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Report Summary

A: 1. Title.- Research on Income Distribution, Growth:snd Public:Policy;
’ AID/CM-otr-73~273.

26 Principal Investigators:
3 Richard Webh, Research Economist, Princeton University, Princeton:
Pew Jersey

Charles R. Frank, Jr., Btookings Institution;. Washington,]

pie

3} fgdntract Period: July 1, 1973 to December 31, '1974.
4. Period covered by report: July 1, 1973 to June 30, 1974
5. Total AID funding of contract (as awarded) to date: fggglggg.

6. Total expenditures and obligations for current year: (July = » 1973 to
June 30, 1974) $259,768.

7. Estimated expenditures for next contract year: (July 1,.1974 to:
December 31, 1974) $154,244,

R.. Narrative Summary of Accomplishments and Utilization

The Princeton-Brookings project is investigating the interrelationships among~
income distribution, growth and public policy. In order to study those interre-
lationships, the project has conducted research in three areas: 1) problems of-
definition and measurement, 2) development of an analytical framework, and 3)
government policies affecting income distribution.

A series of workchops were held to introduce the problem to researchers from
the U.S. and from LDCs. The workshops provided a focus for investigating the
general policy areas and an opportunity for the exchange of ideas and experiences
in the implementation of specific policies.

Agreements have been reached with 6 researchers from LDCs to write survey
papers on the available data on income distribution in the following groups of
countries: Korea, Philippines and Taiwan; Kenya, Nigeria, Ghana and Tanzania;
India, Bangladesh, Pakistan and Sri Lanka; Malaysia, Indonesia and Thailand;
Colombia, Venezuela and Mexico: and Brazil.

A series of ten papers analyzing the potential income distribution effects
of various public policies has been written in draft form. The papers cover the
following areas: 1) labor policy, 2) trade, exchange rate and industrializationm,
3) public works, 4) fiscal policy, 5) urban land policy, 6) education policy, 7)
health and nutrition policies, 8) agriculture policies, 9) population policy and
10) nationalization of private enterprise. In order to include an analysis of the
political and administrative variables which affect the adoption and implementation .
of policies, each paper writer has worked with a political science-public ‘
administration consultant.

A paper covering a theoretical framework, and a paper integrating the
findings with respect to specific policy areas are both being written. The
problems of definition and measurement are analyzed in a draft paper. All the
papers will be completed and circulated to provide a background for a major
conference in September. The conference will be organized into a series of four
regional panels, with cach panel to discuss the applicability of the various
policy alternatives to the specific problems of a region, or a country.



Annual Report

,A;byceneral Background

During the Second Developmeﬁt Decade of the 1960s, developmenc{
was conceived of only in terms of aggregate growth in GNP and trade for
the less developed countries. It has become increasingly recognized,
however, that in many countries rapid economic growth has not significantly
changed the lives of the poorest segments of the population. The benefits
of growth have, in meny cases, accrued to those relatively few people who
have had control of economic resources and access to political power.

There has been increasing concern in aid-giving agenciesgthatjther,

emphasis on aggregative performance criteria has resulted in the relative

neglect of the implications of econemic growth for income diatribution _k;:'
main policy issues are at stake. First, how can the less developed:countries
themselves be given more information regatdiﬁgvthe effectiveness of;ya;;cce
policy alternatives at their disposal to combat growinéficeqcelic§!cfJiﬁccﬁe.
Knowledge about the possible effectiveness of such policies is limited both‘
because until recently very little serious research has been: addressed to

the issue and because very few countries have pursued ronscious policies to

affect the distribution of income. The second main policy issue concerns

the strategy to be used by the aid donors chemselves. How do;thefaid
policies affect the distribution in the countries to which aid is'being
gilven? |

A number of policy alternatives can be used by che‘lesa developed?
couriries. One of the major objectives of our proposal will be a first |
attempt to estimate the likely effect of a range of government policies,

comparing the impact among different countries and analyzing the relative



"i”ondary ‘goal of this

effectiveness of the different palicy options:
proposed research project 'will: be. to:provide knowledge absiit' tha dimtris
butional tmpacts ot these programs:to ‘guide ‘aid donors in setting thedr’

poiicies.

fB;EiSéEféﬁéﬁé;df‘pfo ect Objectives As Stated in the Contract
fne‘project 8 objective is to develop a better understanding of

‘the interrelationships among income distribution, growth and public policv.

!@heitesearch‘cqncentrates on the following three~interrelated,vmutually

supporting topics

"'Problems of: Definition_and Measurement

“This topic fconsists 'f:tlltee components a) a eurvey‘:"‘of'i"'he

to: adjust existing aata to make possible inter-temporal and inter-country

comparisons, 'b) an examination of the usefulness and meaning of different

types of ummary measures of income distribution and of their appropriateness?i
underg”ifferent circumstancea, c) the preparation by LDC economists oi

survey papers on- ‘the available data and literature on income distributinn

éit:dwniéonntties or'regions.

2, Development of an Analytical Framework

This investigation shall focus on the relationshiys awong
income distribution, growth, and public policies. The theoretical approach
used shall be broad and attempt to be inclusive, but at the same time focus
on those theoretical relationships which will be important for policy. As
part of the work on an analytical framework, use shall be made of a three-
sector model coneisting of a) the traditional rural sector; b) the traditional

or non-formal urban sector; and c) the modern gector in both rural and urban


http:survey.of

3,
‘areas comprising commercial agriculture as: well as modern manufacturing,
miﬁing, and service industries.

3. Policy Papers

A cories of papers shall be produced each of which will
anélyze the potential income distribution effect of a variety of public:
policy areas. These policy papers shall scan existing knowledge about each
of the policy areas rather than undertake original research and shall
assess which policies have been effective in redistributing income ~- and’
under what circumstances. The researchers shall also indicate the most.
promising lines for future research and identify the datalfequiréd}forﬁtha
research. These assessucnts of policy areas shall include‘significaht'
attention to both the political circumstances which 1nf1uénce whethef
income equalizing measures are adopted by govermnments and the politi;al-
administrative circumstances which affect whether they are succesdfg@l&
implemented. The findings with respect to the épegif;éfﬁdi;qy_gﬁéﬁéiéﬁé};

be integrated and related to the theoretical framework'to be déveloped.

C. Accomplishments and Findings

1. Workshop-Seminar

In the fall of 1973, the project sponsored a series of ;4 
sorkshop-seminars, conducted as a class in the Woodrow Wilson School with
LS students enrolled. The seminars covered a variety of policy areas that
Drs. Frank and Webb defined as those central to a study of income digtribu-
tion gfowth and public policy. (See attachment #1 for a list of participants
and topics). The policy areas examined in the seminars were then further

refined into 10 policy papers to be written for inclusion in the final
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volume ' sunmarizing the research.’ Thése ateas “and’ the authors of the papers':
‘are::

‘Richard Webb and Charles R. Frank, Jr. Labor policies

:Henry J. Bruton Trade, exchange rate and indug-:
‘ - trialization

-John P. Lewis Public works

Arnold C. Harberger Fiscal policy

Rakesh Mohan Urban land policy

Frederick Harbison Education opportunities and

- , N educational finance
F. James Levinson and Olav:T. 0ftedal Health and nutrition

William R. Cline Agriculture policies

Bryan L. Boulier o Population policy
~Jorge Cauas and Marceélo ‘Selowsky Nationalization of private .
' R enterprise

The project invited resresentatives from six LDCs to attend the

‘series’of seminars. "The visitors were::

Hakehiung: Choo - _Korea Development Institute, Seoul, Korea

Leoncio DurandeaL ‘Universidad Autonoma de Nuevo Leon,
Monterrey, Mexico

'Alper Orhon Bosphorus University, Istanbul, Turkey

Adedotun oluwole Phillips University of Ibadan, Ibadan, Nigeria

Kanta R. ‘Ranadive University of Bombay, Bombay, India

Mhria da Conceicao Tavares Universidade de Campinas, Campinas,.
Sao Paulo, Brasil

The ?1sit0rs were not only important participants in the seminara.
themselves by adding insights to the discussion, but each one conducted a’
seminar with the students in the course discussing data, policies and
problems of income distribution. These smaller meetings enabled the‘studentsv
to understand, in a unique way, concepts of income and its tediatributiqn
for an individual country as well as in broad theoretical terms. The
informal daily contact between the Princeton participants and the visitors
cannot be evaluated numerically, but the mutual growth in understanding was

élearly valuable.



