the
world: it was faster than in the most advanced tesand it was notably slower than in the

poorer developing countries.
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2) More than in any other part of the world, thepaxsion of public primary education took
place at the expense of the quality of educatibmodk even the advanced Southern cone
countries at least four decades to achieve acdepkakels of grade promotion and school
completion after having achieved full primary scheorolment rates. Correcting enrolment
figures for the grade enrolment ratio thus revedleat educational development (and
distribution) significantly lagged behind in Latikmerica from an international comparative

perspective.

3) In the post-war era levels of educational indiguavere gradually reduced. This process
was partly hampered by the economic crises in 889’8, but since the start of the 1990's
Latin America broke away from its traditional patti educational retardation and its
inherently high levels of educational inequalityttwmore speed than witnessed before. The
advances in the reduction of repetition and preqletion drop out rates were larger than in
other regions of the world. However, large gapyéars of attainment (and the quality of
years attained) can still be observed in Latin Aozes labour force at present, as it takes

time before the effects of these improvements leiclown.

These conclusions are based on an analysis of @ naithe of educational indicators, which
have not all shed similar lights on the comparatigeelopment of Latin American education.
In particular the Gini-coefficient of the attainntedistribution provided a much milder view
on the extent of educational inequality in Latin Aioa. The reason for this deviation from
the more general picture is related to the “levegpehdency” of this indicator. The advantage
of the use of a wider range of partial indicatofseducational inequality is that it offers
various complementary insights into the distribatiof education. The grade enrolment
distribution can be considered a useful contributio the existing set of indicators, since it
nuances the analysis of historical gross primahosktenrolment rates in two ways. First, it
shows that enrolment registration differs from attschool attendance. Second, it helps to
differentiate between years of attainment which asmally equally valued: not every
registered year attained has been equally valdablae student, when taking repetition rates
or pre-completion drop out into account. Since gradrolment data are available from the
1960's onwards, the GDR sheds new light on theohstl comparative analysis of

educational development and distribution.

The question why LAC’s were so late in improving tipgality of their public education
systems has only been tentatively addressed ircHapter, but looking ahead to the second
part of this study, it may be stressed once adwh the initial conditions of inequality that

had evolved in the colonial settler societies haldrey lasting impact on the comparative
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development and distribution of education in postejpendent Latin America. As long as the
colonial model of the stratified rural society, cgterised by high land inequality and various
forms of labour coercion prevailed, a broadly sufgmb expansion of public education was
unfeasible. Land lords needed cheap labour andrehilof the landed elite were better of
with private education. Given the low prospectsacial mobility in these pre-modern rural

societies, the demand for popular education waslatgted. Hence, fundamental changes in
government policies regarding mass education lprgidpended on the decline of the
traditional social order and the political stronghof the landowning elite. Three factors

played a key role in this process and these wilkktensively discussed in the remainder of

this thesis.

1) Structural economic change, primarily urban@atiand industrialisation, altered the
demand for skilled labour and offered new job aléives to the traditional rural population.
Education became an increasingly valuable assetaandw class of urban entrepreneurs

developed a vested interest in educational expansio

2) Globalisation, apart from temporarily strengtingnthe position of the large landowners,
enhanced structural and institutional change inldhg run. The forces of the global market
enforced policy makers to reconsider and refornditinal economic policies and it also
induced the spread of new ideologies concerningptisition of the poor and the labouring

class.

3) Demographic change was the silent driving fon€ea dramatic change in the relative
supply of unskilled labour in the course of thé" 2@ntury. Whereas the newly independent
Latin American nation states started out with, eerage, very low levels of population
density, all of them were at the end of thd” 2@ntury characterised by an abundance of
unskilled labour and large rates of underemployméltie traditional labour market
institutions which were designed in response tmitier labour scarcity in the colonial era,
became rapidly obsolete during the"2fentury. Consequently, the perceived importance of
education changed in the mind set of policy makensrepreneurs and the broader layers of

society.
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Part Two

In the second part of this thesis the focus shiifism asset inequality to income inequality.
Chapters five, six and seven are devoted to thiysiaaf the secular trend of Latin American
income inequality in the long twentieth century. Tgective is to improve our insight in the
changes in relative factor and sector earnings thed eventual impact on the level of
personal income inequality. In order to overcome ldrge gaps in historical sources and
handle the data intensity of the time-series in@dlvthe number of countries included in the
comparative analysis is mainly limited to a selattof larger LAC's, i.e. Argentina, Brazil,
Chile, Colombia, Mexico, Peru, Uruguay and Veneauahd three mirror countries, i.e. the
USA, Canada and Australia. These three New Worldhtes (NWC's henceforth) have
several natural and historical conditions in commath the LAC’s, such as a low population
density, a natural resource rich endowment stracamrd a colonial legacy of permanent
European settlement. Hence, this selection offefiertde basis for a historical comparative
analysis (Taylor 1992, Engerman and Sokoloff 19%ftiNet al. 2000, Williamson 2006).

The empirical analyses of chapters six and sevenarducted along the lines of the
explanatory framework outlined in figure 1.3 (chapbne) and discussed in chapter five.
Whereas the mainstream economic literature attetopgeparate the effects of globalisation
and structural change on distributional changengusieteris paribus conditions or control
variables in regressions, here these factors a&ewed primarily in conjunction, focusing on
their mutual feedback mechanisms and the broadéortdal context in which they operate.
Chapter six provides an empirical assessment obéleelar trend of inequality focusing on
the pre-war period 1870-1940. Chapter seven stiifisfocus of the empirical investigation
towards the more recent period (1940-2000). Thigptehnas particularly concerned with the

explanation for the “recent rise” in income inedtyain the last quarter of the $@entury.

113



114



Chapter 5

Theoretical and Historical Perspectives on the Setar

Trend of Income Inequality in Latin America, 1870-2000

5.1 Introduction

The main premise of this thesis is that ttaure of economic development, rather than the
rate of economic growth, determines the secular trenidadme inequality. The analysis of
the relationship between the nature of economiceldgvnent and distributional change
requires a different approach than the straightfmdaregressions of growth on inequality (or
vice versa) as conducted in many empirical econa@hidies focusing on the period since
1970% An integrativeapproach emphasizes the interrelatedness of efiffetriving forces of
distributional change, in which mutual feedback h@tisms and endogenous institutional
change form the centrepiece of the analysis.

This chapter evaluates various theoretical persgecton long run distributional
change. This evaluation is carried out along timesl of the integrative explanatory
framework (see figure 1.3) and against the backugtoof specific Latin American initial
conditions and historical circumstances. The chap&spectively addresses: 1) the
hypothetical effects of globalisation on distrilmnal change, concentrating on a discussion of
the predictions of the Hecksher-Ohlin-Samuelson ehddection 5.2), 2) the hypothetical
effects of structural and technological change dstridutional change, focusing on the
Kuznets’ curve hypothesis and the theory of skiised technical change (section 5.3), and,
3) the hypothetical effects of institutional chamgedistributional change, especially focusing
on the evolution of labour movements and changesoaicio-economic policies from a
collective action theory perspective (section 5.4).

The effects of these factors are mainly transmiti@dthe channels outlined in the

functional income distribution scheme (see figue®.IThese include: 1) changes in the sector

% Since the early 1990’s the interest in the relatigm between economic growth and inequality has
been revived in the empirical economic literatures (&g instance Persson and Tabellini 1994, Alesina
and Rodrik 1994, or for a concise overview: Helpm@04 Chapter 6, pp. 86-110). This strand of
literature explores the relationship between groanld inequality using various types of regression
analyses, including variables such as levels and gratgls of GDP and Gini-coefficients of income,
expenditure or land holdings on a national levelpdgially after the publication of a new dataset of
income inequality figures (see Deininger and Squir@6l&nd 1998) the number of empirical studies
on growth and inequality soared. Papers by BarroQRaAd Forbes (2000) provide good examples of
the use of controlled panel regressions to estimaterdlationship between economic growth and
income inequality.
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structure of the economy, 2) changes in the raddtetor shares in production, 3) changes in
the relative remuneration between production factord, 4) the redistribution of income via
public authorities, which either runs directly tiee system of taxation and public subsidies or
indirectly via various types of formal institutidnarrangements determining the access to,
and functioning of, product and factor markets.

Figure 5.1 provides a stylized representation & slecular trend of interpersonal
income inequality in an ideal-typical Latin Amencaountry. The graph conjectures an
increase in inequality from the start of the Goldge in 1870 until the First World War.
During a transition period in the Interwar yeare timequality trend is reversed and the
downward sloping direction is continued until th@70’s, when a marked increase sets in. |
will argue that all four channels outlined abovaypa role in the inequality trend presented in
figure 5.1. These were especially paramount dutireggtwo major transition periods, when
fundamental institutional changes took place irpoese to structural changes in the global
and domestic economy as well as global and dompslitical ideologies. The arguments for

this periodisation are summarized in the conclugsettion 5.5).

Figure 5.1: A conjectured trend of income inequaty in an ideal-type Latin American
country, 1870-2000

Interpersonal Income inequality

1870 1920's 1970's 2000

5.2 The distributive consequences of globalisasiod de-globalisation
“Globalisation” is narrowly defined here as the g#ss of international product and factor

market integration (O’Rourke and Williamson 199%e-globalisation” denotes the reverse.

The impact of globalisation on the distributionioe€ome runs via changes in the factor and
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sector structure of the economy and is, therefaextricably linked to theories regarding the
distributive consequences of structural changeil&ily, there is a mutual relationship with
institutional changes, and specifically changesadgio-economic policies such as trade or
labour market policies, which are often both a eaarsd a consequence of globalisation or de-
globalisation.

In order to trace long run inequality trends in ihaAmerica the globalisation
perspective has received ample attention in econdmstorical literature (see for instance
O’Rourke and Williamson 1999, Prados de la Esco@@@5, Bértola 2005, Bértola and
Williamson 2006, Wiliamson 2006}. This is not surprising. The conjectures of the
globalisation hypothesis are clear and appear ttah& historical circumstances in Latin
America quite well. Empirical evidence also raisepport for a globalisation perspective on
distributional change. Yet, for the case of Latin &ina, there are also some major problems
with the validity of the assumptions underlying tliebalisation perspective.

The central departure point is the notion that opeazmomies specialise according to
their international comparative advantages. Contparadvantages are determined by cross-
country differences in relative factor endowmests;h as the ratio of land or physical capital
to labour, or the ratio of skilled to unskilled taly. Factor abundance is reflected in lower
factor prices relative to scarcer factors. Incnegpenness to trade will thus induce land
abundant countries to specialize in land-intenpirgelucts, which it can produce at relatively
low costs. Similarly, labour abundant countries| wplecialize in labour-intensive products.
These patterns of specialization affect the sesitoicture of the economy and relative factor
prices and, hence, the distribution of interpersor@me.

In standard international trade theory distributiochanges arise from trade induced
factor price equalization. The Heckscher-Ohlin tleeorholds that international trade raises
the relative demand for goods that intensivelythseabundant factor and the relative price of
this factor will rise. Thus, owners of the abundi@ator gain and owners of the scarce factor
lose from trade induced shifts in the productioncure. The latter effect is formally known
as the Stolper-Samuelson theorem (Corden 199662).

®1 The strand of literature informally known as theibhaAmerican dependency school can also be
considered as a separate body of theory about tlatiorel between globalisation and income
distribution, particularly emphasizing the distrilouti of resources and profits between “core” and
“periphery”. The main conjecture of this strand ldérature was that declining terms of trade
contributed to a continuous falling behind of Lathmerican countries vis-a-vis the industrialised
world. The conjectures for the distribution of incomighin Latin American countries are less clear.
The dependency literature does offer important hitsigs to why countries keep specialising in natural
resource based products, while facing declining terfrtsade. It is therefore complementary to the
globalisation theory outlined above: social groupghsas landowning elites may have special stakes
in maintaining the distributional status quo and leeeéfectively resist change in the production
structure in response to relative product and fagtime changes (Prebish 1962, Frank 1969). Yet, to
adequately deal with the many methodological careeelated to the political-ideological program of
the dependency school (see Haber 1997) would takeltlaipter too far from the red line.
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Especially with regards to the Latin American end®@min characteristics and
specialisation pattern in the late™&nd early 28 century, a simple two-factor, two-country,
two-commodity version of the Hecksher-Ohlin-Samaelsnodel (HOS model henceforth)
yields clear predictions of the distributive consegces of globalisation. During this period
the majority of Latin American economies (particiyaon the mainland) were proto-type
land abundant and labour scarce economies andrifagir trading partners in Europe were,
at least from a comparative perspective, labourndhot economies. The historical
specialisation patterns reflected these endowntamttares. Since the second half of th&' 19
century Latin American countries increasingly exedrprimary commodities (agriculture,
livestock and minerals) to Europe in exchange, ipaifor manufactured goods such as
textiles, machinery, transport equipments and Hieischemical products.

The HOS model predicts that the integration of pobdnarkets, as witnessed during
the first big wave of globalisation between 1860 4913, induced a convergence of relative
product prices across the Atlantic. The convergearigaroduct prices in turn induced factor
price convergence. Due to the increasing demanBuirope for Latin American primary
commodities and an increasing Latin American denmfandnanufactures from Europe, the
relative demand for land increased in Latin Amerkear the Latin American economy factor
price convergence implied a decline in the wagé¢atematio. Hence, as a result of
globalisation, land owners received a higher pfaretheir land than in a closed economy
setting, whereas Latin American labourers, whoaasingly competed with their European
counterparts, were worse off or gained less frotariic trade®® Since the ownership of land
was (and still is) more concentrated than the oshiprof labour a declining wage-rental ratio
translated into increasing levels of income ineiyiateteris paribu§®

The predictions of the HOS model are based on stsstimptions. It is assumed that
trade-partners dispose of identical sets of teagies and consumer preferences and, in
addition, that both economies operate under frelepanfectly competitive product and factor
markets. The factors of production are also helcbéoperfectly mobile within (but not
between!) countries and they are supposed to e doiployed and paid according to their
marginal productivity. In other words, Latin Amerieand Europe are assumed to differ
exclusivelywith respect to relative factor endowments, sumt the relative price of land is
lower in Latin America and the relative price of daip is lower in Europe. Although this

simple model thus excludes all sorts of dynamieaf of trade relating to a general rise in

%2 1t is very well possible in a context of growth thaith land rents, capital rents and real wages
increase, but that the price rise of land outpacegptice rise of labour. A similar logic applies to a
2x2x2 model in which capital is substituted for laftie occurrence of factor complementarities in the
production process may alter the predictions of tbdeh however.

% Bourguignon and Morrisson (1990) and Spilimbergal e€1999) empirically demonstrate that, from
a cross-country perspective, land and capital amineeonomies are characterised by significantly
higher levels of income inequality than labour akitl-ebundant countries.
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productivity and an expansion of total GDP and aespill-over effects or shifting consumer
preferences, there are two specific reasons why HE model forms an appealing
framework to assess the case of Latin America.

The first reason is that the majority of LAC’s weweth the evident exception of the
smaller Caribbean islands, typically land and radtueesource abundant countries, relatively
scarcely supplied with labour, physical capital @ngman capital. The land and mineral
resource abundant endowment structure has detetrthiveexport pattern of LAC’s from the
start of the colonial era until the 2&entury. Table A.5.1 of the appendix illustrates tlature
of export specialization in the ®0century, showing LAC’s largest export products (and
sectors) and their relative share in total expdre figures show that Latin American exports
were dominated by resource-intensive products hatl the export packages reveal strong
traits of mono-cultural specialisation (Bulmer-Thasn2003, Thorp 1998). According to the
HOS model this pronounced pattern of resource-baspdcialisation implied that
globalisation was especially favouring the smateedf land and mine-owners.

The second reason is that phases of increasing esr@asing international market
integration in Latin America are well discernablel dhat the available empirical evidence, at
least for the period 1870-1940, appears to fitghedictions of the HOS model quite well.
The first phase of increasing openness, as measwyrede share of exports in GDP, took
place during the Golden Age of export-led growtlmieeen 1870 and 1913. Time-series of
wage-rent ratios, which are shown and discusseédtion 6.2 of the next chapter (see figure
6.1), point out that land rents increased rapidiiative to wages during this period. The
period between 1914 and 1929 can be considered @mnsolidation of export-oriented
growth, albeit with increasing market disturbanaed without the rapid expansion of exports
as witnessed before the First World War (Bulmer-Tasr2003). During these years the trend
in the wage-rent ratio in all the observed LAC'gt&td to slowdown and/or reverse.

From the on-set of the Great Depression in 1928 &t mid 1970’s Latin America
underwent a phase of foreign trade contraction assalt of the world wide globalisation
backlash as well as a large scale implementationdofmestic import substitution
industrialisation policies (ISl henceforth). Besidihne declining shares of foreign trade in
GDP, foreign investment shares (as a percenta@&Ddéf) fell substantially until the 1970’s
(Taylor 2000: p. 129, Haber 2006). In the last ceranf the 28 century neo-liberal economic
reforms supported increasing trade openness anartex@surged. Between 1975 and 2000
the share of Latin exports in Latin GDP increasesinfrca. 7% to ca. 20% (Ocampo and
Martin 2003: p. 24). According to O’Rourke and Wéithson (1999: 74-75) the observed
correlation in the periodisation of globalisationdade-globalisation and the movements of

relative factor prices raises support for the vidnat globalisation has induced factor price
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convergence across the Atlantic, whereas the dipiation of Atlantic markets during the

Interbellum has put a halt to this process.

However, this interpretation also copes with soerosis problems. First, the HOS condition
of perfect factor mobility is difficult to maintairLatin American factor markets were (and
still are) characterized by huge market imperfextioThe mobility of land and labour was
severely restricted, particularly during thé"I&@ntury. In chapter two and three it has been
shown that the access to land was deliberately dexgbdoy restrictive land market policies.
Besides, the mal-functioning of capital markets] aspecially the restrictive access to small
loans for the poor, formed a well documented olositvn to capital mobility (De Soto 2000).
Insurmountable transaction costs in capital marketated additional entry barriers to the
markets for land and education.

In the rural sectors of the Latin American econonidege parts of the labour market
were characterized by semi-feudal institutionshsag debt peonage, coercive labour services
and the open or hidden practice of slavery. Antaaigh the long run tendency towards
proletarisation of the rural labour force was undble (Duncan and Rutledge 1977), it took
place against the backdrop of evident discrimiratimbour market policie¥. Without
analysing the implications of labour and land maikgerfections on factor price movements
it remains to be seen to what extent global tradenstitutions-based monopolies were
responsible for channeling the fruits of export-4gdwth into the hands of the land and mine-
owning elites.

The second problem is that the HOS condition dfdmiployment of the factors land
and labour is violated, particularly in countrieghavsuch extensive “empty hinterlands” as
Argentina. For the HOS model to apply it is essdnfiat the factor intensities of traded
goods encompass the relative factor endowmentbeofrade partners. This means that the
relative factor endowments of trade partners betoritpe same “cone of diversificatiof? If
this condition is violated, factor price equalipatimay not occur because one of both
production factors is no longer fully employed (Beit 2000). The overabundance of land in
Argentina, for instance, may have constrained tiedipted increase of land rents in the wake

of globalisation. The fact that historical empitievidence (see figure 6.1) for Argentina

% In Chile, for instance, the proletarisation of theal labour came to a sudden halt around 1860, when
rapid changes in international demand and techreddg@inovations in agriculture raised the demand
for labour. Landowners increased the labour-sereldégations of theiinquilinos (tenants) on their
estates (see Duncan and Rutledge 1977, pp.10-12, 6Gly, Zollier and Sater 2004). So either via
(renewed) labour bondage, or via control of thellamarket, the scarcity of labour that was likely to
occur in a free factor market setting, was effecyivetned into an excess-supply.

% The term “cone of diversification” refers to the anehich falls between the lines that graphically
describe the expansion paths of production with wdiffe factor intensities. These lines start out
together at the origin and if the production fuactinhibits constant returns to scale these lines are
straight, thus creating a cone-shape.
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nevertheless reveals a strong rise of land rentiserperiod before the First World War, can
only be explained by the effect of globalisationcombinationwith land market institutions
that effectively restricted the access of the rladlour force to unexploited resources of
land®®

The third problem is that the predictive value & thOS model for the post-war era
is much more limited than for the period 1870-19%0e conjectured positive correlation
between globalisation and inequality is based @ti§p historical comparative advantages,
which rapidly changed in the course of thé" 2@ntury. Unskilled labour has become an
abundant factor in production in virtually all LAC’'slence, according to the HOS model
unskilled wage-earners should benefit from intéomatl trade and we would expect a
decreasing impact, rather than an increasing impadhcome inequality levels. Yet, since
the full employment assumption of the HOS moddkféd hold in the context of un- and
underemployment, the globalisation perspective mesn&argely inconclusive on how the
benefits of globalisation are distributed in thstldecennia of the aentury (Behrman et al.
2003).

Since the 1970's foreign trade rapidly diversiftediards manufacturing exports. The
changes in the export structure of Brazil and Mexicay illustrate the magnitude of this
process: in 1970 respectively 83% and 59% of texglorts in both countries consisted of
products of the ISIC rev. 1 categories 0 t§ B 2000 these shares had declined to 41% and
15% respectively (UNYearbook of Trade Statistid®72, 2004). In correspondence with this
trend of export diversification there was a rapidrease in intra-regional trade. The share of
intra-regional exports rose from ca. 7% in 196@d021% of total Latin American exports in
2000 (Frankema and Smits 2005, 2007). Countrie wvittially identical comparative
advantages, i.e. in terms of their historical fadodowments, increasingly started to trade
with each other. The increasing diversification tbE contents and direction of Latin

American exports has arguably reduced the explanatover of the basic HOS model.
5.3 The distributive consequences of factor biatedtural and technological change
The process of structural change is defined hera a&hift of employment out of less

productive sectors towards more productive sectiorsghe long run structural change is
driven by the adoption of technological and orgatiial innovations and entails important

% From an international trade perspective such réisins may also be related to a lack of investments
in appropriate infrastructure, which keeps domestndportation costs for agricultural exports at
prohibitive levels (Leff 1997: pp. 46-51).

" These categories represent resource-based commoititiesling agricultural produce, food,
beverages, tobacco, crude materials and mineraladingl mineral fuels such as oil.
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economic and social transformations, such as ameased rate of urbanisation and
industrialisation as well as large shifts in thdlskge and sex composition of the labor force
(Kuznets 1971).

The globalisation process co-determined the natudepace of structural change in
Latin America. The expansion of the export sectard aorresponding improvements in
transport technology, infrastructure (railways iartgular) and urban sanitary facilities
(sewage systems in particular) sped up the demandirfskilled labour in urban service
sectors, while the general increase in wealth gathrthe demand for non-agricultural
consumption goods. Hence, cities with a commetmigeaucratic function expanded rapidly
and some of the coastal capital cities such as @uéires, Montevideo, Santiago, Rio de
Janeiro, Lima and Caracas merely exploded. Foarigst, in Brazil the number of cities with
more than 100,000 inhabitants increased from trde872 to ten in 1940 and their share in
total population increased from 4.9% to 10.7% respely. Comparable rates of urban
expansion were found in Argentina and Chile. Altjlouthe bigger cities were especially
attractive, urban expansion affected the entirggganf urban centres, including towns and
villages with inhabitants between 10,000 to 20,8@i2ens. In the mining areas in Mexico,
Chile, Bolivia, Peru and Venezuela cities also dmved at very fast rates (Scobie 1986: pp.
237-49).

While globalisation stimulated urbanisation, it teome extent burdened
industrialisation. Cheap and often superior Eurag@aainly British) manufacturing imports
flooded the domestic consumer markets and the LAtirerican export sector remained
almost entirely based on the first-stage elabamatiad refining of locally extracted raw
materials, at least until the 1960's (see appendbie A.5.1). While income per capita
increased at more or less comparable rates, thelapauent of advanced industries adopting
modern factory systems with capital-intensive puilun processes lagged far behind the
industrialising countries in Europe, Japan and teevNVorld (Lewis 1986, Chandler 1990).
This did not mean that the industrial sector did gmow between 1870 and 1913. The
traditional orientation of the industrial sector mall scale enterprises and local workshops
(obraje) managed by artisans did not suffer much from irhgompetition and in some
industries scale increases did octur.

Figure 1.2 (chapter one) shows that a considenadneof the overall growth of the

urban population and the industrial labour foroaktplace between 1870 and 1950: the urban

% Most notable was the rapid rise of textile factqriesesting large sums in imported machinery to
reach establishments sizes comparable to internatstaatiards already before 1913 (Haber 2006).
Capital intensive enterprises were also typical lier booming railway industry. Hence, a few of the
larger cities in Latin America, such as Sao Paulo (Brakledellin (Colombia) and Monterrey
(Mexico) managed to strengthen their economic fonctas leading industrial centres, where
technology spill-overs from advanced capital-intengaetories to smaller traditional establishments
enhanced structural change in the industrial sector.
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labour force increased from 22.3 to 50.5% and tiwistrial labour force rose from 9.5 to
20.5%. Yet, with the exception of Argentina and gray, the early post-war era (1950-1980)
was the heyday of urban industrial expansion (LeM@&6). Although the aggregate estimates
of figure 1.2 are weighted according to populatsire, they do conceal large intra-regional
differences in the timing and pace of structurargfe. When discussing the implications of
structural change for distributional change it mportant to keep these cross-country
differences in mind. Some of the variety is illaséd in appendix figure A.5.2, showing the
changes in the employment structure of the USA, idtexBrazil and Argentina from 1870 to
2000.

The literature roughly distinguishes two perspexgion the theoretical relationship between
structural and technological change and incomeildigion. One focuses on the long run
transition of pre-modern rural economies towardsdemo urban and industrialised
economies, driven by sustained innovation and privdty growth (Lewis 1954, Kuznets
1955, Abramovitz 1986). The other concentrates dftssin demand and supply for skilled
labour due to technological change and is usuafgrred to as the theory of skill-biased
technological change (Tinbergen 1975, Acemoglu 26@#2pman 2004). The first seems to
apply more to earlier stages of urban and indusdgaelopment, whereas the latter seems to
be more relevant for post-industrial societieshalgh this distinction should not be applied
too rigorously®.

The effect of long run structural change on incodigribution has been mostly
interpreted in terms of the inverted U-curve hygsih formulated by Simon Kuznets (and his
interpreters). Without going into the specific distathe foundation of the Kuznets' curve
hypothesis is a dual sector model in whicheaween-sectoand awithin-sector inequality
effect is distinguished as a result of growth endeedstructural change. Between-sector
inequality refers to the productivity and incomepgabetween the “traditional” or “pre-
modern” (from a technological and organisationainpmf view) rural sector and the
“modernising” urban sector. In the process of itdaksation and urbanisation (also labelled
as “economic modernisation”, see chapter one)ribeme differentials between both sectors
are predicted to increase as a result of incredasicignology driven productivity differentials
and the larger capital intensity of modern produci{iKuznets 1955, 1966, 1971).

Within-sector inequality refers to the processiméome polarisation within the
modernising urban economy itself. On the one hanaiag class of urban entrepreneurs
investing in modern (urban) industries is reapihg benefits of new technological and

organisational opportunities. The correspondingdrapcreases in the capital stock enhance

% Goldin and Katz (1998) for instance analyse theokiisl transition from artisan production to
factory production from a technology-skill complemeitygpoint of view.
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productivity growth in the advanced urban sectard eanise the share of capital income in
national incomé? On the other hand, a pool of largely unskilledrfgus labourers” keeps
down the real wages of formerly rural workers whignated from the countryside to the city
(Lewis 1954). In the meantime the demand for skilladour rises with the advance of
modern sectors, resulting in increasing skill-prems. In other words, in the initial stages of
industrialisation higher capital-labour income #saand increasing urban wage differentials
will enhance within-sector inequality, that is, guelity within the urban economy.

Urban income gaps are predicted to narrow in théureastages of economic
modernisation. If surplus labour is absorbed byaorindustries and the fruits of education
become wide spread and relatively evenly distrib@eong the labour force, the labour share
in national income starts to increase and urbamoséscomes converge. This ideal-type
process of economic development coincides with dnmehtal institutional changes, which
can be broadly summarized as the advancecieil emancipation the progress of
democratisation and the development of a large Imidthss. More specifically it can be
thought of as the amelioration of the positionaifdurers, via the legal acceptation of labour
movements and labour unions negotiating for sos&durity measures and redistributive
taxation. Indeed, in those countries where midteses (and mass consumption) evolved the
share of labour income in national income increasgdificantly (Kuznets 1966, Soltow and
van Zanden 1998¥.

70 Since higher savings enhance the capacity to inwvastw productive activities and the marginal
propensity to save is higher among the rich tharptia, Kaldor (1956) argues that initial income and
wealth inequality is good for growth. We may addhis argument that if the rich invest a relatively
larger part of their savings in new forms of capitalintithe poor, growth also enhances inequality.

71 What exactly demarcates the first phase from the péi@se is hard to pin down. One can think of
increasing real wages as a result of the dissolutidheofural labour surplus. This may be expressed in
a trend break in the wage-rent ratio.

72 In explaining the rise of the labour share in sibes®rn countries (UK, France, Germany,
Switzerland, Canada and USA) Kuznets also pointseaimipact of changing ideologyT6 conclude:
the share of labor in growing net output has increasedtjqularly in recent decades, because greater
investment has been made in maintaining and increabiaguality of labor. Also, a larger relative
share of the gains, after the input of resources adjufsteduality has been considered, has gone to
labor — possibly an expression of the higher value eiety has now assigned, at least in the free
market economies, to the claims of living members tihdine claims of their material capita{1966:

p. 92).
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Although the inverted U-curve, after all, wasst a conjectur€ and a lack of empirical
support raised considerable scepticism about thidityaof the hypothesis, the theoretical
argumentation has, so far, not been replaced lgrnaltive powerful and comprehensive
models of long run distributive change. Of couesegn if the underlying forces of structural
change are present, they can be off-set by marsr dtinces that are hidden in tleteris
paribus conditions. For the case of LAC’s the absence austained decline in income
inequality in 28" century may imply that sectoral dualism, is a jstest feature of its
economic structure. In other words, the curve duatsshow up but the levels do. Indeed,
economic dualism is reflected in large sector pobeity gaps as will be shown in the next
two chapters. There are also several arguments lehpredicted effects of structural change
on income inequality were unlikely to occur in loathmerica, at least before 1970, but
perhaps they did afterwards!

First of all, it is clear that the traditional alrsector was not characterized by
relatively egalitarian economic relations, on tbatcary. The dualistic production structure in
agriculture implied high initial levels of incomeng asset inequality, so the question is
whether a larger share of urban production in GERstated into a net increase in within
sector inequality. This would mean that urban irsdity exceeded rural inequality. It remains
to be seen to which extent this holds for the @ideatin American economies in which the
use and concentration of land in rural producti@s wery large.

A second issue concerns the role of rural surglbsur and the timing of rural-urban
migration. Urban economic expansion affected thditional social, political and economic
relations between subsistence holders, landlessutats, tenants and landlords. The latter
group was increasingly forced to compete for labeith urban employers and lost part of
their traditionally strong grip on the labour marke/right 1982, Huber and Safford 1995,
Bethel 1984). As Scobie (1986) points out, the smoars political influence of the rural

caudillos who mustered large armies of rural waskam their estates, rapidly dissolved as a

3 Generations of scholars have assessed Kuznets' thedugiegty in terms of his inverted U-curve
conjecture, paying little attention to the undenlyitheoretical notions on the relation between
structural change and income distribution. The eicglirtests of the Kuznets curve delivered
controversial results. See, for instance, Paukert , 18ARIwahlia 1976a and 1976b, Robinson 1976,
Anand and Kanbur 1993, Barro 2000 or Forbes 200Gidrseminal paper Kuznets remarkd: afn
acutely aware of the meagreness of reliable informagi@sented. The paper is perhaps 5 per cent
empirical information and 95 per cent speculation, sarvhét possibly tainted by wishful thinking
[coennn ] speculation is an effective way of presentingaadl view of the field; and that as long as it is
recognized as a collection of hunches calling for fartinvestigation rather than a set of fully tested
conclusions, little harm and much good may res(i955: p. 26). Lindert therefore suggests it is time
to move away from the Kuznets’ curve whicha% to some extent tyrannized the literature on
inequality trend% Lindert also points out that Kuznets was after‘edther confident about the fall in
inequality at some stage but barely asserted the pbisiof an earlier rise” (2000, p. 173). And
Fields wrote in response to the literature on the Iét&rcurve in 1980 and 2001Gfowth itself does
not determine a country’s inequality course. Rather,dibesive factor is the type of economic growth
as determined by the environment in which growthuscand the political decisions taKe(Fields
1980: p. 94; 2001: p. 69).
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result of urbanisation and the corresponding stiithe centre of power to the larger cities. In
the more advanced LAC's, especially in the soutleerme, labour-biased institutional change
may therefore have compensated and off-set theteféd capital-biased technical change.
The potential scope of such institutional resportsestructural change depended,
among other things, on the relative demand forleskiend unskilled labour in the urban
economy. Labour scarcity in Argentina and Uruguayoked European immigration and
rising wages of unskilled labour until during theaeof export-led growth (O'Rourke,
Williamson and Hatton 1994). Yet, in Chile, coercilabour and land market institutions
were continued to be used to control the supplurmskilled labour. And the degrees of
relative labour scarcity differed largely across tiegion, for example between the Central
American countries and the Southern cone counffiks. point is that, if landless labourers
and impoverished subsistence holders were ablapooive their position by migrating to the
city, the hypothetical effect on total income inality depends mainly on the question
whether urban productivity growth and the amounteafsonably paid jobs that were created

in the urban economy corresponded with the incramaee urban labour force.

The theory of skill-biased technological change T8Bhenceforth) departs from a similar
intuitive logic as the Kuznets’ curve hypothesist Bdopts a dudhctor in stead of a dual
sectorperspective. The theory focuses on changes iskiigoremium as a result of changes
in the relative demand and supply of skilled labwarsus unskilled or low-skilled labour.
Tinbergen (1975) described the adjustments in dduca response to the introduction and
adoption of technology in terms of a “race” betwaeohnology and human capital. In the
early stages of a technology regime change slélifpums rise as the supply of technology
complementing skills falls behind demand. In arlatage educational catch-up effects may
occur.

Empirical and theoretical research on SBTC represene of the fastest growing
fields in current economic literature, which isdaly due to the observation in many OECD
countries, and the Anglo-Saxon world in particutsra marked increase in wage inequality
since the 1980’s, which is an important economicjad and political phenomenon. This is
not the place for a detailed discussion of thisrditure, but it is important to note that out of
the many causes that have entered into the discysgie three causes that receive most
attention coincide very well with our explanatomarhework. Moreover, they also play a
crucial role in explaining increasing levels of waipequality in Latin America in the last
quarter of the 20century.

The first factor concerns the observed secular drovftdemand for high skilled
workers in the wake of recent technological chamgeich is probably accelerated by the

revolution in information technology. The rise iendand for skills was not matched by an
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equal rise in the supply of skilled workers (Galnd Tsiddon 1997, Bresnahan and
Trajtenberg 1995, Levy and Murnane 1992). The Mohgtion is considered to polarize the
wage distribution by eroding the demand for medskills through the computerisation of
cognitive and manual tasks used in, for instanamimistrative areas of work, while

complementing workers performing more complex aond-routine problem solving tasks

(Autor et al. 2003). Literature also argues thatcatled workersper se are better capable of

adjusting to new technologies, while the less ethat@re more likely to suffer from an

economic devaluation of their experience and maskidls, which are more likely related to

old technologies (Nelson and Phelps 1966, HelprmmhRangel 1999). For Latin America

the important question seems to be whether andthewlow expansion of formal education,
as discussed in chapter four, has affected thautalmarkets’ accommodation of this secular
growth in the demand for skills.

