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Introduction 

This note presents an overview of the distributive 

situation of Mexico in recent years. Even though the economy 

attained high rates of growth for a large period, a large 

majority · of the population still receives incomes that are 

insufficient to meet basic needs. The economic setback that 

started in 1982 affected the income distribution to an 

extent that is still unkn~~n, although all partial 

indicators suggest that both poverty and inequality levels 

increased. Mexico's economic problems are still those of a 

typical underdeveloped country: slow growth, large levels of 

poverty, and extreme inco~e inequality . 

This note begins by explaining briefly some of the 

difficulties involved in assessing distributive progress, 

where conclusions are drawn from inequality and poverty 

indices. Technical issues to a minimum. A second section 

examines some empirical results on Mexico's distributive 

situation to illustrate the situation before and during the 

recent critical years. A third section contains various 

speculations on the causes of the distribution in the case 

of Mexico and on the role of policy in alleviating poverty 

and reducing inequality. 

1. Technical Comments on Inequality Comparisons 

Economi c development is a process by which income grows 

and benefits accrue to a majority of the population. The 

evaluation of any given development strategy is most often 

done by observing changes in the levels of income, poverty, 

and inequality. Poverty and inequality are typically 

evaluated through summary indices of the size distribution 

of household or individual incomes. 
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Comparisons of average income levels, although not 

exempt from technical difficulties, can be accomplished with 

some precision . Such is not the case of inequality and 

poverty levels, where, in addition to statistical 

difficulties, normative assumptions are unavoidable. Due to 

lack of d~ta, conclusions are drawn typically from the 

behavior of poverty and inequality indices of the entire 

population. This means that people from all ages 

(individuals born in different economic stages), regions, 

and educational levels are included in the comparisons. This 

limits the value of such comparisons. 

Normative assumptions make it even more difficult to 

draw unambiguous interpretations from inequality and poverty 

indices. Empirical results are determined both by the data 

and by the indices or formulas used. The indices in turn 

depends on normative assumptions. We will "see" more or less 

inequality or poverty depending on the particular formula 

used. In the case of inequality measurement, the main 

obstacles arise from a) the fact that many different income 

distributions can show the same level of inequality, and b) 

the problem of evaluating various combinations of inequality 

and income levels. In the case of poverty indices, the 

difficulties are in deciding on the relative importance of 

a) the level of poverty, b) the proportion of the poor in 

the total population, and c) income inequality among the 

poor. 

Another normative aspect has to do with the 

contribution of growth and distribution to social welfare. 

The typical assumption, often made implicitly, is t·hat 

reducing inequality and poverty can compensate for lack of 

growth. A frequent criticism directed to policy in Mexico 

during the 80s was that it made low income groups take an 

inequitable share of the losses due to the fall in economic 

activity. Welfare costs could thus be minimized by choosing 
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a more adequate distribution. Redistribution could thus have 

an important impact on welfare, even if the economy is 

stagnant. Similar criticisms were made to Mexico's policy 

during the years of stable and accelerated growth, during 

which little distributive progress was achieved . 

The above comments apply as well to hypotheses on the 

relationship between growth and inequality. Any empirical 

correlation between growth and inequality will depend on the 

particular way inequality·is measured. 

The above considerations will betaken into account in 

the next section, where the trends in inquality are 

examined. 

2. ~ncome Inequality and Poverty in Mexico 

This section examines empirical evidence on income, 

income inequality, and poverty in Mexico. The estimates of 

inequality and poverty levels were obtained from household 

survey data for various years since 1950. The most recent 

household survey data used is that of the 1983. 

Incpme Leyel. Gross Domestic Product per capita grew 

steadily since the late 50s to 1981, except for the short 

period 1976-1977. The highest level was observed in 1981 

(see Figure 1). After that year, GDP per capita decreased 

drastically. The most salient distributive change underlying 

the economic decline is that annual average real wages fell 

below GDP per capita between 1982 and 1983 (see Figure 2). 

An corresponding dramatic fall is observed in the share of 

wages in GDP (Figure 2). Wage earners were mostly affected 

by the slump, after many years during which wage levels 

remained above average income. It should be pointed out that 

the shares of wages and non-wage incomes in GDP are the 

reverse of those of developed countries. The share of wages 

in GDP in Mexico fell from an already low level when 
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compared with other countries . The drop in the share is 

explained mostl y by a fall in real wages, rather than a fall 

in employment . Mexico'S traditional or informal sector is 

very large, and it has probably grown in size in recent 

years . The decline in economic activity after 1981 occurred 

essentially in the modern sector . 

{Figure 1} 
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Fig. 2 
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Ineq!!aljty levels and trends. Inequality levels in 

Mexico are much higher than those of European countries. The 

Gini coefficients for European countries fall around a level 

of .30-.35, whereas the same indicator for Mexico is around 
1 .5. 