2); Policy Papers

In January, Drs. Frank and Webb drew up a memo*(eee
°éttachment #2) to policy paper writers containing suggestions for the
approach and content of the papers. The memo contained an overall 'onceptf
of the perspective for the project and the papers and sketched, in
considerable detail, points for the author of each individual paper to con-
‘eider.\ The memo streseed that the objective of the series of papers was[
:an overall picture of: policy alternatives. The paper writers. were
_encoutaged to use a scanning approach to the policies outlining principal
opportunities and limitations of a policy, ‘and reviewing existing knowledge
and ideas, rather than a narrower, in-depth approach by concentrating on a
few selected topics., The memo noted however, that the paper writers should
not- aim at broad policy generalizations but should attempt to provide clear
and ‘reagonably specific guidelines to the conditions under which a given
policy is likely to produce certain results. The memo suggested zurther
that the paper writers attempt to quantify such yariabées as the size of
groups affected by a policy, their level of income, /i:e size of the: rexpected
income transfer. An idea of, at least, orders of magnitude 18 necessary to’
ecﬁieve a sense of perspective on. the amount of change possible in a given
dietribution of income. The original research design called for one expert
(in almost all cases an economist) to investigate one policy area. As a
result of the fall workshop experience, several meetings of the profect
participants, and a meeting in Washington with the sponsoring agency, this
Initial design was somewhat altered. It was felt that more attention ahould
be paid to the administrative and political aspects of projected policies to

2ffect income distribution. These feasibility aspects would be important
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for'making the final volune of use both to AID, as a domor to LDCs, and to"

fthe?Lsz, as "practiééi?”é&éice;ufrzu e

necessity of examining the political and administrative aspects of policy
'alfetnatiyea to'tﬁe’paper w:itéfé; ﬁ

In line j.w‘ith’ ﬁ;_is ‘ dégsiaid;gfacbfj_examinej;ﬁtié:{‘:p“c‘sl_i‘cical‘-'~%’ﬁ6’v&éi‘:¥§‘c’fn&"ﬁ¥é :
more closely, a political sclentist was selected for ‘dach panar. and’than
asked .to read and comment on the paver and to attend & meeting held in June. .
to-discuss all the papers. - Professor Francine Frankel (a political scientist
whq hgs;been associacea witn the project from its beginning) suggested the .
following as:the kinds of constraints that consultants were asked to consider

~ "We would like to identify the specific
political and administrative variables that are
most relevant in assessing governmental capacity for
altering distribution through this particular policy
area. Once the economists have identified who are
the beneficiaries of various policy instruments and
how much income 1s transferred (within or between
sectors), the problems of effective implementation
remain. While in each sector, some analytical categories
may be more immediately useful than others, certain
broad factors appear to have some relevance in almost
all areas: ideological preferences of elites; the
distribution of power among major sociv-economic
groupings; patterce of popular participation (in terms
of vertical or horizontal mobilization); the type of
party system; patterns of (effective) demands and
support; institutionalized political procedures and
structures for decision-making; the strength of extra-
legal or extra-parliamentary movements for radical
change. In some cases, it may be appropriate to consider
whether or not effective implementation of income
distribution policies can be accomplished at all within
the existing socio-political structure, and/or what
kinds of changes in patterns of political participation
and organization are neccssary, and hopefully feasible,
to improve the prospects of distributing income in
favor of the poor. As far as administrative variables
are concerned, it may be relevant to consider such
things as numbers and skill levels of personnel; value
orientations of administrators; standards of integrity;
the extent to which the bureaucracy is autonomous, i.e.,
insultated from pressures by parochial and interest
groups; and the capacity of the national administrative
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machinery to penctrate to local levels of political

~ and economic organization. I should emphasize that
while these categories make up a rather formidahle
list, they ave suggested for their illustrative
value to indicate the types of concerns we would like
to incorporate in the economic policy papers, and with
the understanding that not each of them is equally
important in every policy area: indeed, other factors
not mentioned here may in some cases have nore
relevance. Finally, in order to address each cf these
issues in as concrete a fashion as possible, with the
specific problems of policymakers in mind, we would like
to encourage you to draw on your particular area
expertise for purpose of illustration to the extent
you consider relevant."

A meeting was held in Princeton in June, with both the‘poliéj
‘paper writers and the political science consultants in attendance. (See
attachment #3 for partiéipants). Each paper was presented and discussed by
-all the participants.

Dr. Cline's paper on Policy Instruments for Rural Redistributionm,

in 1its draft version, had two sections. The first reviewed the tools
available for raising farmer productivity, such as credit, machinery, .ana:
new seeds. The second concentrated on the redistributive effects‘of'a fhll&
:compensated land reform program. He sketched a model to prove his hypothesia-
that capitalistic, fully compensated land reform would increase both output
“and equity. In the final verslon of the ﬁaper, Dr. Cline has indicated that
he intends to expand his analysis to include other possible policies for
land reform reunging from land taxacioﬁ, sharacropping -~ to the income
distribution effects of the introduction of high-yielding varieties of crdpsy
In the course of discussion at the June meeting of tﬁe project, Dr. Cline
~was urged to consider additional policies for effecting the redistribution
of rural income such as improving the accessibility to inputs.

Professor John Lewis' paper on Experimenting with Public-Works

Attack on Low-end Poverty examined the potential redistributive effects of a
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program. of rural public’works,

‘eonsidering both short-run*and_long-run

\effects. Infeﬁé,gyer‘ .ployment, but in:

<the long-run, benefits tendwto_ ontinue the existing'inequities. Professor

Lewis paper argued for a"assive”iublic works program, suggesting 3 to 52

of GNP as necessary for effecting low~end poverty };The political scientists

at the meeting in general felt that a public works program of this magnitudef

was unrealistic. A technique for overcoming local elite opposition to publit
works programs was suggested for creating a aituation of divided responsi-
,bility at the: local level., - Local politicians sre more often conservative,
fwhile local administrators tend to be reformist.. The nrosnects for a.
Public works program could be improved: by setting: these two groups in
‘competition.

:ﬁfquekésh}Mbhanfsfstudv}onfUrBsn‘LandfPolicy{and‘Income Distribué

5¢ionfwasWonly”in”outline“fov"?for the June conference. The paper is intended

neate the roblem of rapid appreciation in the value of land as

furbani ation’oce 'sl,nd land is shifted from agricultural to urban use’ and
rrent roblem of windfall gsins to land speculators. Mr. Mbhan.:;

erballfresentation, sketched the taxes and techniques available, using

as an example, for capturing-these windfalls.v He plans to concentrate

_on*two areas in his paper: an snalysis of how urban land policy affects

income distribution directly, if at all,and a series of sketches of the:?
,yypology of urban land policies, to seek successful styles.
Dr. Levinson and Mr. Oftedal wrote a first draft paper on Health,

:Nutrition and Income Dig:ribution. Dr. Levinson summarized the types of

traditional programs for improving nutrition, and the deficiencies of each
type of program; for example, fortification of processed foods and the

failure of such programs to reach the low-end poor who lack the income



..
necessary to purchase the food. Mr. Oftedal, in sketching programs for
improvement in health care and delivery systems, stressed the benefits of
expanding the use of paramedical personnel, and of decentralizing hospitals.
Both authors noted the regrettatle absence of data on which to base
conclusions of the redistributional impact of health and nutrition programe‘
in low-income countries. 1In general, the discussion‘was suppottivebofgthe
conclusions of the paper, suggesting that pressure and leadership from
‘internetional organizations could be especially helpful ‘in. the implementatior
of programs to extend health care.