The second factor concerns the impact of glob#isaon relative wages of low
skilled and high skilled workers. Increasing contp@i from low-wage economies,
especially the emerging Asian economies, puts ctitiygepressure on the relative wages of
low-skilled workers, while the demand for skillecoskers may rise through globalisation
induced specialisation in high-skilled and highktezectors (Wood 1994, Freeman 1995,
Richardson 1995). For Latin America the conjectwkthe post-war globalisation trend for
SBTC are diffuse however. As stated in the previsastion, the argument of increased
competition may be turned around by the argumeat thcreasing international market
integration offers an opportunity to raise the nemlof low-wage jobs for low-skilled
workers in labour-intensive export industries inriagture or manufacturing. Yet, the
specialisation pattern of Latin American exportseslonot reveal such a tendency. A
comparison of measures of revealed comparativerdgigas (RCA) between Latin America
and Asia shows that much of Latin America’'s advgetdies in capital and technology
intensive goods (Pack 1997: pp. 248-51). Laboumsitee sectors have not benefited much
from the long maintenance of protective trade beasri(Edwards 1995, see also various
contributions in Cardénas et al. 2000b).

The increasing demand for skilled labour and theeasing global competition,
especially in the lower segments of the labour miarkvere combined with the erosion of
traditional labour market institutions protectirng tposition of low and middle wage workers.
This trend has been observed in many OECD courdgesell as LAC’s since the 1980’s.
Hence, the growing demand for skilled labour anel ithcreasing surpluses of low skilled
labour translated into increasing wage gaps. Skeeanpirical studies point out that SBTC is
the major determinant of the recent upswing inrL#@tmerican inequality in the last decades

of the 28" century. The correlation between wage levels aats/of schooling appears to be
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firm and consistent throughout the 1980's and 199Fiszbein and Psacharapoulos 1992,
Londofio and Székely 2000, Behrmann et al. 2003).

In conclusion, it seems beyond doubt that recestesses in wage inequality in Latin
America, and probably the increases in interpelisor@me inequality as wéfl are the
result of SBTC enhanced by the reduction of protedabour market institutions and barriers
to international trade. Yet, the crucial questismat whether these forces were active in Latin
America or not, they obviously were. The crucial sfien is why wage inequality in Latin
Amerecia seems to have increased so much fasterith@ECD countries. Figure 4.1 and
appendix table A.4.1 have shown that the averagareg of a Latin American citizen with
tertiary education earns two and half times aborxsgage, whereas in North America this gap
lies just between one quarter and one third (semteh four). A substantial part of this
difference, as will be shown in chapter sevenaissed by a dramatic divergence in relative
wages during the later half of the post-war erasame LAC’s since the 1970’s, in others
since the 1980’s.

5.4 Institutional change and distributional changecollective action perspective

According to North institutions aretie humanly devised constraints that shape human
interaction” (1990: p. 3). These constraints consist of forara informal rules structuring
the behaviour of individuals and groups of peoflee process of institutional change is
loaded with country-specific historical and culiusabtleties and the effects of institutional
change often differ so much among social groupsiadividuals, that implications for the
overall level of inequality are hard to observesdict or estimate.

The purpose of this section is to link some of tlesnimportant breakpoints in socio-
economic policy in the 2D century, in the 1920's-1930's and 1980's, to tlecés of
globalisation and structural change discussed albldwee specifically this section focuses on
the evolution of organised labour in Latin Americaldahe changes in political ideologies that
were adopted along with the recognition of the tmal role of the working-class in the
course of the ZDcentury. The introduction of public policies diredtat the redistribution of
income to the poorer segments of society and theldpment of state based social security

programs is, from a historical point of view, oné the most important institutional

™ 1t should be noted that increasing wage inequalitymecessarily leads to increasing interpersonal
income inequality. If increasing skill premiums raise thbour (wage) share in national income at the
expense of non-labour income, primarily capital meg and the distribution of capital rents is more
concentrated than the distribution of labour incomleich is generally the case, then increasing wage
inequality due to rising skill-premiums may reduceer@l income inequality. Yet, although this
scenario describes part of the major structural cteimgthe functional income distribution during the
industrial revolution, it is not very likely to ajypfor post-industrial societies.
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developments distinguishing most of thé"2@ntury in many countries across the globe from
previous eras. Globalisation and structural chaffgeted this process in several ways.

Insights derived from the theory of collective aatiprovide guidance to explain why,
how, where and to which extent the political andialoposition of the labour class altered. In
this respect it is crucial to make a distinctionwsen socio-economic policies (institutions)
on the one hand and the political-economic contextvhich these policies evolve on the
other hand. Regarding the latter we are espedrgyested in the “ability” of interest groups
to act collectively and create credible threats aathmitments which are essential to the
evolution and outcomes of bargaining processe(C2900, 2003, Greif 2006).

The first part of this section focuses on the qaadiow globalisation and structural
change potentially influenced the rise and relasitrength of organised labour. The second
part proceeds to discuss the major breakpoint®dinseconomic policy in Latin America,

focusing on the potential implications for the amtjred trend of inequality.

The influence of globalisation and structural charan the organisation of labour

In the theory of collective action problems of rapipropriation and free-riding are essential
to understand why some organisations succeed isujmg the interests of their members,
where others fail, or where people with similaenatsts are unable to organise themselves in
the first place (Olson 2000, 2003). The effectivwnef labour unions depends largely on the
ability to pose credible threats to the stabilitiy tbe social system and to guarantee its
members the exclusive benefit from its acti6tiBhe response of those who fear instability as
well as the instruments they possess to counteemet,important to understand varying
responses to the ascent of labour activism.

The process of globalisation, in the broad senséhefword, for several reasons
positively affected the opportunities for labour bilisation. The strengthening of Atlantic
commercial ties enhanced the spread of sociakstiodyy in Latin America and the diffusion
of information was facilitated by innovations in nemunication technology. Labour
immigrants from Europe also contributed to the agref revolutionary ideology. Indeed,
without modern communication technology it is hewdmagine that the news of the October
revolution in Russia could have given such an impetb the social agitation in Latin

America. As the export sector became leading inynaatin American economies and Latin

S In their bookEconomic Origins of Dictatorship and Democra@006), Acemoglu and Robinson
discuss six key conditions for the creation and caédatibn of democracy.: 1) the strength of civil
society, 2) the structure of political institutior®, the nature of political and economic crises,hé) t
level of economic inequality, 5) the structure of tkconomy and 6) the form and extent of
globalization. These conditions reveal much ovewith the structural forces of institutional change i
Latin America discussed here.
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American governments heavily depended on tradenteeefor fiscal stability, union’s threats
to paralyse the export sector were effective. Témggaphic concentration of export industries
in coastal urban areas made it possible to effelgtiorganise strikes. Also specific concerted
actions to sabotage vital infrastructural arterms;h as ports or railways, were potentially
damaging (Scobie 1986: pp. 261-4). Such meansesfspre could also be used in industries
suffering high losses due to disruptions in proguGtsuch as mines or construction projects
under contractual enforced time-constraints.

The domestic impact of an external economic or igalitshock is larger in a
globalised world. The collapse of the Golden Statidand the outbreak of the First World
War required a reorientation of LAC’s on the traatfitkl political and economic world order.
The shocks of hyperinflation and mass lay offs,sealuby extremely volatile world markets,
led to high economic insecurity and raised therdefir as well as the fear of revolution.
Another example of such a major external shockésGreat Depression, following the Wall
Street crash in October 1929. The policy of econoliieralism and export-led growth
proved to be unsustainable and required a new rvigino economic policy and the

modernisation of society (Bulmer-Thomas 2003).

Structural economic change also changed the dligiconomic conditions for labour unions.
In the economically more developed LAC’s the oppuoittes for workers to pursue their
goals were usually better than in those countribchvretained much of their rural and
traditional colonial outlook. Much of the differemavas related to the advantaged position of
skilled, urban industrial workers as opposed tokiliesl, rural non-industrial workers, to
successfully engage in collective action.

Rural workers, tenant farmers in particular, workeadder close supervision of
landlords and faced the social control characterigt(small and disperse) rural communities.
Landlords were often able to appease their labouref or break outbursts of discontent
seeking cooperation of local peasant leaders thergopally knew (Wright 1982). The
maneuvering space of urban wage-workers was mughdenstrained by such communal
ties. The urban proletariat had a broader set efraitives to offer their labour and faced a
reduced risk of identification and repercussionse Tifferent levels of dependence and
control were also visible in the manipulation oé tblectoral system: where the landed elites
exploited their position to obtain the votes of ientrural communities, urban voting
behaviour proved much more difficult to control ¢hébbawm 1998: Chapter 11: pp. 196-222).

Based on the weight of their numbers and concmtrahe urban masses, living and
working close together, had more leeway to spomtasig engage in mass demonstrations or
outbursts of violence. As the vital industries loé tmodern economy are mostly situated in

cities the potential damage that could be causesl higher than in the rural areas and,
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therefore, the threats posed to the stability efiblitical and economic system were graver.
The fact that the industrial sector also generagdstantial demand for skilled workers
further added to the credibility of such threats.

Unionisation was more likely to occur in industrasd trades employing relatively
many skilled workers (Hobsbawm 1998: Chapter 3:2%58). As discussed in chapter four,
workers with some educational background are ingmbrior labour organizations to act in a
political strategic manner. Literacy is a preredeigor the execution of political voice and
the diffusion of knowledge and ideology requirednobilise and motivate people to act
collectively. Moreover, skilled workers were intually all circumstances more difficult to
replace than unskilled day labourers, which gaeetla more favourable bargaining position.
Skilled workers also often had more resources tp ydon dues, which are essential for
endurance in strikes.

A good example of rapid success in wage negotiatisnoffered by the union of
railway workers in Argentina. Railway workers passed rather specific skills (and
knowledge) which could not easily be replaced.dditon, their work was of great economic
and political strategic importance, since the raim constituted the lifeline of the agricultural
export economy. Railway workers were therefore ofighe first groups of workers who
realised considerable wage increases through raigois. In terms of wage levels, it gave
them a status equal to white-collar employees ¢Bpaljr. 1977). This example, however,
also reveals the great weakness of the labour meweim general: the problem of free riding
and rent appropriation. Once the demands of spegiiups of workers were accommodated,
the solidarity with labourers in other sectors diistied, which undermined the sustainability
of collective action.

Governments, employers and ruling elites disposkedeveral methods to break
strikes and silence labour protests. Violent repiceswas just one these. The other extreme
was to negotiate and try to reach a compromise thighunions involved. There were many
other measures in between. One example is the fusiilebreakers who, by replacing the
striking workforce, were used to lower the lattem®rale. Such was only possible if there
was a surplus pool of labour which could immediate$ contracted and put to the job. This
naturally depended on the type of work involved aftén also to the season of the year.
Given the enormous diversity of individual and gromterests within the working class,
possibilities to undermine worker’s solidarity weried in many occasions.

Weak spots in striker's solidarity existed bedweskilled and unskilled labourers,
between workers in various sectors, between urbdmraral workers, between workers from
different regions and between workers with différethnic backgrounds. The introduction of

a central union failed in many LAC'’s because of pheblem of rent appropriation. Therefore
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the basis of organisation was usually the spepifatiuction sector (railways, mining, textile
industry) or occupational group (typographers, sheleers) to which workers belonged.

Responses to labour unrest were also determindbebgliversity of elite’s interests.
These were, in turn, related to the level of ecaosodevelopment and the ascent of new
(mainly urban) economic elites, but also to theeekf inter-regional competition between
elites (Brazil, Mexico) and the attitude of the mttuand the army. Especially between the
vested land-based elites and a new class of urizhrstrial entrepreneurs diverging interests
could lead to conflicts over the implementatiodasfd reforms, the introduction of food price
regulation programs favoured by urban employers labdurers, increasing investments in
public education demanded by industrial employeemahding skilled employees or, in
general, the redistribution of income to promotbkanr industrial development (Wright 1982,
Huber and Safford 1995).

The advent of organised labour in Latin America,@-8240

The four decennia before the First World War cduoti the “formative period” of Latin
American organised labour (Spalding jr. 1977: p.Bgtween 1870 and 1913 the number of
strikes dramatically increased throughout the meggmme of which transformed into mass
revolts and attempts to undermine the economi@Bysir the incumbent regime. Increasing
social unrest and outbursts of violence came alwitly an increasing degree of collective
organisation of workers. Among the early institnabresponses to workers protests was the
legal recognition of labour unions and the rightstake. A few small, yet unprecedented,
improvements in workers conditions were accomptisth@ws were passed to curtail some of
the most excessive forms of labour exploitation abdse, especially concerning child and
female labour. In some cases strikes were endeoh ®ymployer’'s commitment to raise wages
or reduce working hours.

Though important, these were only minor steps coetpao the rapidly growing
political concern for the position of labour duritige interwar years. The real impetus to the
power of the Latin American labour movements caméhenturbulent years between 1914
and 1921. The economic disruption and the risirgfscof living during the First World War
and a second major slump in the early 1920’s fdeBecial discontents. The Russian
revolution in 1917 further enhanced social unresd, aeventually, convinced the political
establishment that the threats of organised latmtire political status quo could no longer be
neglected or simply dealt with by seeking recotiosthe state’s monopoly on coercive force.

The growing awareness that the social questionttdd resolved by political compromise,
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rather than military repression, led to the acasgtaof new political ideologies among the
ruling elites in the more modernized LAC'.

In Argentina and Chile, two countries with relativevell developed labour unions,
the trend in the number of strikes shows how tlessarre built up in the early 2@entury. In
Argentina the first notable signs of large scalganised labour protests occurred in the
1890’s. TheUnion Civica Radicalaunched a revolt in 1893, and again in 1905,raadaged
to concentrate reform-minded radicals, socialiets @narchists under one banner. In the years
1891-1896 there were 58 officially recorded striketereas between 1907 and 1913 the
number of strikes had increased to 1,081. The g@wipular demand for political change
led to the introduction of electoral reforms in ®a@enz Pefia law of 1912, arranging universal
male suffrage, secret balloting, and stricter aardgainst electoral manipulation (Acemoglu
and Robinson 2006: pp. 5-8). During the years 1611021 labour activism reached its peak.
In the year 1919 alone there were 367 registeréest involving a record amount of strikers
of 308,967 (Spalding jr. 1977: p. 25 and 53). Thétipal results were tangible. In 1922, the
Radical party won the presidential elections andeurthe Alvear presidency, public spending
was largely expanded to meet the demands for iflatorrection of wages. During the rest
of the 1920’s real wages soared and the numbetrikés decreased accordingly. Budgetary
problems also raised: during the 1920’s an estichtda to twenty thousand new jobs were
created in the national government alone (Rock 1p@5180-228).

In Chile the rise of labour activism was tempdyaresolved with the defeat of the
“parliamentary republic” and the ascendancy offibpulist president Alessandri in 1920. In
the first decade of the $Gentury the number of labour unions had increasgmnentially
(Loveman 1987). Between 1902 and 1908 there weresimated amount of 200 strikes,

some of which were ended with brutal military regmien. A violent protest against rising

6 Until the 1930’s elite’s preferences for an autlaidn, if needed repressive, state combined with a
liberal economic policy and a progressive stance tdsvaational development, were united in the
philosophical framework of Positivism (Bakewell 20041 g154-6, Williamson 1992: pp. 298-300).
Positivist ideology legitimized a state taking thedléathe moral enlightenment of the masses. Public
education was considered as the crucial channel talrdevelopment and national progress, but at the
same time it was strongly believed that the innat@aépto appreciate the fruits of education was not
widely shared (see also Chapter four). Where Pasitivivas intertwined with Social Darwinist views,
the ruling argument was that wealth and successanwlere the direct result of rational and moral
superiority. The rich and the poor both deserved flage. Individual liberty, translated in economic
liberalism, provided every member of society with dpportunity to realize their potential, but special
attempts to improve the conditions of the poor wesented to fail. The foundations of Positivism
were laid by the French social philosopher Augustmo in his stage-theory regarding the
development of human societies. The developmerttiehttural and social world was cast into three
consecutive stages: the “theological”, the “metapta}s and the “positivist”. The latter was the
highest attainable stage where reasoning and compiehenere guided by empirical verification. A
lot of Latin American intellectuals viewed the colainera as the theological stage dominated by
irrationality, the post-colonial era as the metaptglsstage and hoped to raise their countries to the
positivist stage by promoting science, education andlemmzation (Bakewell 2004: p. 454).
Positivism eventually fell into disarray under the iit@vle demands for a dramatic turn in economic
policy in the 1930'’s.

133



meat prices in Santiago, October 1905, resulteddnmass slaughter with circa 200 casualties.
The “social question” climbed to the top of theipchl agenda and spurred by the general
discontent about growing economic insecurity inythars 1917 to 1920, mass demonstrations
freed the way for a regime change. Collier and Safier specifically to the big impact of the
Russian Revolution in these years of turbulenc@42. 200).

In Mexico a similar timing in the process of pwitl change was observed. Although
the political stakes in the Mexican revolution 8f1lD-1919 were very complicated, the end of
the civil war did result in important concessionddbourer's demands. In article 123 of the
new constitution of 1917 the principles for the mmement of labour conditions were
established: a maximum working day of eight hoursai six day working week, the
prohibition of female and child night work in indns a fixed minimum wage, and more
attention for worker’s safety and insurance (Hamh@®9: p. 223, Gilly 2005).

In other parts of Latin America the changes in #tiitude of the ruling elite and labour
policies were either less fundamental or timededéhtly. In Brazil, where the degree of
organization of urban workers was much weaker ithaArgentina or Chile, the traditional
agrarian elites residing in Sdo Paulo successfeglpressed the voice of the labour unions
throughout the 1920’s. Only with the Great Depmssand the inevitable economic policy
reforms, the populist regime headed by Getulio ¥ard.930-1945) was prepared to combine
repression with concessions to control the motitbraof industrial labour and to contain the
threat of communism (Spalding jr. 1977: pp. 15G6enfield 1987).

The use of military force to break labour revoltssweontinued in most Central
American countries for even a much longer tithén El Salvador, for instance, in 1932 a
violent rebellion of hungry and frustrated, mostigdian, plantation workers actively
supported by communist leaders party, was brutajyressed and ushered in a phase of
almost fifty years of harsh military rule (Brigndli995). But also in the South American
countries such as Venezuela, Ecuador and Boliveapblitical voice of the labour movement
remained much weaker during the interwar yearsthab the ruling elites were not really
challenged to alter their strategies in respongbdéalemands for political recognition by the
labour unions (Ellner 1987, Milk 1987, Volk 1987).

" In Costa Rica early democratic reforms served aseluge to stability. As a smallholder coffee

economy with relatively limited class distinctionsedrand fair elections were already recorded in
1889, and the country suffered much less of the hgrdsthier Central American countries did in the
struggle for civil rights (Gudmundson 1995).
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Economic populism and ISI policies, 1929-1979

The transition from a formative stage of unionisat{1870-1913) into a phase of effective
realisation of union demands after the culminatibprotests in the late 1910’s, yields a clear
prediction of the inequality trend. As a resultrizing real wages and an increasing share of
labour income in total factor income in the 192@tsd 1930’s we would expect to see a
considerable decline in income inequality, thatibisay, in the economically more advanced
LAC’s. Real wage increases were complemented hyifgignt reductions in working hours,
the eradication of the worst forms of labour exaitton and the implementation of early
social insurance and pension schemes. Union mehpeees increased rapidly along with
these tangible examples of social progress. Momredbhe rapid improvement of welfare
indicators such as life expectancy and literacggaturing the period 1940-1980 support the
contention that deliberate social policies werett@whole, positively affecting broad layers
of Latin American society (Astorga et al. 2005).

The change in political orientation came along withpid improvements in
democratic (electoral) participation. Of coursegigbprogress and civil emancipation did not
evolve along linear nor irreversible lines, butdn be asserted that the topic of income and
wealth distribution per se, became recognisedlagiamate concern of the “working class”,
while labour unions became recognised as the rnapatéical representatives of labour’s
interests during the half century following the @&r®epression.

Inevitably, this period was also marked by a éeri@onsolidation of the labour-
capital dichotomy. Consecutive regimes attempteartcapsulate labour unions and their
electorates in the political system. The year 192@nportant as it marked the starting point
of radical reformulations of economic policy. Theosh important goals of the economic
reforms were to diminish the dependency on intémnat markets and the potential impact of
foreign economic shocks as well as broaden the dseneconomic basis. Protectionist trade
policies and specific industrial development progsawere the primary means to achieve
these aims. The policy of import substitution intiasisation (ISI policies henceforth) was
based on the infant industry argument and chaiiaeteby increasing protectionism and state
intervention, showing up in detailed investment antput schemes, state-ownership of vital
industries (also by the nationalisation of formenyainly foreign-owned, private firms), the
protection of wages against inflation and (foodygs and the allocation of subsidised credits
to state favoured enterprises.

These interventionist economic programs were cdedewith a new current in
political entrepeneurshipP?opulism The urban biased-polices of populist regimes edod
much of traditional political influence of the ladbdsed elites. Cardoso and Helwege give a

concise description of the advance of populisnhé1930’s:
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“Classical populism represented an urban politicabvement that opposed the primary-
product, export-oriented status quo of the ninetteerentury and endorsed accelerated
industrial development. It constructed alliancasking the working class to the industrial
bourgeoisie and minimized interclass antagonismeutjh the propagation of a broadly
nationalist ideology (1992: p. 204)

This is perhaps one of the most pointed charaeti@izs possible, since populist regimes
generally had no real political program and useddb according to acute circumstances
rather than a long term vision or clear-spelledoidgy. The administration of Perén in
Argentina (1946-1955) is probably the best knowanaegle of a populist regime, but also the
Vargas regime in Brazil (1930-1945), the presideoicZardenas in Mexico (1934-1940) and
the administration of Velasco in Peru (1968-1978)good examples. A crucial distinction in
the approach of socio-economic problems betweenl@@mnd socialist regimes (as under
Allende in Chile (1970-1973) or the SandinistadNinaragua) is that populist leaders had no
intention to overthrow the existing system by rewioin, but rather to reform the system
backed by urban popular and industrialist suppg@ardoso and Helwege 1992).

These reforms fundamentally altered the traditioaatl to some extent still feudal,
style of capitalist development. The oligarchicunatof the export economy, in which a small
elite held absolute control over key natural resesy was exchanged for a model in which
public asset ownership and national interests ehg#d the primacy of private interests. Due
to the (initial) success of state-led industridlma programs growth rates during the period
1940-1980 reached levels that were never recordémtdo(see table 1.1 in chapter one). The
institutional changes spurring the process of stirat change channeled an increasing part of
the fruits of economic growth to wage labourerst fese reasons populist policies were
likely to have had a progressive redistributiveeeffon the distribution of personal income.

Yet, the conjectured decline of income inequalitgral929 may have been off-set by
various other forces. The rise of leftist partigs the political spectrum provoked
counteractive measures of the traditional consemvaight-wing elites. The implementation
of military dictatorships in the southern cone dvi@s during the 1970’s are the most
dramatic examples. The imbalances in the distributiopower between the left and the right
showed that populist's attempts to bury the rodisthe grave distributive conflicts in
nationalist rhetoric and urban development programase doomed to fail in the long run
(Smith 2005, Smith and Korzeniewicz 1997). Moreotke endemic political instability had
other economic causes which were strongly relatedd issue of income distribution.

The redistributive program carried out as part af tBl policy framework was

selective. It was especially beneficial to urbaduisirial workers, but it often disfavoured the
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poorest groups in society, i.e. the deprived (aftenolandless) rural labourers and peasants
and the underemployed urban informal sector workiéo®d price controls and the urban-
biased allocation of public investments led to r@eréasing gap in economic perspectives for
urban and rural people, whereas urban informalosegbrkers, who were predominantly
engaged in low value added service activities, vexauded from all the legal benefits that
applied to formal sector jobs.

The macro-economic disequilibria that were createdhe basis of over-optimistic
growth projections in the long run, such as unsoatde fiscal deficits and levels of foreign
debt, undermined the sustainability of growth aonda security. Outbursts of hyperinflation,
temporary output crises and mass lay-offs espgclalirt the lower-income segments of
society Inflation ate away the modest savings @f bnd middle income classes, deterred
confidence of private investors in the domesticnemoy and undermined the capacity of
Latin American states to attract the foreign cdpigeded to finance current account deficits,
debt repayment schemes and new investment prog(@asdoso and Helwege 1992,
Psacharopoulos et al. 1997).

In sum, one of the key questions regarding the extnjed inequality trend is to
which extent ISI policies, including its social grams, supported the rise of an hitherto small
urban middle class and, at the same time, to wéithnt it excluded the poorest groups in
society and supported the rise of an hitherto sovélan informal sector. Was the decline of
the secular income inequality trend during therimta period sustainable during the early
post-war years?

In chapter seven | will argue that the historieajdcy of asset inequality plays a key
role in answering this question. Improving the a&sceo economic assets through
redistribution of land or public education policiés the long run, enhances the number of
productive jobs. Yet, the persistency of land iradiy in Latin America (see chapter three)
and the lack of effective land reforms during t&& policy period created lack of economic
perspectives for the rapidly growing population the country side. The meager
improvements in the quality of public educatione(shapter four) and the barriers to access
the capital market (de Soto 2000) condemned largepg to low-productive jobs in the
growing urban informal sector. The failure to conmpéant income redistribution policies with
reforms in the distribution of assets is cruciakiglain the increase in income inequality in

the last decennia of the 2@entury.

Neo-liberal reforms, 1982-2000

The irony of Latin American ISI policies was thaeyhwere implemented in 1930’s with the

objective to reduce the region’s dependency onrnate®nal (commodity) markets, but
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eventually created a whole new dependency in tha fof unsustainable levels of foreign
debt. The oil-crises in the late 1970'’s initiathd gradual withdrawal of foreign capital out of
Latina America. The recession of the 1980's thdibveed in the wake of the debt-crises
heralded the definitive end of interventionist emmic policies. The failure to sufficiently
strengthen the competitiveness of its industriesieby incurring future economic stagnation,
eventually hurt the most vulnerable groups in dgameost. The lost decade of the 1980’s was
therefore not just an “ordinary” debt crises, itsna complete crises in the prevailing socio-
economic ideology (Thorp 1998, Cardenas et al. BpEAwards 1995).

With the advantage of hindsight one can arguetti@structural imbalances inherent
in the protectionist path of economic developmet to lead, at some point in time, to major
economic reforms (Edwards 1995, Cortés Conde 200®).general objectives of the reform
programs (which varied largely in pace and natuwenfcountry to country) were twofold. In
the short run the goals were to curb inflationtores budgetary balances and resolve current
account deficits. In the long run the goal was riteethe path towards a more and market-
oriented economic system. Important policy measwese the liberalization of domestic
factor markets, the privatisation of national intes, a step wise reduction of import tariffs,
a removal of barriers to FDI and the restructuefnefficient (and uncompetitive) industries
and public service sectors.

Empirical studies have shown that during the pewbédrises and reforms in the
1980’s income inequality increased markedly in fiae majority of LAC’s. Moreover, this
increase was sustained in many LAC’s throughout1®@0's (Psacharopoulos et al. 1997,
Morley 2001). This finding suggests that, apartnfréhe temporary effects of the “lost
decade”, the neo-liberal reforms have had deeppligations for the distribution of income.
Yet, it is very difficult to exactly identify thehannels of causality. One of the questions is
whether the economic reforms themselves enhanceguatity, or whether they failed to
sufficiently check inequality-enhancing forces thatre already present before the 1980's?

Criticasters of the neo-liberal reform agenda hasgerted that it fails to take account
of the underlying structural problems of Latin Argan economic development. These
structural problems relate to the accessibility goélity of education and the persistence of
credit market imperfections burdening the lowerome classes, the prevalence of corruption
and the general lack of good governance. In otlwedsy the neo-liberal reforms have reduced
market interventions, but they have not done sohmocreduce market imperfections (De
Soto 2000). The resurgence of globalisation droefficient sectors out of competition and
enhanced structural change, yet at the same tipposied the traditional bias towards
resource-intensive manufacturing sectors, whicharily compete on costs (cheap inputs of
raw materials and energy) rather than high levElsatue added per worker (see for the case

of Mexico, van Ark et al. 2005). The failure of timeo-liberal agenda to develop a clear
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policy package to tackle the traditional “sociakgtion” implied that, sooner or later, political
instability and demands for increasing governmepeaditures will reoccur (Green 2003).
The argument | will develop in chapter seven ig the roots of the problem of
increasing inequality must be sought, not so muchhie failure of neo-liberal reform
programs, but rather in the lack of structural nefe between the 1940 and 1980, which was a
period of rapid economic growth that created sidfit economic leverage to invest in
education and rural development, apart from dewetpphe urban industrial sector. The
reforms towards market liberalisation have remotieddfactor market imperfections (such as
wage regulation programs) which had compressethtteral” level income inequality since
the 1930's. Given the persistence of asset inegu#liis “natural” level of income inequality
was and still is very high. In particular when deraphic growth reached its peak in the
early post war years (and labour force growth reddks the peak in the 1970’s and 1980’s,
new generations of labourers were still badly pregdor competitive productive activities in
a rapidly changing global economic and technoldgo&ironment. Confronted with a lack of
economic perspectives in both, the countrysidethadity, the shortage of formal sector jobs
for unskilled labourers in Latin America became egonomic and social problem which
could not be resolved overnight. The economic ssice of the 1980's may have been a
proximate cause of increasing inequality, the failto address the colonial legacy of asset
and wealth inequality in a period of unprecederednomic growth is the ultimate cause of

the recent upward trend in inequality.

5.5 Conclusion

This chapter has offered a discussion of varioasritical and historical perspectives on long
run distributive change in Latin America. The intdiy@ approach emphasizes the mutual
feedback mechanisms between the forces of glolialisastructural change and institutional
change and the endogenous character of institutidleselopment. This explanatory
framework has been evaluated with regards to dpddaiftin American initial conditions and
historical circumstances (global and regional ecgicoand political events), part of which
have been more extensively discussed in previowptehs. The overall result of this
discussion is a stylized picture of the seculagiradity trend in Latin America, in which the
trend breaks are distinguished by fundamental aksrig the course of socio-economic
policy. The two conjectured turning points are iifeed in the interwar period and in the

1970’s to early 1980’s. Here follows a summaryhaf inain arguments.
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1) Before the First World War export-led economiowgth in the context of rapid market
integration in the Atlantic economy led to increesincome inequality. This “Golden Age”
of economic growth was characterised by liberahecoaic policies safeguarding the interests
of the export sector and its primary stakehold&igen the concentration of political power
and the underdeveloped state of democratic coritrelprevailing institutional environment
safeguarded the economic interests of the majast assners. Hence, the larger share of
increasing profits and rents was channeled towdrelsnembers of the elite, and particularly
the landed elite. In the mean time, the procesarbénisation and industrial development,
paved the road for the rise of the labour movement.

2) In the fifteen years between the First World Waard the Great Depression, LAC’s
witnessed three major slumps as a result of intemmal market distortions and two major
political revolutions (Mexico and Russia). Thesegenous economic and ideological shocks
forced Latin American administrations to reoriefiteit socio-economic policies. The
effectuation of labour oriented policies increasiegl share of labour income in total national
income and improved the ratio of wages versus famis, as will be shown in chapter six.
The ascent of a new class and a new style of galliteadership reflected the extension of
political participation towards a larger share otihaAmerican citizens, particularly in the

more advanced LAC's.

3) In the middle of the Dcentury, after the economic crises of the 193is, export-led
model of economic development rapidly dissolved autio-economic policies tended
towards state intervention and economic protectiorcombination with income policies
tailored to urban and particularly industrial warkeThe original political influence of the
land-based elites diminished as a result of bbh ascent of labour unions and leftist parties
as well as populist regimes supported by (new) uiibdustrial elites. The share of public
asset ownership increased and wage inequality nedacompressed by wage regulation
programs. Hence, the implementation of ISI poli@es likely tohave had reducing impact on
interpersonal income inequality, or at least, ctidated the decline in income inequality
established during the interwar period. Howeverpnemic recessions, periods of
hyperinflation and years of political instabilityay have reversed the declining trend in the
short run. More structural forces may have off-de declining trend in the long run,
especially when the share of the labour force wed excluded from beneficial social and
income policies increased. Estimates of the sizbefrban informal sector in chapter seven
suggest that especially in the 1970’'s the growtthef“excluded” groups in the labour force

accelerated.

140



4) Volatility in international goods and capital rkets in the late 1970’s heralded the end of
increasing foreign debt-incurring ISI policies iratin America. The economic crises and
reforms went along with an empirically establisliecreasing inequality trend. This chapter
has argued that, as in many OECD countries, slabdid technological change, in
conjunction with the erosion of protective labouarket institutions and increasing global
competition, is a likely candidate to explain rggimterpersonal income differences since the
early 1980's. Yet, | will argue in chapter seveatthe changes in the functional income
distribution, and especially in the wage distribati are much more dramatic than in the
OECD countries. This requires an additional explamativhere the historical perspective

developed in this and the previous chapters wilprto be indispensable.

Altogether, the crucial conjecture of this chapgethat the secular inequality trend in Latin
America has witnessed two major turning points lie tourse of the 30century. The

following two chapters will focus on the empirica$sessment of these two turning points.
Chapter six focuses on the dynamics of the fagtoome distribution between 1870 and
1940. Consequently, chapter seven explores thdafeaent of the urban informal sector and

the trends in urban wage inequality in the peri®dt2000.
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Chapter 6

Patterns of Change in the Distribution of Factor Ircome,
1870-1940

6.1 Introduction

The purpose of this chapter is to empirically as¢be validity of the theoretical conjectures
discussed in the previous chapter, focusing on geeod 1870 to 1940, adopting an
international as well as an intra-regional compegaperspective. Do the patterns of change
in the distribution of factor income raise supdortthe demarcation of the secular inequality
trend discussed in chapter five? The analysis fecume four key-components of the
functional income distribution framework: trendslamd rents, urban wages, skill-premiums
and the development of relative capital-labour reemations (see figure 1.4).

In the early industrialising LAC’s, particularly iArgentina, Brazil, Chile, Mexico
and Uruguay, the period between 1870 and 1940 eacohsidered as a first stage in the
transition towards a modern econoffiyAlthough the peak in industrialisation, rural-unba
migration and demographic change occurred in tlaesybetween 1940 and 1980, changes in
the composition of factor and sector income betw#8A0 and 1940 were impressive by
historical standards. Cities expanded rapidly i twake of a growing demand for
manufacturing products and improved facilities faommercial activities. High rates of
economic growth (especially between 1870 and 1828, table 1.1) in combination with a
rapid expansion of the export sector shifted thetreeof economic gravity definitively
towards the urban (coastal) centres.

Notwithstanding the marked volatility and intra-@ual variety in the pace of
economic growth, economic and demographic expansas) in comparison with the earlier
part of the 19 century, beyond precedent. Moreover, the procéssractural change came

along with fundamental social and political changesthat at the eve of the Second World

"8 Literature usually chooses the years 1930 or 194@etwte the end of this first phase (see for
instance Bethell 1986, Thorp 1998, Bulmer-Thomad. &@6 or Williamson 2006). The choice for
one or the other benchmark year (which is, regarttiagcontinuous nature of the historical process, to
some extent arbitrary anyway) depends on the irg&fion of the role of the Great Depression as the
watershed in the socio-economic policy orientatioh AC’s. A choice for the year 1940 emphasizes
the effectuation of new economic policies after tbeovery of the crises in the 1930’s, whereas the
year 1930 emphasizes the crises itself as the watenshambnomic policy. The choice for the year
1940 here is motivated by a more practical argunieaffers a better assessment of long run trends in
functional income including the break points obselrin the early and late 1920’s.
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War the traditional political stronghold of the thowning elites, controlling the key resources
of the economy (including large parts of the ruadlour force) was effectively dismantled in
the more urbanised and economically advanced LA®Wisght 1982, Bakewell 2004).