The trends in inequality, as explained in the previous 

section, depend on the normative assumptions behind the 

inequality measure used. In order to make the discussion 

brief, inequality trends are examined through an index due 

to Atkinson (1973) which allows to calibrate the degree of 

inequality aversion. Atkinson's formula reflects inequality 

at lower income levels, as the parameter of inequality 

aversion is increased. Using such index, Figures 3a to 3d 

depict inequality rankings 'for various years between 1950 

and 1983. 

{Figures 3a-3d} 

Inequality levels fluctuate when a low value of the 

parameter of inequality aversion is chosen (Figures 3a and 

3b). The most recent year appears to have the lowest level 

of inequality, so that we might conclude that there is a 

declining trend. A clear increasing trend is observed, 

however, when the value of the parameter is increased, and 

the index gives more weight to inequality at lower income 

levels. In the three decades covered by the data, when a 

high level of inequality aversion is chosen, inequality in 

Mexico shows a clear increasing pattern. 

Another way of looking at the changes in inequaliti is 

that ?f estimating how much inequality would be if all 

income growth had accrued to the lowest income groups. This 

1 The Gini measure of inequality is 0 when there is 
no inequality and 1 when there is extreme 
inequality. 
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Figure 3 
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exercise can be applied to data for the period between 1968 

and 1977 . If all the growth of income in that period had 

been redistributed to equalize the lower incomes, it would 

have increased the incomes of the poorest 68.7 percent of 

the population. The table below shows a comparison between 

the observed and the hypothetical inequalities, for vari ous 

levels of inequality aversion. 

Observed Inequality and Inequality when all Income 
Growth is Redistributed to the Lower Income Strata. Mexico, 

1968-1977. 

Inequality Observed Hypothetical Qb::u:I::y:~d 
Aversion Hypothetical 

.1 4.6 3.2 1.4 

. 5 21:.8 14.0 1.6 
1.0 43 . 2 24.2 1.8 
2.0 65.4 31.8 2.1 
3.0 79.4 35.7 2.2 

Source: Authors calculations 

The table shows clearly that observed inequality levels 

in 1977 were from 40% to 120X higher than those that would 

have been observed if all income growth had been 

redistributed. The figures show also that the reduction in 

inequality are more significant the larger the parameter of 

inequality aversion. 

poverty Leyels. Existing data does not allow for 

adequate comparisons of poverty levels. It is therefore 

difficult to draw conclusions about the trends of poverty 

levels. According to some recent calculations (Hernandez 

Laos,1989), nearly 50X of Mexican households receive incomes 

below a poverty line, and both the number of poor and of 

people living in extreme poverty have increased since 1982. 

The table below contains some indicators on poverty for 

various poverty lines lower than average income. In this way 
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we can illustrate how sensitive a poverty index is to 

changes in the poverty line. 

Poverty Indicators. Mexico, 1977 

Poverty Number Proportion Poverty 
Line of of Poor Gap 

Poor H (pesos) 
1 472.7 625 . 6 5.3 183.4 
2 945 . 4 1639.5 13.9 398.9 
3 1418.1 2755.9 23.4 615.4 
4 1890.8 3709.9 31 . 5 871 . 6 
5 2363.5 4528 . 0 38 . 4 1148.7 
6 2836.2 5345.3 45.3 1415.3 
7 3308.9 6166 . 3 52.3 1667.7 
8 3781 '.6 6783.4 57.5 1966.4 
Source: Author's Calcu lations 

Relative 
Gap 
I (X) 
38.8 
42 . 2 
43.4 
46.1 
48.6 
49.9 
50.4 
52.0 

IH 

0.0206 
0.0587 
0.1015 
0.1451 
0.1867 
0.2262 
0.2636 
0.2992 

Sen's 
Index 

0.0287 
0 . 0791 
0.1368 
0.1924 
0.2442 
0.2950 
0.3451 
0 . 3882 

According to the figures in the table, when the 

poverty line goes from 10 to 80 percent of average income, 

the number of poor households (second column) varies between 

626 thousands, which represent 5.3 percent of the total 

number of households, to 6783 thousands, or 57.5 percent of 

the population. The poverty gap relative to the poverty line 

goes from 38.8 percent to 52 percent of the poverty line. 

The poverty gap grows as the poverty line is increased . This 

is an indication of a very polarized distribution of income 

between poor and rich. It must be pointed out that poverty 

is acute in Mexico since nearly two thirds of the total 

number of households receive incomes below the average. The 

product of the head count ratio and the poverty gap (column 

IH in the table) reflects simultaneously 'the extent of 

poverty and its level . An examination of the latter values, 

the proportion of poor, and the poverty gap, indicates that 

the changes in IH are mostly due to changes in the 

proportion of poor. If inequality " among the poor is taken 

into account, such as in Sen's index shown in the last 

column of the table, the level of poverty becomes larger an 

grows faster with the poverty line. 
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Inequaljty. Age and Educatjooal Leyel. Figures 4a and 

4b show the profiles of income levels by age and educational 

attainment. Income levels increase and then decrease with 

age. On the other hand, education has a clear positive 

correlation with income levels, as these are higher with 

higher educational levels. 