Dr. Boulier's analysis of Pogulation Policzi’ndylncome Distributior

concluded that the result of any given set of population control programa
‘depended on the level of fertility and mortality according to income 1evcls
when the programs are introdnced. If programs have the effect of reducing
mortality at the low-end of the income scale and reducing fertility at the
.upper end, the net result is a worsening in the income distribution. lf,
however, mortality 18'31ready’1°w5-andifergilitYQh%Bhyjip.Fhe:ab§$P9§,9f5
‘positive programs of birth control~for,thefl9w:ehd}pq9rg;ingome;§§é§?¥§;t}¢nf
ﬁili'worsec as higher income classes voluntarily reduce fertility control,

and their potential effects.

Dr. Richard Webb's draft paper on Labor Policy and Income

Distribution in Less Developed Countries is a review:.of the arguments and

the evidence regarding the impact of labor policy on income distribution.
It points out that among economists there is a hegative attitude towards
government pressure for wage increases because: a) in the long run market
forces will predominate, b) they benefit a relatively small middle group

rather than the noor. and ¢) thev reduce emplovment by increasing capital
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1ﬁtensity»inithe'modéin~séctor“andﬁaldw7grow;h‘by‘teducing savings: The’
Agdﬁclugibnaiof;théﬁpépér;genefally»feinfsrée a ﬁégati&e Qiew of labor policy
as- a_reaistribuc1ve device, but ‘the’ paper seeks to Amprove our underatanding

hat relationship by examining under what circumstances the above

fobjecfions are valid.  The paver atudiea Hath tha divacr imasat aé- 1,k..3
oliey - the extent to vhich it ratses or lovers reai wigs levels ta a
target group <~ and the indirect impact or repercussion of other polieies: on
wage-:levels. - In:the third section. which has: not vet been -written. tha nana
will'apply the model specified in'the theory paper. to.hypothetical and/or
real country cases to'derive estimates of the distributive effects of wage
changes. In a final section on policv implications the naver will review
feasibility aspects of wage policy linking it to the regime types developes
above; and suggest possible wage policies designed more directly for the '
rural poor..

‘Professor‘Arnold Harberger's paper on FiScal’Policy and Income

”Distribucion puts into perepective the possibilities for poor countries to

‘usetheir. fiscal systems_for,redietributive purposes. Most of the discussionz
-concentrates on the taxation side of the fiscal question. The conclusion’ is:
-Tnar,: given the budgetary and economic*constraints,ﬁVwefarewbettet‘advist to
.think ‘in terms of bringing about a fairer distribution of the tax burden
‘than in terms of having a major imﬁact dﬁfthé§6Véf§11ldiétribution of income
An the society in question.” The paper is divided into three sections. .The
f;tst analyzes some of the main constraints on tax policy. The second section
consists of some redistributional policy exercises. The gist of those
‘exercises is that the most the tax system can be expected to collect is

about 8.5% of national income and that the lower income groups receive a

relatively smiall degree of the benefit of public expenditure in spite of the
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broad progressive tax structure. The thizd part presents an illustrative
listing of some of the possible measures to fmprove the distributional
picture, The final conclusion is that the attack on the income distribution
problem must be multi-faceted, that battlee can be waged independently on
many different fronts, and that serious political resistance can be expected
along any relevant front. The political science consultants to the project
felt that Professor Harberger's paper, more than any other, had taken
political and administrative constraints into account.

Professor Frederick Harbison's paper, The Connection between

Educacion and Income Distribution divides education into formal schooling,

organized non-formal education, and work-related skill and knowledge
generation. It discusses how all three may have differing effects on upward
mobility, low-end poverty and income variance between groups and individuals.
It argues that to change the education income connection in a particular
country it is necessary to study the comparative advantages of each of these
components as well as the possibility of substitution or complementarity of
the various components. This is presently very difficult because of the
dearth of quantiﬁative and qualitative data, particularly with respect to the
latter two components. The paper concludes, however, that the most crucial
considerations are the broad goals of development in each country and the
strategy used to achieve them, for these shape the patterns of income
distribution and determine the paramcters of the nation-wide learning system.
Although it cautions that sweeping generalizations about the income-education
connection are not foolproof, it ends by proposiag some general policy
changes and a list of research priorities.

Professor Henry Bruton's draft paper ndustrialiation Policy and
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Income Distribution is a study of how industrialization and trade policies
_havé affected the distribution of income. The general argument of the paper
.15 thét a development policy built on a more effective use of domestically
available fesouréee can produce a\growth~role and a distribution of the
rewards 6f that growth that is more nearly compatible with increasing economic
and social welfare. The paper focuses on the role that manufacturing can
play on the attack on low~end poverty and develops a framework that brings-
out the more relevant variables. It then analyzes how industrialization
policy in general and trade policy in narticﬁlar have affected these
vériables. It argues that foreign trade 1s perhaps the most fertile area
for affecting industrialization and discusses the case for and against
‘inward-and outward-looking trade strategles and how protection, tariffs,
#nd exchange rates affect income distribution. It also argues that an.=
eeéential ingredient of an industrial policy package is the encouragement
of small scale, non-urban, non-agricultural activitiés and‘callé fqr case
studies from which to isolate general principles for poliéy. The pqiiti@éi?
scientists pointed out that the general thrust of the paper seemed to be a
¢x1t1cism of ineptness, not evil, in poiicy making and that it concentrated:
on a technical analysis of the policy implications of different strategies
without giving sufficient attention to the political variables affecting
the adoption and implementation of the policies it suggested.

The purpose of the paper by Jorge Cauas and Marcelo Selowsky on

Fotentiﬂl Distributive Effects of Nationalization Policies: The Economic ‘

Aspects was to study the determinants of the potential redistributive
effects of nationalization policy. The analysis is restricted, however, to
the effects of nationalizing a sub-sector of the corporate sector owned by

the natfonals of the country in question. Using parameters which they
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believe to be plausible for some Latin American countries they derive

orders of magnitude for such a transfer. In general, even in the best of
cases, these. show the transfers to be relatively small. The main determinants
of the magnitude are the reinvestment policy that is’followed by the ' |
government vis-a-vis the policy that otherwise would have been undertaken

by the private sector, and the effect of the nationalization policy on the
investment behavior in other sectors of the economy. The main point,
however, is that the net redistributive effect of the transfer will depend
crucially on the ability of the government in choosing the channels of
distribution -~ and they imply that governments usually do not have ailzthat
“much choice in the matter. The political scientists in general were
disappointed that the model did not include nationalization of foreign

firms which they felt was the more relevant issue for policy makers in LDCs.
It was pointed out in the course of the discussion that non-economic

feasons were probably more important than economic ones in the whole issug
of nationalization, and it was generally argued that nationalization might
not be a very efficient way of redistributing income unless it also involved
a transfer of power or was a global nationalization of private property.

The policy paper writers are now engaged in writing final versions
of their papers taking into account the guidelines of the January memo from.
Drs. Frank and Webb and the comments of the consultants from other
disciplines. These final papers will be completed and circulated before a

major conference of the preject in September.

3. Data Papers
Dr. Richard Szal of the Brookings Institution is in charge

6f.coordinat1ng a serles of papers dealing with data on income distribution
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in a selection of LDC areas. (See attachment #4). The data paper writers _
have been asked to investigate existing data, for example, household surveys,
expenditure surveys, fiscal data, andlzzmmarize their findings. In addition,
data on poverty levels, income shares below the poverty line, were noted
as being very important in themselves, and as indic&tibns of trends.
Evaluation of the reliability or the data was. also to.be included in the:
papers.