This chapter investigates some of the main empitreamds in the structure of the
functional income distribution, and specifically fine distribution of factor income, in the
context of this economic and institutional tramsitiprocess. Section 6.2 discusses the trends
in the ratio of urban unskilled wages over landiseand GDP per capita. In section 6.3 the
comparative levels of urban wage differentials asra AC’'s and New World countries
(NWC's henceforth) are analysed and section 6.4g@ds with a comparative analysis of the
relative capital intensity of the developing urkemd industrial sectors. Section 6.5 presents

the conclusion.

6.2 The trend in urban unskilled wages versus l&mis and GDP per capita, 1870-1940

The revolution in transport technology and the dpincreasing demand for raw materials
from industrialising Europe enhanced the Atlantadde connections between Latin America
and Europe from the mid-19th century onwards. Wi diffusion of railway infrastructure
and the introduction of steamships the costs afffiteraffic declined and spurred the amount
and diversity of commodities that could be tradedrseas at a profit. Complementary
technologies, such as the refrigerator and the mestgine further expanded the opportunities
for long distance trade and economic specialisa@rRourke and Williamson 1999).
Although recent literature tends to redirect theraton to domestic economic developments,
there is little disagreement on the view that thst fwave of globalisation was the major
engine behind the economic modernisation procegtédnperiod 1870-1929 (Glade 1986,
Thorp 1986, Haber 2006).

To test the predicted distributive implications bétfirst wave of globalisation and
de-globalisation in Latin America as discussed & phevious chapter (section 5.2), the ratio
of real urban unskilled wages over land rents pestdre is, arguably, the most suitable
available historical measure (Williamson 2006). Hhare of exports in total GDP in Latin
America increased from 10% in 1850 to 25% in 19B2lther-Thomas 2003, p. 420),
plunged during the first years of the First Worldrywet recovered during the 1920’s, driven
by surging trade with and capital investments ftbm US. During the 1920’s trade was more
volatile than before the war and many LAC’s had xpand their market shares in order to
keep their trade balances positive (Bulmer-Thom#&82pp. 153-88). After 1929 virtually all
LAC'’s witnessed a strong setback in both the valog volume of exports. Given the general

land abundance of Latin American economies (withribtable exception of the Caribbean),
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the HOS model predicts decreasing wage-rentalsratidhe period 1870 until 1913. For the
years between 1914 and 1929 the conjectured teeleds decisive. Obviously, after 1929 we
would expect an increasing trend.

So far, time series of wage-rental ratios are enilable for Argentina and Uruguay.
Both countries disposed of a distinctive land-alaumicnd labour-scarce endowment structure
as well as clear specialisation in grains and toas products (see appendix table A.5.1),
implying a high suitability to test (and possibsjact) the globalisation hypothesis. Figure 6.1
shows the trends in wage-rental ratios for botmtrbes, including Australia and the USA for
comparative purposes. The trend is presented asdax ifigure, where, the year with the
lowest wage-rental ratio observed is set at onerder to identify the turning points in the

long run trend. The data are derived from William§2002: pp. 73-4).

Figure 6.1: Trends in the ratio of real urban unsklled wages over land rents in
Argentina, Uruguay, Australia and the USA, 1870-193 (Index figures, lowest

observation = 1.00)

‘—.—Argentina—.g— Uruguay - - -=- - - Australia- - - ¢- - - United State%

Source: Tables 3 and 4 from Williamson, J. (2002)d,drabor and Globalization in the Third World
1870-1940Journal of Economic Historyol. 62, No. 1, pp. 73-4; See also Bertola andligiison
(2006), p. 51.

Williamson has shown that the land abundant NWGtmessed a decrease in wage-rental
ratios until the First World War. In Australia atite USA the turning point lies around 1910
and 1915 respectively. Argentina and Uruguay readalrning point in the years 1930-1934,
but the great decline in the wage-rental ratio $afdace before 1919. The rise of the wage-
rental ratio after 1934 continues in Argentinaestst until 1939 and in Uruguay, as Bértola
has shown, until the early 1970’s (Bértola 200B)cbmparative perspective, the decrease in

the wage-rental ratio in Argentina and Uruguay leetw1870 and 1919 is considerably more
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pronounced than in the USA and Austrafidn Uruguay the decrease was sevenfold and in
Argentina even tenfold. Hence, the impact of gliadlon on the distribution of income
appears to be large.

For a wider set of LAC's Williamson (1999) calculdteatios of the real urban
unskilled wage versus GDP per capita. This is a nommprehensive measure of factor
income distribution, since the denominator not ardptures land rents, but also the impact of
trends in capital income and skill-premiums. Theibadea behind this measure is that it
answers the question to which extent low-skilleablarers benefitted from (and contributed
to) the overall welfare gains. The time series Asgentina, Brazil (subdivided into the
Northeast and Southeast areas), Colombia, CubaicMexd Uruguay are shown in figure

6.2. The minimum level of the wage-GDP ratio obsédris set at one.

Figure 6.2: Trends in the ratio of real urban unskiled wages over GDP per capita in
Argentina, Brazil, Colombia, Cuba, Mexico and Urugway, 1870-1939 (Index figures,

lowest observation = 1.00)
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Source: Table 8 from Williamson, J. (1999) Real Wagmequality and Globalization in Latin
America before 194Revista de Historia Economic¥ol 17, p. 101; See also Bértola and Williamson
2006, p. 54.

A comparison with figure 6.1 reveals that the patbserved in the wage-rental ratio largely
coincides with the wage-GDP ratio, but not comfjetin five of the seven cases the trend
turns after the years 1915-1919. In the case okftiga and Uruguay this has come one
decade earlier than the turning point in the waagegal ratio (although the relative decline of

the latter in the 1920’s was negligible). Only hretcase of Brazil the decline of the wage-

" The wage-rental ratio in both LAC’s also decreasstefahan in land abundant Punjab, Egypt and
Burma. Of all the developing countries observed del ecrease is only larger in Siam (Thailand).
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GDP ratio continued at least until the mid 193 ére the time-series stops). Compared to
the wage-rental ratios in Argentina and Uruguag,dBcline in the wage-GDP per capita ratio
is more modest and the upward trend after 1919dserpronounced. The timing of these
turning points and the observed cross-country idiffees need to be explained.

Time-series of average wages in Argentina obtafnemh the historical statistics of
the Instituto de Estudios Econdémicos sobre la RealidegeAtina y Latinoamericanallow
for an extrapolation of Williamson'’s series fronetpear 1913 onwards (IEERAL 1986). The
graph presented in figure 6.3 shows that after 1B84atio remains more or less at par until
the late 1950’s (with the exception of the war geH940-1944). From the early 1960’'s to the
mid 1970’'s the wage-GDP ratio declined modestlyisTéxtended view indicates that the
amplitude of the wage-GDP trend between 1870 ad® i®much larger than after 1940. The

turning point around 1919 really appears to repreamajor trend break.

Figure 6.3: The ratio of the average nominal wagever GDP per capita in Argentina,
1870-1979
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Source: IEERAL (1986 stadisticas de la Evolucion Economica de Argentli$4.3-1984 Cordoba

The problem here is that the timing of this trerredk does not raise support for the
globalisation hypothesis. After all the big colleps exports did only occur in 1929 in Latin
America, and certainly in Argentina. Whereas expatiffered from the Great Depression in
the 1930’s, Argentina managed to expand its exputing the 1920’s in comparison with
the years before 1913 (Bulmer-Thomas 2003: pp.4)63ience, a trend break in the early
1920's is difficult to reconcile with a perceivethpact of de-globalisation. Government

intervention in the relationship between labour aagital is a likely alternative to explain the
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marked increase in the wage-GDP ratio (Galiani @edchunoff 2003: p.131). In this respect
it is also interesting to note that the wage-GD#ora Brazil (figure 6.2) declined at least
until the mid 1930’s, which corresponds with thenparatively weak position of the labour
movement and strong position of the land based #lithis country, rather than a diverging

impact of global market forces in comparison to érgna, Uruguay, Mexico or Colombia.

6.3 Urban wage differentials in comparative pergpes; 1870-1940

During the period 1870 and 1940 the relative weighturban wages in the income
distribution increased markedly. Structural chalegkto an increasing number of urban wage
workers and the increase in the wage-GDP trencedime 1920's further raised the relative
weight of urban wages in the functional incomeribstion framework. Hence, it is crucial to
get some idea of the extent of urban wage stregctirevaluate the impact of this trend on
overall levels of interpersonal income inequalifjor the investigation of urban wage
inequality in Latin America before 1940 we have ¢byron a set of scattered sources for a
limited number of countries and benchmark yearsoAgnthese, industrial surveys are the
most widely available source of internationally garable wage data. The sources that are
used in this section and the next are listed inappendix table A.7.3. A more detailed
discussion of the pro’s and contra’s of using indakwage data time series for inequality

trend analyses is provided in chapter seven (Sezti)

Industrial survey data allow the calculation of igas standardised measures of
manufacturing wage inequality in the early"2@ntury. Table 6.1 presents the average annual
wage f«) in the industrial sector in six countrieg (n year (), the standard deviation of
wage differencess{;) overn numbers of industries (or sectors) (varying pemtry from 13

to 17 sectors) and the coefficient of variation/4.). The different number of industries
partly reflects actual differences in the respectiountries’ sector structure and, for another
part, the adoption of different industrial classifiion schemes. However, the most common
manufacturing industries such as foodstuffs, beyesa textiles, leather, wood, paper,
printing, chemicals, non-metal minerals (glass,nsfoclay, ceramics etc.), metals and
machinery were covered in all the surveys used. Heublic utilities were present in a few
surveys and were excluded from the estimation tadathe potential bias of this sector in the
estimation of wage differentials. In the case ofiéntina in 1917 daily wages were recorded
in stead of annual wages. Since there is no cleajecture about the potential comparative

bias this may cause, nothing has been undertakeoritect for this.
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Although the degree of comparability is not asropt as one would wish, the results
of do suggest that manufacturing wage inequality s@mewhat higher in Latin America than
in the rest of the New World before 1920, with &fficient of variation between 0.22 and
0.30 in Argentina, Brazil and Chile and between50ahd 0.19 in the USA, Canada and
Australia. Yet, compared to present-day manufactuwage differentials the wage gaps as
well as the cross-country variation appear to bey wvaodest. This point will be more

extensively addressed in chapter seven (sectign 7.4

Table 6.1: Inter-industry wage differentials in the manufacturing sectors of Argentina,
Chile, Brazil, USA, Canada and Australia, 1910-1920

Year Currency No. of sectors Mean wage Stand. Dev Coeff. Var.
Argentina* 1917 Peso m/n 13 3.31 0.74 0.22
Brazil 1920 Real 13 1606 477 0.30
Chile 1916 Peso 14 627 188 0.30
USA 1914 usb 16 579 85 0.15
Canada 1910 CAD 15 419 84 0.19
Australia 1912 AUS Pound 17 115 20 0.18

Sources: See appendix table A.7.3.
Note: *For Argentina the figures refer to daily wadjéferentials in the capital city and province of
Buenos Aires, in stead of nation-wide annual wages.

In some cases the industrial surveys also recdardetmation on differences in pay between
various skills (blue collar - white collar), occuimas or sexes. Calculations of skill-premiums
and gender wage differentials show that some obbserved LAC’s compare quite well with
the sample of NWC's.

The so-called “white-collar premium” measures th#raf the average salary of the
white collar employee over the average wage of bblkar workers. In Argentina in 1913 this
ratio was 1.71 in the industrial sector and 1.vi4he commercial sector, including retail and
wholesale establishments (Minesterio de Agricultl€d4). By comparison, in Canada in
1905 and 1925 we find ratio’s of 1.85 and 1.90 eefipely. In Australia in 1923 we find a
white-collar premium of 1.67. In Chile in 1925 theerage white-collar employee earned 3.01
times as much as the average blue collar workerchmvas notably higher. Yet, between
1925 and 1937 the white-collar premium declinedsaberably to 1.99,, which is much more
in line with the other countries observed. Thetfirglustrial census of Colombia of 1945
records a white-collar premium of 2.75, which istidictively higher than in Chile and
Argentina at that time.

Whereas white-collar premiums are primarily baseddifferences in occupational
tasks and worker qualifications, gender wage difféals also contain a discriminatory
component. Female wage discrimination occurs whamafes are paid lower wages for

identical jobs. The data do not allow for a distioictbetween these two factors, but they do
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provide a short impression of the relative extehgender wage differentials in LAC’s as
compared to the NWC's (i.e. unadjusted for the tgpgbs involved): in Chile in 1909 we
find a ratio of 2.16, compared to 2.10 in New Zedlan 1906, 1.99 in Canada in 1905 and
2.41 in Australia in 1912. In Argentina in 1917 theerage male daily wage of 3.70 pesos
compared to 2.26 pesos for the average female dedlge, which results in a “male-
premium” of 1.64. In Brazil in 1920 the average genwage gap was reported to be 68%.
Hence, from an international comparative perspecgender wage differentials in
Latin America appear to have been relatively modesthe early 26 century. This
conclusion is supported by the research of Camp. §2006) showing that gender wage
differentials in Latin America later in the ®@entury are considerably smaller than in East

Asia.

A more detailed insight in the extent of wage stigtg in Argentina can be obtained from the
Estadistica de Salariosf 1917. This unigue source reports daily wage32683 male and
7,638 female industrial employees of 16 years dddrovorking in the province of Buenos
Aires. The broad coverage of the types of workeige( sex, sector, occupational status)
reveals the entire structure of labour remuneratialistinctions are made between minors
(menore} apprenticesaprendicey, assistantsayudantel unskilled day labourerpéoney
and various types of skilled workers such as sjpedifaftsmen, engineersmécanicol
machine workers nfjaquinistay supervisors of machine workergefé de maquing
superintendents cépatacesgs and clerks €mpleados to mention the most common
examples. This source contains too much detaibfeurvey discussion like this, but it also
offers the opportunity to analyse the wage distrdyu of industrial employees from an
aggregate perspective.

Figure 6.4 presents the distribution of industwalge earners according to daily wage
levels in Buenos Aires. The graph shows a conceoraf wages in the range of 2.00 to 5.25
pesos. The average daily wage of all workers (thiolg male and female) is 3.44 pesos. At
the left-hand end of the distribution we find misororking as packersinpaquetadorgs
earning a daily wage of 0.6 to 0.8 pesos, whilesiiggerintendents earned wages in the range
of 6 to 9.5 pesos. Apprentices and assistants lyseeined between 1 and 1.5 pesos per day.
The wages of unskilled day labourepedne} varied around 2.8 pesos on average for an
adult male. A carpenter earned between 4 and 6spmmoday, whereas male clerks earned
6.3 pesos on average. The twin-peaks structuréhefdistribution reflects the wage gap

81t should be noticed that the regional differerioesominal wages in Brazil are much higher than the
gender wage differentials. The daily wages of adwdtentarpenters in various rural areas across the
country range from 5 Real in the poorer districtshaf North to between 10 and 13 Real in the more
developed urban areas of the South such as Rio deaJaMinas Gerais and Sao Paulo (Instituto
Nacional de Estatistica 1937: p. 434).
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between both sexes as well as the large group skilled day labourers and skilled blue-

collar workers ¢breroscon oficig.

Figure 6.4: The distribution of industrial wage eaners according to daily wage levels,
Buenos Aires 1917
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Source: Ministerio del Interior (191%nuario Estadistico. Estadistica de Salarios 1917piGa
Federal Departamento Nacional de Trabajo, Buenos Aires958

The corresponding decile distribution of wage eemrnenables the calculation of a Gini-
coefficient of wage inequality as shown in tabl2. @ he outcome, a Gini-coefficient of 0.12,
may strike us as surprisingly low. In this respéahould of course be emphasized that this
result relates to nominal wages in a confined urdaa, where consumer price differences
play a minor role. Nevertheless, given the fact tha majority of the urban population is
concentrated in Buenos Aires it does indicate itndaistrial wage inequality is very unlikely
to be a major source of high income inequality igetina in the early Z0century.

Table 6.2: The decile distribution of urban wage isome, Buenos Aires 1917

Deciles of wage earner% st ™2  3rd 4th 5th 6th 7th k! 9th 10th | Gini
10.9 111 11.3 11.5 115 12.9
% of total wage income| 5.5% 7.1% 8.4% 9.7% % % % % % % 0.118

Source: Ministerio del Interior (191%nuario Estadistico. Estadistica de Salarios 1917piGa
Federal Departamento Nacional de Trabajo, Buenos Aires958

To place this result in perspective it is helpfukbnsider some figures on the industrial wage
distribution in the US, even though its coveragenid completely comparable. The US
industrial census of 1919 covers the annual wafé6.@ million workers in no less than 350
different industries in the entire country, whidflects the larger diversification and regional

spread of industrial activities in the USA as comeplato Argentina. Yet, the US survey does

151



not include occupational wage information withircledrade. Figure 6.5 presents the graph of
the industrial wage distribution in the United $&in 1919. Annual industrial wages in the
US appeared to be concentrated between 600 tolU80fbllars, which gives a ratio of 1:3, a
little wider than the 1:2.6 observed for Buenose&irThe absence of a twin-peak structure in
the wage distribution is probably the consequerfcéh® absence of within-industry wage
differentials. The Gini-coefficient correspondingthe 1919 US wage distribution is 0.209.
The low level of wage inequality in both countrieecbmes apparent when recalling
the estimates of British skill-premiums and Gineffacients of male employed workers in the
19" and early 20 century computed by Williamson (1991). Based obola income
information of eighteen different occupations (aixskilled and twelve skilled occupations),
the weighted average wage gap between skilled askilled workers in Britain during the
industrial revolution stood at 1 to 3.8 at its nmaxm around 1850 (1991: p. 62), while the
white-collar premium is reported to have been 3wliich clearly exceeds the level of any of
the observed LAC'’s. Moreover, the Gini-coefficierit labour earnings of male employed
workers in 1850 was 0.358 and this measure had moalginally declined to 0.331 in 1901.
Hence, the conclusion that urban wage inequalitBuenos Aires in the early $Gentury

was modest by international standards seems putifi

Figure 6.5: The distribution of industrial wage eaners according to annual wage levels,
USA 1919
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Source: Department of Commerce (192Z8)stract of the Fourteenth Census of the UnitedeStat
Bureau of the Census, Washington, Table 88, pp. $¥57-

For the interwar years the sample of countriesuohetl in the comparison can be enlarged
with Colombia, Mexico, Peru, Uruguay and New Zealahdble 6.3 presents the average

annual wage, the standard deviation and the coaifiof variation for eleven countries in a
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benchmark year between 1925 and 1945. The numbedoétries included ranges from 16

(US and Australia) to 22 (Argentina). Apart frometmall deviations in the number of

sectors these figures are comparable with the dgydior the years 1910-1920 presented in
table 6.1.

Table 6.3: Inter-industry wage differentials in the manufacturing sector of Argentina,
Brazil, Chile, Colombia, Mexico, Peru, Uruguay, USA Canada, Australia and New
Zealand, 1925-1945

Year Currency No. of sectors Mean wage Stand. Dev Coeff. Var.
Argentina 1937 Peso m/n 22 1,513 383 0.24
Brazil 1939 Real 20 2,469 604 0.24
Chile 1925 Peso 17 2,499 602 0.23
Colombia 1945 Peso 17 779 276 0.35
Mexico 1930 Peso 18 568 347 0.52
Peru* 1933 Soles 9 846 171 0.20
Uruguay 1930 Peso 19 487 84 0.17
USA 1935 uUsD 16 1,023 210 0.19
Canada* 1935 CAD 9 852 106 0.12
Australia 1935 AUS Pound 15 167 34 0.17
New Zealand 1935 NZ pound 18 207 42 0.19

Sources: See appendix table A.7.3.

The coefficients of variation in Brazil in 1939 2@) and Chile in 1925 (0.23) were
considerably lower than in, respectively, 1920 @).8nd 1916 (0.30). In Argentina in 1937
the figure had increased slightly in comparisoi®7, from 0.22 to 0.24, but this may very
well relate to the wider coverage of the 1937 censu the US the figure of 0.19 in 1935
compares to 0.15 in 1914 and in Australia the #gaf 0.17 in 1935 compares to 0.18 in
1912. The 0.17 recorded for Uruguay in 1930 wasldlaest of all LAC’s included in this
sample. The figures for Peru (0.20) and Canad&)ave to be interpreted with some care,
since they relate to only nine sectors, which pbbgabut not necessarifff, understates the
comparative level of manufacturing wage inequality.

Altogether these results suggest that during ti8®'s9ndustrial wage differentials in
Latin America were neither extremely high nor extedy low in comparison to the NWC'’s.
However, the coefficient of variation of Colombi@.35) clearly deviated from the general
pattern, whereas the 0.52 of Mexico in 1930 candresidered as “extraordinary high”. Wage

81 When calculating the level of wage inequality lretUS among the nine sectors listed in the
Canadian census, the coefficient of variation is Oatich is actually slightly higher than the 16 sector
presented in table 6.3! A lower number of sectorssdu# necessarily result in a compression of the
observed wage gaps. It crucially depends on whethersectors at the low and top end of the
distribution are separately included or not. Comlgiréectors in the middle of the distribution can have
an enlarging effect on the variation measured bytlegficient of variation (this is what happened with
the US 9-sector estimate).
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gaps in the latter country were especially causethe ceramics, leather and food industries

at the lower end and the oil refining and graphduistries at the outer end.

There is additional support for the view thadthin Latin America, country-specific wage

differentials varied largely during the interwaraye. A wage survey of October 1938 lists the
hourly wages of 30 different occupations in eigffftedent sectors in six major cities: Buenos
Aires, Santiago de Chile, Bogota, New York, Sydiaeyg Ottawa (Migone et.al. 1940: pp.
419-24). The wage data refer to detailed job dp8oris, a strictly demarcated geographical
area, and also explicitly distinguishes unskilled askilled occupations. This survey thus
offers the possibility to calculate wage differatgiand skill-premiums controlled for the type
of occupation and the sector of employment. A disathge of this source is that for the
coverage for New York is incomplete. Table 6.4 camg the levels of wage inequality
among all the listed type of occupations as wellaasong eight types of workers in the

construction sector.

Table 6.4: Average hourly wage differentials in Buros Aires, Santiago de Chile, Bogota,
New York, Sydney and Ottawa, October 1938

No. of
occup. Mean wage Stand. Dev. Coeff. Var.
All industries
Buenos Aires Peso m/n 27 0.92 0.26 0.28
Santiago Peso 30 1.85 0.51 0.27
Bogota Peso 29 0.24 0.14 0.60
New York usb 16 1.45 0.44 0.31
Sydney Aus pence 29 27.82 3.83 0.14
Ottawa CAD 29 0.59 0.18 0.30
Construction industry

Buenos Aires Peso m/n 8 0.11 0.85 0.13
Santiago Peso 8 0.22 1.75 0.13
Bogota Peso 8 0.06 0.21 0.30
New York usD 8 0.29 1.73 0.17
Sydney Aus pence 7 4.54 29.93 0.15
Ottawa CAD 8 0.19 0.73 0.27

Source: Migone, R.C., Aberastury, M., Fuente, BEirréispe, J.E. (1940nteramerican Statistical
Yearbook 1940Macmillan: New York; Freitas Bastos: Rio de Janipm,419-24

Note: The eight occupational categories are 1) rgichl engineering, 2) construction, 3) furniture
making, 4) printing and bookbinding, 5) bakery, &cgical power distribution, 7) transport and 8)
local authorities; the eight types of construction keos are 1) bricklayers and masons, 2) structural
iron workers, 3) concrete workers, 4) carpenters jaiters, 5) painters, 6) plumbers, 7) electrical
fitters and 8) unskilled labourers

Table 6.4 shows that in the Latin American capiiia€ Buenos Aires (0.28) and Santiago de
Chile (0.27) the estimated levels of wage inequaliere comparable to New York (0.31) and

Ottawa (0.30), whereas in Sydney the inter-industage differentials appeared to have been
markedly smaller (0.15). Second, and also in linith whe results shown in table 6.3, Bogota

was a true outlier with a coefficient of variatioh0.60. When we compare the differences in
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pay between eight different occupations in the traotion industry, Buenos Aires and
Santiago de Chile again compare quite well to NesvkYand Sydney, while Bogota and
Ottawa deviate from the general pattern.

In five out of eight sectors the daily wage levaflsinskilled labourers were explicitly
reported. Figure 6.6 shows these unskilled wages percentage of the total average wage
level observed in the survey. In four of the fiviies the unskilled wages were typically
around 60 to 90% of the average wage. Such figueze also recorded in Uruguay in 1930
(Ministerio de Industrias y Trabajo 1955). Thesaliings suggest that the comparatively high
levels of inter-industry wage inequality in Bogaetére also reflected by high levels of wage

inequality between skilled and unskilled workershivi each sector.

Figure 6.6: Hourly wage of unskilled labourers in ive industries as a percentage share
of the observed average wage in Buenos Aires, Sago de Chile, Bogota, Sydney and
Ottawa, October 1938
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Source: Migone, R.C., Aberastury, M., Fuente, Eirréispe, J.E. (1940nteramerican Statistical
Yearbook 1940Macmillan: New York; Freitas Bastos: Rio de Janipm,419-24

The Compendio de Estadisticas Historicas de Colonthiautia Montoya and Arrubla 1970)
offers further support for the conclusion that Isgiemiums in Bogota (and probably
Colombia as a whole) were significantly higher thengentina and Chile in the 1930’s. The
daily and monthly wages of blue-collar workers amHite-collar employees engaged in
public administration show that unskilled labourépeone¥ earned around 45% of the
monthly salary of the average clerical worker, viahis more or less in line with the levels

presented in figure 6.6.
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In sum, in most of LAC’s observed here, and espligcihe southern cone countries, urban
wage differentials were not markedly higher tharha rest of the New World before 1940.
Where they were any larger before 1920, as in Beamd Chile, these wage gaps diminished
in the 1920’s and 1930’s. The Gini-coefficient ofgeainequality in Buenos Aires in 1917
indicates that wage inequality was certainly nanajor cause of high levels of personal
income inequality, on the contrary. An increasihgre of urban labour income in the overall
national income, for example due to the rise of veskilled wages relative to land rents (as
shown in section 6.2), has had a curtailing eféectotal income inequality, ceteris paribus. In
Mexico and Colombia higher levels of wage inegyalere found, indicating that the intra-
regional differences in the structure of the fumtii income distribution were large.
Additional research is needed to account for tbiglnle difference. We may think of various
possible explanations of which | find the followirthe most convincing. The relative
abundance (scarcity) of unskilled labour in Mexias compared to such countries as
Argentina, Brazil, Chile and Uruguay kept down tletative levels of real urban unskilled
wages, while the absence of a large pool of uregkithbour in the latter countries reduced the
gap. Second, Mexico was and still is characterisgdarge regional economic disparities,
which may have been translated in a larger intéustry dispersion of wages. This argument
especially holds when we compare Mexico to the mondie homogenous economies of
Argentina or Uruguay, but fails to hold when congzhto Brazil for instance. Moreover, this
argument definitely fails to explain why wage inality in Bogota was significantly higher
than in Santiago de Chile. All together it just meethat the rewards for labour in the

Southern cone countries were remarkably evenlyilliged before 1940.

6.4 The capital intensity of production before 1950

In 1940 the share of urban wages in national incaras considerably higher than in 1870
and the share of land rents had declined. What tatimi share of capital income? An
increasing stock of capital per worker is one @&f thain pillars of modern economic growth.
The investments in machinery and transport equipnmerural and urban industries together
with the expansion of transport and communicatidrastructure (railways, ports, telegraph)
fundamentally changed the organisation of produacdiod trade in Latin America.

To analyse the distributive consequences of capta@imulation one would, ideally,
want to trace the changes in the relative shamapital income in national income as well as
the distribution of capital incomper se(the latter depending on the ownership structdire o
capital). Yet, the scarcity of this kind of (histml) information is notorious in inequality

studies (Atkinson 1997). One of the most promisiagues to tackle this issue is to focus on
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trends in taxation. Tax assessments usually diffetenbetween various groups of tax payers
and this enables the distinction between variotisgoaies of income earners. Assuming that
in the top income groups a large share of incomnmsists of capital rents and entrepreneurial
profits, the movements in top incomes tell us stinegt about the impact of changes in
capital income in the overall distribution of incenfLindert and Williamson 1980, Soltow

and van Zanden 1998, Picketty 2003 and 2006). Fisrresearch project an analysis of
country-specific tax assessments was not feast#t. besides practical considerations, this
approach is also less useful for the specific adseatin America, because its tax systems
heavily leaned on tariff revenues rather than veatt factor income taxes (Engerman and
Sokoloff 2005)*

When dropping the pretension that we could agtugllantify something like “a
capital income distributionin the way it was done for wage income in the gresisection,
we can start looking for more impressionistic methto get a feel for the role of capital in
early 2¢" century Latin American income inequality. Histadiditerature complemented by
various quantitative sources can, at least, telsarmething about the comparative capital-
intensity of production, the extent of concentmatiof capital ownership and the relative

shares of labour and capital income in the indaissector.

When assessing the distributive characteristic®ofresidential capital formation since 1870
it is useful to make a crude distinction betweepitedinvestments related to the export sector
and investments in the domestic market orientetbsecThe first type of investments, which
constituted the bulk of fixed capital formation bef 1929, was primarily channeled towards
transport infrastructure and equipment linking ka&undiasto the world market. Before the
Great Depression a large share of these investmemtseither directly conducted by foreign
investors of European (mainly British) and North éngan origin, or indirectly, with the help
of foreign financial institutions (Taylor 2003: p74). Especially the development of the
railway system, requiring enormous sums of capdapended on overseas capital markets
complemented by domestic public funds (Summerl8B8. and 2006). This implied that a
large part of the capital rents (in case they vpergtive) was transferred to foreign investors
and had no impact on the national distributiomnabime.

For the capital investments related to the domeastrket the picture is harder to
assemble and probably more complicated. Some datm findustrial surveys may
nevertheless help to derive some tendencies. Tableshows the number of workers per

82 According to Engerman and Sokoloff the developnuértypical Latin American tax institutions is
directly related to the colonial heritage of inelifya Since a great deal of national wealth was
concentrated in the hands of an overlapping politea economic elite the incentives to tax wealth
and property income were adverse. The taxatioraditrand specifically imports, shifted the burden to
consumers of imported commaodities.
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establishment and the amount of horse power isst@ér worker in the industrial sector (see
the last two columns of the table) in the most adea industrial LAC’s and three NWC's
between 1895 and 1939. These figures offer a cdmg@eession of the comparative size and
capital-intensity of industrial production. Tablé&&hows that in terms of establishment size
and installed horse power capacity industrial fiim$.AC’s were, on average, smaller and
less mechanized than in the NWC'’s (Lewis 1986, H2066)%*

Table 6.5: Four measures of relative capital inteny of the industrial sector in
Argentina, Brazil, Chile, Mexico, Uruguay, USA, Carada and Australia, 1895-1939

horse power workers per horse power
year Establishments Workers installed establishment per worker
Argentina 1895 24,114 174,782 60,033 7.2 0.34
1913 48,779 410,201 678,757 8.4 1.65
1935 37,362 437,816 1,026,086 11.7 2.34
Brazil 1920 13,336 275,512 310,424 20.7 1.13
1939 49,418 781,185 15.8
Chile 1910 5,267 71,060 59,059 135 0.83
Mexico 1930 48,850 318,763 1,116,594 6.5 3.50
Uruguay 1930 7,083 70,482 10.0
USA 1914 271,822 7,015,136 22,264,343 25.8 3.17
1925 187,390 8,384,261 35,772,628 44.7 4.27
1935 169,111 7,378,845 42,869,393 43.6 5.81
Canada 1910 19,218 471,126 24.5
1925 22,331 544,225 2,888,164 24.4 531
1935 24,450 567,416 4,346,775 23.2 7.66
Australia 1912 14,707 310,167 389,840 211 1.26
1923 20,189 429,990 1,110,774 21.3 2.58
1935 24,894 492,771 2,146,889 19.8 4.36

Source: See appendix table A.7.3

There is ample empirical literature showing thae theal surge in industrial capital

accumulation has taken place in the period betwE#t0 and 1980. Before 1940 scale-
intensification occurred particularly in the raw ter@als and food exporting sectors such as
the sugar, coffee and meat industries and in difates and metals. In the industries
producing for the domestic market, such as the imgwcement and cotton and textiles
industries, the number of establishments employingre than hundred workers also
increased (Lewis 1986, Haber 2006), whereas indlisturveys show that glass and paper

industries expanded in size to between 20 and 58es® per establishment. An analysis of

8 These figures are in line with those presented by $ €¥890: pp.36-7 and 299, see also Haber 2006:
p. 546), who shows that the amount of workers pembksienent in Argentina increased until 1943
(13.7) and thereafter started to decrease modestl@.fioin 1974. According to Lewis the amount of
horse power per worker in Argentina increased froBni0.1895 to 2.4 in 1939 and further to 4.4 in
1974.
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textile machinery imports in Brazil and Mexico showhat the expansion of one of the
prominent domestically oriented industrial sectdsefore 1940 was substantial, but
incomparable to the pace observed in the advaneedsirialising countries in Western
Europe, Japan and the New World (Haber 2006: p.a6656559). Figures for Argentina, the
most advanced Latin American economy in the early @htury, show that investments in
the industrial started to increase rapidly aftet@ @raylor 2003: p. 171 and 186).

Hofman’s research (1998) on comparative levels agital stock provides a more
comprehensive view of the relative capital-intengiff Latin American economies. The
earliest year for which Hofman’s aggregate capitaick estimates are available is 1950.
Table 6.6 shows the comparative levels of the thlwemponents of the capital stock
(expressed in per capita levels) in Argentina, Br&hile, Colombia, Mexico and Venezuela
relative to the USA. The per capita capital stakels are denoted in international dollars of
1980.

Table 6.6: Relative levels of capital stock per caga in Argentina, Brazil, Chile,
Colombia, Mexico, Venezuela and USA, 1950 (internianal dollars 1980)

Total capital Infrastructural Machinery & Residential
stock % capital % equipment per capital %
1950 per capita USA per capita USA capita % USA per capita USA
Argentina 6,415 0.25 2,168 0.18 685 0.12 3,562 0.41
Brazil 1,235 0.05 346 0.03 406 0.07 483 0.06
Chile 6,096 0.23 3,494 0.29 721 0.13 1,881 0.22
Colombia 3,596 0.14 2,238 0.19 262 0.05 1,095 0.13
Mexico 2,231 0.09 1,483 0.12 248 0.04 500 0.06
Venezuela 5,132 0.20 2,362 0.20 2,191 0.40 579 0.07
USA 26,168 1.00 11,967 1.00 5,536 1.00 8,665 1.00

Source: Hofman, A. (1998)atin American Economic Development. A Causal Analysisistorical
Perspective Groningen Growth and Development Centre Monogr8phes, No. 3, University of
Groningen, pp. 92-3

Expressed as a percentage share of the USA, tilepttcapita capital stock of Argentina in
1950 is 25%, in Chile 23%, in Venezuela 20%, inddabia 14%, in Mexico 9% and in Brazil
5%. In four of the six LAC’s the shares of machinand equipment are even substantially
lower, only slightly higher in Brazil (7%) and suastially higher in Venezuela (40%)In
other words, there was a comparative bias towarfiastructural and residential capital as
opposed to investments in machinery and equipndgice, the composition of the capital
stock in 1950 still reflected the traits of the @gport economy, rather than the increasing

capital intensity of the emerging industrial ecoyom

8 The lion-share of the machinery and equipment investsnin Venezuela had taken place in the
disproportionately large oil sector (Hofman 1998: 4$p-8).
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Hofman'’s estimates further indicate that, in thargebetween 1950 and 1980, the per
capita stock of machinery and equipment increaseduah a speed that the LAC's
accomplished a considerable catching-up with UIlteVFor instance, the relative share of
Argentina versus the USA increased from 12 to 20fé Brazil-US share rose from 7 to 14%
and the Mexico-US share even jumped from 4 to 2084, during the recession of the 1980’s
investments in machinery and equipment plungedatatge part of the gained terrain was

lost again.