{Figures 4a-4b} 

Figure 5 shows how ivequality varies with age and 

educational level. Taking education first, it is observed 

that the higher levels of inequality occur at the lower 

levels. Inequality decreases with the educational level . 

More inequal i ty of educat.ional levels means more inequal i ty 

of incomes. However, less inequality would exist if a higher 

and homogeneous educational level were attained. 

{Figure 5} 

Regarding age, it is found that inequality is highest 

among the young and decreases steadily with age for the 

groups 26 and older. 

3. Factors Determining the Distribution 

The above evidence shows that Mexico has had a poor 

distributive performance. The explanation is partly in 

structural problems that take a long time to change, and 

partly in the recent history of inadequate economic 

policies. The purpose of the following description is to 

explain some of the forces that gave rise to a very 

polarized form of growth and might now present opposition to 

change. 

Since the early 50s, the main feature of Mexico's 

economic strategy consisted of creating an industrial sector 

through protectionism or, more precisely, extreme and 

prolonged protectionism. Protectionist policies had many 
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(Figure 4) 
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diverse consequences, that were notably unfavorable for the 

income distribution. The next paragraphs give a succint 

description of possible connections between the growth 

strategy and the Income distribution. 

The essence of the growth strategy consisted of 

stimulating industrial and urban investment by offering high 

returns supported by captive markets, direct public 

subsidies, public investment in infrastructe, and low prices 

of wage goods. The wage earning population of the urban 

sector, including the bureaucracy, was guaranteed growing 

real wages and fringe benefits. A high and sustained growth 

of productivity was achieved by investment in capital 

intensive techniques, reinforced by tax concessions on the 

importa~ion of capital goods. A highly concentrated 

industrial sector emerged, ,given the limited size of the 

markets. Firms met with little domestic or external 

competition. The demand for skilled, and scarce, labor 

increased considerably, but only a limited part of the 

unskilled labor force found employment opportunities. Large 

income differences emerged between the modern sector and 

traditional activities, as well as considerable wage 

differences between skilled and unskilled labor in the 

modern sector. Protectionism on the other hand caused 

considerable damage to agricultural activities, where land 

tenure problems were an aggravating factor. The highly 

controversial land reform structure which today is more 

clearly a smoke curtain to postpone effective policies to 

increase agricultural production, 

The strong orientation to the domestic market caused a 

high regional concentration of economic activity. The 

largest part of investment went to a small number of large 

cities, notably Mexico City, Monterrey, and Guadalajara. 

The demands for urban services, low cost housing, 

public education, health services, and transportation 
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services, absorbed growing proportions of federal spending. 

A high concentration of public spending on the urban middle 

and upper classes became inherent to the strategy. On the 

political side, corporate unionism emerged as the main force 

to defend and mainta i n the privileges to the urban areas. 

Although expenditures in public education are the 

largest items in Mexico's federal budget, the benefits to 

the population are highly regressive. The ability to take 

advantage of educational services is directly related to the 

income of the recipient. The level of schooling is a direct 

reflection of the income distribution. 

Inequality and polarization created serious concern 

that led two federal admi~istrations to attempt to alleviate 

poverty and inequality through public expenditure measures 

without any consideration to structural deficiencies. 

On the other hand, political pressures lead to a policy 

that attempted to use all economic policy instruments to 

achieve distributive objectives. (A different approach would 

be that of using economic instruments to grow and separate 

and specific instruments to achieve distributive goals.) The 

shortcomings of such approach come from the fact that pol i cy 

objectives become ambiguous or contradictory when they mixed 

the inherent goals of an instrument with distributive 

purposes. Such is the case, for example, when criteria to 

assign rural credit involves both the objectives of 

expanding production and solving the peasants direct needs, 

or that of public works or public ownership of enterprises 

intended also to solve employment problems. 

Ownership of enterprises is ·closely connected with 

interest groups. The Mexican federal government increased 

its ownership of enterprises essentially to avoid the 

protest of workers, unions, bureaucratic interest groups, as 

well as of ideological crusaders. The ownership of 
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enterprises never responded to technical arguments such as 

those of public versus private goods . 

As the economy fell into a crisis, it became evident 

that radical changes were unavoidable. Resources became 

insufficient to comply with all the demands. Often such 

demands lead to economic irrationality, especial ly in the 

employment policies of public enterprises . 

It must be pointed out that many of the basic changes 

to policy are already underway. A full reorientation to 

external markets and liberalization has been started, 

together with the elimination of regulatory absurdities 

created during the protec~ionist period. Another fundamental 

change has consisted of correcting publi~ finance disorder, 

including a redefinition of public sector expenditure 

objectives . Recently, a thorough revision of agricultural 

and rural policy has been started. These are some major 

achievements of the present administration that would be 

sufficient to judge favorably its performance so far. 
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