‘1ese caca papers-are intended to provide background information
neceBSary-fdr‘fOrmthtihgfﬁiEﬁe"for;pbséible;fqturefipteﬁéi?é}gﬁéﬁfii

studies. The choice of speeific”eohntries'for”fruitfulzfurther*inVéefigéﬁiﬁﬁﬁ

18 clearly dependent on the quantity and reliability of: exist:ing ata; ‘and:

on an estimate of the possibilities for gathering additiona;_da,ﬂw
Draft papers have been received from Drs. Choo. Meessok. Phillin..
‘Rajaraman and Urrutia and final versions are due'in August. . The writers.

of theoc papers wiii piay an imporcant role in the September conference.:

4, Theory, Measurement and zntegration Papers

A. Theory. A paper, Income Distribution in LDC's: Some

‘Reflections on Theory and Policy, by Charles Frank and Richard Webb was
ﬁrepared as background for the discussions of distributive policy held
during the Fall Workshop, and as a suggested framework of analysis for the
policy papers. The paper first reviewed some of the various factors which
affect income distribution, by studying the distribution of human resources,
reanl productive assets and public assets. This was followed by a discussion
of redistributive policy options. A third section then developed a |
eheofetical framework of income distribution based on a modern-traditioral

(iﬁformal)'and urban-rural breakdown of the economy. The analysis stressed
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‘the role ot factor pricing and factor choice in the modern 3ector as a-
determinant of labor absorption and of demand spillovers ontu the
traditional and rural sectors.

The revised version of this paper that is being prepared for the
September conference will present the theoretical discussion in a form more
easily undgrstood by non-specialist readers and will stress the applicability
of fhe model in the analysis of redistributive policy options.

B. Measurement. The paper The Analysis and Measurement of

Income Inequality: Static and Dynamic Approaches by Rick Szal and Sherman

Robinson points out that the usual analysis of inequality is undertaken

using static measures applied to the data of one period. Such an analysis
misses important dynamic relationships of income distribution, especially
with regard to social and economic mobility. In line with this, the paper
has three sections. First, traditional normative and positive aspects that
have ordered the way economists have analyzed inequality are discussed. This
section also includes a discussion of the criteria that ought to be
considered for judging the welfare implications of a given distribution.
Second, the better known measures of inequality are presented and their
advantages and disadvantages are discussed. Finally, a framework for
analyzing the dynamics of income distribution is presented, along with several
measures that can be used to summarize the process. The conclusion is that
the static mode of analyzing income inequality, which has predominated in
studies to date, is inappropriate and misses important dynamic aspects of
income distribution. |

Dr. Szal has also written A Methodology for the Evaluation and

Adjustment of Incdme Distribution Data, which outlines a'methodology for

making household survey and other income data from different countries more
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-comparable

C. Integration. An Integration paper will be written bf
Charles Frank and Richard Webb éummarizing and pulling together the
conclusions reached in the various policy papers. A first draft of this
pdper will be ready forfthe September conference, and will be based on the
final drafts of the policy papers due in August., The Integration paper will
examine: the conclusions of the various policy studies regarding the
effectiveness and feasibility of alternative policy approaches to. income

redistribution, and will draw implications for aid donor. policy.

5. Student Papers

‘In addition to these papers, the proiect funded: Suriif
fBﬁéllé;fa'gradﬁate student in Princeton’s Economics Department. for a:vaar.:
while he began an investigation into the impact of family income on’ the
:ﬁumén capital accumulation of an individual. Next vear. Rekesh Mohan will:
receive support. Mr. Moban is associated with the project as the author of
the paper on Urban Land Policies.

Students enrolled in the Woodrow Wilson School: Fall Workshon on’
income distribution also wrote regearch papers on various aspects of -
diétributive policy, such as industrialjzation policy in Greece, schooling
in Latin America, and agricultural policies in Nepal. Some of these
- papers are of sufficient quality for circulation as Woodrow Wilson School
discussion papers. They are presently being selected and will be editedk”

for dissemination during the fall.

A comprehensive, annotated bibliography of income distribution

‘articles is being compiled at Brookings. The project was begun by Mary
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Baird, research assistant to Dr. Frank, and is being completed by

Mr. J. Epstein, a graduate student in the Woodrow Wilson School.

D. Research Design Changes

As mentioned above (sec A) the research design has been altered
by significantly increasing the interdisciplinary nature of the policy
papers. Consultants from political science and other disciplines had been
included in the early workshop-seminar series, but it was felt that they
needed to be made a more integral part of the project. Therefore, a
consultant was selected to provide written comaents on the policy papers,
before final versions were completed. A meeting was held in June for the
express purpose of combining the inputs of economists and political
scientists.

The originnl timing for a major conference to summarize and.
disseminate research findings has been altered. This conference ‘was:
originally scheduled for June, but with the addition of a poiiticalfééggﬁ§¢
public administration dimension, it became clear that postponing the major
conference until September was necessary.

In addition, it was determined that the original plans for more
extensive surveys of data would, in many ways, duplicate existing surveys.
A paper planned to cover systems of income distributioun accounts and
measurement techniques has been eliminated. Instead Drs. Frank, Webb and 
Sherman Robinson have worked with the World Bank staff to utilize existing

analyses and surveys.

E. Work Plang for the Next °

Present plans for the Income Distribution project call for

completion of policy and fata papers by August 15, a conference in September,
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and publication of a final volime. Plans call for the volume to contain
the ten policy papers, a paper describing a gengral theoretical framework,
4 paper on concepts and measurements and a paper providing an overall
integration of the policy analyses from both an economic and a politicalV
~administrative perspective.

The conference 1s being organized:-on. the hasaia nf a. aswviae nf
four regional pamels covering the areas of Latin America, Africa. South
Asia, Near East, and Southeast and East Asia. Each panel will consist of
‘the data paper writer of the region plus other participants from LDCs.i'Thégéf
new invitees from LDCs are social scientists or publiq Adminiatrators»
with experience in the field of income awisctripution poiicies who will be.
gbie to provide knowledge of the policy experiences and problems in’thaii.
bbﬁn country. (See attachment #5)

The data paper writers and. LDC social ‘scientiata have hean':
Anvited to stay several additional days in September to assist in the.
completion of plans for fﬁture research in specific countries. . Several
meetings of the Princeton-Brookings personnel kave alreadv been held.
sketching tentative guidelines for possible future research design.  The:
LDC visitors represent, in many cases, institutions interested in the

bossibilities of future collaborative efforts.

F. Dissemination

The design of research of the income distribution project has
had a built-in dissemination dimension. The workshop seminars involved
researchers and scholars from a variety of U.S. institutions, as well as
six visitors from LDCs. Draft papers and detailed summaries of the

discussions of these seminars were widely circulated. The social science
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consultants increased the dissemination of the ideas of the project not
only to other educational institutions, but to a broader range of
disciplines and departments within institutions.

collaborative work with local researchers in LDCs is an important:
aspect of the project, and has led to the agreements with the data paper
writers. The plans for a second phase of investigation of a series of
intensive country studies -- would involve institutions and scholars in
LDCs directly in the implementation of research.

The September conference itself i3 intended to provide a forum:
not only for summarizing the results of this phase of research, but to
"broadcast" those results. The LDC participants in the conference represenc.
akwide range of involvement in the development field -~ universities,
government planning commissions, development institutes.

The participants in the September conference will all receive
copies of all the policy papers, data papers, and theoretical papers.: When
the various papers are combined into the volume expected to result from: the

project, thig publication should have a wide circulation.

G. Budget
Expenditures for FY '74 and estimated expenditure for FY:'75 are

gsummarized in attachment #6.
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PRIWCETO!! UNIVERSITY
PRINCETOM, NEW JERSEY

jﬁbbdrow Vilson School of Public and International Affairs

ﬁfobkihgs-?rinceton Income Distribution Project Vorkshop Seminars

October 15 - Hovember 27, 1973

1. Theories of Income Distribution, Economic Growth and Relevance to
: Policy Issues »

" October 15, 1973

Presentation: Richard Webb, Princeton University and N
Charles R. Frank, Jr., Brookings Institution:

4. :Data.on Income Distribution in Less Developed Countries
lctober 16, 1973

Presentation: Albert Fishlow, Berkeley

Comments: Carmella Ullman, IBRD and Sudhir Anand, IBRD

Visiting Participants to Sessions 1 and 2.