Now that an impression of the dimensions and timohgndustrial capital formation in the
20" century has been obtained, the question ariseghaét is possible to get some
impression of its distributive implications as wélhe logic of Kuznet's hypothesis is based
on the idea that in the early stages of the inéhlis@ation process a new type of economic
dualism occurs, which has a polarizing effect aa distribution of income between the rural
and urban as well as within the urban economy (Ktszri955). The introduction of new
industrial production techniques sharpens the eshtbetween rural and urban means and
methods of production as it also sharpens the asntretween traditional artisan trades,
producing their handicrafts in small workshopbrgje) on the basis of “old fashioned” or
obsolete technologies, and capital-intensive eris&® using modern technologies in a
factory-system. Yet, a certain level of dualismtire organisation of industrial capitalist
production is characteristic for all industrialigicountries (Chandler 1990). The industrial
sectors in LAC’s were no exception to that rulee Thal question is, were there any specific
Latin American features which more strongly emphedithe dualist nature of industrial
production? From a historical perspective thereatdeast two reasons why this indeed may
be the case.

First, the largest industrial profit potential sl in resource-intensive industries. In
these industries the possibilities for large-siaestments often were the exclusive privilege
of those who controlled the key (mineral) resouraed disposed of the financial means and
the political network that were necessary to hugiltan industrial imperia. In an institutional
environment promoting liberal entrepreneurship, yatintaining market imperfections and
assisting social and political discrimination, ieasing outlets for profitable investments
easily lead to a large concentration of industdapital in the hands of a small group of
investors-entrepreneurs.

The second reason is intimately related to the forangument. The facilities to set
up industrial enterprises from scratch remaineceteleloped. Access barriers to education
and capital loans were prohibitive for a large pafrtthe population and the connections
needed to overcome bureaucratic and legal hurdhlaained beyond reach for many would be

entrepreneurs as well. This is not to suggest tteaetwere no chances to set up and develop
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manufacturing firms, but rather that in a politieadd economic climate where monopolistic
control prevails, the incentive structure is likétyinduce a certain degree of polarisation in
private industrial capital formation.

If this was the case, such would be revealed,aat l®® some extent, in inter-industry
labour productivity differentials and this is ardicator we can obtain some data for as well.
Table 6.7 shows the manufacturing sector laboudymtivity differentials in five LAC's and
three NWC's in several benchmark years between Ht131939. The table further presents
the ratio of energy expenses over the compensafiamployees and the compensation of
employees as a percentage share of total valueladtiese three indicators tell something
about the relative labour, energy and capital-isitgnof production. They also give an
impression of the relative share of the factor tsh@is compared to the factor labour in total

manufacturing value added.

Table 6.7: Inter-industry labour productivity diffe rentials in the manufacturing sector
and the relative shares of energy and labour expees: Argentina, Brazil, Chile, Mexico,
Uruguay, USA, Canada and Australia, 1913-1939

labour productivity energy expenses / compensation of employees /
year sectors differentials compensation of employees value added
no. coefficient of variation ratio ratio
Argentina 1913 10 0.29 0.34
1935 22 0.72 0.25 0.39
Brazil 1920 13 0.35 0.17 0.26
1939 20 0.58 0.24 0.21
Chile 1910 17 0.43 0.13 0.30
1925* 17 0.62 0.29 0.32
Mexico 1930 18 0.70 0.20 0.33
Uruguay 1930 19 0.34 0.38
USA 1914 16 0.40 0.41
1925 16 0.32 0.40
1935 15 0.45 0.39
Canada 1910 15 0.60 0.35
1925 9 0.30 0.10 0.44
1935 9 0.32 0.14 0.43
Australia 1912 17 0.37 0.09 0.56
1923 19 0.40 0.13 0.51
1935 15 0.40 0.16 0.44

Source: see appendix table A.7.3.
Note: * In Chile in 1925 only establishments witheiiployees or more are included.

The comparative perspective again raises someesiirg observations. The figures show
that labour productivity differentials in ArgentinBrazil and Chile were initially lower than
in the USA and Australia, but increased to considgr higher levels than in the latter

countries during the interwar years. This findinggests that the industrialisation process in
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the LAC’s contributed to an increasing extent oflcuma in the urban industrial economy. It
should further be noted that within Latin Amerithe productivity differentials during the
inter bellum varied largely, for instance betweeexito and Uruguay in 1930.

The contrast between the LAC’s and the NWC'’s algmears in relative labour and
energy costs. Despite the fact that the level sfailfed horse power capacity per industrial
worker was lower in all the observed LAC's, theatidle expenses for fuels, gas and
electricity as opposed to the expenses on wagessaladies (including all other kinds of
labour remunerations) were higher than in the ttN@éC’s. The comparatively low share of
labour compensation in value added indicates thkitive factor income shares in Latin
America were biased towards the factor capital.

Apart from the legacy of monopolistic competitidghese outcomes are related to a
combination of three other factors. First, the leeé human capital employed in the
production process was lower in the LAC's, resgltin lower relative remuneration levels.
Second, and directly related to the former argumér relative bargaining position of
industrial labourers (as opposed to capital owaes employers) in LAC's was weaker than
in the NWC'’s. Third, higher relative shares of ¢apincome reflect higher levels of rent to

compensate for higher levels of investment risks.

In sum, the process of capital accumulation, aretifipally industrial capital accumulation
before 1940, are likely to have created a new tgpeeconomic dualism, reflected by
relatively large productivity differentials and,sequently, a relatively large polarisation in
the ownership of capital. The labour income sharenanmufacturing value added remained
comparatively low. On the other hand, the scaleirafustrial expansion and capital
accumulation remained limited before 1940 and gdapart of capital investments were
foreign owned. Taking these observations togettreng conjectures regarding the effect of
industrial capital accumulation on interpersonaloime inequality are hard to make. This

obviously requires additional and more detaile@aesh.

6.5 Conclusion

During the first stage of modern economic growthLetin America the structure of the
functional income distribution changed fundamenmtatlhis chapter has investigated some of
the distributive changes in factor income to asskesconjectures on the personal income
inequality trend discussed in chapter five. Sucteapirical analysis obviously copes with
severe limitations in terms of the number of coestrand benchmark years for which

comparative historical income data is availableywa$i as the limited coverage of economic
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sectors and production factors in historical sosirééevertheless, some of the main results
may complement the work of Williamson and co-authon which a substantial part of the
unfolded argumentation has relied.

Probably the most important result is that, from iaternational comparative
perspective, the levels of urban wage inequalifyeap to have been relatively modest in a
considerable number of LAC’s, and in particulathie southern cone countries. Moreover, in
some LACs’, such as Brazil and Chile, a tendengyatds declining wage inequality during
the 1920’s and 1930’s was established. For Meximb @olumbia distinctively higher levels
of urban wage inequality were recorded. Understantlie causes of this surprisingly large
intra-regional variation requires additional resbarMy guess is that it primarily reflects
differences in the relative surplus of unskilleddar.

The increasing importance of the factor capitalindustrial and total economic
production is inextricably connected with the prx®f urbanisation and industrialisation.
Increasing rates of capital-intensity were recordadthe basis of industrial surveys. These
sources indicated that the amount of installed ciapper worker (i.e. machinery and energy-
intensity) lagged considerably behind US levelol®fl950. Moreover, in comparison to the
USA a larger share of the capital stock consistedesidential and infrastructural capital,
rather than machinery and equipment. Given the doeapital and energy-intensity in
industrial production, the expenses on energy hadeémunerations of the factor capital were
comparatively high in relation to the compensatbtabour.

The conjectured implications of these results foe wecular trend of income
inequality before 1940 are as follows: income iradiy was not driven by large disparities in
wages. Rather, the dichotomy between a select gafufarge capital owners and an
expanding group of unskilled labourers played tivetal role in the distribution of national
income. This type of dualism was present in Latinefican rural areas (Bauer 1986), but
growing productivity differentials suggest thataliso became a major characteristic of the
organisation of the urban industrial sector befo®d0. Putting both perspectives together,
that is the modest levels of wage inequality areddbmparatively large discrepancies in the
remuneration of labour and capital, the sharp hgmioint observed in the ratio of real urban
unskilled wages versus real GDP per capita aro@i® s a very important result. It strongly
suggests that the relative share of the ratherlgwistributed labour income in total national
income rises, with declining levels of personaloime inequality between 1919 and 1940 as
the most likely consequence.

This turning point in the secular trend of inequalg the result of a combination of
factors, which has occurred only in the economycalbre advanced LAC'’s. The period of
export led-growth enhanced economic dynamics andtstral change. At the eve of the First

World War, the traditional colonial outlook of theatin American economy had changed
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dramatically. The process of urbanisation and inthlsation created the conditions for the
labour movement to gain political influence. Govaamt intervention in the wage structure
took place in response to the changing balanceowfep between labour and capital. The
momentum was created by the deep global econondigalitical crises in the years 1914-
1921. The subsequent change in the direction of@oanpolicy in the wake of the Great
Depression, created the economic environment irchvkiie protection of urban industrial
wage earners could be maintained without the presstiglobal competitive forces. In the
next chapter | will argue that complementary referim the distribution of land, the capital
market institutions and particularly the policie®moting the development of human capital,
were too weak to provide these redistributive peticwith a solid long run economic

foundation.
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Chapter 7

Exploring the Recent Rise in Income Inequality in latin
America, 1940-2000

7.1 Introduction

Since the early 1980’'s income inequality in theargj of LAC’s has markedly increased in
comparison to the early post-war era (Deininger @qdire 1996, Morley 2001, World Bank
2004, Székely and Montes 2006). This trend is Hatetd by the average decadal Gini-
coefficients in twenty LAC’s from 1950 to 2002 inbta 7.1. This “recent rise” in Latin
American income inequality was not an isolated pineenon. Itsproximate causesvere
largely similar to those in many OECD countries:lldkinsed technological change in
combination with eroding protectionist labour madrkestitutions and increasing global
competition in markets for labour intensive comntiegi (Morrisson 2000, Gottschalk and
Smeeding 2000 Londofio and Székely 2000, Berman. €i98B). Yet, the initial levels of
income inequality in LAC’s were much higher thantfire OECD countries and thdtimate
causesof the recent rise can only be understood agéiresbackground of the specific Latin
American type of economic development in th& 26ntury.

One of the most peculiar features of the Latin Agsridevelopment trajectory is the
great transition in relative labour endowments. Tgtwut its colonial and early post-colonial
past Latin American economies were coping with lalsmarcity problems. Chapter two and
three have shown how the institutional responseshts problem contributed to the
institutionalisation of inequalityin the Spanish America. Yet, at present all LAG®
characterised by large surpluses in the supplpwidkilled labour. Whereas at the start of the
20" century the region was still one of the main labioumigration areas, it has now turned
into one of the main labour emigration areas inwheld. In this chapter | argue that the
dramatic changes in the size, sector and skill amitipn of the labour force reflected and
induced increasing income and productivity difféi@s in the urban economies of Latin
America.

First it is shown that the urban informal sectorliAC’s expanded rapidly in the
second half of the J0century. The sweeping growth of the urban poputatiargely
exceeded the capacity of the urban economy toecmaatre productive jobs. Since informal

sector workers hardly benefited from the proteétibwage policies that were part of the ISI
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development strategy, the expansion of the urb&orrmal economy not only reflected a
polarisation in the production structure of the amrbeconomy, but also enhanced the
dispersion of urban income levels. Second it iswshdhat urban wage inequality in the
formal sector increased rapidly in the last quasfehe 28' century in comparison to the pre-
war levels discussed in chapter six as well ageels observed in other NWC's in the same

period.

Table 7.1: Gini-coefficients of income inequalitydecadal averages for Latin American
countries, 1950-2002

1950's 1960's 1970's 1980's 1990's 2000-2
Argentina 43.7 37.2 42.4 46.6 52.3
Bolivia 50.5 52 58.7 59.1
Brazil (1) 49.1 55.1 60.1 59 59.4 61.2
Chile (2) 46.1 48.5 54.5 54.5 58.2
Colombia (3) 57.8 54.7 50.8 56.4 57.4
Costa Rica (4) 50 47.1 455 47.1 50.1
Cuba 51.9 354 27.7
Dominican republic 47.2 45 48 49
Ecuador 43.7 53.9 56
El Salvador 50.8 43.9 53.1 53.8
Guatemala 47.4 57.6 54 59.8
Honduras 62 58.8 55.3
Jamaica 56 55.4 49.5 47.6 38.6
Mexico (5) 53 55.5 51.6 49.9 54.6 53
Nicaragua 53.8 54.2
Panama (6) 51.4 49.8 54.4 55.9 57.8
Paraguay 45.1 58.2
Peru (7) 57.6 56.9 57 49.3 49.3
Uruguay (8) 38.8 42.8 41.1 437 445
Venezuela (9) 45.3 40.8 42.9 475 45.8
Latin American average overall 50.7 50.3 47.3 50.1 52.6 53.2
Latin American average (9 countries) 50.8 50.3 5. 52.0 53.0

Source: UNU/WIDERWorld Income Inequality Databag@/IID) 2.0a, June 2005.

Notes: These decadal average Gini-coefficients ased on estimates with a high-quality rating, a
national population coverage of either individuédsuseholds or the total labour force including lrura
and urban areas. To expand the dataset the folloingptions were tolerated: Argentina 1970-2000
urban inequality; Bolivia 1960 low quality data,80Burban inequality; Brazil 1950 low quality; Chile
1970 urban inequality; Colombia 1960 low quality; fBinican Republic 1960 urban inequality; El
Salvador 1960 low quality; Panama 1960 low qualityyguay 1960-2000 urban inequality; Venezuela
1960 low quality.

The main argument is that both interrelated phemamege the ultimate consequence of a
mismatch between the pace of institutional refanrthe 28' century on the one hand and the,
literally overwhelming, dynamics of demographic gth, urbanisation and global economic
and technological change on the other hand. Ingodat it is argued that Latin American
states failed to complement redistributive inconadiges since the 1920’s with policies to

redistribute assets and remove factor market irepgdns. The failure to redistribute land, to
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remove capital market imperfections and to imprthe quality of public education left the

Latin American economies behind with structural kvessses. The unequal skill composition
of the labour force constrained its modernisatioteptial. Eventually this mismatch led to
the maintenance of the dualistic outlook of theakueconomy, and contributed to the
increasing polarisation of the income and producsivucture of the urban economy.

In section 7.2 the timing and extent of demograpiowth and urbanisation are
discussed in relation to the rapid expansion ofuitiian informal sector. Section 7.3 analyses
the long run trends in the distribution of urbangeancome in the formal sector. In section
7.5 the historical explanation for the observedsim urban wage inequality will be unfolded.

Section 7.6 presents the conclusion.

7.2 Demographic growth, structural change and tise of the urban informal sector, 1930-
2000

The four decades between 1940 and 1980 are gsnemaisidered as the pinnacle of the
Latin American industrialisation and urbanisatiorogess. Apart from some temporary
setbacks, rates of economic growth reached animadl high and also in terms of social
development this period has been regarded as higintgessful during the P0century
(Astorga et al. 2005, Thorp 1998). Table 1.1 initlieoduction shows that, between 1950 and
1973, Latin American GDP grew at an average anraialof 5.3% and population by 2.8%,
resulting in an average rate of per capita inconosvth of 2.6%. Not only the rates of GDP
growth and GDP per capita growth were higher thaar before, population growth reached
its peak in these years well. Table 7.2 illustrébesmagnitude and timing of the demographic
transition in Latin America: the peak years of papioin growth, the rates of growth during
these years, the growth rates during the wholeger®50-1973 and, in the last two columns,
the growth rates of the age cohort 0-14 in the pests and the share this cohort attained in
total population.

Table 7.2 shows that population growth reachedeitstk in the decade between 1955
and 1965. A combination of high fertility rates amapidly decreasing mortality rates
(especially reduced child mortality rates) led teeord growth rate of 2.9% in the years 1959
and 1960. Although Brazil and Mexico weigh heavitythis composite growth rate, the far
majority of LAC’s witnessed extraordinary growthtaa around these years. Venezuela tops
the list, with an annual average growth rate of@l8etween 1950 and 1973, a peak of 4.3%
between 1952 and 1955 and a cohort 0-14 share%f @@mpared by world standards, these

growth rates were very high. For instance, the Saharan African composite population
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growth rate peaked at 2.9% in the 1980’'s, with ga eohort 0-14 share of approximately
45% around 1985 (UNWorld Population Prospect2004)%°

Table 7.2: Demographic growth in Latin America, 199-1973

average annual average annual  average annual % % share of
peak years of % growth of % growth of growth of population  population in age
population growth population population age cohort 0-14 cohort 0-14
(1950-1973) (in peak years) (in peak years) péak years)
Argentina pre 1913; 1923/24 1.7 3.6
Brazil 1954/66 29 3.0 35 43.7
Chile 1959/61 2.1 25 3.1 40.5
Colombia 1957/61 3.0 3.3 3.9 46.7
Mexico 1959/61 31 3.3 3.7 46.7
Peru 1961/66 27 2.9 3.3 44.1
Uruguay pre 1913; 1925/29 1.1 2.4
Venezuela 1952/55 3.8 4.3 4.7 46.4
Latin America total (47) 1959/60 2.7 2.9 3.3 42.9

Sources: UN,World Population Prospects 2004vww.esa.un.org/unpp/ Maddison (2003)for
Argentina and Uruguay.

The culmination of demographic expansion in theadechbetween 1955 and 1965 resulted in
a growth peak of the labour force after a timedfgapproximately, a decade and a half. For
instance, between 1970 and 1985 the labour for&raail increased at an annual average of
4.1%, in Mexico at 4.6% and in Costa Rica at 3.86DC, Total Economy Database
January 2007). The composite aggregate estimatedf.O gives a 3.1% growth rate for the
entire region in the 1970's and a growth rate 6@in the 1980’s, as compared to 2.6% in
the 1960’s and 2.1% in the 1950’s (ILO 1997: no.39¢. 19). Central America, taken as a
separate region, even recorded a growth rate &6 ;.1the 1970's.

High rates of labour force growth were not only szdi by changes in fertility and
mortality, but also by comparatively strong incresaén female participation rates. The shift
of women from household occupations to the forraabur market reflects the sway of social
change and economic growth that blew across Latmerca. Figure 7.1 shows the
comparative trend in female crude activity ratea®s€ major regions in the world. The figure
shows that in the 1950’s female participation rafiesthe formal labour market) were
comparable to the notoriously low female partidipatrates in the Middle East. The crude
female participation rate increased from 16% inQ%3 30% in 2000 (ILO 1997). This
process had already started in the 1950’s, wheralteeramployment figures grew at an

average annual rate of 2.7%, compared to 1.9% é&or. im the 1960’s the growth rate jumped

8 Argentina and Uruguay were notable outliers from tdommon Latin pattern. As a result of the
Atlantic migration wave, their rates of populatiorogth in the period 1870 to 1913 largely exceeded
the “natural” growth rates of the 1950’s and 1960'e Timing of the peak in population growth in

Argentina and Uruguay more closely resembled the N8AI@in that of their neighbour countries.
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to 3.8% and in the 1970’s, again, to 4.9%, compaoed.2% and 2.5% for men. Since the
1960’s, the rise in female participation rates egponded with a steady decline in crude birth

rates.

Figure 7.1: Female crude participation rates in petentages, regional averages, 1950-
2000
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No doubt the changes in the size and the age amtkgeomposition of the labour force were
vast. But what really made this transition so puoi was the corresponding flow of rural-
urban migration. Table 7.3 shows the relative ayerannual growth of the urban and rural
population in Latin America between 1950 and 200% Table demonstrates that, at least
from 1950 until 1980, the difference in growth ratas a staggering 3.0%, and in some
countries even notably higher. Consequently, albsatumbers of agricultural employment
started to decline in the late 1960's and the gnorate of the rural population declined to
near zero during the 1970’s (ILO 1997, GGDC 200He share of the urban population in
the total population increased from ca. 44% inghdy 1950's to over 70% in the 1990’s.
Such rates of transition are extraordinary high amd comparable with those
recorded in present-day China (UN 2004). In comtiasSouth East Asian countries such as
Malaysia, Indonesia, Thailand and the Philippifesrural population continued to grow until
the end of the 2D century or even until present. Although populatgmewth rates in the

1960'’s in most of these countries were comparalille WAC’s such as Brazil and Mexico,
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the relative share of the rural population in tqtapulation was higher and declined at a
substantially slower pace (UN 2004). Whereas innL&merica the entire growth of the

population was absorbed by the urban areas (andeqaent labour force growth was
absorbed by the urban economy), in South East Amaabsorptive capacity of the rural

sectors proved to be much higher.

Table 7.3: Population growth in rural and urban areas, total Latin America, 1950-2005

Average annual % Average annual % % difference between % share of urban
growth of urban growth of rural urban and rural population  population in total
population population growth population

1951/55 4.3 1.3 3.0 43.8
1956/60 4.3 1.3 3.0 475
1961/65 4.3 11 3.2 51.4
1966/70 4.0 0.8 3.3 55.5
1971/75 3.8 0.6 3.2 59.4
1976/80 35 0.3 3.1 63.2
1981/85 3.1 0.2 2.9 66.6
1986/90 2.8 -0.1 2.8 69.7
1991/95 2.3 0.1 2.2 72.3
1996/00 2.2 -0.2 2.3 745
2001/05 2.0 -0.3 2.3 76.6

Source: UNWorld Population Prospects 2004ww.esa.urorg/unpp/

Regarding the sharp distinction in relative land@mments of both regions this is actually a
counterintuitive outcome. Despite the abundanckmd endowments in Latin America, the
prevailing perspectives of life and work in the ntryside could not prevent the migration of
rural workers to the urban areas. In the land scaconomies of South East Asia a large share
of the growing population is able to earn a livinghe countryside. Obviously, a shortage of
land can not explain why people in Latin Americaeabso often for an uncertain adventure in
the city.

Alternative explanations have been implicitly aslfed in chapters two and three.
The rigidity of rural land and labour market ingtibns, which were ultimately designed to
coerce the rural workforce, to preserve low ruedldur costs and to sustain the prevailing
structure of land distribution, can not have acésda stimulus to stay in the countryside
(Huber and Safford 1995, de Janvry and Sadoule2)20® addition, urban-biased ISl policies
enlarged the attractiveness of the city (CardosbHelwege 1992). And finally, the extensive
farming tradition in large parts of Latin Americaeatly favoured investments in the
mechanisation of production. Hence, the absolutalb®u of workers per hectare declined,
while in South East Asia the relative labour intgnéncreased (Hayami and Ruttan 1985,
Kay 2001).
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Due to the combined forces of demographic growttl mural-urban migration the
demand of new generations of urban workers for inguspublic services (infrastructure
(sewage), health, education) and employment ineceasormously. Taking into account the
complexity of the political systems and the rathew effectiveness of state bureaucracy,
these demands could only be met as long as theoegoand, especially the number of jobs
in urban sectors, continued to expand at high r&aeesh a scenario prevailed in most LAC'’s
until the 1970’s, but at the time that the urbdvolar force grew faster then ever before, the
long phase of economic growth since the 1940’s danaefull stop.

Precise time-series estimates of the size of tharumformal sector are hard to obtain. The
problem is that the division between formal andinfal economic activities is shady and
informal sector activities are usually highly hegeneous. The Fifteenth International
Conference of Labour Statisticians (ICLS) has adoeresolution on the definition of
informal sector workers, stating that they predanity operate as self-employed workers or
in micro-enterprises with a low level of organisati with little division of labour and capital
and with informal labour relations, based mostly kinship, family ties or local social
contacts (ILO 1993).

This description largely fails to capture the essen€ the distinction between
“formal” and “informal” activities as a legal distition, but for statistical purposes it has
some practical advantages. In line with the ICLS th® has adopted an operational
definition in which urban informal sector employmesonsists of a combination of self-
employed and unpaid family workers (excluding adstiative, professionals and
technicians) and workers in micro-enterprises eimgglgss than 5 or 10 employees operating
on a wage or non-wage basis (ILO, Key Indicatorsthef Labour Market 2006 (KILM
indicator 7)).

For the empirical analysis of the urban informattse in LAC's parts of this
definition can be used to obtain consistent tinrmeeseand cross-country estimates. Since the
1930’'s the ILOYearbooks of Labour Statistiggrovide data on paid employees (wage
earners), unpaid family workers and self-employagn-account workers) in the core sectors
of the economy. Hence, the relative share of ugsdihemployed in the total labour force can
be obtained for a large number of benchmark yeara fL930 onwards. One may refine the
heterogeneous category of urban self-employed byrating the share of administrative,
professional and technical workers such as one-retil businesses, lawyers, notaries or
clergyman etcetera (see PREALC 1982). Yet, givenstiacity of these more detailed data
this would greatly reduce the number of observatiohn alternative option is to take the
entire category of urban self-employed and subtacéstimated fixed share of professional

and technical self-employed. A selection of the ldier economically most advanced
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countries demonstrates that the share of self-gragdldhas declined markedly since the
1930’s, and typically to a level between 7 to 10%the total labour forc& Table 7.4
illustrates this for the USA, Canada, UK, Frandee Netherlands, Sweden and Japan. Hence,

a figure of 7% appears to be a reasonable inforguiedstimate for adjustment purposes.

Table 7.4: The percentage share of urban self-empled in the total labour force in a

selection of economically advanced countries, 193@99

The
USA Canada UK France Netherlands Denmark Sweden Japan
1930/31 0.08 0.09 0.11 0.16 0.14 0.17 0.18 0.15
1960/71 0.07 0.08 0.07 0.11 0.11 0.11 0.06 0.13
1993/99 0.07 0.08 0.10 0.08 0.09 0.07 0.08 0.07

Source: ILO,Yearbook of Labour Statisticgarious issues 1936-2005.

A long run international comparison of the relatsteares of urban self-employed in Latin
America is presented in figure 7.2. The levels tnadds of five LAC’s, i.e. Chile, Costa Rica,
Mexico, Panama and Venezuela are pictured agdiastySA and Canada. This selection is
based on the comparative quality (availability aodnpatibility) of the labour force data in
the ILO statistics. The underlying data and add#ionotes on the construction of the time-
series are presented in appendix table A.7.1.

Figure 7.2 shows that the shares of urban self-eyegl in the observed LAC'’s were
much more in line with the shares in the USA andatia (and other OECD countries) during
the early post-war period than during the last wwapf the 28 century. Even more
remarkable is the fact that in all five LAC’s thlgap continued to widen without until the end
of the century. In Venezuela this trend had alrestdyted in the 1950’s, in Chile, Mexico and
Panama it had started in the 1960’s and only int&CB#ca it had started in the 1970's. For
instance, in Costa Rica, the difference with theAUS 1950 and 1973 was negligible
(between 1-3%), but it mounted to 15% in 2003 it filnree decades. The Mexican-US gap
increased from 2.5% in 1940 and 4% in 1950 to 1894970 and 17.5% in 2001. When
subtracting 7% from the Latin American figures vet gn indication of the relative size of the
urban informal sector. The most recent estimated.8%o for Chile, 15% for Costa Rica, 16%
for Mexico, 15% for Panama and 20% for VenezueldeWWas table 7.4 showed that the

share of urban self employed in the advanced indlistconomies declined substantially in

% It is important to note that people who are offigiaegistered as unemployed are not included in the
category of self-employed. For comparative purposes gbparation is adequate, as it distinguishes
unemployment fromundeemployment. Registered rates of unemployment in c@sntwithout
unemployment insurance are usually very low, sincestnpeople simply can not afford to be
unemployed and/or do not report themselves as beieqpioyed. In most of the OECD countries,
where a system of unemployment insurance exists (amdresponding registration), public security
partially prevents the development of informal sectivéies.
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the 20" century, at least since the 1930's, in Latin Anmeribe opposite trend can be
discerned.

The expansion of the urban informal sector appeainseta specific feature of the
Latin American development trajectory in thé"aentury: it occurred in all LAC’s (Cardoso
and Helwege 1992, Hillman 2005). The pace of demugc expansion and rural-urban
migration was not matched by the expansion of jobghe urban formal sector. The
concentration of urban income earners in low valdéed activities reflected a dramatic shift
in the production structure of Latin American ecomes. The traditional nature of economic
inequality, based on the dual structure of the mialorural economy was replaced by a new

type of dualism in the urban economy.
Figure 7.2: The percentage share of urban self empjed in the labour force in Chile,

Costa Rica, Mexico, Panama and Venezuela compared tioe USA and Canada, 1930-
2003
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Another way to explore the Latiiype of structural change is to look at the shifts etative
sectoral labour productivity levels. Figure 7.3gmets the long run trend in relative labour
productivity levels in agriculture, industry andngees in Mexico from 1985 to 2000. The

average level of labour productivity of the totabeomy is set at one. This graph illustrates
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an important “stylized fact” of the post-war tremdrelative sectoral productivity in Latin
America: a strong and sustained relative declindabbur productivity in services. In all
LAC's the service sector recorded the highest kwdllabour productivity around 1950 (de
Vries and Timmer 2007) and the Mexican figures ssgghis was also the situation in the
first half of the 28 century. Yet, in the second half of thé"2fentury an increasing share of

the Latin American labour force became engagedvinvalue added service activities.

Figure 7.3: Relative levels of sectoral labour prodictivity in Mexico, 1895-2000

(total economy average = 1.00)
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Sources: 1895 benchmark is retrieved from INEGI (}3B8adisticas Historicas de México, Tomo |
México D.F., 1900-1940 is from Mitchell (2003), 198000 is from Timmer and de Vries (2007).

A decomposition of the service sector into the fimain categories (trade & commerce,
transport & communication, finance & real estatrspnal & social services and government
services) provides further insight in the underysources of this decline. It turns out that the
relative productivity decline of the service sechsra whole was largely concentrated in the
trade sector. The trade sector, which includeslratal wholesale trade activities in domestic
and international markets, is the largest singteise sector in the LAC'’s, absorbing around
one third to a half of the total service sectorolabforce. Figure 7.4 presents the relative
labour productivity trends of eight LAC’s and th&M in the period 1950-2000, showing that
the productivity performance of the trade sectothe USA improved gradually during the
second half of the J0century. Yet, in all the observed LAC's the relatiabour productivity
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of the trade sector was declining, often usherdayin notable break point: In Costa Rica and
Venezuela the decline started in the early 197@sArgentina around 1975, in Brazil and
Chile in the late 1970’s and in Mexico in the eatBB80’s. In all these LAC’s the downward
trend of the trade sector’s relative productivigrfprmance continued throughout the 1980’s

and 1990’s. Only in Bolivia the turning point oceed later, around 1990.

Figure 7.4. Relative levels of labour productivity, trade sector versus other service
sectors, Argentina, Bolivia, Brazil, Chile, CostaRica, Mexico, Venezuela and the USA,
1950-2000
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In Mulder’'s (1999) analysis of service sector prctdity trends the marked decline of the
trade sector was also signalled. After a graduale@se, the ratio of relative productivity
levels in Brazilian trade versus the USA droppeatgly, from a peak of 34% in 1975 to 13%
in 1995 (the end year of Mulder's analysis). ThexiMe-US ratio dropped after a peak of
25% in 1982 to 12% in 1995 (Mulder 1999: p. 152)isTiiming is in line with the graphs
shown in figure 7.4. According to Mulder the sh&um in the mid-1970’s (Brazil) and early
1980’'s (Mexico) is caused by the swelling numbdrpeity traders in the urban areas. This
explanation is supported by ILO labour survey ddt®, Yearbook of Labour Statistics
1993-1995) showing that the lion-share of the urbelfremployed in LAC's are registered in
the trade and commerce sector. The distributiotheftrade sector labour force by status in
employment is presented in appendix table A.7.2hénmajority of LAC’s the share of self-
employed (including the much smaller group of udgaimily workers) consists of more than
half of total employment in the trade sector in dsly 1990's. By comparison, in Canada
and the USA this share does not exceed ten percent.

Indeed, this enormous contrast signals the greasition in relative labour
endowments in Latin America that occurred in therse of the 20 century. The trade sector
has functioned (and still functions) as the ultiensafety net for the growing surpluses of low-
skilled labourers. This category of labourers ditl benefit from the social benefits and wage
protection that were demanded by labour unionsesgting formal sector workers. When
the Latin American governments started to aboligh wlage regulation programs that had
protected the workers in the formal sector durtmghieydays of the ISI policy era, the surplus
pool of low-skilled labourers in the urban infornsalctor effectively constrained the wages of
the low-skilled labourers in the formal sector. Ttaadency of polarisation at the lower end
of the labour market is one of the main driverstlid growing income and productivity
differentials in the Latin American urban economids.this respect the recent rise in
inequality reveals some strong features of the Lemadel of the dual economy and Kuznets’

hypothesis of long run distributional change (Le®864, Kuznets 1955).

7.3 Long run trends in wage inequality in the urtfarmal sector, 1913-2000

Considering the oversupply of low-skilled labouhet skill-biased direction of recent
technological change and the dismantling of protedabour market institutions in the late
20" century, it is hardly surprising that urban wageels in the formal sector started to
diverge (Londofio and Székely 2000, Berman et al8)L9&hat is more surprising is the great
velocity and magnitude of this divergence, as tuons from a comparison between the

scattered pre-war observations of inter-industrgevdifferentials in manufacturing that were
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presented in the previous chapter and the postiimae series of inter-industry wage
differentials which will be presented below. Thesee-series were obtained from national
industrial statistics and the collected industsgatistics of the United Nations Industrial
Development Organization (UNIDO: http://www.unidmgg.

As noted in chapter six industrial statistics pffegood opportunity to study wage
differentials from a long run perspective. The isiglial statistics cover a wide range of
productive activities in a standardised statistfoaiat. Since manufacturing industries vary
largely in terms of capital, skill and technologytensity as well as the nature and scale of
production organisation, inter-industry wage diigtials are likely to pick up a large part of
the wage stretching in the urban formal sector. Séjgarate registration of value added and
labour compensation per industry further enablesatialysis of the relation between sectoral
productivity and wage differentials. Complementdoy the inter-industry perspective, an
analysis of intra-industry wage gaps is enabledhsyseparate recording of blue-collar and
white-collar labour compensation. In various stadd the UTIP group (University of Texas
Inequality Project) it is empirically shown thaettrends in the industrial wage data correlate
quite well with broader trends in urban wage inditpa&Galbraith and Berner 2001, Galbraith
and Kum 2002).

The inequality figures presented here are basecherlSIC classification (rev. 1)
including 20 manufacturing branches and analysed Theil-index framework. The source
description is presented in appendix table A.7/% Theil-index offers a suitable framework
for analysing trends in the distribution of incom® well as labour productivity differentials
between sectors or industries (Theil 1967), siha®és not only take account of changes in
relative wages, but also weighs the relative cbotion of each industry in total GDP. The

Theil index is formally specified as:
T=> W, ((logw,)-(logw;)) or, T=> w, logWw,/w,) [7.1]

Where the Theil coefficient sums up over the log percentage share of seataotal value
added or total labour incomev‘(), minus the log percentage share of sector the total
labour force (W). Each sectors’ Theil contribution is weighted fhe percentage share of
income of each sectarin total income W‘y). For readers unfamiliar with the Theil index a
numerical example of a three-sector economy udiegabove formula [7.1] is presented in
appendix table A.7.4.

Figure 7.5 pictures the long run trend in the TFheeéfficients of manufacturing
labour income in the #0century, comparing Argentina, Brazil and Chilehwihree NWC's,

Australia, Canada and the USA. The graphs shownénwith the argumentation of section
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6.3, that the cross-country differences in manuf@iwg wage inequality in the pre-war era
were almost negligible when compared to the largpsghat evolved in the course of the
post-war era. Where the coefficients of variatioséction 6.3 reveal a slightly higher level of
wage inequality in the LAC's during the period 191940, the Theil-coefficients presented in
figure 7.5 suggest that manufacturing labour incameguality levels in the two regions were
virtually identical and at some points in time exelittle lower than in pre-war Australfa.

In Australia and Canada fluctuations in the trefidhe Theil-coefficient remained
limited. In both countries the levels of inequalitgclined since 1910 and only since the mid-
1970’s an upward trend can be discerned. In the B®#ore pronounced rise in the 1970's to
early 1980’s was compensated by a modest declame the mid-1980’s until the end of the
century. Altogether the Theil coefficients of maaxtiuring labour income distribution in the
three NWC'’s do not reveal any of the sharp fludturest, nor the dramatic upward trend that

can be witnessed in the three LAC's.

Figure 7.5: Theil coefficient of manufacturing labar income distribution in Argentina,
Brazil, Chile versus Australia, Canada and the USA1900-2000
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8" From an analytical point of view the major diffecerbetween the Theil-index and the coefficient of
variation is that the Theil-index does not only tak@&ge gaps into account, but also incorporates the
relative weight of each sector in total value addedhis respect the properties of the Theil-coeffitie
bear close resemblances to the Gini-coefficient (sem#dk 1983 or Sen 1997).
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The inter-industry labour income differentials imaBil and Chile started to widen rapidly in

the second half of the #@entury (the remarkable drop in Chile’s Theil caséint from 1960

to 1973 will be discussed in section 7.5). The drém Argentina clearly deviated from its

neighbours until the mid-1970’s. The Theil coefiai in the mid-1930’s was only surpassed
in the early 1980’'s, whereas in the 1950’s ancetimy 1960’s the levels of income inequality
were lower than in the USA and Canada and compartabAustralia. In Argentina a steep
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increase took place since 1976 (the timing of wasershed is discussed in section 7.5). This
upward trend continued throughout the 1980's arfDE9 In sum, all three LAC'’s, sooner or
later, saw themselves confronted with a spectactid® in manufacturing sector labour
income differentials as compared to their pre-vearels as well as the three international
benchmark countries.

The Theil-coefficients in table 7.5 demonstrate ttheg increase in manufacturing
labour income inequality was a widely shared L&tmerican phenomenon. The unweighted
regional average of the Theil coefficient rose froi®14 in the 1960’s to 0.015 in the 1970’s,
to 0.022 in the 1980’s and 0.031 in the 1990’s. &dwer, in every single Latin American
country for which these estimates could be madenerease in the Theil coefficient in the
period between 1960 and 1999 was established.

Table 7.5: Decadal averages of the Theil coefficiemf manufacturing labour income
distribution, Latin America, 1960-1999

1960's 1970's 1980's 1990's
Bolivia 0.019 0.014 0.031 0.038
Colombia 0.015 0.015 0.016 0.018
Costa Rica 0.008 0.013 0.016 0.018
Dominican Republic 0.021 0.023 0.039
Ecuador 0.013 0.008 0.016 0.037
El Salvador 0.015 0.017 0.028
Guatemala 0.021 0.025 0.035 0.034
Mexico 0.010 0.012 0.011 0.015
Panama 0.007 0.016 0.028 0.040
Peru 0.012 0.010 0.023 0.047
Uruguay 0.012 0.015 0.030
Venezuela 0.013 0.014 0.032
Latin American average (unweighted) 0.014 0.015 @a 0.031

Source: see appendix table A.7.3.
Notes: In case of more than one observation per debadeserage is included.

The evidence for the rise in inter-industry wageduality is overwhelming, but what about
the dispersion of wages within these industrieshéted above, industrial statistics provide
data to compute white-collar premiums (See alsqtehnasix, section 6.3). Unfortunately, for
most LAC'’s this type of information is only availalfor some scattered years between 1968
and 1991 (when the UNIDO stops registering distectategories of manufacturing workers
altogether). Although country specific time-sergmlysis are not feasible for this reason,
pooling all the available data points allows usmake some important observations. The
white-collar premium estimates are presented inréig7.6, where the triangles indicate the
LAC’s and the dots represent the USA, Canada arstrélia. The linear trend line captures
the average white-collar premium between 1905 &84 iIn the three NWC'’s and provides a

benchmark for the assessment of the white-collmprms in Latin America.

184



Figure 7.6: The white collar premium in manufacturing, Latin America versus the USA,
Canada and Australia, 1905-1990
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Notes: Latin American countries included with atskeane observation are: Argentina, Bolivia, Brazil,
Chile, Colombia, Costa Rica, Dominican Republic, &bor, El Salvador, Guatemala, Mexico,
Panama, Peru, Uruguay, Venezuela

Figure 7.6 shows that the white-collar premiumspost-war LAC's are almost without
exception higher than in the NWC's. The average avbdllar premium in the NWC's is 1.54
in a band width of 1.20 (Australia 1985) and 1.@arjada 1925). Only the white-collar
premiums in Uruguay and Argentina are close toveneslightly below the benchmark line.
In all other LAC's the estimates are clearly siaghabove the trend line, the far majority
ranging between 2.0 to 3.0. This outcome seemsiggest that educated workers with the
ability to carry out administrative work (readingriting, algebra), are scarcer in LAC’s than
in NWC's or, from the opposite angle, that bluelzoivorkers in the NWC’s manufacturing
sector are better educated, trained and therefore productive and better paid relative to
white-collar employees.

However, when we analyse the observations by cpuysee appendix table A.7.3)
there are no clear indications of either a downwardipward trend in the Latin American
white-collar premium in the course of the™6entury. In Chile for example, the inter-
industry wages rapidly diverged, but in terms @fdrindustry inequality only a small positive
difference between the year of the first observa(i®25: 3.01) and the last year (1984: 3.54)
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can be recorded. In Argentina the white-collar ptemdeclined from 1.71 in 1910 to 1.60 in
1985. Moreover, the absolute wage gaps betweerstiriesi at the end of the 2@entury
appear to be much larger than those within indesstri.e. between blue-collar and white-
collar workers. In Brazil, for instance, the avexagorker in the chemical industry earned 4.4
times as much as the average worker in wood ankl ioolustries in 1996, whereas the
average employee in the petroleum and coal prododtsstry earned 8.9 times as much as
the average employee in the clothing and footwedwustry. By comparison in 1984 (the last
observation for Brazil) white-collar employees eatrjust 1.67 times as much as blue-collar
employees within the same sector.

Of course one may question whether the white-colegmium is an accurate
indicator for intra-industry wage differentials. cheasing capital deepening may have
stimulated the demand for skilled blue-collar wasgkehence reducing the white-collar
premium. On the other hand, if this has been thee,cauch forces of skill-biased
technological change would also have been impactimipter-industry wage differentials and
here we see a remarkable widening of average wagesher words, the direction of recent
technological change was not only “skill-biaseduit Iin the case of LAC’s certainly also
“sector-biased”. This conclusion is further suppdrtoy empirical evidence of increasing

inter-industry productivity differentials, which Wbe presented further on in this section.

First we have to identify the industries that arengrily driving the inequality trend. These
industries are located at the bottom and the tapefTheil index and listed in table 7.6 for a
selection of the largest LAC’'s and NWC's for twonbbmark years in the early 1960’'s and
late 1990’s. From the early Y@entury onwards, five industries clustered atttbtom of the
Theil index: 1) the clothing and footwear industey the textile industry, 3) the food industry,
4) the wood and cork industry and 5) the leathdustry. With the exception of the food
industry, the wage levels in all these industriessen remained consistently below the
manufacturing average in the entire"26entury. Given their relatively small size (and
consequently small share in the total wage sumYttel contributions of the wood and cork
and leather industries were negligible. Hence, dlm¢hing and footwear, textile and food
industries ranked in almost all cases at the botibthe Theil index.

The top of the manufacturing labour income distidouwas (and still is) dominated
by three highly capital intensive sectors: 1) therical industry, 2) the basic metal industry
and 3) the transport equipment industry. In the U8A Canada the transport equipment
sector recorded the highest Theil contribution, @il Australia, Chile and Peru the basic
metal industry stood at the top. In Argentina, BraZolombia, Mexico and Venezuela as
well as the Dominican Republic, El Salvador, Guataenaad Uruguay the chemical industry

occupied the top position (at least in recent Ye&nsBolivia and Ecuador the petroleum and
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coal products industry was leading. In sum, a retdifference between the LAC’s and the
three NWC's in the sector-ranking of the Theil-indexs not found.

Table 7.6: The manufacturing industries with the mhimum and maximum contribution

to the Theil-index of inter-industry labour income, 1960-1998

Year Theil contribution minimum Theil contributionaximum
Argentina 1963 clothing & footwear metal products
1996 food industries chemicals
Brazil 1962 Textiles transport equipment
1996 clothing & footwear chemicals
Chile 1973 Wood & cork basic metals
1996 food industries basic metals
Colombia 1963 clothing & footwear beverages
1996 clothing & footwear chemicals
Mexico 1960 food industries chemicals
1998 Textiles chemicals
Peru 1963 food industries basic metals
1996 clothing & footwear basic metals
Venezuela 1971 clothing & footwear chemicals
1996 food industries chemicals
Australia 1963 clothing & footwear basic metals
1998 clothing & footwear basic metals
Canada 1963 clothing & footwear transport equipment
1996 food industries transport equipment
USA 1963 clothing & footwear transport equipment
1995 clothing & footwear transport equipment

Source: see appendix table A.7.3

Now that we have explored the industry details iimportant to know to which extent shifts

in employment between these industries play airolhe changes of the Theil coefficient.

One approach to tackle this issue is to keep tlative wages between two benchmark years
(t and t-1) constant in order to separate the &ffet the shifts in the employment structure
from wage change.The results are presented in table 7.7 for the sahef countries and

benchmark years as in table 7.6.

% This method is comparable to some techniques applignioductivity studies. For instance, in a
“shift-share analysis” changes in labour productiviy separated into a shift effect, which reflects the
changes in aggregate productivity as a result ofsshifemployment between sectors/industries with
varying productivity levels, and a share effect, aihiepresents the changes in productivity generated
within each sector (see for instance van Ark 200020G2). The major difference is that a shift-share
analysis is used to decompose sources of growth, whibkeasesent method is used to decompose the
sources of change in income inequality.
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Table 7.7: Conjectured Theil estimates with fixed elative sector wages, 1960-1998

Theil (t) estimated  Explained share of

Theil coefficient with wages (t-1) gap (1) vs (2) Coeff. Var.
year (1) (2) (percentage points) wages
Argentina 1963 (t-1) 0.0032 0.13
1996 (t) 0.0222 0.0026 -0.03 0.44
Brazil 1962 (t-1) 0.0216 0.30
1996 (1) 0.0466 0.0126 -0.36 0.68
Chile 1973 (t-1) 0.0072 0.23
1996 (t) 0.0337 0.0084 0.05 0.48
Colombia 1963 (t-1) 0.0146 0.39
1996 (t) 0.0180 0.0178 0.93 0.33
Mexico 1960 (t-1) 0.0102 0.22
1998 (t) 0.0174 0.0101 -0.02 0.35
Peru 1963 (t-1) 0.0124 0.43
1996 (t) 0.0591 0.0176 0.11 0.62
Venezuela 1971 (t-1) 0.0130 0.25
1996 (1) 0.0318 0.0132 0.01 0.42
Australia 1963 (t-1) 0.0035 0.15
1998 (1) 0.0073 0.0024 -0.29 0.32
Canada 1963 (t-1) 0.0072 0.18
1996 (t) 0.0090 0.0056 -0.95 0.31
USA 1963 (t-1) 0.0095 0.21
1995 (1) 0.0112 0.0068 -1.53 0.28

Source: see appendix table A.7.3.

When inserting the industrial wages (t-1) in theeiTkt) we obtain estimates very close to the
actual Theil (t-1). This implies that the comparatrise in manufacturing wage inequality in
the LAC's as well as the NWC'’s is mainly caused dhyanges in the earnings structure.
Changes in the employment structure had a verydidrimpact. In fact, in six out of the ten
examined countries, shifts in the sector compasitib employment had a reducing rather
than an enlarging, effect on the Theil coefficiefite negative shares presented in the fifth
column of table 7.8 (in six cases) indicate thaplyment has shifted from the outer ends
towards the middle of the distribution. Such shiftsre especially notable in Canada (-0.95)
and the USA (-1.53). In Chile, Peru and Venezub ghifts in the employment structure
explained only a minor share of the difference il (t) and Theil (t-1), i.e. 5, 11 and 1%
respectively, while changes in relative wages actéar the rest, i.e. 95, 89 and 99%. This
conclusion is further underlined by the coefficemtf variation of the inter-industry wage
levels presented in the last column of the tabldckwshows that wage differentials have risen
considerably in the last quarter of thé"2fentury as compared to the early 1960's as well as

compared to the pre-war era estimates shown ie @&filand 6.3 of the previous chagter.

% The only major exception to this pattern is Colambihere employment shifts explained 93% of the
increase in the Theil between 1963 and 1996. Moredvelombia is the only country where the
coefficient of variation of wages declined betwe&63 and 1996, from 0.39 to 0.33. Consequently,
inter-industry wage inequality was lower in 1996 g).than in 1945 (0.35). The Colombian minimum

188



To finalise the analysis of the sources of manuféng wage stretching we have to pay
attention to the close relation between the wafferdntials and the productivity differentials
in the Latin American manufacturing sector. Thostusiries that were identified as the main
drivers of wage inequality were in most cases #isamain drivers of productivity inequality.
At the top of the distribution we find three capitatensive industries: 1) oil and coal
products, 2) basic metals and 3) chemic¢hst the bottom of the distribution four industries
are overrepresented: 1) wood and cork, 2) furnit8feclothing and footwear and 4) textiles.
Figure 7.7 plots the changes in the coefficientarfation of inter-industry wage differentials
(x-axis) against inter-industry productivity diféetials (y-axis) for the same countries and
years as in table 7.6 and 7.7. The scatter plowshbat, with the exception of Colombia
(again), the changes in wage inequality were paditi related to the changes in labour
productivity inequality. It should also be notedtthe increase in productivity differentials

was much larger in the LAC’s than in the NWC's.

In sum, the tendency of polarisation in the incoamel production structure of the service
sector, and particularly the expansion of the uribéormal sector, came along with an equal
tendency of polarisation in the largest represemadf the urban formal sector, i.e. the
manufacturing sector. The striking rise in manuféofy wage inequality has been mainly
accounted for by five industries at the bottom &nd industries at the top of the distribution
(out of a total of twenty ISIC industries). The samdustries were also responsible for the
corresponding rise in inter-industry productivitifferentials. This finding strongly suggests
that any answer to the question as to why urbarevirgpuality increased so rapidly in Latin
America in the later half of the $0century, should also explain why productivity Isve

moved accordingly. It also suggests that the ansheuld explain why we find the most

capital intensive industries at the top of the wdigéribution.

wage policy may explain this deviating pattern. Vaesr in almost all LAC’s the real value of
minimum wages fell during the 1980’s (after the implatagon of measures to increase the flexibility
of the labour market), in Colombia the real valfiehe minimum wage increased by ca. 45%. Hence,
in 1989, the minimum wage level of Colombia stood #*%50f the average unskilled wage, whereas
for instance in Mexico this was just 13% (Bell 1997).

% For the computation of labour productivity diffatils the tobacco industry was, in some countries
(a.0. the USA and Australia) excluded since the Higrels of taxation on this specific product
disturbed the comparison.

189



Figure 7.7: Manufacturing inter-industry wage differentials (X-axis) versus productivity
differentials (Y-axis), Coefficients of Variation,1960-1998

) 25
S
3
>
3
2 2 98
Py
]
>
©
£
§ (_"’6 1.5
|
= C
52 98
§ <
= O -
g° 1 %
g 6 Cles’/ /:%%Nuss
kS o~ E
= A 60 . ~-Dos
£ 05 1 use3 RS
S o
£ CAN63 USAe3  DRAG2
Q
O
O T T T T T T T
0 0.1 0.2 0.3 0.4 0.5 0.6 0.7 0.8
Coefficient of Varation of inter-industry wage differentials

Source: see appendix table A.7.3.

Notes: Countries included are Argentina (ARG), Bré&RA), Chile (CHI), Colombia (COL), Mexico
MEX), Peru (PER), Canada (CAN) and the USA (USA)cbmparison to table 7.7 and 7.8 Venezuela
is excluded because the value added data of thel9&arwere missing.

7.4 Explaining the recent rise in urban income andductivity differentials

Why were the changes in urban wage and productidifferentials so much more
pronounced in the LAC’s than in the USA, Canad&\ostralia? | argue that we can only
understand this phenomenon when we take accouatlofig run historical perspective. In
this perspective the consequences of colonial iaeduality and the lagged development of
the public educational system in the post-indepeoelera for the composition of the urban
labour force in the late #0century play a central role. Chapter four has destrated (see
figure 4.1 and appendix table A.4.1) that the ineogaps between Latin Americans with
different levels of schooling are currently amohg highest in the world. Large parts of the
Latin American labour force did not dispose of theans to access the capital market to set
up their own enterprise or increase their educatistatus, knowledge and skills (Galor and
Zeira 1993, de Soto 2000). The legacy of land iaétyuand coercive rural labour market

institutions has influenced this development pattér various ways. It constrained the
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mobility of labour from an entrepreneurial, socah educational point of view, but it
enhanced the mobility of labour from a migratorynpof view.

The relative scarcity of high educated labourerseiased the price of skills which are
required to innovate. In this respect it is impottéo note that especially in the labour
intensive and low-value added industries such athiclg and footwear, leather, textiles, food
and wood and cork productivity growth lagged behiviien they were confronted with the
discipline of the market. In those industries whiat@our costs played a less decisive role in
competition, firms were able to embark on a pattskifl and technology intensification,
hence realising productivity growth. This especialijas the case in the highly capital
intensive industries. The development of these striks was traditionally based on the
domestic presence of natural resources, such ad inddrazil, metal ores in Chile and Peru,
oil in Bolivia, Ecuador, Colombia, Mexico and Venelaiand a whole variety of other raw
materials that serve as valuable inputs in the yotion of chemicals. In these sectors
employers could afford to pay higher wages to attexpensive skilled workers. Yet, there
were other reasons why employers in these sectayshave preferred to raise the wages of
their employees.

A good example is the oil and coal products indus®il-sector wage premiums
occur all over the world, but the comparative levef the oil-sector wage premium in Latin
America are extraordinary high. In the late 1990's average oil-sector wage exceeded the
average manufacturing wage by 70% in the NWC's,lavkiie average figure of fifteen
LAC's lay around 215% (UNIDOIndustrial Statisticsvarious issues 1995-2007). Of course,
this difference may reflect the specific concemdraiof skilled workers in the oil sector, but
other factors are likely to play a role as welksEithe negotiating position of labour unions is
stronger when profit margins are high and, consetfyedistortions in the production process
are more costly* Hence, the threat of strikes is higher, which barcountered by offering
comparatively high wages. High profit margins aleate incentives for rent-seeking
behaviour at the top. If the salaries of top managee disproportional, it is likely that part of
the rents trickle down in order to buy workers’ atty. Hence, wages can be used as a
lubricant for goodwill and positive publicity.

Especially firms benefiting from monopolistic advaaes, for instance the exclusive
control over key mineral resources or a grantedtipasas main supplier of public sector
organisations, are likely to share these benefits their employees. Public sector workers
thus kept enjoying a preferential treatment in eanemic environment that reintroduced the
discipline of the market. There is some detaileddente for Mexico from thénuario

Estadistico de los Estados Mexican@®90-2005) that workers engaged in state-owned

%1 Besides, disruptions in production in oil refineriespecific chemical and metal industries may also
be more expensive for technical reasons.

191



enterprises fared extremely well in the years affer economic recession of the 1980's.
Various wage statistics show that the average pudglctor wage level increased with 63%
compared to private sector wages between 1988 @0d. Moreover, the employees of the
state-owned financial enterprises witnessed aivelatage increase from an average of 2.42
above the private sector wage level in the yea8911988 to 6.61 in the year 2002. In non-
financial state-owned enterprises the wages rasa .34 in 1988 to 3.42 in 2002. Such
relative wage increases are more likely to signabbtical culture of self-enrichment and

exclusive social networks rather than the effet&kidl biased technological change.

Yet, there is another way of interpreting the pheanon of polarisation in the income and
production structure of the urban economies in LAtinerica. This departs from the notion
that, given the unequal skill composition of thbdar force, the initial levels of urban wage
inequality in the mid 20 century were too low and they inevitably had torémse at some
point in the course of the @entury. Hence, it is not surprising that manufdéoy wages
have been adjusting to levels which reflect muchrenaf the large extent of educational
inequality and capital market imperfections. Thiea ¢rucial question is how large the impact
of wage regulations on the wage distribution wastd Avhat about the timing of the
inevitable release of such wage policies?

To get a feel for the potential impact of wage rajahs on wage inequality as well
as the timing of their abolishment | review theesasf Argentina and Chile. In the discussion
of figure 7.5 it has already been noted that tleedrof the Theil coefficient in Argentina
deviated considerably from the trend in Chile betwahe 1940's and mid-1970's. In
Argentina industrial wages were subject to regatatiof largely leftist oriented governments,
which were heavily influenced by the dominancePefonistsocial and economic policies.
When Juan Domingo Peron became head of the depdarohé&abour in 1943 he initiated a
social program including real wage increases, aatah of working hours, paid vacation and
the implementation of various social insurance EeneThis program was successful in
combining the support of industrial entrepreneursd andustrial workers against the
increasing infiltration of Marxist and Communisewmogists in the labour movement (Rock
1987). The graph of Argentina in figure 7.5 shohattas a result of these wage regulations
manufacturing wage differentials declined markedithe 1940’s and 1950’s. Industrial wage
differentials only started to soar after the militeoup in March 1976. This regime change
heralded the definitive end of Peronism in Argemtitynder the economic polices of the
Videla regime.

The post-war trend in Chilean manufacturing wagequiadity was also highly
responsive to political regime changes. Figuresh@ws that the major turning points in the

trend of the Chilean Theil coefficient coincide withe presidencies of respectively,
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Alessandri (198-1964), Frei (1964-1970), Allend®7Q-1973) and Pinochet (1973-1990).
Under the conservative government of Alessanderiimidustry wage differentials grew,
mainly due to wage increases in the basic metalsing (traditionally dominated by the
copper industry). The electoral reforms that werespd by the Chilean congress during
Alessandri’s presidency increased the number afrgdirom 1.15 million to 2.9 million and

enlarged the political leverage of the labour usiand left wing parties.

Figure 7.8: Manufacturing inter-industry wage differentials in Chile and the USA, 1953-

2001 (two-years moving average of the Theil coeffent)
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Source: see appendix table A.7.3

The Frei administration rose to power after thetelal victory of the Christian Democratic
Party in 1964 (PDC). Frei opted for a politicaledition between right-wing “reactionaries
with no conscience” and left-wing “revolutionariegh no brains” (Collier and Sater 2004: p.
308). Part of his strategy was to counterbalaneedttiminance of leftist parties in the labour
movement by pursuing social reforms, including @asi attempts to redistribute income and
assets. The most notable attempt was a programrafiag reform, which completely failed
to take effect due to fierce resistance of consamdandowners. The Frei administration was
more successful in the nationalisation of the coppaustry, which until then was controlled
by the Americans (Collier and Sater 2004: pp. 308-Bigure 7.7 shows that the convergence
of manufacturing wages was substantial under Frpissidency. A large part of this
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convergence was accomplished by reducing the wapgs lgetween the private sector and the
public sector. The high wages in the basic metistry converged towards the average.

Yet, the steepest decline of the Theil coefficiemihcided with the installation of the
socialist government of Allende in September 1@ring the first year of his administration
Allende declared a large scale nationalisationnolustries, a massive expansion of public
works and a “Keynesian” impulse to consumption asdnomic growth. Average wages
raised with some 55% to compensate for the inflatate of 33% (Collier and Sater 2004: p.
344). In line with his socialist program, blue eolivorkers in low paying industries benefited
most from the new wage regulations. Consequeittitty Theil coefficient dropped from 0.017
to 0.007 between 1970 and 1973, the year that geRerochet launched a successful military
coup against the Allende regime. The rapid decrefitbe white-collar premium was also
noticeable, dropping from 2.81 in 1970 to 2.17 #v3. Under Pinochet these trends were
immediately reversed and both indicators rose fwesedented levels in just one decade after
1973.

In sum, the cases of Argentina and Chile have aidit that manufacturing wage differentials
before the mid-1970's were to a considerable exteminpressed by labour market
institutions. Hence, the great recent rise in macituiring wage inequality, and presumably in
total urban wage inequality can be interpretedhasresult of two complementary forces.
First, the erosion of protective labour market itnsbns unleashed a wage adjustment
process, which restored the equilibrium pricestenliasis of the actual supply and demand
for skills. Second, increasing global competitiond askill-biased technological change
translated into a strongly sector-biased developnuénthe wage structure in line with
increasing sectoral productivity differentials. Mguolistic competitive advantages in capital
intensive industries are likely to have enhances polarisation of the already dualistic

structure of the urban economies in Latin America.

7.5 Conclusion

In the mainstream economic literature the “recés@’rin Latin American income inequality
has been mainly regarded as the consequence bbislskd technological change (Londofio
and Székely 2000, Morley 2001, Behrman et al. 2008 present chapter has attempted to
trace the roots of the upward trend in income iditu further back in time through an
empirical assessment of the development of thernuibformal sector and the trends in
manufacturing wage inequality throughout the™26entury. Wage and productivity

differentials were studied in a Theil-index frametuor
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The comparative empirical analysis has indicatet tAL’s in the last quarter of the
20" century have been witnessing a major expansiantizn informal sector employment as
well as a sharp rise in manufacturing (formal sgat@ge differentials. In addition, the rise of
the urban informal sector was found to corresporith va decline in relative labour
productivity levels in the service sector, and esdy in commercial services.
Manufacturing wage inequality was found to movdifre with manufacturing productivity
differentials. These findings do not challenge thmevailing view that the forces of skill-
biased technological change spurred income indgualia context of market liberalisation
and globalisation since the mind 1970’s (Morley POAnother matter is why the potential
effects of skill-biased technological change omltotcome inequality were so large, that even
given the much higher initial levels of income inafity in the region as compared to other
world regions, the Gini-coefficient still increassdbstantially? The interconnections between
various historical factors are indispensable toeusidnd this phenomenon.

The expansion of the urban informal sector caneairiderstood without considering
the dynamics of the demographic transition andatiditional impulse to urban population
growth given by extraordinary rates of rural-urbraigration. On the one hand the economic
perspectives in the countryside were apparentlyosw that large parts of the rural population
chose for an insecure adventure in the city. Thiotidgl legacy of pervasive rural inequality
plays an important role in the explanation of tpisenomenon. On the other hand, the
attractiveness of working and living in the city svacreased by the preferential treatment of
specific parts of the urban labour force duringtibgdays of ISI policies.

The historical legacy of asset inequality had seseal repercussions. The lack of
political will and organisational capacity to int@&s human capabilities at the basis of society
created a severe burden for future economic dewredopt a large surplus of unskilled labour
confronted with very meagre future perspectivesgegarts of the new generations of urban
workers were excluded from social security andtali voice, which were both strongly
connected to the membership of labour unions whyp selectively represented the demands
of the poorest.

The rapid rise in inter-industry productivity difémtials in the late 2D century
revealed that, in a period of increasing global petition, the labour intensive industries
were forced to compete on labour costs, whereastyghieal capital intensive industries
strengthened their competitive advantages eithertdmhnological innovation and skKill
intensification or by maintaining monopolistic casitover key inputs, or both. Rising wage
inequality is a likely consequence of such a pe&ion process. In other words, with the
abolishment of wage regulation schemes in thedastdes of the 30century the labour
earnings structure adjusted to levels which mudtebesflected the characteristics of, what in

fact had never ceased to be, typical dualistic ecoes.
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Chapter 8

Conclusion

8.1 The historical evolution of inequality in La#merica

The forces of economic modernisation in th& 2@ntury swept away the pre-modern rural
outlook of the Latin American economy. All LAC's wissed unprecedented rates of
demographic growth, industrialisation and urbamsatThe increased velocity and impact of
technological innovation fundamentally altered tl&ucture of production and the
composition of the labour force. In many advanaedustrial countries this modernisation
process opened up vast opportunities for socialilityobnd expanding human capabilities. In
many OECD countries inequality levels are now caersitlly lower than in the late 19
century. Nevertheless, current levels of incomegudity in Latin America appear to be
higher than half a century ago, and perhaps ewgirehithan in the late Y&entury. Why did
modern economic growth not lead to a sustainedirdedh levels of personal income
inequality in Latin America?

In an attempt to tackle this complicated questioee presumptions were made. First,
it is not the pace of economic growth, but rathes riature of economic development that
determines whether an economic transition processes along with major changes in
inequality the long run. Second, changes in therate@f factor mobility are the prime
determinant ofustainablechanges in the distribution of assets, income aadltw. Third,
institutional changes are the ultimate cause ofgha in the degree of factor mobility.

Consequently, a comprehensive explanatory framewdérlong run distributional
change should include the impact of specificallytiihaAmerican” initial conditions on the
path dependent process of economic and institutideselopment. In other words: the
determinants of economic inequality should be stiidn their specific historical context.
Finally, the interconnections between these detanis, i.e. globalisation, structural change
(in the broad sense of the word, including demdg@@and technological change) and
institutional change, should be studied. Institadilochange is taken to be an endogenous
process. This is the departure point of this stualpw follows a summary of its main

conclusions.

On the basis of secondary literature chapter twouwdises thimstitutionalisation of inequality

that occurred during the formation of colonial kegttsocieties in Latin America. This

197



expression indicates that economic inequality i@ ¢olonial era was not just based on a
system of state granted monopolies and privilegaswas also deeply embedded in day-to-
day practices (and ideologies) of social exclusimd ethnic discrimination. Iberian
metropolitan institutions were designed to confamtor markets, especially the land and
labour market. High levels of land inequality ararigus types of coercive labour market
institutions, such as slavery, serfdom and debhage, were legitimised by a colonial order
promoting the concentration of political power methands of various elite factions. The
loyalty of these elite factions, i.e. the bureaagrahe clergy and the military, was essential
for the Spanish crown to control its overseas eenpind exploit its mineral riches. The
institutionalisation of inequality under coloniaule implied that asset inequality was
pervasive and persistent far into the post-colosia, but the highly uneven spread and
impact spread of colonial rule in the region alsplied that this legacy differed largely from
the colonial core areas to the periphery.

Chapter three explores the colonial roots of lar&tjuality in Latin America in a
comparative perspective. A cross-colony regresaralysis of land inequality unequivocally
shows that former Latin American colonies are char&ésed by extraordinary high levels of
land inequality. The main question is whether thectfic characteristics of Latin American
natural endowments or the nature of Iberian coldniitutions provide a better explanation
for the observed persistence and broad diffusiothefphenomenon of land inequality. It is
argued that the distribution of land was, primardyconsequence of the policies of the Iberian
administrations to bind the loyalty of specific &dcolonial interest groups. This conclusion is
merited by a cross-colonial comparative case stilitig. cases of three British colonies, i.e.
Malaysia, Sierra Leone and Zambia show that colopddicies of land (re)distribution (or
their absence), are mainly the result of localrf8i&eone) or international (Zambia) political
and strategic considerations and, only in secosthitte, relate to the geographic feasibility
of a plantation economy (Malaysia). This explaing/wha region with such diverse natural
endowments, land inequality could still become saietidespread phenomenon.

The legacy of land inequality and the correspondiogrcion of large parts of the
rural population had important implications for thature of economic development in the
20" century. Land inequality per se does not necdgsabse a burden to economic
modernisation. If land inequality would have beeduced by some exogenous endowment
characteristics, these would have lost their econamlevance in the wake of structural
change. Yet, at the time independent Latin Amerigation states started to transform into
urban industrial societies, the large estate owmezee still major representatives of the
political status quo and, as a result, were wedk @b organise themselves and defend their

claim on land and labour resources.
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The call for agrarian reforms has, in many instanbegn effectively blocked by a
landowning elite attempting to retain its tradig@reconomic and political privileges. This
distributive conflict had (at least) two importalaing run consequences. It slowed down
public efforts to strengthen human capabilitiespeeglly via public education, and it
contributed to the massive migration of the rurabmpto the cities in the second half of the
20" century. In other words, pre-modern land inequa0” century educational inequality
and the expansion of the urban slumps in laterdiecare intimately related.

Chapter four starts with the observation that naehese in the world (apart from a
few Middle East countries) the income differentib&tween individuals with different levels
of educational attainment are as high as in LatineAca. Educational inequality is, at
present, the single most important determinantnabine differentials in Latin America.
Chapter four demonstrates that school enrolmess rat Latin America from 1870 onwards
were considerably lower than could be expectedhenbasis of average per capita GDP
levels. And although the expansion of primary s¢lmwolment was not faster or slower than
could be expected, it is shown that even in corsparto the least developing regions in the
world, rates of grade repetition and dropping oupiimary education were extremely high.
Because of the development of private schools Herrich, and the biased distribution of
public resources towards tertiary education, thaelityuof the schooling programs for the
masses remained poor. In the last two decadeseo®@ century these conditions have
improved significantly, but they are still lagginigr behind the standards of OECD
economies.

Historically, the ponderous path of Latin Americatueational expansion relates to
the unwillingness of the rich to redistribute pafttheir wealth to invest in public education
for the poor. In the context of capital market imfpetions, the unequal distribution of
collateral assets, such as land, severely aggrkhwedacational access barriers. Prevailing
ideologies justified the idea that education waprigilege of the rich and illustrated the
mentality of the ruling elites in the 19th and ga2Dth century. Poverty was held to be a
result of a lack of innate capacities and the ohiiion of expensive programs of mass
education would be a waste of money. Among the gomistance towards schooling was less
ideologically inspired, but all the more pragmafitie forgone rents of sending children to
school instead of work in fields or factories hadhbe accounted for in the light of the
perceived economic gains of schooling. Becausbegvident ceilings in the social pyramid,

the opportunity costs of education easily becardipitive.
The second part of this thesis starts with a dsionsof theoretical and historical perspectives

on long run distributive change. On the basis f tiverview chapter five develops a stylized

picture of the secular trend of inequality in Latkmerica’s long twentieth century. The
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chapter assesses the interconnections the ecorfoncies of globalisation and structural

change and specific institutional changes. Speati@ntion is being paid to the advent of
organised labour in the late 1@nd early 29 century and the impact of globalisation and
structural change on the growing political powetta labour movement. It is argued that the
major turn in socio-economic policy during the imiar years can be viewed as a political
response to the increasing threat to stability ¢dse the labour movement. That is to say,
only in the economically more advanced LAC's of thiate. A second watershed in socio-
economic policy occurred in the 1970’s and 198Wsis period of political and economic

turbulence can, ironically, be considered as tkalt®f the definitive failure to accommodate
the demands of labour, and particularly urban itrialdabour. My central hypothesis is that

these turning points in policy determined the dimtof the secular inequality trend in Latin

America: a tendency of increasing inequality fro&YQ until 1913, a tendency of decreasing
inequality from the 1920’s onwards and, again,malémcy towards increasing inequality from
the early 1980’s onwards.

Chapter six and seven empirically assess thisectume. Chapter six studies the
patterns of change in the distribution of factaxdame during the first phase of the economic
transition between 1870 and 1940. The analysis yigldee empirical results, which in
combination support the conjecture of a trend birake period 1919-1929. First, relying on
the work of Williamson and co-authors (see for anse O’Rourke and Williamson 1999,
Williamson and Bértola 2006, Williamson 2006), $t shown that the relative rise in real
unskilled urban wages (relative to land rents aPGyer capita) in the years after the First
World War, constitute a major trend break in thstrithution of factor income compared to
the period 1870-1913. Second, inter-industry amerioccupational urban wage gaps as well
as intra-industry skill-premiums are shown to hawsen very modest by international
comparative standards. This is especially the aagsbe more southern countries, such as
Argentina, Brazil, Chile and Uruguay. Third, desgihie significantly lower levels of capital-
intensity in industrial production, the distributiaf manufacturing income is shown to be
biased towards the factor capital instead of labgitogether these findings suggest that the
relative rise of the more egalitarian distributedgeas in total factor income during the
interwar years, marked the start of a phase of @g@nce in the interpersonal distribution of
income.