Martin Bronfenbrenner, Duke University
John Eriksson, AID

Dermot Gately, ilew York University
Charles Montie, AID

N. Nadiri, New York University

Gustav Ranis, Yale University

3. Agricultural Policies, Rural Development, and Income Distribution
October 22, 1973

resentation: Villiam Cline, Brookings Institution

bmments: John Gerhart, Princeton University




4.' Policies Directad toward the Urban Poor

October 23, 1973

Presentation: Michael Cohen, World 3ank

Cemments: Michael Todaro, Rockefeller Foundation

Visiting Participants to Sessions 3 and 4.

Dale Adams, Ohio State University

L. Fletcher, AID

John Harris, 1i.I.T.

Peter Kilby, Wesleyan

Donald McLelland, AID

Joan Nelson, Urban Ingtitute

William Thiesenhusen, Wisconsin University
VWayne Thirsk, Pice University

5. TIirect Application and Promotion of Labor Intensive Techniques
October 29, 1973

Presentation: John P. Lewis, Princeton University
Comigents; Howard Pack, Swarthmore College

6. Labor Maxkets, Labor Policies and Income Distribution

October 30, 1973

Presentation: Richard Webh, Princeton University

Comments: Jorge Salazar, Brookings Institution and
Juan Buttarl, Brookings Institution

Visiting Participants to Sessions 5 and 6:

Henry Bruton, Williams College
David Davies, Harvard University
John Gerhart, Princeton University
Edvard Hawkins, IBRD

James Mudge, IBRD

Joha Thomas, Harvard University

7. PEducational Opportunities and Education Finance

November 5, 1973

Presentation: Frederick Harbison, Princeton University

Commants: John Simmons, IBRD



’8.‘ Nutrition, Health and Population Programs
November 6, 1973

Presentation: James Ilevinson, M.I.T. ana ,
Dicter Zschock, SUNY (Stony Brook)

Comments : Bryan Boulier, Princeton University[

~Vflsit:ing Participants to Sessions 7 and 8:

Rristen Conner, U.l.

Joseph Davis, AID

David Dunlop, Meharry lledical Pollege
Jean Plerre Jallade, IBRD

D.C. Rao, IBRD

Carmella Ullman, IBRD :
Manuel Zymelman, Harvard University

9. Trade and Exchange Rate Policies and Direct Controls:’
November 12, 1973

Presentation: Henry Bruton, Yilliams College

Comments: Carlos Diaz, Yale University
31Q;ffﬂationalization of Private Enterprise .
November 13, 1973

Presentation: Marcello Selowsky, IBRD -

Comnents : Dwight Brothers, Harvard Business School:

:Visiting Participants to Sessions 9 and 10:

Bela Balassa, IBRD

Peter Kenen, Princeton University

Gordon Winston, Uilliams College-
11. Fiscal Incidence

November 19, 1973

3

Presentation: Al ilarberger, Chicago and Princeton University

Comments: Charles lMcLure, Rice University
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12. Political end Administrative Variablzs in Policy Implementation

November 20, 1973

Presentation: Francine Frankel, ton University and
Univ. of Pennt, .
Comments @ John Montgomery, Harvaru and

Henry Bienen, Princeton Univeféity

Visiting Participants to Sessions 11 and 12.

Marguerite Barnett, Princeton University
Glynn Cochrane, Syracuse University
Jacob ileerman, IBRD

Wallace Oates, Princeton University
Morman Uphoff, Cornell University

Luc de 'Tulf, IMF

‘13. Policy Summary and Implications for Theories of‘Ihcome'Dis;ribution‘
and Growth -

Movember 26, 1973

Presentation: Charles R. Frank, Jr. and Richard Webt

14. Relevance of Policy and Theory Discussions for Data Collection and Use
November 27, 1973

Presentation: Charles R. Frank, Jr. and Richard Webb

Visiting Participants to Sessions 13 and 14:

Paul lsenberg, AID
Dermct Gately, !lew Yorl: University

Regular Participants:

Chairmen: Charles R. Prank, Jr., Brookings Institution and Richard Webb,
Princeton University

Mary Baird, Brookings Institution

Surjit Bhalla, Princeton University

Bryan Boulier, Princeton University

Henry Bruton, Williams College

Edwin Cohn, AID

Carl Dahlman, Princeton University .
Francine Frankel, University of Pennsylvania and Prizceton Univ
Arnold Harberger, Chicago and Princeton University

Frederick Harbison, Princeton University

John Lewis, Princeton University



Regular Participants (cont‘'d.)

Jacob Meerman, IBDD

Rakesh lMohan, Princeton University
Indira Rajaraman, Princeton University "
Sherman Pobinson, Princeton University
Richard Szal, Brookings Institution.

Foreign Visitors:

Hakchung Choo, Korea Development Institute, Seoul, Korea ‘ _
Leoncio Durandeau, Universidad Autonomade Nuevo Leon, Monterrey, Mexico
Alper Orhon, Bosphorus University, Istanbul, Turkey

A.0. Phillips, University of Ibadan, Ibadan, Nigeria

X.R. Ranadive, University of Bombay, Bombay, India ( ,
Maria da Conceicao Tavares, University de Campinas, Sao Paulo, Brazil:



ez rments %Q

 JOINT PRINCETON/BROOKINGS INCOME DISTRIBUTION PROJECT

January 11, 1974

TO: All policy paper writers for joint Princeton-Brookings project on
income distribution in less developed countries. (See distovibution).

'ROH: Charles R. Frank, Jr. and Richard Webb

The purpose of this memo is to spell out in some detail the out-
line of the volume which is expected to come out of the income distribution
pfoject. ‘In drafting these guidelines for the paper writers, we were
-helped by a meeting in Princeton with a number oflthe Princeton participauts
ia the project and a meeting held in Washington with the AID people responsible
for monitoring the project (see attached letter from Robert Muscat of AID).

The schedule for the project is as follows:

1.. Harch 31, 1974 -- Rough draft or detailed outline of each paper.

2. June 1, 1974 -- Advanced drait of each paper due.

3. .June 7th or 8th -~ A meeting of all pupe; writers in Princeton

‘to discuss papers jointly.

4.. September 1974 -- Conference at wnicn papers will De presenced

and discussed.

The rough drafts or outlines due on March 31 will be distributed
to various consultants and readers for comments -- we particularly hope to
have at least one political ...... ist or other broad social scientist look
at each draft and consult with the paper writers about pnlitical and administa-

tive aspects of the various policy instruments.

I. Outline of the book and authors ¢f papers.
A. General Papers.
1. Theoretical Framework -- Richard Webb and Charles ?raﬁl
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2. Concepts and Measurement -- Sherman Robinson and Richard Szal
B. Pblicy Papers.
1. Labor -- Richard Webb ana unaries rrank.
2. Trade, Exchange Rate and Industrialization =- Henry Bruton.
3. Public Works -- John Lewis.
4. Fiscal Policy -~ Arnold Harberger.
5.’ Urban Land Policy -- Rakesh Mohan.
6. Education -- Frederick Harbison.
7. Health and Nutrition -- James Levinson and Olav T: Oftedal.
8. Agriculture -- William.Cline.
9. Population Policy ~- Bryan Boulier.
10. Nationalization == Jorge Cauas and Marcelo Selowsky.
C.  Overall Integration.
| This section will consist of one or two papers integrating the
policy analyses from both an economic perspective and a political-

1dministrative perspective.

IE. General points for all authors to consider.

The ultimate aim of the proposed research on income distribution
is to analyze the effectiveness of various types of government policies
in altering the basic trends in income distribution. Since the main objective

of this volume is an overall picture of policy alternatives, the papers should

at least outline the principal opportunities and limitations that face the
policy-maker. The following general points are designed to ensure that each

paper contributes to that goal,
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1. 1In.each policy area the paper should follow a scanning apprdach.