Chapter seven analyses long run changes in wvage and productivity differentials
focusing on the period 1940-2000. The resultsiaked to a discussion of the ultimate causes
of the “recent rise” in income inequality. Henckistchapter brings together various aspects
of the historical process discussed in precedingpihs. The bottom line of the
argumentation is that the current institutionaltegs was insufficiently prepared for the

dramatic transition in relative labour endowmenihe fundamental changes in the
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composition of the labour force, especially theagjnégse of the urban informal sector, were
the result of institutional barriers that were exbtn the colonial past.

The expansion of the urban informal sector in tisé dmarter of the 2Dcentury was
a result of unprecedented demographic pressuramuoehcontrolled flow of rural migrants to
the city. The incidence of rural-urban migrationLiatin America was much higher than, for
instance, in the newly industrialising economiegast Asia. This phenomenon can only be
understood when taking into account the ISI padidasouring urban labourers at the expense
of rural labourers. And perhaps even more imporiattie historical legacy of pervasive land
inequality as discussed in chapter three. Coldnatltutions had been designed to cope, first
and for all, with the problem of chronic labour suty. Yet, these institutions formed a very
poor foundation to absorb the rapidly growing suspbf urban labour. The conditions to
make optimal use of the talents of unskilled laleosiwvere simply absent (see chapter four).

An investigation of the trends in inter-industnamufacturing wage and productivity
differentials reveals the consequences of a lacikgiftutional reforms. First, inter-industry
wage differentials were much higher at the end tiathe beginning of the ?Gcentury (as
presented in chapter six). Second, increasing vaadeproductivity differentials appear to be
correlated in the last quarter of thé"antury. Third, the increasing trend of manufdotyr
wage and productivity differentials clearly outpaddke increasing trend observed in the three
other NWC'’s (Australia, Canada and the USA). Mddhe studies analysing the recent trend
of income distribution in OECD countries and LAQ$970-2000) find that skill-biased
technological change ithe ultimate cause of increasing wage differentialkill-Biased
technological change has probably, but not necégsheen enhanced by increasing global
competition in labour intensive commodities. Yéte tquestion remains why the increase in
inter-industry wage and productivity differentiass so much sharper than elsewhere?

My answer is twofold. First, the poor quality andequal distribution of education
severely restricted the mobility of the Latin Anwam labour force in terms of
entrepreneurship and human capital acquisitionll-Bieised technological change and the
increasing surplus of unskilled labour kept wagesov productive sectors under pressure,
while the wages of the better educated and skibédurers increased. The redistributive
income polices that were pursued in many LAC's adouhe mid-28 century were
insufficiently complemented by institutional refano remove factor market imperfections.
Although this part of the answer accounts for theent rise in inequality in Latin America
from a historical perspective, it does not exacthyrify why urban wage gaps increaselden
they did.

Thetiming of the rise in urban wage inequality corresponadétl important changes
in labour market policies. Where factor market itntibns were designed to protect the

wealth of the land owning elites in the " @entury, they were designed to protect the
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development and stability of the urban sector, ianglarticular the urban industrial sector, in
the middle of the 2D century. Wage regulations played an important ioléndustrial
development policies and formed an indispensabite gfethe political agenda of left wing
parties and labour unions. The example$?efonismin Argentina and the presidencies of
Frei and Allende in Chile illustrate that the impat wage regulation programs on the level
of wage inequality was huge: before the implemémadf neo-liberal reforms in the late20
century, urban wages gaps were in many LA@&sficially compressed. Yet, these wage
regulation programs often excluded the poorest satgrof the population, i.e. the rural poor
and the urban informal sector workers. Hence, wlith growth of the latter group, the
structure of urban income and production revealéendency towards polarisation. But the
main point is that, in the long run, wage regulatschemes can only be sustained if economic
competition is also regulated.

Changes in labour market institutions becameitable when the financial and fiscal
burden of populist and socialist models of indastdevelopment grew to unmanageable
proportions. In some LAC's these development modalse abruptly ended by a political or
military coup. In other countries reforms were pked by the debt crises that struck the
entire region in the early 1980’s. Wages were nestdf to levels in accordance with free
markets. That is to say: especially the wages ivafg sectors operating in a competitive
global environment, but not in those industries ahhretained monopolistic advantages.
Especially in highly capital intensive industridete appeared to be sufficient leverage to
raise the wages of its employees. In this regaednio-liberal reforms can be said to have
reduced markeinterventions but did much less to resolve the historical lggat market

imperfections

8.2 Future perspectives

The unfolded argumentation may seem to contain gomges of historical determinism. This
study, however, does not suggest that the receataf inequality in Latin America was
inevitable Neither is the prospect of persistent inequalityhe future. This study points out
that the institutional reforms necessary to distibthe fruits of increased economic welfare
in a more egalitarian way, first and fro all, regua solid solution to the endemic distributive
conflicts which are the ultimate cause of instantl rigidities. This study further points out
that some specific socio-economic policies, sucthaslSI policies of the mid-Z0century,
have had unintended, but undesirable, long runemrences. Taking stock of the past can
help to avoid policy mistakes in the future. Anckrén are reasons to be optimistic. When

making up the balance, it is clear that the coodiiof inequality at the start of the®21
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century differ fundamentally from those around 18306me areas of progress are especially
worth mentioning.

Modern economic growth is driven by the capitalmat of highly specific
technologies, knowledge and skills. Sustained ratggoductivity growth are the key to the
reduction of inequality and poverty in the long runvestments in the accessibility and
quality of education form an absolute prerequisteich an investment effort requires
endurance, a deeply experienced sense of urgencg Broad consensus on the necessity and
usefulness of resource reallocation towards publitication. Although it is virtually
impossible, at any point in time, to judge whetlpeogress will be sustainable, public
investments in education have been rapidly incrgagi the last decades and educational
completion rates have rapidly improved. To see tdretthese steps forward have
corresponded with improvements in the quality afieadion internationally comparable data
on students test results have to be awaited

A related area of progress relates to the redniatif factor market imperfections.
Procedures to acquire formal recognition of ownigrshights are still fraught with
bureaucratic red tape. Corruption and social digsicition prohibit access to legal services to
large groups of people and also contribute to thakmesses in property rights protection in
general. These institutional failures do not omgult in a suboptimal investors’ climate, they
also lead to a waste of energy, talents and hunwivation. These barriers press hardest on
the people that do not dispose of collateral assetchave no access to social or political
networks to express their concerns. Yet, capitaketaconstraints are actively countered, for
instance by the widespread introduction of micreddr programs. These programs facilitate
capital mobility and expand business opportunitéesgecially in the informal sector. On the
other hand, the success of these micro-credit progralso has a downside, as they tend to
withhold the involvement of domestic commercial k&in the informal sector.

Active support for the poor in the form of immediatransfers, social security
programs or public goods requires complementaricigslto mend the incentive structure in
such a way that such policies do not create anasterg dependency. The basic principle of
pro-poor aid should be that it becomes redundattiemear future. The adoption and design
of such policies demands a capable, interesteqghonstble and decisive administration.
Although virtually all LAC’'s are at present admimistd by a democratically elected
government, good governance still is one of theombpttlenecks to the implementation of
sustainable strategies of poverty relief and inéyugeduction. But also in this area there are
some promising signals of improvement.

The outspoken tendency in some LAC's towards iningasopenness and
transparency in policy making and administrativecedures may spill-over to neighbouring

countries. For instance, the impressive recentipaliand economic development of Chile,

203



sets an example for the region and can inducetaous cycle ofinstitutional competition
across countries in the region. Latin America Haarty embarked upon a path of economic
integration. When intra-regional transaction costdl be further reduced and the
opportunities of intra-regional economic integratiwill be further exploited, the chances for
economic specialisation, diversification amditual learningwill increase. Yet, the political
actuality also gives reason to fear that some LA@ repeat the mistakes of the past.
Increasing terms of trade of mineral resources @il and gas, reduce the incentives to
diversify the economy and strengthen its foundatanfuture generations. Solving endemic
distributive conflicts by abandoning fiscal disdi@ is not a solid strategy to reduce poverty

and inequality in the long run.
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Appendices

Table A.3.1: The distribution of land holdings by @untry, Gini-coefficients, 1880-1999
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Algeria
Algeria
Argentina
Argentina
Argentina
Argentina
Australia
Australia
Australia
Australia
Austria
Austria
Austria
Bangladesh
Bangladesh
Barbados
Barbados
Belgium
Belgium
Belgium
Bolivia
Brazil

Brazil

Brazil
Burkina Faso
Cameroon
Canada

Canada

Central African Rep.

Chile
Chile
Chile
China
Colombia

Colombia

Congo, dem. rep (Zaire)

year
1930

1973
1914
1947
1960
1988
1910
1924
1960
1971
1930
1960
1990
1960
1977
1961
1989
1930
1959
1970
1960
1920
1960
1985
1993
1972
1931
1961
1974
1927
1965
1997
1997
1960
1988

1970

Frankema
59,6

63,5
80,3
80,6
81,4
81,4
73,4
67,6
82,0
80,5
68,4
67,1
61,2

41,7

81,6

84,8
75,9
60,0
57,8

78,0
78,7
80,2
39,1
40,7
48,7
52,6
33,8
83,7
86,5
84,1
43,8
80,5
74,3
53,2

Taylor & Deininger &

Hudson Olinto
86,7 85,6
88,2 85,3
70,7 68,8

41,8
60,4

76,8
84,5 84,1

55,1

86,4 82,9
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37
38
39
40
a1
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85
86
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Cote d'lvoire
Costa Rica
Cyprus
Cyprus
Czechoslovakia
Denmark
Denmark
Denmark
Denmark
Dominican Republic
Ecuador
Ecuador
Egypt

Egypt

Egypt

El Salvador
Estonia
Ethiopia
Finland
Finland
France
France
France
Gabon
Germany
Germany
Germany, fed. rep
Germany, fed. rep
Ghana
Greece
Greece
Guadeloupe
Guatemala
Guatemala
Guinea
Guyana
Haiti
Honduras
Honduras
India

India
Indonesia
Indonesia
Indonesia
Iran

Iran

Iraq

Ireland
Ireland

Israel

1974
1963

1960

1985
1921
1919
1933
1959
1989
1960
1954
1974
1915
1930
1961
1961
1925
1977
1929
1959
1930
1963
1988
1974
1907
1925
1960
1971
1970
1971
1993
1969
1950
1964
1989
1989
1971
1952
1993
1960
1986
1963
1973
1993
1960
1988
1958
1930
1960
1970

41,5
73,9

59,8
63,3
52,2
475
44,2
42,8
74,5
80,4
77,2
73,0
70,3
63,3
78,3
42,1
424
39,2
33,8
62,9
50,2
54,6
40,2
70,4
70,5
52,4
49,4
53,0
47,0
53,9
60,0

77,0
45,2
63,9

46,2
70,6
65,3

56,6

57,9
52,7
471
45,4

67,7
82,0
55,3
57,5
69,8

78,2

45,8

80,3
86,4

67,4
82,7

35,1

66,8

86,0

75,7

52,2

62,5

88,2

59,4

42,3

80,6

62,0

43,0

84,0

54,9
82,1

49,4

54,4

55,4

45,4

85,3

76,5

61,4

55,5

62,3

72,6

80,0



87

88

89

90

91

92

93

94

95

96

97

98

99

100
101
102
103
104
105
106
107
108
109
110
111
113
114
115
116
117
118
119
120
121
122
123
124
125
126
127
128
129
130
131
132
133
134
135
136
137

Italy

Italy

Italy
Jamaica
Japan

Japan

Japan

Japan

Japan
Jordan
Kenya
Kenya
Korea, rep.
Korea, rep.
Korea, rep.
Kuwait

Laos

Latvia
Lesotho
Lesotho
Liberia

Libya
Lithuania
Luxembourg
Madagascar
Malaysia
Mali

Malta
Mauritius
Mexico
Morocco
Mozambique
Myanmar
Nepal
Netherlands
Netherlands
Netherlands
New Zealand
New Zealand
New Zealand
New Zealand
New Zealand
Nicaragua
Niger
Norway
Norway
Pakistan
Pakistan
Panama

Panama

1930
1960
1990
1961
1909
1930
1960
1980
1995
1983
1960
1974
1961
1970
1990
1970
1998
1925
1960
1990
1971
1960
1930
1950
1960
1960
1960
1960
1930
1960
1962
1999
1993
1971
1921
1930
1959
1910
1918
1930
1960
1972
1963
1980
1929
1959
1961
1989
1960
1990

715
62,0
73,3
75,7
40,0
39,0
39,8
50,3
51,1
64,3
76,2
63,1

30,7

37,2
72,5
38,2
50,4
38,1
41,1
68,1

44,0

68,0
45,1

50,2
74,2

57,7
36,8
46,3
54,2
66,2
56,8
55,7
78,6
77,6
76,2
69,6
71,2
75,9
31,2
60,0
36,2
44,7
55,0
69,9
82,2

73,2

77,0

47,0

69,2

38,7

70,0

63,8

47,3

47,7

47,8

69,4

57,9

73,4

80,1

67,6

65,0

73,5

74,3

80,3

43,2

67,7

75,0

34,0

80,4
64,0
47,8

60,7

44,3

50,5

76,4

39,1
55,6

80,4
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138
139
140
141
142
143
144
145
146
147
148
149
150
151
152
153
154
155
156
157
159
160
161
162
163
164
165
166
167
168
169
170
171
172
173
174
175
176
177
178
179
180
181
182
183
184
185
186
187
188
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Paraguay
Paraguay
Peru

Peru
Philippines
Philippines
Philippines
Poland
Portugal
Portugal
Puerto Rico
Puerto Rico
Puerto Rico
Reunion
Romania
Saudi Arabia
Senegal
Senegal
Sierra Leone
Singapore
Slovenia
South Africa
South Africa
Spain

Spain

Sri Lanka
Swaziland
Sweden
Sweden
Switzerland
Switzerland
Syria
Taiwan
Taiwan
Tanzania
Thailand
Thailand
Togo

Togo
Trinidad and Tobago
Tunisia
Turkey
Turkey
Turkey
Uganda
Uganda

UK (England and Wales)

UK (Scotland)
UK (Northern Ireland)
UK

1961
1991
1961
1994
1950
1960
1991
1960
1968
1989
1930
1959
1987
1972
1930
1972
1960
1998
1970
1973
1991
1927
1960
1960
1989
1961
1971
1919
1961
1929
1969
1971
1920
1960
1960
1963
1993
1961
1970
1963
1961
1927
1960
1991
1963
1991
1921
1925
1925
1960

86,3
84,9
85,4 93,3
81,1
48,2
48,8 53,4
54,7
51,1 46,5
75,6
73,5
69,9
70,7 73,8
73,4
63,4
43,3
74,2
46,7
47,8
42,4
29,1
56,2
62,8
64,3 70,0
79,1 79,7
80,2
62,3
83,5
57,3
48,8 50,6
54,3
50,4
64,3
53,9
39,0 46,3

44,4 46,0
44,7
45,2
51,0

69,1 69,1

61,6
56,3
60,8 59,2
58,5
48,1
57,4
62,6
64,6
58,9
68,7 72,3

85,7

92,3

56,0

71,8

49,3

84,5

65,7

45,6

50,0

79,0
42,6

64,6

59,5

54,9

67,7



189 UK 1993 64,4

190  Uruguay 1937 77,5

191  Uruguay 1960 79,1 82,6 81,3
192 USA 1880* 47.0

193 USA 1910 57,1

194 USA 1930 60,1

195 USA 1959 67,7 71,0 73,1
196 USA 1987 71,9

197  Venezuela 1956 90,9 91,7
198 Venezuela 1961 85,7

199  Vietnam (South) 1960 56,2 58,7

200 Vietnam 1994 47,4

201  Yugoslavia 1950 43,7

202  Zambia 1971 69,9

Sources: Institut International d’Agriculture (lIA)nternational Yearbook of Agricultural Statistics
1932-1933 Rome; Various issues of the decennial FAR@port on the World Census of Agriculture
Rome; Taylor and Hudson (1973jorld Handbook of Political and Social Indicato£s edition, Yale
University Press: New Haven, London; Deininger anaht®l{1999) Asset distribution, inequality, and
growth, World Bank Policy Research Working Paper No. 233 figure for the USA 1880 was
kindly provided by Galor, Moav and Vollrath (2003).
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Table A.3.2: Regression variables and data charadistics

Land Gini: Denotes the Gini-coefficient of the size distribatiof land. For all countries the year

closest to independence is included and for all ndonges the earliest observation available. For m
African and Asian countries this implies an observatiomund the end of the colonial period. This

ost
is

also the case for the New World Countries Australenacia and New Zealand. For Latin America and
the US there is a considerable time lag betweeryé¢lhe of independence and the first available land
distribution observation. The earliest land Gini floe US refers to the year 1880, which at least rules
out a great deal of the later changes of modern tdobical advances on land distribution. For Latin

American countries the land Gini's either refer to ézely 20" century or the early post-war perig
The question is whether these land Gini’s still réftbe colonial roots of land inequality? Most La
American countries are notorious for their persistegh Hevels of land inequality and there

d.
in
is

overwhelming qualitative evidence supporting thencléhat changes in land distribution have been

limited (see a.o. Williamson 1992 and Bakewell 2004)r Argentina and Haiti this claim may be

problematic however. The area of Argentina remalaegkly unoccupied during the colonial era. Lg

nd

inequality in Haiti was undoubtedly large during tiaonial era, but the successful slave revolution in

the 1790’s entailed a large program of land redistiéim. Haiti became the only Latin American

country with a land Gini below the world averageha 28" century.

Mean Temperature: Denotes the mean annual temperature in country &.dEta are derived from

McArthur and Sachs 2001.

Ranching dummy: Dummy variable set at 1 for countries with an obvidustorical economig

specialisation in extensive ranching activities. Sglésation is defined as more than 30% of the
agricultural land area devoted to ranching (FAOet&ial census of agriculture, various issues) and a

share of ranching products (wool, hides, meat andhbazattle) in historical exports (Mitchell 2003
The following countries were selected on the basithe$e criteria: New Zealand, Australia, US
Uruguay, Argentina, Mexico and Honduras.

Food crops:Denotes the cumulative percentage share of totadudigiral land that is either suitable pr

very suitable to the cultivation of maize, rice amdeat, according to the classification of the FA
IIASA, Global Agro-Ecological Zones (GAEZ); www.fawmg/ag/AGL/agll/gaez/index.htm

Cash crops:Denotes the cumulative percentage share of totaludiyiral land that is either suitable or

highly suitable to the cultivation of bananas, aotor sugarcane according to the classificatiornef
FAO, IIASA, Global Agro-Ecological Zones (GAEZAMww.fao.org/ag/AGL/agll/gaez/index.htm

Population density: Denotes the log of population per square kilomefragricultural land in the
early or middle of the colonial period. For mostwN®&/orld countries the year 1700 or 1800 is ug

Ay

—

ed.

For African countries and most Asian countries the $€80 is used. Square kilometres of agricultyral
area refer to a year around 1960 and are derivah ffaylor and Hudson (1972: pp. 303-305).

Population estimates for 1700, 1800 and 1900 are MezEvedy and Jones (1978).

Iberian and British colony dummies: Dummy variables set at 1 for countries that have |
colonized by respectively an Iberian country (SgaiRortugal) or by Great Britain.

Catholicism: Denotes the log of the percentage share of Cathialite total population in 1965 or
year close to 1965. The data are derived from TaydrHudson 1972.
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Table A.3.3: Correlation matrix corresponding to the regression variables listed in table

A.3.2 and table 3.3 (pair-wise sample)

Mean Food Cash

Land Gini temp Ranching crops crops British C.  lberian C.  Catholicism
Land Gini 1.00
Mean temperature -0.02 1.00
Ranching (dummy) 0.19 -0.03 1.00
Food crops -0.15 0.31 -0.03 1.00
Cash crops 0.26 0.52 -0.06 0.29 1.00
British Colony (dummy) -0.07 0.21 0.21 0.04 0.11 oat.
Iberian Colony (dummy) 0.50 0.25 0.19 0.21 0.53 220. 1.00
Catholicism 0.45 -0.09 0.22 0.18 0.22 -0.16 0.54 001.

Source: see tables A.3.1 and A.3.2
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Table A.3.4: Comparing initial conditions and pathsof colonial development in British Malaya, SierraLeone and Zambia

British Malaya

Sierra Leone

Zambia

Geography & endowments:

Indigenous economy & society:

British colonial rule:

Land & labour market outcomes:

212

Tropical location

High potential for cash crop cultivation
Various natural harbours

Low population density

High incidence of tropical diseases (malaria)

Heterogeneous tribal society
Subsistence farming

Shifting cultivation predominant

Major food crop: rice

Egalitarian distribution of land
Absence of formal land property rights

Chinese commercial activity in the region and
unifying Islamic rule under a Sultanate

1874-1957

Principle of indirect rule

Principle of balanced budgets
Agricultural commercial objectives

Booming plantation economy

Land Gini in 1960: 0.68

Receptiveness of indigenous people to cash crop
cultivation and commercial activities

Large scale import of Chinese and Indian indenturg
labour

Forced registration of land

Introduction of legal title to land and conversiahn
unoccupied land into Crown land

Large scale redistribution of land through sale$ an

grants

Tropical location
High paianfor cash crop cultivation
Natural harbour in Freeto
Low population density
Higtidence of tropical diseases (malaria)

Heterogeneous triaksy
Subsistence farming
Shifting cultivati predominant
Major food crop: rice
Egalitarian dismtion of land
Absenceonirfal land property rights

Arab commercial activity in the region and tribal
warfare (Mende vs Temne)

1896-1961
Principle of indirectleu
Principle of balanwmaedgets
Agriculturalromercial objectives

No plantation economy

Land Gini in 1970: 0.44
Large resistance against colonial rule obstrudtireg
settlement of colonial planters

dSettlement of freed slaves in the colony, not the
protectorate

No registration of landhe protectorate

Withdrawal of plan to convert land in the proteeter
into Crown land

No effective British interference in the land marké
the protectorate

Semi-tropicathtion
Mediocre potentiat £ash crop cultivation
Land locked region with huge transport barriers
rextely low population density
Medionmédence of tropical diseases

Heterogeneous tribal society
Subsisfanceng
Shifting cultivation predominant
Majardd crop: maize
Egalitarian distribution of land
Absence of formal lamdgerty rights

Region destabilized by on going slave raids arwhkri
warfare

1889-1964

Administration outsourced to BSAC
Continuously negative balance sheets
Military and political strategbjectives

Marginal plantation economy

da@ini in 1971: 0.70
Weak resistance against colonial rule allowing hars
forms of labour exploitation in mining industry

Indigenous people forced to offer wage labour via
implementation of monetary head taxes

Forced introduction of lanskerees for tribes

Introduction of legal title to land and conversiain
unoccupied land into Crown land

Sale and grants of Crown land to attract European
settlers, acquired land often lays wasted



Table A.4.1: Percentages of the average per capitdisposable income earned by
primary, secondary and tertiary educated, Latin Ameica versus the rest of the world
(absolute values in 1995 US $)

Average
average per disposable secondary
capita disposable income of primary educated  educated % of tertiary educated
income tertiary educated % of average p.c. average p.c. % of average p.c.
Argentina 4779.1 13027.7 73.4 101.2 272.6
Bolivia 673.1 1637.1 82.2 108.8 243.2
Brazil 2716.2 7635.1 814 126.2 281.1
Chile 3557.9 11516.9 65.1 96.7 323.7
Colombia 1378.8 3096.7 75.5 101.8 224.6
Ecuador 108.6 251.2 75 110.9 231.4
Mexico 2527.7 5608.9 59.4 85.9 221.9
Peru 1629.7 38314 55 78.5 235.1
Venezuela 2607.9 5878.1 73.5 96.2 225.4
Latin America average 2219.9 5831.5 71.2 100.7 251,
Algeria 1179.9 2352.7 69.7 140.1 199.4
Australia 12209.1 16555.5 69.7 74.4 135.6
Austria 18858.7 26421 73.8 98 140.1
Azerbaijan 202.3 219.7 92,5 101.1 108.6
Belarus 952.3 1395.1 75.4 104.8 146.5
Belgium 17102.9 20934 80.4 89.3 1224
Bulgaria 1002.6 1591.1 76.9 103.7 158.7
Canada 12957.7 16106.4 52 82.3 124.3
China 389.7 684.7 83.9 112 175.7
Croatia 3160.2 5520.8 77 99.2 174.7
Czech rep. 2846.2 4764.5 62.5 102.8 167.4
Denmark 16779.7 22384.1 82.4 98.4 1334
Egypt 803.5 2020.8 62.6 121.9 251.5
Estonia 2021.2 2615.4 73.5 92.3 129.4
Finland 16539.3 22906.9 85.6 90.8 138.5
France 18118.3 24912.6 88.9 96.8 137.5
Germany 19038.8 28824.8 83.9 102.5 151.4
Greece 8616.6 13045.6 77.4 116.9 151.4
Hong Kong, China 18499.4 23216.7 69.9 109.2 125.5
Hungary 2810.5 5747.5 71.6 113.7 204.5
India 317.9 527.7 84.7 1225 166
Indonesia 781.2 1631.9 70.4 106.4 208.9
Ireland 14882.1 18543.1 65.3 100.4 124.6
Israel 9717.6 12438.5 54.7 97.4 128
Italy 15395.2 24955.6 76 109 162.1
Japan 25745.3 28860.5 91.5 96.3 1121
Jordan 997.1 2592.4 66.3 124.1 260
Kazakhstan 633.2 691.4 87 103.1 109.2
Kuwait 8627.2 12785.5 64 130.4 148.2
Latvia 1328.9 1896.4 814 95.6 142.7
Lithuania 1364.3 2207.4 79.8 915 161.8
Malaysia 2798.9 5354.3 65.7 99.2 191.3
Morocco 862.1 1807.8 74.5 143.3 209.7
Netherlands 16183.3 21184 84.5 93.8 130.9
New Zealand 9827.3 15173.4 68 75.2 154.4
Nigeria 185.7 299.2 88 118.2 161.1
Norway 19596.8 26318.5 87.7 92.1 134.3
Pakistan 366.2 629.8 89.8 126.1 172
Philippines 669.1 1130.8 56 89 169
Poland 2785.4 3749.2 80.6 105.6 134.6
Portugal 8448.5 15232.7 81.1 123.1 180.3
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Romania 966.2 1579.8 775 101 163.5
Russia 1041.6 1508.2 72.1 106.9 144.8
Saudi Arabia 37115 10321.8 71 141.9 278.1
Singapore 17067.3 38196.7 58.1 89.3 223.8
Slovakia 1955.2 3323.9 69.5 113.7 170
Slovenia 6931.0 12080.7 79.2 100.6 174.3
South Africa 2310.0 4638.5 74.3 110.2 200.8
South Korea 7916.1 10702.6 75.5 94.4 135.2
Spain 10775.4 17660.8 71.4 104.1 163.9
Sweden 14531.2 20372.8 82.8 88.3 140.2
Switzerland 29290.0 40420.2 64.9 95.7 138
Taiwan 9328.6 14953.8 63 100.8 160.3
Thailand 1568.2 3813.9 76.9 118.3 243.2
Tunisia 1459.2 2966.5 72.7 143.2 203.3
Turkey 1516.0 3016.8 93.1 111 199
Turkmenistan 844.0 955.4 93.4 99.6 113.2
Ukraine 272.0 383.8 69.1 110.2 1411
United Arab Emirates 9025.5 21408.6 68.9 131.9 237.
United Kingdom 14896.2 19573.6 72.7 93.8 1314
USA 19659.8 26757 38.7 67.8 136.1
Vietham 269.7 664.9 93.7 103.8 246.5
Rest of the world average 7595.8 11218.2 74.9 105.1 164.2

Source: Euromonitor International (200K)orld Income Distributior2006/2007, 4th edition, pp. 102-
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Table A.4.2: Gross Enrolment Rates in Latin America Primary Schooling, 1870-2000

1870 1880 1890 1900 1910 1920 1930/5 1940/5 $950/1960 1970 1980 1990 2000
Argentina 20.4 38.0 46.3 58.4 78.3 76.3 91.0 97.0 97 105 106 106 120
Bolivia 22.7 23.2* 24.3** 25.8 35.7 47.0 67 68 48 95 115
Brazil 12.2 14.0 13.8 20.4 24.6 29.4 44.6 54.4 67.4 72 87 98 106 151
Chile 18.5 32.0 40.8 71.8 70.3 83.5 83.7 93.0 105 119 109 100 103
Colombia 49.8* 62.5 64.5 66.3 76.3 77 103 124 121 112
Costa Rica 23.7 43.2 51.0 54.8 66.5 715 85.5 100 112 106 101 108
Dominican Republic 41.0 62.7 74.7 929 107 118 97 118
Ecuador 36.0* 39.8 61.0* 70.7 83 97 113 116 6 11
El Salvador 25.5* 23.3 34.8 54.8 79 87 74 79 111
Guatemala 36.3 31.8 34.7 39.0 49 58 71 79 102
Haiti 18.0* 22.3* 20.3 33.7 38 49 67 56
Honduras 225 30.3 45.2 61 93 95 108 106
Jamaica** 25.8* 41.6 63.6 63.3 56.1 55.3 70.4 69.6 80.9 100 102 103 108 100
Mexico 31.2 30.2 30.8 31.0 38.5 71.2 67.2 775 81 104 120 114 110
Nicaragua 25.7 69 80 98 101 103
Panama 47.7** 64.2 66.8 94.0 97 110 106 106 9 10
Peru 19.2* 23.8* 28.8* 454 64.4 85.0 83 107 114 118 121
Trinidad & Tobago 10.0* 19.4* 44.4 51.7 69.0 66.3 0.7 69.3 80.0 112 107 99 95 101
Uruguay 34.5 48.7 53.8* 58.7 70.2 75.5 115 110 071 108 109
Venezuela 20.5* 46.2 71.3 100 95 93 96 106

Sources: Enrolment rates 1870-1920 obtained frordetit 2004: pp. 91-93 and Mitchell 1993; Enrolmetés 1930-1955 obtained from UNESCGorid Survey of
Education Volume 2, 1958; Enrolment rates 1960-1990: UNESStatistical Yearbogkvarious issues from 1966-1998; Enrolment rat€@Zfbm UNESCOGIobal
Education Databasevww.gesdb.cdie.org/ged/index.html
Notes: In order to calculate gross enrolment riatethe period 1870-1920 the original enrolmenésateferring to the age group (5-14) as presentédhert (2004: pp. 91-
93) were multiplied by 10X,, whereX, stands for the amount of grades in primary schioobuntry a.
* These enrolment rates are based on Mitchell'93L8nrolment data and an estimate of the percerstagre of the age-group (5-14) in total populaftorihe closest year
available. The sample of eleven countries for wiiese estimates are calculated has an avera@ed8b2a minimum of 22.9% (Venezuela 1920) and aimax of
28.2% (Trinidad & Tobago 1891) and a standard diewiaf 1.5%. On the basis of this cross-secti@uitehe potential margin of error falls within trenge of — 2.5% to
+2.5%. Population figures were obtained from Maddi€003).
** Jamaica includes secondary school enrolmenB8&biBolivia 1920: figure refers to 1924; PanamaQtJigure refers to 1922.
*** Nicaraguan estimate of age group (5-14) basednedium variant of UNWorld Population Prospects 2004ww.esa.un.org/unpp/

215



Table A.4.3: Percentage shares of female in primangecondary and tertiary enrolment,
Latin America versus a selection of non Latin Amergan countries, 1890-1997

primary secondary tertiary

1890/1902 1950/54  1990/97 1950/54 1990/97 1950/51990/97
Argentina 46.1 48.2 49 30.7 52* 18.1 53
Brazil 49.1 48 44.1 52 22.4 52
Chile 51.6 48.4 49 51.8 51 30.0 45
Colombia 49.0 50 39.2 54 12.5 50
Cuba 46.8 50.6 49 43.4 53 40.3 57
Dominican Rep. 49.6 49 47.5 57 57
Ecuador 45.2 49 29.7 50 15.4
El Salvador 43.3 49.0 49 39.8 55 10.9 48
Guatemala 32.8 42.9 46 41.9 47
Jamaica 51.4 49 54.6 52 25.9
Mexico 47.5 49 28.5 50 19.3 47
Panama 48.5 48 47.9 51 46.2 58
Paraguay 46.0 48 38.7 50 29.5 55
Peru 40.2 49 35.8 48 22.7 35*
Uruguay 45.1 48.9 49 51.8 53 53*
Venezuela 50.1 50 32.6 57 16.0 41
Latin America average 44.3 47.8 48.8 41.1 52.0 .23 51.2
Europe and USA
USA 48.5 48.4 49 51.3 49 30.1 54
France 49.5 49.7 48 50.1 50 34.0 53
Netherlands 48.0 48.7 50 42.3 a7 15.4 44
Switzerland 44.5 49.3 49 45.6 a7 12.8 35
Spain 42.9 50.4 48 35.2 51 10.4 51
Portugal 31.9 45.0 48 46.6 51 24.9 56
Greece 23.1 46.9 48 33.0 48 48
Serbia/Yugoslavia 14.3 46.0 49 43.0 49 32.2 53
Asia
Japan 30.9 49.4 49 47.6 49 9.3 35
India 9.3** 29.1 41 14.5 37 4.9 33
China 39.0 46 31.9 41 9.1 33
Ceylon/Sri Lanka 5.0 44.5 48 47.1 57 12.3 42
Burma/Myanmar 7.8 45.0 48 47.8 49 22.7 55
Africa and Middle East
Turkey 37.1 47 25.0 37 19.6 34
Egypt 35.6 44 29.7 43 15.4 36
Ghana 25.4 45 115 44 7.1
Uganda 25.7 40 15.0 39.0 12.9 27
Nigeria 22.0 43 8.5 42 4.3 29*

Sources: Figures for primary enrolment 1890-1902 retdefrom Lindert (2004: p. 95); Figures for

1950-1954 obtained from UNESC®orld Survey of Education,IlL958 and figures for 1990-1997

from USAID, Global Education DatabasgSED)

Notes: * Nigeria: figure refers to 1985; Argentirfagure refers to 1985; Peru: figure refers to 1980;

Uruguay: figure refers to 1980; ** India 1900 is anweighted average of Bombay, Punjab and
Madras.
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Table A.4.4: Gini coefficients of the attainment ditribution of the working age
population (25-64), Latin America versus East Asial950-2000

1950 1960 1970 1980 1990 2000

Argentina 0.40 0.42 0.38 0.38 0.35 0.36
Bolivia 0.75 0.78 0.75 0.70 0.66
Brazil 0.74 0.72 0.66 0.61 0.62
Chile 0.57 0.53 0.48 0.47 0.43 0.42
Colombia 0.70 0.67 0.70 0.61 0.62 0.59
Costa Rica 0.48 0.46 0.50 0.50 0.50 0.50
Cuba 0.53 0.36 0.42 0.43 0.38
Dominican Rep. 0.66 0.69 0.66 0.63 0.64
Ecuador 0.75 0.65 0.65 0.55 0.59 0.55
El Salvador 0.86 0.84 0.79 0.66 0.69 0.70
Guatemala 0.91 0.89 0.88 0.81 0.81 0.77
Haiti 1.00 1.00 1.00 0.97 0.84 0.82
Honduras 0.83 0.84 0.73 0.63 0.59
Jamaica 0.44 0.32 0.37 0.39 0.40
Mexico 0.69 0.70 0.63 0.66 0.53 0.48
Nicaragua 0.84 0.84 0.81 0.78 0.73 0.64
Panama 0.64 0.58 0.59 0.52 0.46 0.44
Paraguay 0.63 0.53 0.50 0.49 0.46 0.47
Peru 0.71 0.66 0.57 0.56 0.48
Uruguay 0.50 0.49 0.44 0.45 0.42
Venezuela 0.75 0.74 0.75 0.58 0.58 0.55
LA average 0.71 0.67 0.64 0.60 0.57 0.55
Hong Kong 0.66 0.64 0.54 0.43 0.37
Indonesia 0.94 0.79 0.68 0.81 0.66
Korea, Rep. 0.79 0.65 0.50 0.31 0.28
Malaysia 0.85 0.73 0.64 0.57 0.43
Philippines 0.81 0.63 0.54 0.45 0.38 0.38*
Singapore 0.84 0.75 0.73 0.57 0.38
Taiwan 0.75 0.68 0.49 0.48 0.40
Thailand 0.68 0.58 0.45 0.55 0.52
Asia average 0.77 0.67 0.56 0.51 0.43

Source: Authors own calculations based on Barro aed2D€1
Notes: *Philippines 1995
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Figure A.4.5: Educational gini versus the percentag share of the working age
population (age 25-64) with no schooling, 1950-2000
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Table A.4.6: Standard deviation and Coefficient ofVariation of the attainment distribution of the working age population (25-64), Latin America
versus East Asia, 1950-2000

Standard deviation Coefficient of Variation
1950 1960 1970 1980 1990 2000 & 1960-2000 1950 1960 1970 1980 1990 2000 § 1960-2000
Argentina 3.0 3.5 3.7 4.0 4.3 4.8 1.3 0.68 0.70 630. 0.61 0.56 0.57 -0.13
Bolivia 5.3 5.0 5.2 5.5 5.9 0.5 1.27 1.36 1.29 17 1.06 -0.20
Brazil 3.7 3.6 3.5 4.2 4.8 1.1 1.29 1.22 1.18 131. 1.05 -0.24
Chile 4.2 4.3 4.3 4.7 5.0 5.2 0.9 0.94 0.86 0.79 .780 0.70 0.66 -0.20
Colombia 2.7 3.4 3.3 4.2 4.6 4.9 15 1.21 116 31.2 1.05 1.05 0.99 -0.18
Costa Rica 2.8 3.0 3.2 4.1 4.8 5.1 2.1 0.81 0.76 .880 0.87 0.86 0.85 0.08
Cuba 3.2 2.8 4.1 4.7 4.7 15 0.83 0.57 0.67 0.700.60 -0.23
Dominican Rep. 2.6 3.4 3.8 4.7 5.6 3.0 111 911 112 1.09 1.08 -0.02
Ecuador 3.0 3.3 3.4 4.8 5.8 5.9 2.6 1.29 1.10 1.070.89 0.97 0.90 -0.20
El Salvador 2.2 2.6 3.2 3.7 4.3 5.1 2.6 1.57 1.511.39 1.13 1.21 1.14 -0.37
Guatemala 2.1 2.4 2.5 3.4 3.9 4.4 19 1.77 1.70 691. 147 1.49 1.40 -0.30
Haiti 1.2 1.6 2.0 3.0 3.6 4.0 2.5 2.22 2.22 222 .062 1.52 1.50 -0.72
Honduras 25 2.6 29 3.9 4.1 1.6 1.48 1.52 1.251.07 1.01 -0.47
Jamaica 2.6 2.3 3.2 3.9 4.3 17 0.74 0.55 0.66 650 0.64 -0.10
Mexico 2.7 2.8 35 4.4 5.1 5.1 2.3 1.15 1.18 1.06 1.10 0.86 0.76 -0.42
Nicaragua 2.3 3.2 3.8 3.9 4.6 4.7 1.6 1.52 153 461. 1.38 1.27 1.07 -0.45
Panama 3.8 4.0 45 5.0 5.5 5.6 1.6 1.04 0.93 0.980.85 0.75 0.71 -0.23
Paraguay 2.7 2.9 3.3 3.9 4.4 4.6 1.6 1.06 0.88 00.9 0.85 0.77 0.80 -0.08
Peru 3.7 4.3 5.0 5.3 5.6 1.9 1.22 1.09 0.91 0.900.76 -0.46
Uruguay 4.3 4.3 4.3 5.0 4.9 0.6 0.85 0.82 0.75 .740 0.68 -0.18
Venezuela 2.6 3.2 3.8 4.7 4.8 5.3 2.1 1.28 1.26 301. 0.95 0.99 0.94 -0.31
LA average 2.7 3.2 3.5 4.1 4.7 5.0 1.7 1.27 1.17 141 1.04 0.97 0.91 -0.26
Hong Kong 5.3 5.3 5.8 5.8 5.6 0.4 1.11 1.05 0.86 0.69 0.60 -0.51
Indonesia 2.1 3.1 3.5 4.7 5.0 3.0 1.88 1.37 1.141.42 1.07 -0.81
Korea, Rep. 4.4 5.1 5.3 4.6 4.7 0.3 1.37 1.06 780. 0.49 0.45 -0.92
Malaysia 3.6 3.8 4.7 5.1 5.4 1.8 1.55 1.24 1.04 0.91 0.68 -0.87
Philippines 3.4 3.9 4.2 4.4 4.2 4.4 0.5 1.42 1.06 1.00 0.78 0.69 0.60 -0.46
Singapore 4.8 4.8 4.6 5.1 4.9 0.2 1.52 1.28 1.250.92 0.61 -0.91
Taiwan 4.3 5.0 5.0 5.3 5.4 1.2 1.28 1.13 0.78 .710 0.64 -0.65
Thailand 3.9 3.3 3.0 4.8 5.3 14 1.13 0.94 0.80 0.89 0.87 -0.26
East Asia average 4.0 4.3 4.5 4.9 5.1 1.1 1.36 1.13 0.93 0.84 0.69 -0.67

Source: Authors own calculations based on Barrol&sd2001
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Table A.4.7: Unadjusted Grade Distribution Ratio’s(1-6) in the developing world, 1960-
2005

GDR 1-6

1960/5 1970/5 1980/5  1990/5  2000/5
Afghanistan 0.46 0.60 0.67 0.66 0.34
Bahrain 0.43 0.97 0.91 0.94 0.92
Bangladesh 0.32 0.39 0.39 0.49 0.70
India 0.42 0.50 0.54 0.67 0.72
Iran 0.67 0.66 0.71 0.98 1.00
Myanmar (Burma) 0.40 0.43 0.66
Nepal 0.28 0.32 0.46 0.44 0.47
Pakistan 0.26 0.63 0.54 0.58
Sri Lanka 0.79 0.96 1.00 1.00
South & West Asia 0.40 0.59 0.62 0.74 0.71
Hong Kong 0.69 0.88 0.96 1.00 1.00
Indonesia 0.49 0.55 0.56 1.00 0.87
Korea, Rep. 0.73 0.92 0.94 1.00 0.98
Laos 0.29 0.33 0.36 0.37 0.51
Malaysia 0.82 0.81 0.94 0.89 0.96
Mongolia 0.78 0.32 0.68 0.83
Papua New Guinea 0.30 0.67 0.65 0.61
Philippines 0.59 0.69 0.79 0.71 0.81
Singapore 0.91 1.00 1.00 1.00
Thailand 0.36 0.43 0.77 1.00 0.98
Vietnam 0.34 0.45 0.73 0.91
East Asia & Pacific 0.55 0.69 0.73 0.83 0.85
Argentina 0.63 0.70 0.75 0.83 0.92
Barbados 0.82 0.87 1.00 1.00
Bolivia 0.32 0.44 0.47 0.63 0.83
Brazil 0.17 0.35 0.45 0.50 0.84
Chile 0.49 0.69 0.86 0.86 1.00
Colombia 0.20 0.37 0.56 0.70 0.74
Costa Rica 0.41 0.68 0.85 0.79 0.90
Cuba 0.34 0.54 0.98 0.99 1.00
Dominican republic 0.24 0.34 0.49 0.72
Ecuador 0.35 0.54 0.64 0.71 0.81
El Salvador 0.29 0.46 0.54 0.67 0.70
Guatemala 0.26 0.33 0.39 0.49
Guyana 0.84 1.00 0.92 0.87 0.90
Honduras 0.20 0.33 0.39 0.56 0.61
Jamaica 0.69 0.92 0.96 0.94
Mexico 0.32 0.52 0.64 0.82 0.88
Nicaragua 0.18 0.35 0.32 0.41 0.59
Panama 0.57 0.59 0.79 0.80 0.83
Paraguay 0.31 0.43 0.52 0.64 0.82
Peru 0.43 0.56 0.71 0.64 0.87
Trinidad & Tobago 0.83 0.87 0.93 1.00 1.00
Uruguay 0.58 0.79 0.82 0.85 0.83
Venezuela 0.33 0.65 0.72 0.73 0.86
Latin America 0.41 0.57 0.68 0.75 0.83
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Angola 0.20 0.26 0.33

Benin 0.55 0.64 0.64 0.57
Botswana 0.55 1.00 0.80 0.98 0.94
Burkina Faso 0.55 0.67 0.61 0.74 0.71
Burundi 0.52 0.71 0.89 0.60
Cameroon 0.55 0.63 0.70 0.76
Central African Republic 0.31 0.45 0.58 0.52

Chad 0.24 0.42 0.37 0.42
Congo, Dem. Rep. 0.45 0.64 0.64
Congo, Rep. 0.39 0.66 0.75 0.69 0.68
Ethiopia 0.30 0.53 0.34 0.39 0.42
Gabon 0.40 0.49 0.49 0.55 0.63
Gambia, The 0.53 1.00 0.72 0.72 0.67
Ghana 0.69 0.79 0.77 0.77 0.80
Guinea 0.60 0.68 0.55 0.68
Ivory coast 0.38 0.74 0.83 0.75 0.79
Kenya 0.48 0.66 0.65 0.80 0.81
Lesotho 0.43 0.59 0.51 0.72 0.61
Madagascar 0.31 0.35 0.51 0.35 0.31
Malawi 0.43 0.43 0.36 0.48
Mali 0.56 0.52 0.52 0.63
Mauritania 0.87 0.48 0.83 0.72 0.69
Mauritius 0.80 0.82 0.94 1.00 1.00
Niger 0.35 0.59 0.80 0.84 0.64
Nigeria 0.53 0.48 0.80 0.79 0.75
Rwanda 0.19 0.48 0.60 0.57 0.37
Senegal 0.53 0.84 0.79 0.77 0.71
Sudan 0.56 0.72 0.77 0.81
Swaziland 0.64 0.65 0.74 0.78
Tanzania 0.61 1.00 0.84 0.79
Togo 0.52 0.61 0.52 0.66
Uganda 0.68 0.71 0.61 0.58 0.57
Zambia 0.58 0.70 0.83 0.87 0.80
Zimbabwe 0.70 0.49 0.85 0.85
Sub Saharan Africa 0.49 0.60 0.66 0.67 0.68
Algeria 0.66 0.90 0.85 1.00
Cyprus 0.87 1.00 1.00 1.00 1.00
Egypt 0.75 0.80 0.82 1.00
Iraq 0.49 0.72 0.75 0.84 0.72
Israel 0.96 1.00 0.95 1.00 0.96
Jordan 0.81 0.72 1.00 1.00 0.96
Kuwait 0.49 0.97 0.60 0.93 1.00
Libya 0.44 0.51 0.87 1.00
Morocco 0.83 0.68 0.70 0.72 0.84
Oman 0.69 0.96 0.92
Qatar 0.18 0.67 0.85 0.92 0.90
Saudi Arabia 0.39 0.64 0.67 0.82 0.86
Syria 0.61 0.66 0.75 0.83 0.86
Tunisia 0.54 0.80 0.81 0.89 1.00
Turkey 0.45 0.71 0.76 0.95 0.95
N. Africa & Middle East 0.60 0.75 0.81 0.90 0.93
Developing world average 0.49 0.62 0.70 0.75 0.78
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Sources: Authors own calculations based on UNESHi&ljstical Yearbogkl966-1998 and UNESCO,
Institute for StatisticgUIS); www.uis.unseco.org

Notes: For each country the first available obseowaith the first five years of the decade is included.
For 60 countries there is at least one observatiom e®cade. Countries with less than three
observations in five decades, for example South AfBteutan, Mozambique and Haiti, were removed.
In some cases the year of observation of the percediag#ution and the total number of students
enrolled does not match. A maximum difference of twargevas allowed. The enrolment figures of
primary and secondary schooling always refer to theesgear. In a few cases the number of students
enrolled in secondary education was derived by tterpolation of two surrounding years. The three
standard categories of secondary schooling reportetienyearbook consist of general secondary
education, vocational education and teacher trgirBeneral secondary education accounts for the lion
share of all students and is regularly reported, ionally figures for teacher training or vocational
education are missing. These were estimated witareeptage share obtained from the closest year
with a complete observation. In some countries thebmurof secondary school students in the early
post-war years was almost zero. For example, The Cekftiahn Republic in 1970 reported a total
number of 457 students enrolled in secondary school.tétai enrolment estimates in primary
schooling interpolation methods were not applied.edv fobservations were removed because they
were suspect and likely to be caused by either typingporting errors.
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Table A.5.1: Export specialisation patterns and opaness to trade in Latin America, 1906-2000

key export commodities

key export commodities

&eport sector ISIC 1

Trade Openness

Trade Openness

imports and exports as imports and exports as

export value as % of total export value as %otdlt export value as % of total % of GDP % of GDP
1906 ca. 1960 2000 1960 2000

Argentina cereals 0.41, wool 0.20 meat 0.25, cereall Food, beverages manuf 0.24 15 22
Bolivia tin ore 0.65, silver 0,05 mining 0,31 54
Brazil Coffee 0.53, rubber 0.27 coffee 0.56, fib@136 metal manuf 0,31 14 23
Chile nitrates 0.80, copper 0.07 copper 0.66, ma@n0.11 basic metals manuf 0,30 29 59
Colombia coffee 0.72, petroleum 0.17 mining 0,38 30 41
Costa Rica bananas 0.54, coffee 0.41 coffee Oaharmas 0.26 metal manuf 0,44 48 94
Cuba sugar 0.60, tobacco 0.30 sugar 0.87, nicked ©64 food, bev, tobacco 0.41 34
Dominican Republic* sugar 0.51, coffee 0.11 {exthanuf 0.38 44 100
Ecuador bananas 0.59, cocoa 0.14 mining 0,45 36 8 6
El Salvador coffee 0.48, cotton 0.94 agricultdyz7 45 70
Guatemala coffee 0.50, textile fibres 0.16 aghice 0,43 27 49
Honduras bananas 0.40, coffee 0.17 agricultse 0 44 98
Jamaica bananas 0.47, rum 0.07 sugar 0.32, alwren@a 23 chemicals 0,59 71 97
Mexico Textile fibers 0.26, copper 0.21 cotton 0Q.&dffee 0.09 metal manuf 0,67 20 64
Nicaragua cotton 0.38, coffee 0.23 agricultuf0 50 75
Panama bananas 0.42, petrol. prod 0.40 agrieulso 138
Paraguay meat 0.26, wood 0.12 agriculture 0,48 35 55
Peru sugar 0.25, metal ore 0.21 cotton 0.18, g0at® basic metals manuf 0,26 42 34
Trinidad and Tobago| cocoa 0.52, sugar 0.28 pedrotd 0.78, sugar 0.08 chemicals 0,57 121 105
Uruguay wool 0.39, hides & beef 0.39 wool 0.35, a0 food, beverages manuf 0.38 32 40
Venezuela Petrol crude 0.67, products 0.23 mifieg 43 45

Sources: Figures for 1906 from the Department oh@erce and Labor (1909y)atistical Abstract of Foreign Countrigd/ashington D.C.; for 1960 from UNjternational
Yearbook of Trade Statisti@nd World BankWorld Development Indicatord006; for 2000 from UNInternational Trade Statistics Yearboakd World BankWorld
Development Indicator2006.
Notes: * Dominican Republic figures refer to 199%taad of 2000.
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Figure A.5.2: The composition of employment in Argetina, Brazil, Mexico and the
USA, 1870-2000
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Sources: Argentina: IEERAL 1986 and Mitchell (20G8) 1913-1929 and de Vries and Timmer
(2007) for 1950-2000; Brazil: Mitchell (2003) fo20-1940, de Vries and Timmer (2007) for 1950-
2000; Mexico: INEGI (1986) for 1895-1980, ECLAC () for 1990-2000; USA: Mitchell (2003) for
1870-1970 and the GGDC Total Economy Databasey.ggdc.net for 1980-2000.

In the USA the major shift of employment from agrtaut to industry and services took place in the
half century between 1880 and 1930: the share afdtyral employment decreased by 28% (from 50
to 22%). In Mexico an identical decline of 28 perage points took place in just two decades between
1960 and 1980 (54 - 26%). In the half century betwd950 and 2000 the share of Mexican
agricultural employment declined by 42% (58 - 16%)similar decline occurred in Brazil, between
1950 and 2000 agricultural employment decreased byed@ntage points, from 63 to 21% of total
employment.

The timing and intensity of structural change inArand Mexico are exemplary for many
other countries in the region, but because of tiaditionally high level of urbanisation and loates
of agricultural employment, Argentina and Uruguaynfed an exception to this pattern. The
Argentinean pattern of structural change more clossgmbled the US than its Latin neighbours: a
decline of 28 points between 1929 and 1980, wigeak of 15 points between 1929 and 1950. Given
its large mining sector, historical levels of agrictdluemployment in Chile were also significantly
lower than in Brazil and Mexico. In some of the ledsteloped LAC's the transition set in much later,
albeit with comparable high rates of rural-urban naign. Around 1950 the country-specific shares of
the agricultural sector in the total economicallyivae population reveal the scope of the regional
diversity in the sector composition of employment wegfl: Argentina and Uruguay recorded ca. 25%
as opposed to ca. 70% in Guatemala, Honduras andaljigar Chile recorded 32%, Venezuela 42%,
Colombia 50%, while the shares in Bolivia, Brazituador, Peru and Mexico ranged between 55 and
60% (ILO 1997).
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Table A.7.1: The percentage share of urban own acaot workers in the total labour
force in the USA, Canada, Chile, Costa Rica, Mexicd?anama and Venezuela, 1930-2003

USA Canada Chile Costa Rica Mexico Panama Venezael
1930 0.079 0.164
1931 0.092
1932
1933
1934
1935
1936
1937
1938
1939
1940 0.099 0.162 0.123
1941 0.089 0.172
1942
1943
1944
1945
1946
1947
1948
1949
1950 0.088 0.090 0.128 0.105 0.138
1951 0.083
1952 0.163
1953
1954
1955
1956 0.084
1957
1958 0.128
1959
1960 0.077 0.079 0.143 0.107 0.098
1961 0.081 0.171
1962 0.086
1963 0.092
1964 0.081
1965
1966
1967 0.066
1968 0.069
1969
1970 0.170 0.163 0.110
1971 0.063 0.187 0.190
1972 0.065
1973 0.061 0.084 0.168
1974
1975 0.061 0.158 0.201
1976 0.055
1977 0.062 0.200
1978
1979 0.065 0.063 0.140
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USA Canada Chile Costa Rica Mexico Panama Venezael

1980 0.054 0.063 0.128 0.112

1981 0.066 0.058 0.165
1982 0.062 0.132

1983 0.069 0.136 0.168
1984 0.066 0.127 0.131

1985 0.069 0.068 0.142 0.228
1986 0.200 0.134 0.205 0.139

1987 0.069 0.067 0.156 0.205 0.225
1988 0.071 0.070 0.209 0.156 0.175

1989 0.070 0.069 0.220 0.166 0.171 0.246
1990 0.071 0.071 0.215 0.170 0.256
1991 0.072 0.072 0.213 0.178 0.214 0.171 0.257
1992 0.069 0.074 0.219 0.165 0.260
1993 0.071 0.080 0.218 0.144 0.210 0.158 0.274
1994 0.071 0.080 0.228 0.169 0.162

1995 0.072 0.080 0.171 0.220 0.164

1996 0.071 0.079 0.222 0.176 0.215 0.174

1997 0.070 0.094 0.224 0.206 0.220 0.188

1998 0.067 0.093 0.237 0.184 0.220 0.191

1999 0.065 0.090 0.237 0.216 0.205

2000 0.063 0.087 0.235 0.192 0.230 0.204

2001 0.063 0.083 0.249 0.226 0.235 0.196

2002 0.061 0.083 0.250 0.224

2003 0.075 0.083 0.252 0.222 0.215

Source: ILO,Yearbook of Labour Statisticgarious issues, 1936-2005

Notes: The data are based on three different typsswtes, i.e. national census reports (C), household
surveys (HS) and labour force sample surveys (LFSSici@festimates (OE) were excluded from the
sample since they do not provide a consistent conddmses for the construction of time-series. The
data are exclusively derived from sources referrmghe total economically active population of the
age 10 to 16 years and older. In addition the labfotoe had to be classified according to main
economic sector. Hence, surveys excluding (partshefyaral population were not allowed, which is
the reason for the end of the Venezuelan serie®9®4 {Unfortunately, many LAC’s have changed
from a national coverage to an urban labour fomeerage in their household and labour force sample
surveys in the 1990’s, which largely reduced thaesbias international comparisons). The reliabilify o
the labour force data (in terms of total coverage) lbeen checked with the use of ILO estimates of the
total economically active population. Deviationsrev@nly allowed within a maximum range of 5%.
Labour force sample surveys were often excluded Isecafisignificant underestimation of the total
labour force. One of the major sources of incompétibbetween countries relates to the way
unemployment is classified. Some countries list thenyheyed in the category “employees or wage
earners”, others classify the unemployed as “status wvikmar unemployed”. This classification
difference did not affect the computation of thenemccount workers share as long as both groups were
included as part of the total labour force. Othestdes that may affect the spatial and temporal
comparability of the figures relate to the speciahatment (or exclusion) of military personnel or the
exclusion of isolated aboriginal tribes, such as modtam jungle populations in Latin America.
Differences also relate to the methods employed tmsadabour force estimates for under-
enumeration. These differences remained uncorrectdésgithey exceeded the 5% benchmark of
course).
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Table A.7.2: The distribution of employment in thetrade sector according to status in
employment, Latin America versus other New World Cantries, 1990-1993
(employment in thousands)

Unpaid family

self-employed workers employees Total % share
year (1) (2) (3 (1+(2)+(3) 1+ @2

Bolivia 1991 169 30 117 316 0.63
Brazil 1990 3149 448 4378 7975 0.45
Chile 1993 378 71 476 925 0.49
Costa Rica 1993 51 10 128 189 0.32
Colombia 1992 560 47 625 1232 0.49
Ecuador 1992 337 9 125 471 0.73
El Salvador 1992 132 27 78 237 0.67
Guatemala 1992 210 41 123 374 0.67
Honduras 1992 157 35 83 275 0.70
Mexico 1993 2486 1144 3256 6886 0.53
Peru 1991 489 62 249 800 0.69
Uruguay 1992 81 14 128 223 0.43
Venezuela 1992 764 56 712 1532 0.54
Latin American average 8963 1994 10478 21435 0.51
Australia 1993 295 21 1609 1925 0.16
Canada 1993 209 15 2167 2391 0.09
USA 1993 1913 86 24719 26718 0.07
New World average 2417 122 28495 31034 0.08

Source: ILO,Yearbook of Labour Statistic§993-1995
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Table A.7.3: An overview of sources used to computie Theil coefficient of manufacturing inter-indugry wage distribution,
the labour income share and the white-collar premim, Latin America and the USA, Canada and Australia, 1900-2002

Country

Argentina
Argentina
Argentina
Argentina
Argentina
Argentina
Argentina
Argentina
Argentina
Argentina
Argentina
Argentina
Argentina
Argentina
Argentina
Argentina
Argentina
Argentina
Argentina
Argentina
Argentina

Bolivia
Bolivia
Bolivia
Bolivia

Brazil

year

1913
1917
1935
1937
1938
1950
1953
1957
1963
1971
1974
1976
1979
1982
1985
1993
1996
1998
1999
2000
2001

1966
1976
1988
1998

1920

Theil coefficient of manufacturing
inter-industry wage distribution

ISIC 1

0.0066
0.0061
0.0124
0.0092
0.0084
0.0037
0.0056
0.0031
0.0032
0.0079
0.0063
0.0077
0.0166
0.0188
0.0195
0.0216
0.0222
0.0310
0.0288
0.0299
0.0338

0.0190
0.0140
0.0312
0.0382

0.0085

ISIC 2

0.0084
0.0067
0.0083
0.0168
0.0190
0.0208
0.0299
0.0226
0.0319
0.0290
0.0301
0.0340

0.0190
0.0172
0.0325
0.0398

ISIC 3

0.0222
0.0265
0.0361
0.0333
0.0345
0.0385

0.0436

Labour
income
share

0.34
na
0.39
0.41
0.42
0.40
0.31
0.32
0.52
na
na
na
na
na
na
0.42
0.29
0.40
0.43
0.44
0.40

na
0.31
0.31

0.24

0.26

white
collar
premium

na
na
na
na
na
na
na
na
1.30
1.63
1.43
1.49
2.00
2.00
1.60
na
na
na
na
na
na

na
1.69
4.35

na

na

Standard and Source

203 sectors; Censo Comercal e Industrial de la Rigau1913, Boletin no. 20, Capital Federal,
Minesterio de Agricultura, Buenos Aires 1914

13 sectors; Anuastadistico 1917, Boletin no. 42, Buenos Aires 1919
20 sectors; Egtedidustrial de la Republica Argentina 1938, Ba Aires 1940
20 sectors; Edtedipdustrial de la Republica Argentina 1938, Ba Aires 1940
20 sectors; Egtedidustrial de la Republica Argentina 1938, BaeAires 1940
ISIC 1; UN, Thewv@hoof World Industry, 1953-1965, National Tablsgw York 1967
ISIC 1; UN, Thev@hoof World Industry, 1953-1965, National Tablsgw York 1967
ISIC 1; UN, Thev@hoof World Industry, 1953-1965, National Tablsgw York 1967
ISIC 1; UN, Thew&h of World Industry, 1958-1967, 1968 editioreWYork 1970
ISIC 1 &2g&115 sectors; UN, Yearbook of Industrial Statistl975, Volume 1, New York 1977
ISIC 1 &2g&115 sectors; UN, Yearbook of Industrial Statistl975, Volume 1, New York 1977
ISIC 1 &28&115 sectors; UN, Yearbook of Industrial Statistl 980, Volume 1, New York 1982
ISIC 1 &2&115 sectors; UN, Yearbook of Industrial Statistl982, Volume 1, New York 1984
ISIC 1 &2&115 sectors; UN, Yearbook of Industrial Statistl982, Volume 1, New York 1984
ISIC 1 &2&115 sectors; UN, Yearbook of Industrial StatistL986, Volume 1, New York 1988
ISE813; UNIDO, International Yearbook of Industriatatistics 1999, Vienna 1999
ISIZ& 3; UNIDO, International Yearbook of Industriatatistics 2002, Vienna 2002
ISIZ& 3; UNIDO, International Yearbook of Industriatatistics 2006, Vienna 2006
ISIZ& 3; UNIDO, International Yearbook of Industriatatistics 2006, Vienna 2006
ISIZ& 3; UNIDO, International Yearbook of Industriatatistics 2006, Vienna 2006
ISIZ& .3; UNIDO, International Yearbook of Industriatatistics 2006, Vienna 2006

ISIC 1 & 2; UN, The Growth of World Industry 196®49, Volume 1, 1970 edition, New York
1972

ISIC 1 & ¥ ,Urearbook of Industrial Statistics 1980, VolumeNkw York 1982
ISIC 1 & 2¥,Urearbook of Industrial Statistics 1990, VolumeNkw York 1992
ISIC 2;&NIDO, International Yearbook of Industrial S$ssits 2002, Vienna 2002

13 sectors; Recense@noe Brazil 1920, Volume V, Rio de Janeiro 1927
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Brazil
Brazil
Brazil
Brazil
Brazil
Brazil
Brazil
Brazil
Brazil
Brazil
Brazil
Brazil
Brazil
Brazil
Brazil
Brazil
Brazil

Chile
Chile
Chile
Chile
Chile
Chile
Chile
Chile
Chile
Chile
Chile
Chile
Chile
Chile
Chile
Chile
Chile
Chile
Chile
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1939
1949
1953
1958
1959
1962
1966
1970
1974
1979
1984
1992
1996
1999
2000
2001
2002

1910
1925
1953
1957
1963
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1980
1984
1989

0.0089
0.0132
0.0159
0.0204
na
0.0216
0.0257
0.0235
0.0297
0.0239
0.0345
0.0366
0.0466
0.0522
0.0533
0.0576
0.0538

0.0077
0.0053
0.0171
0.0140
0.0255
0.0175
0.0200
0.0123
0.0171
0.0129
0.0082
0.0072
0.0103
0.0107
0.0148
0.0175
0.0193
0.0353
0.0297

0.0297
0.0243
0.0346
na
0.0482
0.0534
0.0548
0.0590
0.0551

0.0177
0.0217
0.0136
0.0176
0.0136
0.0093
0.0079
0.0110
0.0113
0.0154
0.0180
0.0207
0.0369
0.0323

0.0517
0.0589
0.0611
0.0673
0.0623

0.21
0.28
0.32
0.30
na
0.28
0.24
0.23
0.24
0.21
0.15
0.19
0.29
0.25
0.23
0.22
0.21

0.30
0.32
0.35
0.27
0.24
0.25
0.12
0.18
0.19
0.23
0.30
0.16
0.12
0.12
0.15
0.17
0.18
0.15
0.15

na
na
na
na
2.23
na
na
na
212
211
1.67
na
na
na
na
na
na

na
3.01
2.72
2.93
2.99

3.05
2.71
2.81
2.67
2.38
2.17
2.45
2.39
2.64
2.52
3.08
3.54
na

19 sectors; Recenseamento do Brasil 1950, sinopmmar do censo industrial, Rio de Janeiro
1953

ISIC 1; UN, The GrowttWorld Industry, 1953-1965, National Tables, Néark 1967
ISIC 1; UN, The GrowttWorld Industry, 1958-1967, 1968 edition, Newrkd970
ISIC 1; UN, The GrowtiWorld Industry, 1958-1967, 1968 edition, Newrkd970
ISIC 1; UN, The Growthébrid Industry, 1953-1965, National Tables, New K @867
ISIC 1; UN, The GrowttWorld Industry, 1958-1967, 1968 edition, Newrkd970
ISIC 1; UN, The GrowttWorld Industry, 1958-1967, 1968 edition, Newrkd970
ISIC 1 & 2; UN, Yeavkmf Industrial Statistics 1975, Volume 1, New Xd977
ISIC 1 & 2;,U¢arbook of Industrial Statistics 1976, VolumeNew York 1978
ISIC 1 & 2;,U¢arbook of Industrial Statistics 1982, VolumeNew York 1984
ISIC 1 & 2;,U¢arbook of Industrial Statistics 1988, VolumeNew York 1990
ISIC 1,2 & 3; UNID@ernational Yearbook of Industrial Statistic920Vienna 2001
ISIC 12, &NIDO, International Yearbook of Industrial 8¢tics 1999, Vienna 1999
ISIC 12, &NIDO, International Yearbook of Industrial 8¢tics 2006, Vienna 2006
ISIC 12, &NIDO, International Yearbook of Industrial 8¢tics 2006, Vienna 2006
ISIC 1.2, &NIDO, International Yearbook of Industrial 8stics 2006, Vienna 2006
ISIC 1.2, &NIDO, International Yearbook of Industrial 8stics 2006, Vienna 2006

16 sectors; Estadisttidastrial de la Republica de Chile, 1910

17 sectors; Anuasimdistico de la Republica de Chile, Vol. IX, 193antiago de Chile 1927
ISIC 1; UN, The Giowt World Industry, 1953-1965, National TablesyNéork 1967

ISIC 1; UN, The Gioat World Industry, 1953-1965, National TablesyNéork 1967

ISIC 1; UN, The Giowt World Industry, 1953-1965, National TablesyNéork 1967

ISIC 1; UN, Thew&roof World Industry, 1960-1969, Volume 1, Editia870, New York 1971
ISIC 1; UN, Threwth of World Industry, Volume 1, Edition 1978ew York 1975

ISIC 1; UN, @rewth of World Industry, Volume 1, Edition 1978ew York 1975

ISIC 1 & 2; Mdarbook of Industrial Statistics 1975, VolumeNew York 1977

ISIC 1 & 2; Wearbook of Industrial Statistics 1976, Volumeé\ew York 1978

ISIC 1 & 2; Wearbook of Industrial Statistics 1976, Volumeé\ew York 1978

ISIC 1 & 2; Wearbook of Industrial Statistics 1976, Volumeé\ew York 1978

ISIC 1 & 2; Wearbook of Industrial Statistics 1978, Volumeé\ew York 1980

ISIC 1 & 2; Mearbook of Industrial Statistics 1978, VolumeNew York 1980

ISIC 1 & 2;,MIM¢arbook of Industrial Statistics 1980, VolumeNew York 1982

ISIC 1 & 2; Mdarbook of Industrial Statistics 1980, VolumeNew York 1982

ISIC 1 & 2; Mdarbook of Industrial Statistics 1980, VolumeNew York 1982

ISIC 1 & 2; Wearbook of Industrial Statistics 1988, Volumeé\ew York 1990

ISIC 1 & 2; UNID@ernational Yearbook of Industrial Statisti@&98, Vienna 1996



Chile
Chile
Chile
Chile

Colombia
Colombia
Colombia
Colombia
Colombia

Costa Rica
Costa Rica
Costa Rica
Costa Rica

Dominican R.
Dominican R.
Dominican R.