2.

3.

that is, it should review existing knowledge and ideas within a

broad perspective rathef_than attempt to deal in depth with a

few selected topics. The paper should thus strive for comprehensive-~
ness in its analysis of issues and of policy opzions and seék to
i&encify promising options fof original investieation at a later
stage.

Qt Ehe same time, papers should back off. from broad poiicy'generaliz—
ations ("correct factor price distortions,'"expand primary schooling;‘
'don't expand primafy schooling," etc.), providing instead, a
specification of the conditions under which a given policy is likely
to produce certain results. 1In this way, the paper would reinforce
vhat, in our view, was the principal contribution resulting from

‘the rich variety of experiences and viwpoints brought out 1qvthe
votkahoﬁ, namély. the éhallenga to gany'commonplace generalizacioﬁa
by a more detailed understanding of the specificity of policies, or-
sets of policies, with regard to variables such as countries (and
regions within countries), periods of time, @arket structures, types
of institutions and poverty characteristics.

The notion of distributive Justice is in reality a composite of
oevcrgl ethical principles. Reducing income variance, alleviating
lov-cnd poverty, increasing mobility, and eliminating excess coﬁ-
sentrations  of wealth and income are separable ethical ingredients

f distributive justice. Since persons and cogietiea'attnch different

nuhu to each, &nd since policies affect each 'ditﬁuntly. (even.
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5.

4

at times, in opposite directions), all policy discussions should
disaggregate the'adduced "distributive effects" in terms of these
separate ethical outcomes; A good rule might be to forbid summary
statements of the kind "...improves (worsens) the distribution of |
income.” At a minimum, the policy area papers should indicate which

policies would improve the position of middle groups and which would

_help the really poor.

What is the range of effectiveness of various policy instruments

on income distribution? Who are the beneficiaries, and how much
income is transferred? If the effect of an instrument under any
conceivable circumstances is likely to be minor, then there is little
reason to consider that policy instrument seriously in discussions

of income distribution.

What have been the extremes in terms of use and effectiveness of
various policy instrﬁments in less developed countries? Which
countries have had substantially favorable results and which have
had very unfavorable results on income distribution from the
gpplication of particular policy instruments? Has the use of policy'
instruments in these countries been uith the express purpose of
altering income distribution or have effects an income distribution
been the inadvertent result of policies diected at other objectives?
A related point is that separable policy decisions should also be
discussed separately. The choicc of revenue sources on the one hand,
and the lllocatibn of fiscal expenditures on the other, can, and
aormally are, made independently so that combining the incidence

of both types of decisiona, as Jallade does vhen estimating the
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distributive incidence of the educational system, merely obscures
the effects that are specific to one type of decision.

Perhaps the most important request tc be made of the policy papers
is that they attempt to quantify. This involves putting numbers
on the size of affected groups, on their income levels and position
within the income distribution, on the size of the expected income
transfers, and on the time period involved. Even extremely rough
numbers on these variables would advance the level of discussion
considerably. In discussing a specific policy, are we talking abou
peanuts? potatoes? or pumpkins? Without some idea of orders of
magnitude it is impossibls to draw together the conclusions obtaine
from the analysis of each policy area, of to obtain a sense of
pexrspective on the amount of change that is possible in a given
distribution of income.

It is usefulvto distinguish between questions relating to initial
distributive efiects, and those relating to the secondary effects
or repercussions of the initial incae transfer. Repercussions
arise because income transfers cause shifts in supply and demand
schedules in both goods and factor markets. Thef may offseé o
reinforce the initial transfer, and may also affect third partiés;
they are both static and dynamiq.

A balanced policy paper would have some discuseion of both types

of questions. Much ielearch of a fairly straightforward nature is
still needed regarding primary.iffeccs, particularly with respect

to the question, "Who benefits?" Most policy instruments are
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inherently biaged to favor some rviups over others because they are,

for ecxample, location-specific, or type of occupation-specific, and

these structural characteristics of policy instruments have not been

adequately mapped. More needs to be known on the extent to which

ouch biases are indeed imposed by economic and technical conmstraints,
ind. thus, on the extent to which greater poliéical and administrétivc
willingness could result in more progressive forms of implanentat;on
and delivery. The design of health delivery systems, and the intro=-

duction (or rather, failure to introduce) forced-sale, real estate

‘self-assessments are cases in point.

Although repercussions are complex, and difficult to estimate, some~

notion of their direction and order of magnitude is required. Indeed,
in the case of some policy areas, e.g., wage and trade policies,

repercussions seem to outweigh initial effects, so that policf papers

.1n those areas must rely heavily on a model of the economic mechanism.

Thg evaluation of secondary effects tis in with the question of
separate equity targets because 1f one %s talking about reducing
income variance, growth effects are.perhaps less important, but if
cne is talking about raising the incomes of the very poor, growth
effects might be the most important part of the analysis.

Bach paper should discuss pclicies, and/or data, vith reference to
the modern ve. traditional, and urban vs. rural sectoral framework
proposed 1n the first draft of the I'ank-Webb theory paper for this |
volunn. In particular. policy 1natrunents should be analyzed in
tcrls of how they affect’ the discribution of income within and betwean '

these sectors. This sectoral breakdown is ouggeoted because it
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’.

‘coincides with the "structural” limits in the coverage or reach

of many distributive policy instruments, as well as with the

-~ principal breakdowﬁs in the market structure of most LDC's.

In cach policy area it is necessary to examine the political and
adninistrative aspects of possible redistribution. Views differ
on "the tightness of £it’between the distributions of power and
income, i.e., on the extent to which change in the political power
accompany redistribution. Policy areas,
structure must precede or / however, on.the presumption that in-
congruencies and slippage between those distributions do exist and
may be taken aévantage of in designing a redistributive strategy.
Even if political and/or administrative change 1is a'prerequisite.
the degree of change required for a given amount of income redistri-
bution. clearly differs in different social contexts, and according
to the particular policy. instrument used.
Thus, some improvements seem to be blocked less by a lack of nolitieal
villingness than by biased administrative attitudes and prodedures,
€.8., middle~class standards often inhibit the use of medical
auxiliaries, or the construction of low-grade roads, or the design
of rural and work-relevant educatiopai systems. Feasibility algo
varies because uuch.of the final distributive outcome of a cet of
policies is produced as a by-product of decisions responding
principally to other objectives and often made with little knowledge
of their long run distributive implications. Another major source
ot‘llippago between pover and income is that perceptions of
economic gain or loss are not independent of the manner in which
income is transferred.
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In examining the relationship between politico-administrative and

economic variables it would be particularly. fruitful to search for

instances of the reverse causation, where economic changes have

changed the political environment.

These, and other questions relating to"tight fit" should be raised

by every paper, even if i; concludes in a pessimistic vein that
social engiﬁeering was impossible.
The organization of this volume in terms of policy areas is clearly
not meant to preclude a discussion by e;ch policy paper writer of
important complementarities or relationships with other policy areas.
These discussions will both illuminate the workings of a particular”
policy area, and will form the basis of a secgion of the relationships
between policies which will be included in the volume's sumnary paper.
What has been the role‘of aid donors, both bilateral and multilateral,
in influencing the use and effectiveness of policy instruments? In
particular, how have project loan criteria and criteria used in
giving commodity and technical assistance affected the use of
policies and their impact on income distribution? Have the criteria
used by aid donbrs been chosen consciously with income distribution
objeétives in mind? What changes in aid daor policies would havg a
more desirable effect on income distribution in the less developed
countries?
To what eftenc are the answers to the questions and issues raised
ambiguous '
in each paper/ because of lack of relevant data and facts? What kinds
of data and what conceptual framework for collecting data on income

distribution would be most useful in providing better answers to
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to these questions? Which countries have the data base which
would be most relevant for further research on particular policy

issues?

What further research should be done in individual country studies
with respect to particular policy issues? Which countries are
the most interesting to look at? How should the res¢arch be

designed?

III.  Discussion of Individual Papers.

Theoretical Framework. Most of the theorizing about income distri=

bution in less developed countries has focused on the relationship between in-
come distribution and growth. The most widely accepted theory is that at very
low levéls of income the distribution of income is telatively equal. During
the early stages of industrialization, the distributioﬁ of income seems to
worsen. At later stages of development, the distribution begins to improve
again. The data on the distribution of income for countries at varying stages
of development tend to gupport this theory. The evidence, however, allows for
considerable variation about this rough characterization of trends, and recently
available time series data for particular countries show few systematic trends
over tiume.

In ;he~theoty paper we will examiae a number of basic questions.
First, what seem to be the mechanisms at work which produce a tendency for thd¢
distribution of income to follow the postulated U-shaped pattern through time?
What causes variations from this basic pattern--in particular, what kinds of
policy neasufeo might affect trends in income distribution? Are there differences

in economic and political structures and institutions which cause the trend



10.

over tiwe in income distribution to be so different from country to country?
The theoretical model in which we propose to analyze some of these questions
will involve three basic sectors: (1) the traditional rural section, (2)
the traditional urban sector, and (3) the modern sector. ‘These distinctions
are not always well-drawn--in some countries the division between modern and
traditional is clear (dualistic societies) while in other countries the
digtinciions are very hazy (relatively homogeneous societies).

The diatribution'of-tncome depends on the distribucion of assets,
asset income, and current income within each sector, the distribution between
sectors, and the flow of labor and capital assets between the sectors. Of.
p;rticulat importance is the wage determination mechanism within the modern
sector. Modern sector wage rates are imnartant not only in determining the
distribution of income within the modern sector, but also in influencing the
flow of labor and capital between modern and traditional sectors.

The theoretical framework postulated in this paper should help provide
& frawe of reference for all of the policy papers. In particular, we hope
that policy instruments can be analyzed i{n terms of how they affect distribution
of assets and income within sectors and the distribution of income and assets
and the flow of factors between sectors. Some policies affect mainly within-.
sector distributions, while others tend to act most prominently on between=-
‘legior disparities.

A draft version of this paper is avaiiable,through_Princeton'n
Research Program in Economic Development. Revisions to this paper will be
made, and a revised draft should be available by the end of March.
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Concepts and Measurment:. This paper will deal with a number of conceptual
issues and pfoblems'as well as outline some difficulties in obtaining data
in ordei to calculate various measures of income distribution.

Eﬁery proposed aggregative measure of income distribution such as
the Gini coefficient or the log variance of income involves implicitly
a theory of individual and social welfare. The most basic question ébout
measures on income distribution is what they imply about individual welfare
functions and interpersonal comparisons of utility. There are two basic
theoretical approaches. The first allows for identical individual utility
functions, diminishing marginal utility of income, and the "adding up" of
_1ndividua1 utilities to obtain a social utility function. Under this
assumption, any redistribution of income which takes from a rich person and
gives wore to a poor person is unambigﬁously better from a sociai'point of
view. Any redistribution can be evaluated provided only that one can
eitimate the elasticity of the marginal utility of income. The optimal
distribution for a given level of total income 18 one in whicﬁ every in-
dividual receives exactly the same amount of income.

A wodification to the first approach is one in which the total
amount of income available is dependent on its distribution. For example,
1f.the supply of capital, the supply of work effort, the willingness to
take risks, the amount of innovational intensity, or any factor of production
is dependent on income payments to the owners of those factovs of productiom,
then the optimal distribution of income is not necessarily equal even though"
ane assunes a diminishing marginal utility of income, identical utilicy
!pnctionl, and an "adding up" of individual utilities. In fact, however,
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th§ optimal distribution which results from such assumptions tends to be
regressive.

A second basic approach is to assume neither identical utility
functions nor the "adding up" of individual utility functions, but to
poscuiate that each individual has other people's incemes or the distri-
'bution of income in the society to which he belongs as arguments in his
own utility function.

In this case, movement toward a more equal distribution of income
improves everyoné's utility without making anyone worse off if the loss of
an individual's own income is compensated by an increase in the income of
poorer people or a decrease in income of richer people. With the second
basic approach, one can speak of a Pareto-optiﬁal distribution of income
(one in which any change in the distribution of income would leave at
least one person worse off). . In general, however, the set of Pareto
optimal distributions will coﬁtain many elements--there will be no one
optimal distribution of income. With this approach, furthermore, a change
in distribution in which the distribution of high income groups is reduced
with no compensating increase in the income of lower groups may improve
everyone's utility. With the first basic approach, such a redistribution
would unambiguously reduce social welfare.

‘The choice of which basic welfare theory to use is not trivial with
respect to implications for policy. The first approach suggests that, |
abstracting from supply considerations, incomes .should be distributed
absolutely equally. The only argument for unequal incomes is an incentive
argunent. The second approach suggests that one need be less concerned

~about the efficisncy aspects of income distribution--that a policy of



soaking the rich with a net loss of total income and no compensation
for the poor, except that the rich are now more like the poor, may be
socially desirable.

A second set of issues to be discussed in the paper refers to
the nature of the social welfare function or the individual utility
functions which contain the distribution of income as an argument. This
relates to what should be the Sasic goals of policies.which affect income
distribution: (1) a soaking of the rich, (2) elimination of abject
poverty, (3) any.reduction in the overall variance of income as measured
by the Gi&i coefficient, the Pareto coefficient, the variance of the logs,v
the coefficient of variation, the Kuznets ratio, the maximum equalization
percentage, the Theil information measure, or the Chenery-Ahluwalia welfgre
index, or (4) an increase in the mobility of people within the income
disfribution or a widening of economic opportunities;

A third set of issues to be discussed in this paper relates to
more disaggregative measures of the distribution of income. Thesa dis~ -
agpregated measures may be particularly useful for policy.purposel. For
example, many of the above measureé of overall variance in income ca..
be disaggregated 1nto.between sector and within seétor variation. If
the greatest proportioé ofktbtal variance is due to variance between
sectors, then one might wish to concentrate on policies which have their
Rreatest effects on between-sector variance of income. Poverty profiies
are another way offexamining the characteristics- of t?o poor and looking
for basic associations and causes of extreme poverty. Finally, a
ltindardizcd system of distribution accounts can be used to analyze the

basic set of relationships between social, cultural, and economic
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characteristics and the distribution of income. .The United Nations has
developed a basic system of income distiibution accounts which still needs
to be adapted to the needs of the less developed countries. Thin effort
on the parc of the U.N. is similir to their earlier efforts to atandardize
nhtionél accounts.

The fourth set of issues to be discussed in this paper relates
to the data on income distribution in less deve{oped countries. Data
aié scarce &nd‘often unreliable. They are difficult to interpret and
evaluate. They are often subject to inaccuracies. Definitions and the
,methodology of data collection differ considefably. Some data are based
on expenditure patterns while others are based on direct attempts at income
‘measurement. Not all types of income are always included. Some imclude
‘subsistence income; others do not. Some include non~earned incomc,_i.e..
‘income deriving from assets, while others do not. Some data on income
distributiqn‘are based on sample surveys while others are derived from
census results. The quality ;f sample survéy design varies significantly.
Surveys often reveal glaring discrepancies with census data. Survey and
census data may use different units of observation: the individual, the
income earner, or the family. The definitions of the latter two units of
observations are often ambiguous and income distributions vary significantly
dcpehdigg on the unit of observation.

| Perhaps the most important difference in the way income distri-
bution data are compiled 1s in the treatment of fiscai incidence. Some
studies are based on the distribution of incore before tax?o, othere are
net of direct taxes or'y. while still otherg atteapt to céfim:. the

incidenca of indirect taxes. A relatively cnnil nuzbar of studies consider
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tax incidence at all and fewer still take explicit account of expgnditure
fncidence. What little evidence there is from vast studies indicates that
tax incidence is roughly proportional, while expenditure incidence tends

- ta be progressive (i.e., pro-poor).