Ecuador

Ecuador
Ecuador
Ecuador

El Salvador
El Salvador
El Salvador
El Salvador

Guatemala
Guatemala
Guatemala
Guatemala

Mexico
Mexico
Mexico

1992
1996
1998
2000

1958
1963
1976
1986
1996

1963
1975
1986
1996

1963
1975
1985

1963

1976
1986
1996

1972
1975
1985
1996

1968
1974
1986
1998

1930
1960
1976

0.0261
0.0271
0.0337
0.0312

0.0199
0.0146
0.0151
0.0157
0.0180

0.0085
0.0134
0.0164
0.0179

0.0210
0.0230
0.0394

0.0127

0.0075
0.0161
0.0371

0.0161
0.0136
0.0174
0.0279

0.0207
0.0249
0.0353
0.0340

0.0282
0.0102
0.0116

0.0284
0.0295
0.0359
0.0334

0.0168
0.0167
0.0189

0.0088
0.0136
0.0169
0.0185

0.0215
0.0232
0.0395

0.0089
0.0184
0.0388

0.0194
0.0148
0.0177
0.0296

0.0218
0.0262
0.0379
0.0455

0.0117

0.18
0.19
0.16
0.18

0.32

0.32
0.20
0.16
0.16

0.27
0.23
0.25
0.33

0.48
na
na

0.28

0.26
0.37
0.15

na
0.21
0.26
0.26

0.29

0.24

0.23
na

0.33
0.36
0.13

na
na
na
na

na
2.33
2.27
1.79
na

na

2.17
na
na

na
na
na

2.56

2.27
na
na

na

2.56
na
na

na

3.33

2.56
na

na
2.04
1.84

ISIC 1 & 2; UNID@ernational Yearbook of Industrial Statisti@98, Vienna 1996
ISIC 1 & 2; UNIDQernational Yearbook of Industrial Statisti&03, Vienna 2003
ISIC 1 & 2; UNIDQernational Yearbook of Industrial Statisti&03, Vienna 2003
ISIC 1 & 2; UNIDQernational Yearbook of Industrial Statisti&03, Vienna 2003

ISIC 1; UN, The Ghoof World Industry, 1953-1965, National TablegviNYork 1967
ISIC 1; UN, Thew&h of World Industry, 1953-1965, National Tablsgw York 1967
ISIC 1 &R, Yearbook of Industrial Statistics 1980, VolutheNew York 1982

ISIC 1 &R, Yearbook of Industrial Statistics 1990, VolutheNew York 1992

ISIC 1 & 2D@, International Yearbook of Industrial Statisti2002, Vienna 2002

ISIC 1 BN, The Growth of World Industry 1961-1970, Volumé971 edition, New York 1973
ISIC 1 BIR, Yearbook of Industrial Statistics 1979, Volerh, New York 1981

ISIC 1 BN, Yearbook of Industrial Statistics 1990, VolumheNew York 1992

ISIC 1 DO, International Yearbook of Industrial Staitst2002, Vienna 2002

ISIC 1, &R, The Growth of World Industry 1961-1970, Volarh 1971 edition, New York 1973
ISIC 1 &R, Yearbook of Industrial Statistics 1977, VoluheNew York 1979
ISIC 1 &R, Yearbook of Industrial Statistics 1988, VolutheNew York 1990

ISIC 1; UN, Thewdnaof World Industry, 1953-1965, National Tablsew York 1967

ISIC 1 &I4; Yearbook of Industrial Statistics 1980, Volume\NEw York 1982
ISIC 1 & 2; Wdarbook of Industrial Statistics 1990, Volume\ew York 1992
ISIC 1 & 2; D] International Yearbook of Industrial Statist?02, Vienna 2002

ISIC 1 &JI9; The Growth of World Industry 1961-1970, Voluind 971 edition, New York 1973
ISIC2; &N, Yearbook of Industrial Statistics 1977, Viole 1, New York 1979

ISIC 1 &; Yearbook of Industrial Statistics 1988, VolutheNew York 1990

ISIC 1 &®JDO, International Yearbook of Industrial Staéitts 1999, Vienna 1999

ISIC 1 &N\, The Growth of World Industry 1961-1970, Volume 971 edition, New York 1973
ISIC 1 ’IR; Yearbook of Industrial Statistics 1977, VolutheNew York 1979

ISIC 1 ’NR; Yearbook of Industrial Statistics 1990, VolutheNew York 1992

ISIC 1 & 2:NlIndustrial Statistics 2005 (website)

15 sectors; Primesa@émdustrial de 1930, Mexico

ISIC 1; UN, The Gttoaf World Industry, 1953-1965, National TablegwYork 1967
ISIC 1 & 28158 sectors; UN, Yearbook of Industrial Statistk980, Volume 1, New York 1982
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Mexico
Mexico
Mexico
Mexico
Mexico
Mexico

Panama
Panama
Panama
Panama

Peru
Peru
Peru
Peru

Uruguay
Uruguay
Uruguay
Uruguay
Uruguay

Venezuela
Venezuela
Venezuela
Venezuela

Australia
Australia

Australia
Australia
Australia
Australia
Australia
Australia

232

1986
1990
1992
1996
1998
2000

1961
1976
1987
1994

1963
1973
1986
1996

1930
1968
1981
1986
1997

1971
1976
1986
1996

1912

1923

1935
1954
1963
1976
1985
1998

0.0090
0.0120
0.0133
0.0174
0.0189
0.0185

0.0068
0.0155
0.0281
0.0405

0.0124
0.0102
0.0230
0.0466

0.0042
0.0115
0.0136
0.0161
0.0302

0.0130
0.0121
0.0135
0.0318

0.0136

0.0091

0.0096
0.0024
0.0035
0.0024
0.0039
0.0073

0.0090
na
0.0147
0.0181
0.0199
0.0195

0.0161
0.0288
0.0530

0.0122
0.0248
0.0591

0.0115
0.0144
0.0173
0.0307

0.0136
0.0125
0.0152
0.0355

0.0027
0.0041
0.0076

0.16
0.21

0.0228 0.16
0.0243 0.18
0.0236 0.20

0.35
0.30
0.35
0.48

0.30
0.18
0.19
0.18

0.38
0.33
0.32
0.25
0.36

na

0.25

0.29
na

0.56

0.51

0.44
0.58
0.52
0.56
0.48
0.0090 0.36

2.02
2.54
na
na
na
na

213
2.08

na

na

2.38
2.44
2.22

na

1.49

na
2.33
2.22

na

2.50

5.88

5.88
na

na

1.67

1.64

1.22

1.30
1.32
1.20
na

ISIC 1 & 2;,MM¢arbook of Industrial Statistics 1990, VolumeNew York 1992

ISIC 1 & 2; UNavtmok of Industrial Statistics 1990, Volume 1, N¥éark 1992

ISIC 1 & 2; UNID@tdrnational Yearbook of Industrial Statistics 199&nna 1996
ISIC 12 &NIDO, International Yearbook of Industrial Sstics 2002, Vienna 2002
ISIC 12 &NIDO, International Yearbook of Industrial Sstics 2006, Vienna 2006
ISIC 12 &NIDO, International Yearbook of Industrial 8stics 2006, Vienna 2006

ISIC 1; UN, The @rafvWorld Industry, 1953-1965, National TablegviNYork 1967
ISIC 1 & 2; Ydarbook of Industrial Statistics 1980, VolumeNew York 1982

ISIC 1 & 2;YBdrbook of Industrial Statistics 1990, Volume EvYork 1992

ISIC 1 & 2; UIDternational Yearbook of Industrial Statistic99, Vienna 1999

ISIC 1; UN, The Grooitorld Industry, 1953-1965, National Tables, Néark 1967
ISIC 1 & 2; YBlarbook of Industrial Statistics 1977, Volume EwiNYork 1979

ISIC 1 & 2; YBlarbook of Industrial Statistics 1990, Volume EwiNYork 1992

ISIC 1 & 2; UNID@®ernational Yearbook of Industrial Statistic920Vienna 2002

18 sectors; Camdbostrial de 1930, in: Revista de la Union Indastlie Uruguaya, ano 57, no. 135
ISIC 1 & 2; UNe Growth of World Industry 1961-1970, Voluméd 871 edition, New York 1973
ISIC 1 & R, Wearbook of Industrial Statistics 1982, VolumeNkw York 1984

ISIC 1 &R Yearbook of Industrial Statistics 1990, VolutheNew York 1992

ISIC 1 & 2; DAJ International Yearbook of Industrial Statist®302, Vienna 2002

ISIC 1 &I®; The Growth of World Industry, Volume 1, 1973 &oln, New York 1975
ISIC 1 BIIR; Yearbook of Industrial Statistics 1980, VoluheNew York 1982

ISIC 1 BIIR; Yearbook of Industrial Statistics 1990, VoluheNew York 1992

ISIC 1 & 2;DllInternational Yearbook of Industrial Statist®302, Vienna 2002

16 sectors; Manufang Industries in the Commonwealth 1912, Mellmeut 914

19 sectors; Production Bulletin No. 17, SummanAoétralian Production Statistics for 1912-13 to
1922-23, Melbourne

15 sectors; Production Bulletin No. 30, SummanAoétralian Production Statistics for 1925-26 to
1935-36, Canberra
ISIC 1; UN, Thewth of World Industry, 1953-1965, National Tahlsew York 1967
ISIC 1; UN, Thewth of World Industry, 1953-1965, National Tablsew York 1967
ISIC 1 &JRL, Yearbook of Industrial Statistics 1980, VolutheNew York 1982
ISIC 1 &JR., Yearbook of Industrial Statistics 1986, VolutheNew York 1988
ISEC&13; UNIDO, International Yearbook of Industriatatistics 2002, Vienna 2002



Canada
Canada
Canada
Canada
Canada
Canada
Canada
Canada
Canada

USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA

1905
1910
1925
1935
1963
1976
1986
1996
1999

1900
1914
1925
1935
1954
1958
1959
1960
1961
1962
1963
1964
1965
1966
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980

na
0.0096
0.0054
0.0044
0.0072
0.0060
0.0096
0.0090
0.0105

0.0061
0.0059
0.0059
0.0082
0.0072
0.0089
0.0095
0.0094
0.0096
0.0096
0.0095
0.0096
0.0094
0.0090
0.0076
0.0076
0.0077
0.0095
0.0107
0.0111
0.0114
0.0120
0.0133
0.0134
0.0135
0.0149
0.0144

0.0065
0.0103
0.0096
0.0111

0.0079
0.0080
0.0080
0.0100
0.0112
0.0116
0.0120
0.0125
0.0139
0.0141
0.0142
0.0164
0.0151

na

0.35

0.44
0.43

0.49

0.51

0.45
0.0118 0.40
0.0137 0.34

0.41
0.41
0.40
0.39
0.54
0.52
0.50
0.51
0.51
0.50
0.49
0.48
0.47
0.47
0.47
0.47
0.47
0.46
0.45
0.44
0.42
0.43
0.50
0.41
0.41
0.40
0.41

1.85
na
1.90
1.89

1.39
1.34
1.44

na
na

na
na
na
na

1.56
na
na
na
na
na

1.53
na
na
na
1.55
1.57
1.56
1.53
1.56
1.55
1.54
1.55
1.54
1.53
1.53
1.52
1.53

15 sectors; Census aisti&aBulletin I, Manufactures of Canada, Otta®907
15 sectors; The Cafeathook 1912, Ottawa 1913
9 sectors; Dominion Bureau of Statisfitee Canada Yearbook 1927-28, Ottawa 1928
9 sectors; Dominion Bureau of Statisfitee Canada Yearbook 1938, Ottawa 1938
ISIC 1; UN, The &@f/World Industry, 1953-1965, National TablegvWYork 1967
ISIC 1 & 2; Wdarbook of Industrial Statistics 1980, VolumeNew York 1982
ISIC 1 & 2; VYdarbook of Industrial Statistics 1990, VolumeNew York 1992
ISIC 18N\2DO, International Yearbook of Industrial Stits 2002, Vienna 2002
ISIC B2WNIDO, International Yearbook of Industrial 8stics 2006, Vienna 2006

15 sectors; Abstrath@fTwelfth Census of the United States 1900, Wagtbn 1902
16 sectors; Statistitmtract of the United States 1928, Washington 1928

16 sectors; Statistitatiact of the United States 1928, 50th number,Hiigson

16 sectors; Statistitatiact of the United States 1938, 60th number,Hiigson
ISIC 1; UN, The GroatiWorld Industry, 1953-1965, National Tables, Néark 1967
ISIC 1; UN, The GrowtWadrld Industry, 1957-1966, 1967 edition, New Y&369
ISIC 1; UN, The GrowtWadrld Industry, 1957-1966, 1967 edition, New Y&%69
ISIC 1; UN, The GrowtWadrld Industry, 1957-1966, 1967 edition, New Y&%69
ISIC 1; UN, The GrowtMWadrld Industry, 1957-1966, 1967 edition, New Y&%69
ISIC 1; UN, The GrowtMWaidrld Industry, 1957-1966, 1967 edition, New Y&%69
ISIC 1; UN, The GrowatiWorld Industry, 1953-1965, National Tables, Néark 1967
ISIC 1; UN, The GrowtWadrld Industry, 1957-1966, 1967 edition, New Y&%69
ISIC 1; UN, The GrowtWadrld Industry, 1957-1966, 1967 edition, New Y&969
ISIC 1; UN, The GrowtWadrld Industry, 1957-1966, 1967 edition, New Y&969
ISIC 1 & 2; UKeTGrowth of World Industry, 1972 edition, New Yd74

ISIC 1 & 2; UKeTGrowth of World Industry, 1972 edition, New Yd74

ISIC 1 & 2; UKeTGrowth of World Industry, 1972 edition, New Yd74

ISIC 1 & 2; UNaybook of Industrial Statistics 1976, Volume 1ywNéork 1978
ISIC 1 & 2; UNaybook of Industrial Statistics 1976, Volume 1yN¢ork 1978
ISIC 1 & 2; UNaybook of Industrial Statistics 1976, Volume 1yN¢ork 1978
ISIC 1 & 2; UNa¥book of Industrial Statistics 1976, Volume 1yN¢ork 1978
ISIC 1 & 2; UNa¥book of Industrial Statistics 1979, Volume 1yN¢ork 1981
ISIC 1 & 2; UNaybook of Industrial Statistics 1980, Volume 1ywNéork 1982
ISIC 1 & 2; UNaybook of Industrial Statistics 1980, Volume 1ywNéork 1982
ISIC 1 & 2; UNaybook of Industrial Statistics 1982, Volume 1ywNéork 1984
ISIC 1 & 2; UNaybook of Industrial Statistics 1982, Volume 1ywNéork 1984
ISIC 1 & 2; UNa¥book of Industrial Statistics 1982, Volume 1yWN¢ork 1984
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USA 1981 0.0147 0.0155 0.41 1.53 ISIC 1 & 2; UNaAYbook of Industrial Statistics 1982, Volume 1wN¢ork 1984

USA 1982 0.0140 0.0147 0.41 1.53 ISIC 1 & 2; UNaybook of Industrial Statistics 1984, Volume 1ywN¢ork 1986
USA 1983 0.0142 0.0151 0.40 1.55 ISIC 1 & 2; UNaYbook of Industrial Statistics 1987, Volume 1ywN¢ork 1989
USA 1984 0.0140 0.0148 0.39 1.57 ISIC 1 & 2; UNaybook of Industrial Statistics 1987, Volume 1yWN¢ork 1989
USA 1985 0.0136 0.0143 0.49 1.56 ISIC 1 & 2; UNaybook of Industrial Statistics 1987, Volume 1yWN¢ork 1989
USA 1986 0.0131 0.0138 0.39 1.55 ISIC 1 & 2; UNaybook of Industrial Statistics 1987, Volume 1ywNéork 1989
USA 1987 0.0122 0.0132 0.45 1.57 ISIC 1 & 2; UNaybook of Industrial Statistics 1991, Volume 1ywNéork 1993
USA 1988 0.0121 0.0132 0.44 1.55 ISIC 1 & 2; UNaYbook of Industrial Statistics 1991, Volume 1ywNéork 1993
USA 1989 0.0121 0.0133 0.44 1.63 ISIC 1 & 2; UNaYbook of Industrial Statistics 1991, Volume 1ywNéork 1993
USA 1990 0.0125 0.0136 0.44 1.64 ISIC 1 & 2; UNaYbook of Industrial Statistics 1991, Volume 1ywNéork 1993
USA 1991 0.0130 0.0142 0.45 1.64 ISIC 1 & 2; UNaYbook of Industrial Statistics 1991, Volume 1ywN¢ork 1993
USA 1992 0.0107 0.0116 0.35 na ISIC 1,2 & 3; UNIDQernational Yearbook of Industrial Statistic@98, Vienna 1996
USA 1993 0.0107 0.0116 0.34 na ISIC 1,2 & 3; UNIDQernational Yearbook of Industrial Statistic@98, Vienna 1996
USA 1994 0.0111 0.0122 0.33 na ISIC 1,2 & 3; UNIDQernational Yearbook of Industrial Statistic298, Vienna 1998
USA 1995 0.0112 0.0122 0.32 na ISIC 1,2 & 3; UNIDQernational Yearbook of Industrial Statistic298, Vienna 1998
USA 1997 0.0104 0.0111 0.0132 0.30 na ISIC 1,2 &8|DO, International Yearbook of Industrial Stéttis 2002, Vienna 2002
USA 1998 0.0101 0.0108 0.0129 0.30 na ISIC 1,2 &8|DO, International Yearbook of Industrial Stétt,s 2002, Vienna 2002
USA 1999 0.0100 0.0108 0.0132 0.30 na ISIC 1,2 &8IDO, International Yearbook of Industrial Stéitts 2002, Vienna 2002
USA 2000 0.0097 0.0106 0.0130 0.31 na ISIC 1,2 &8IDO, International Yearbook of Industrial Stéitts 2005, Vienna 2005
USA 2001 0.0093 0.0102 0.0124 0.32 na ISIC 1,2 &8IDO, International Yearbook of Industrial Stéitt,s 2005, Vienna 2005

Notes: The International Standard of IndustrialsSiication 1 (ISIC 1) consists of 20 manufacturindustries. The ISIC 1 is widely adopted in thetpwar
industrial surveys in Latin American countries andrantees a consistent link between employmergesvand value added. Since the ISIC has been devise
several times, the figures from later revisions eveansformed to the ISIC 1 classification in ortteimprove the comparability of the Theil estinzaté
compatible sector classification does not mean dllahdustries are necessarily present, sinceosettuctures change over time and differ from ¢outo
country. Hence, as far as the development or desmppce of manufacturing industries influences wagaoductivity differentials this is included the Theil
coefficient. The pre-war benchmarks deviate sligfitbm the ISIC 1 as some sectors were non-existetiat time and others, such as the food andeext
industries, were administered at a more disaggeddatel. These pre-war surveys mostly includeol®2 sectors. In a few cases the sector decomposifi

the industrial surveys was much more detailed, antiiog to over 200 sectors. The Theil indices detifrem these surveys were adjusted downward by an
aggregation procedure in which the total amourstectors was reduced to 20.
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Table A.7.4: An example of a three-sector Theil-inelx

Income share employment share Theil-index
(wy) (we)
Agriculture 0.2 0.44 -0.069
Industry 0.34 0.14 0.134 +
Services 0.46 0.42 0.015 +
Three-sector Theil coefficient 1 1 0,0796

The basic idea of the Theil-index is that in a sibrabf complete equality every worker earns the same
amount of income. Hence, if the employment shasésvarger than the income sharg thie sector
generates less income than “expected” on the basis eimiployment share. In this case the sector
contribution to the Theil-index becomes negativetresagricultural sector indicates in the example
table. If the income share exceeds the employmeng sharin the industrial and service sectors, the
contribution to the Theil-index becomes positivea Bector generates exactly the share of total income
as expected on the basis of its employment sharesdttor contribution to the index is zero. The bold
numbers in the last column of the table refer tor&spective contributions of each of the three sectors
to the three-sector Theil coefficient, which is thember below the line. The logarithmic specification
of the Theil formula ensures that the sum of the diffesector contributions to inequality is a positiv
number between zero and one, where zero indicatéscpaquality and higher numbers indicate
greater inequality. Note that in this case the nemdd sectors is three, but when adopting the ISIC 1
classification of manufacturing industries the numbe20. A disadvantage of this measure is that the
results can not be linearly compared, i.e. a Thafficient of 0.4 does not reflect a level of inelifya
two times as large as a Theil coefficient of 0.2. Toefficient increases exponentially at higher
“levels” of inequality. Conceicdo and Ferreira (2PQffesent an insightful introduction into the

technical details of the Theil-index.
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Samenvatting

(Dutch summary)

De huidige omvang van inkomens- en bezitsongelifkire Latijns Amerikaanse landen is,
gemeten naar internationale maatstafen, buitengewooot. In dit proefschrift worden de
wortels van de Latijns Amerikaanse economische ghkbgeld geanalyseerd in het koloniaal
verleden, om vervolgens de blik te richten op devikkelingen in het tijdvak 1870-2000. De
snelle opmars van technologische innovatie, indhlsering, urbanisering en verschillende
fases van globalisering en de-globalisering maaggggturende de ‘lange twintigste eeuw’ een
definitief einde aan het voortbestaan van de ‘okaddéoniale samenleving. De cruciale vraag
is waarom Latijns Amerikaanse landen er niet iragtken, ondanks het optreden van de
krachten van economische modernisering, om af kenen met de koloniale erfenis van
economische ongelijkheid?

Om inzicht te krijgen in dit vraagstuk ben ik wgpan van drie belangrijke
vooronderstellingen. Ten eerste, het is niet zodeeomvang of snelheid van economische
groei, maar veeleer deard van economische ontwikkeling die bepaalt of eemenusch
moderniseringsproces gepaard gaat met substané@nderingen in de omvang van de
inkomensongelijkheid. Ten tweede, een veranderingeirmobiliteit van productiefactoren
vormt de belangrijkste voorwaarde voor eklijvende verandering in de verdeling van
inkomen en bezit. Ten derde, institutionele veraindeis de belangrijkste drijvende kracht
achter veranderingen in factor mobiliteit.

Uit deze vooronderstellingen volgt dat in het Varkgsmodel voor lange termijn
veranderingen in inkomensverdeling, plaats moetdewrgemaakt voor het effect van
specifieke Latijns Amerikaanse initiéle conditiep det padafhankelijke proces van
economische en institutionele ontwikkeling. Eenvgediverwoord, de determinanten van
economische ongelijkheid, zoals het proces vanaliigdring, structurele verandering (met
inbegrip van technologische en demografische omklikgen) en institutionele verandering,
moeten worden bestudeerd in hun historische cantestitutionele verandering moet worden
opgevat als een endogeen proces en daarom isahdielang de interconnecties tussen de

determinanten van ongelijkheid te onderzoeken.

Op basis van secundaire literatuur wordthimofdstuk twee de ‘institutionalisering van

ongelijkheid’ tijdens de onwikkeling van de kolol@asamenlevingen in Latijns Amerika
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besproken. |k gebruik deze term om aan te gevenedahomische ongelijkheid in de
koloniale tijd niet alleen was gebaseerd op eenesys van economische privileges en
staatsmonopolies, maar dat deze vormen van ecocdenisgelijkheid diep geworteld waren
in de dagelijkse praktijk van sociale uitsluiting ethnische discriminatie. De lberische
koloniale instituties werden ontworpen om proddetieoren zoals arbeid en land te
contreleren. De loyaliteit van een kleine politieleonomische en militaire elite aan de
Spaanse kroon vormde het fundament voor de pdditiek militaire controle over het
Altlantische imperium (en de exploitatie van haaringmale rijkdommen). De
institutionalisering van ongelijkheid leidde ertdat de scheve verdeling van economische
middelen tot ver in de post-koloniale tijd staneltli Daarnaast leidde de ongelijkmatige
vespreiding en invioed van verschillende kolonialstituties tot een sterke gevarieerde
koloniale erfenis in de centrale en perifere delem het Spaanse rijk.

In hoofdstuk drie wordt de verdeling van land in Latijns Amerika tueieerd vanuit
een internationaal vergelijkend perspectief. Eagrassie analyse van landongelijkheid laat
zien dat voormalig Latijns Amerikaanse kolonieén rdem gekenmerkt door een
buitengewoon ongelijke verdeling van land. De vraagwaarom dit verschijnsel zo
wijdverbreid is in Latijns Amerika: hangt het samenet specifieke natuurlijke en
geografische kenmerken of zijn specifiek Iberisitigtituties de bepalende factor? Ik betoog
het laatste. De verdeling van land was een belinigstrument in handen van de Iberische
overheden om de loyaliteit van plaatselijke belaggeepen te verwerven. Deze conclusie
wordt gestaafd aan de hand van een een drietakhjkemde case-studies van voormalig
Britse kolonieén: Maleisié, Sierra Leone en Zambiaze studies laten zien dat ook de sterk
gevarieerde Britse landverdelingspolitiek, voorakt hgevolg is van plaatselijke of
internationale politieke en strategische overwegimgn pas in tweede instantie, het gevolg
van de natuurlijke mogelijkheden om grootschalitgntages op te zetten. Dit verklaart ook
waarom in een regio met zo'n grote natuurlijke dsiteit, landongelijkheid zo’n algemeen
verschijnsel kon worden.

Deze koloniale erfenis en de daaraan gekoppelderdrukking van grote delen van
de rurale bevolking had belangrijke implicaties mde aard van economische ontwikkeling
in de twintigste eeuw. Een scheve verdeling vad lapeft op zichzelf geen belemmering te
vormen voor economische modernisering, maar ddiglai belangen van een kleine groep
grootgrondbezitters zijn dat doorgaans wel. Zij warestaat om zich goed te organiseren en
hun traditionele grip om de beschikbare arbeiddkran land te verdedigen. De roep om
landhervormingen werd in veel gevallen in de kienesrgoord. Dit slepende
verdelingsconflict had ten minste twee lange ternggvolgen. Ten eerste zette het een rem
op publieke investeringen in onderwijs, waarvoomuedewerking van de economische elite

van cruciaal belang was. Ten tweede gaf het een @rfyuls aan de migratiestroom van het
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platteland naar de stad in de tweede helft vanviditjste eeuw. Beide gevolgen komen later
in het boek nog uitgebreider aan de orde (hoofdgietken zeven).

Hoofdstuk vier vertrekt vanuit de constatering dat, vrijwel nergeanders in de
wereld, de inkomensverschillen tussen invidividueet een verschillend opleidingsniveau,
z0 hoog zijn als in Latijns Amerika. Onderwijsongéileid is bovendien de belangrijkste
determinant van inkomensongelijkeid in het Latifsraerika van de eenentwintigste eeuw. In
hoofdstuk vier toon ik aan dat de instroom in heétmpir onderwijs in Latijns Amerikaanse
landen tussen 1870 en 1930 lager ligt dan kon wovaewacht op basis van het gemiddelde
BNP per hoofd van de bevolking. En ondanks hetd®&itdeze instroom in de twintigste eeuw
niet harder of langzamer groeide dan kon wordemnvaeht, laat een vergelijking met de
armste ontwikkelingslanden zien dat het aantakmilijvers en vroegtijdig schoolverlaters
buitengewoon hoog was. Mede door de ontwikkeling paivé-scholen voor de hogere
inkomensgroepen en de systematisch afwijkende lnegdean publieke middelen ten gunste
van het tertiair onderwijs, bleef de kwaliteit viaget onderwijs voor het overgrote deel van de
arme bevolking ver onder de maat. Deze omstandeghegn sterk veranderd in de laatste
decennia, maar vergeleken bij de maatstaven vapE(feD landen is er nog veel ruimte voor
verbetering.

Historisch gezien hangt de problematische ontwikigevan het onderwijsstelsel in
Latijns Amerika samen met de onwil en/of onmacht @en deel van de ongelijk verdeelde
welvaart te herverdelen via overheidsinvesteringepubliek onderwijs ten gunste van de
armen. De ongelijke toegang tot onderwijs werd gerdersterkt door de problematische
toegang tot de kapitaalmarkt en het gebrek aaralemyaderpand voor leningen (wat weer
samenhing met de geringe mate van (legaal) groitdbeder de lage inkomensgroepen).
Dergelijke belemmeringen voor sociale mobiliteitrden gelegitimeerd door Positivistische
en Sociaal-Darwinistische ideologieén waarin weestgld dat onderwijs slechts nuttig is
voor een selecte groep mensen en waarin armoedgewelg is van een gebrek aan
aangeboren talenten. Met andere woorden, het iresstin onderwijs voor de sociale
onderklasse was een verspilling van energie en etedd Onder de armen waren de
opvattingen over onderwijs minder ideologisch geljoenaar wel pragmatisch. De
schoolgang van kinderen moest worden afgewogem tégamisgelopen opbrengsten uit hun
arbeid. En vanwege de zware plafonds in de sopigi@mide, waren de te verwachten lange

termijn opbrengsten van kwalitatief gebrekkig ondgr niet al te hoog.

Het tweede deel van dit proefschrift begint met leespreking van verschillende theoretische
en historische perspectieven op lange termijn \dangen in inkomensverdeling. Op basis
van deze discussie kom ik imofdstuk vijf tot een ‘gestyleerd beeld’ van de seculiere trend

in Latijns Amerikaanse inkomensongelijkheid gedueerdk ‘lange twintigste eeuw’. Ik
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bespreek de interconnecties tussen het proces lehaligering, structurele verandering en
institutionele verandering. Er wordt speciaal aahtidnesteed aan de opkomst van de
georganiseerde arbeid in de late negentiende ezgertwintigste eeuw en het effect van
globalisering en structurele verandering op de dowmnde politieke invioed van de
arbeidersbeweging. Ik betoog dat de grote omslagdmal-economisch beleid gedurende het
interbellum kan worden gezien als een politiekectieaop de toenemende dreiging van de
arbeidersbeweging voor de sociale stabiliteit (ddt zeggen, in de economisch meest
ontwikkelde landen in de regio). Een tweede gootslag vond plaats in de jaren '70 en '80.
Deze kan, ironischerwijs, weer gezien worden ala eavermijdelijke reactie op de
definitieve mislukking van een economische politit& er mede op gericht was de stedelijke
arbeidersklasse tevreden te houden. De central®tigge is dat beide omslagpunten
bepalend zijn geweest voor de seculiere trend vionmensongelijkheid in de lange
twintigtse eeuw: een stijgende ongelijkheidstread ¥870 tot 1913, een dalende trend vanaf
de jaren '20, en een nieuw omslagpunt vanaf dege¢eren '80.

In de hoofdstukken zes en zeven wordt deze hypethempirisch onderzocht.
Hoofdstuk zesgaat in op de verdeling van factor inkomen in diste fase van economische
transitie tussen 1870 en 1940. Deze analyse ldviertesultaten op die, in combinatie, leiden
tot de conclusie dat er sprake is van een tren#thirede ongelijkheidstrend in de periode
1919-1929. Ten eerste blijkt uit het werk van Veittison en mede-auteurs (zie bijvoorbeeld
O’Rourke and Williamson 1999, Williamson and Béatd006, Williamson 2006) dat de
relatieve stijging in de reéele lonen van stedelipngeschoolde arbeiders (relatief t.0.v.
pachtprijzen en BNP per hoofd) in de eerste jaena Eerste Wereldoorlog een belangrijke
breuk vormen met de periode 1870-1913. Ten twedifleero de loonverschillen tussen
verschillende stedelijke beroepsgroepen en sectomsmede de verschillen tussen
geschoolde en ongeschoolde arbeiders binnen sectdmeperkt in vergelijking met
internationale maatstaven. Dit geldt zeker voordéam in de zuidelijke delen van Zuid
Amerika, zoals Argentinié, Brazilie, Chili en Urumyu Ten derde blijkt dat, ondanks de
relatief geringe kapitaalintensiteit van de indé$tr productie, de factor kapitaal rijkelijk
beloond wordt, ten koste van de factor arbeid. Algeengenomen duiden deze bevindingen
erop dat de toenemende omvang van het meer egaltaleelde looninkomen in het BNP
gedurende het interbellum de start inluidde vandsdende trend in inkomensongelijkheid.

In hoofdstuk zeven wordt vervolgens gekeken naar de vraag waarom de
inkomensongelijkheid in het laatste kwart van dmtigste eeuw nog zo sterk is toegenomen.
Daarvor worden de lange termijn veranderingen ineddlijke loon- en
productiviteitsverschillen in de periode 1940-200bderzocht. De resultaten worden
gekoppeld aan een discussie over de historisctemdigianten van ongelijkheid. Zodoende

brengt dit hoofdstuk verscheidene historische @epegzamen die zijn onderzocht in de vorige
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hoofdstukken. De rode draad in het betoog is dat bestaande institutionele systeem
onvoldoende was voorbereid op de enorme transitiei relatieve arbeidsaandbod die optrad
in de loop van de twintigste eeuw.

De expansie van de informele sector in de stedemei laatste kwart van de
twintigste eeuw was het gevolg van hoge demogtadisgroei en een ongecontroleerde
migratie van het platteland naar de stad. De omvamgdeze migratie was veel groter in de
meeste Latijns Amerikaanse landen dan in, bijvoeihede nieuwe industriéle economieén in
Oost Azié. Dit verschijnsel kan alleen begrependearin het licht van een industrialisatie
politiek die gericht was op de positie van stedel@rbieders. En belangrijker nog, het gebrek
aan economisch perspectief op het platteland al®lgevan de buitengewoon ongelijke
verdeling van grondbezit (zie hoofdstuk drie). Kulde instituties waren, voor alles,
ontworpen om het probleem van chronische arbeidaik op te lossen. Echter, deze
instituties vormden een povere basis om het smaignde overschot aan arbeid in de steden
op te vangen. De voorwaarden om de talenten varesshgolde arbeiders optimaal te
benutten ontbraken (zie hoofdstuk vier).

Een analyse van de trends in loon- en productisiterschillen tussen industriéle
sectoren laat de gevolgen van gebrekkige institete hervormingen zien. Ten eerste, inter-
sectorele loonverschillen zijn veel groter aan éied van de twintigste eeuw dan aan het
begin (zoals getoond in hoofdstuk zes). Ten tweddestijgende loonverschillen gaan gelijk
op met stijgende productivitietsverschillen in leditste kwart van de twintigste eeuw. Ten
derde, de stijging zelf was veel groter dan didénanden van de controle groep: Australié,
Canada en de Verenigde Staten.

Het meerendeel van de studies die de recente dwmlvig (1970-2000) van
inkomensverdeling in OECD landen en Latijns Amerilsalanden onderzoeken, komt tot de
conclusie dat ‘skill-biased technological charigete belangrijkste motor is achter
toenemende inkomensverschillen, al dan niet in ¢oatie met de toenemende internationale
concurrentie in arbeidsintensieve producten. Ma&avrdag blijft staan waarom de stijging in
de loonverschillen in Latijns Amerika zoveel schengas dan elders?

Mijn antwoord is tweeledig. De slechte kwalitedn ongelijke verdeling van
onderwijs beperkte de mobiliteit van de factor @ben grote mate. Het gebrek aan
maatregelen om factormarkt imperfecties op te lodmeft een rem gezet op de ontwikkeling
van kennis en vaardigheden en potentieél vruchtlmmaternemerschap. Het groeiende
overschot van ongeschoolde arbeiders drukte de lonkaag-productieve sectoren, terwijl de
lonen van de beter geschoolde en getrainde werkiseinede hoog-productieve sectoren

stegen. Alhoewel dit deel van het antwoord de recdnename van ongelijkheid kan

%2 Met excuses voor het gebruik van deze Engelse terras imet meest geschikte Nederlandse
equivalent is beslist veel lelijker en minder ‘to f@nt'....
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verklaren vanuit een historisch perspectief, veritldet niet waarom deze toename vooral
optrad in de jaren '70 en '80.

De ‘timing’ van de stijging in stedelijke loonorijkheid hangt samen met
belangrijke veranderingen in de arbeidsmarktpditi€erwijl factor markt instituties in de
negentiende eeuw er nog op waren gericht om hehogen van de grootgrondbezitters te
beschermen, waren ze in het midden van de twietiggtiw erop gericht om de ontwikkeling
en stabiliteit van de industriéle sector te garagwleLoonregulering speelde een belangrijke
rol in de importsubstitutie politiek en vormde estandaard onderdeel van de politieke
agenda van linkse politieke bewegingen en vakbonBenvoorbeelden vaReronismein
Argentinié en de presidentsperiodes van Frei eandlié in Chili illustreren de grote invioed
van loonwetgeving op de omvang van loonverschiloor de implementatie van neo-
liberale hervormingen in de late twintigste eeuwerden loonverschillen dukunstmatig
beperkt gehouden. Echter, deze loonpolitiek kwanesta¢ niet ten gunste van de armste
groepen in de samenleving, zoals de mensen werkiradminformele sector. Met de sterke
groei van die laatste groep, vertoonde de opbouwhet inkomensgebouw al een tendens
naar polarisatie. Maar het belangrijkste punt i5 da de lange termijn, programma’s van
importsubstitutie en loonregulering alleen gehaadthakunnen worden als ook de
economische concurrentie wordt gereguleerd.

Veranderingen in arbeidsmarktpolitiek werden omigtelijk toen de financiéle en
fiscale lasten van populistische en/of socialisiiscvormen van industriepolitiek
onhanteerbaar werden. In sommige Latijns Amerikadersden kwam deze politiek tot een
abrubt einde door een politieke of militaire colip.andere landen werden hervormingen
afgedwongen door de schuldencrisis die de heleoregf in de vroege jaren '80.
Loonvorming werd in toenemende mate overgelaten deanrije markt. Dat wil zeggen,
vooral de lonen in de private sectoren die intéonatal moesten concurreren, maar niet de
lonen in sectoren die monopolistische voordelendiédn. Met name in de kapitaalintensieve
industrieén bleek voldoende ruimte te bestaan oromen van werknemers te verhogen. In
dit opzicht kan worden gesteld dat de neo-libenagievormingsagenda maikterventiesheeft

beperkt, maar veel minder heeft gedaan om de idwae markimperfectiede beteugelen.
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