These differénces‘in definition and methodology make it difficult
:'to compare income distribution data over time and among countries. Oaly
& limited number of countries have reasonabiy comparable data for two or
more years. Other special problems arise in making comparisons. There
1s some evidence thai the trade cycle has discernible effects on the pattern
of ihcome distribution. Price movements may differ significantly for various
‘income classes. It is important to adjust the data with appropriate price
deflators for different income groups as has been demonstrated in the case
of India.

Despite the infirmities to which data on inceme distribution are
subject, we believe that much imaginative work can be dome to overcome these
deficiencies so that it would be possible to conduct meauingful policy-
oriented résearch. First, existing data may be modified so that various
sets of data are more comp.rable. For example, there is some evidence that
income distribution data ueing different units of observation are related
ip a well-determined way, depending or average family size and average
number of income earners per household. It should be pousiblgbto devalop
8 reascnably accurate method of transforming a sct of data based on one
set of units of observation into an implied diatribution for other units
of observations so that different data may he comparedi To take another
gzlnple. data on a rural income distribution nay‘noc include rental in-
comss. VOni might use statistics on the size distribution of land foziou

to correct for this ddficicncv.
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Second, by concentrating on changes in major components of in~
come distribution for which relatively good data are available, it may
be possibie fo infer the magnitude and direction of changes in income

dist:ibution over time. There is no need to consider comprehensive

‘estimates of income distribution if certain components of iacome are either
relatively unimportant or their distribution can be ;xpected to change
little over time.

ihird. for policy purposes, we want -to concentrate on those
components of income which are most likely to be cpanged by those policies.

Labor. This paper should examine, first; the forms and extent éf
gdvernment interference in labor markets, second, the a}parent direct
effects on wage levels of such interference, and, third, the indirect
consequences of labor policies on the economic system and its distributive

‘outcomes. The last section will necessarily draw heavily on the theoly

paper of this volume.

The forms of govermment intervention in labor markets may be .
classged as direct, indirect or unintentional: the direct include minimum
wvage laws, direct wage-setting in government and other sectors, and legis-
latiéu regarding wage supﬁlements: the indirect include legislation fegarding
union activity, and the degree and form of intervention in coilective
bargaining; finally, large changes in relative wages are commonly produced,
often unintentionally, by dévaluations, inflation ana ;thet price policies.

A frist task of this paper should te to survey LDC practice with respect
to these different forms of wage policy. A closely related que;tion involves
the coverage or reach of such policies within the labor force. By and large

coverage is limited to employees in the modern sector, and perhapsy to
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pernnnenc enployeeg in larger farms: the relative size of these sectors
should be eotimacéd for different LDC's.

Lhe second question concerns thé actual effect of these policies
on vage levels. Since market forces also operate to raise modern sector
wages, it wili be statistically and conceptually difficult to seﬁnfate
the contributions of policy and market forces, particularly where govérn-
ment intervention tends to be indirect. On the other hand, it should be
‘pospible to discuss the upper andllower limits of such policies, determined:
respectively by minimum acceptable rates of refurn to capital and by wage

of o
levels in markets that appear to be relatively free/government intervention.

The most important indirect consequences of wage policies, whichr"
will be analyzed in the theory paper to this volumey are their effects on

| choices of technique in the modern sector, and, as a result, on the ﬁime

paths of employment an? income growth in both the modern and traditional
sectors. Since the choice of technique is simultaneously affected by' |
capital pricing and capital allocation policies dn the one hand, and wage
policies on the other, ﬁhe discussion should refer to both. This paper ‘
complement the theory paper with an examination of some cases. An effort should
should/be made to quantify the principal outcomes of the model, regarding )
changes in sectoral incomes and employment, with data from specific

cpuncriea.

Trade, Exchange Rates and Incustrialization. This paper should

deal with the set of policies affecting the accesé to, and price of, foreign
exchange and imports. And, since industrialization has traditionally been
& major objective of those policies, the discussion shouid also refer to

the use of investwent licensing and controls, which are closely related

tools of industrialization policy.
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The direct income transfers resulting from these polieiis can
A be substantial; especially in countries with large foreign trade sectors.
The available literature on the allocative effects of protectionist
- trade pdlicies, and on their effects on the gross terms of trade anong
sectors in an LDC economy should be used to build up a'picture of the
amounts and direction of such transfers in different LDC's. How true 1is
the common view that such transfers generally favor the better-off modern
sector at the expense of the rural population?

The direct distributive effects of trade and investment controls,
and of foreign exéhange and investment licenses should also be explored.
A cascaded tariff structure, by itself, shapes allocative decisions and
provides protection, bug, in principle entry into industries is-open and
competition can take place. Licenses--or their equivalents-- for imported
capital goods, raw materials, ard consumer goods create artificial scarciﬁies
and severe barriers to entrv. Licenses on consumer goods provide a wind-
fall to their holders and thus have a direct effect on income distribution.
‘Liqenaea on capital goods and réw materials--particularly if a country is
largely dependent on imports for these--provide windfalls for their holders,
make it difficult for new entreprencurs to break inﬁo an industry, and thus
solidify monopoiy-oligopoly market structures. The development of
entreprencurship generally may be discouraged. The social-political con-
sequences of the economic power generated by these controls may serve to
reinforce and peipetuate‘these controls. They may also inhibit other in-
come redistribution efforts through the political mechanism. Further,
market structure and the degree that firms are buffered from the rigors

of competition may affect the choice of nraduction t-ahniqu’ (.nd‘h.nc.
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~ income distribution). Fimms with market power mav have open to them a
whole range of profitable techniques, including those which are very capital
intensive, but firms constrained by competition cannot afford to indulge
themselves. This paper would explore thoroughly these connections between
trade controls, market structure, income distribution, economic power,

~and political_power.

The secondary effects of these policies are probably similar to
those of wage policies. By affecting the allocation of capital betw.en
modern and traditional sectors, and‘the choice of techniques in the former,
they influence the rates of growth of employment and incomes in each sector.
A major question concerns the size of the impact of such policies on the
incomes of* the very poor.

Public Works. This paper will examine the role of public works

88 a policy instrument which affects income distribution. The effect of
public works on income distribution is indirect through either increasing
total employment or inéreasing general wage levels, or raising productivity.
Employment effects may be either ahort-run! i.e., related to the actual
construction of the public works, or long-rum, 1 a{. related to employment
generated by the creation of public assets. Public.works also have a long-
gun distribution aspect determined by the long-run ﬁeneficiaries of the
assets created by the public works.

The short-run employment effects of public works are assumed to
be positive, tﬂét is, it is assumed that the construction of public works
is more labor intensive than the alternative useto'which the resources
uicd ia the program ar§ put, It is also usually assumed that there.is

surplus labor, often of a seasonal nature, that is employed on the works
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projects and that the workers cmployed represent a net increase 1n.tocax
cmploynent. This also assumes that the demand for labor in other sectors
of the economy is inelastic.

Thevlong-run employment effects often are not analyzed. The
lbng-fun employment effects depend crucially on the nature of the assets
created. Public housing and roads built to high standards require lictle
maintenance so that the assets created generate little long-run employment
except perhaps indirectly, in the case of roadé, through increased trans=-
‘portation and Increased general econcmic aécivity induced by the reduction
in transport costs. An irrigation project which permits double-éropping
and more intense cultivation may, on the other hand, ﬁave substantial long?
run employment generation prospects. Thus, it ié crucial to distinguiéh
among different types of public works projects and to analyze both short--
run and long-run employment effects.

The effect of public works on increased wage levels may be more
iwmportant than the employment generating effects. While the employment
effect depends on an elastic supply of surplus labor, the wage effect is
more Important the more inelastic is labor supply. Taus, one must recognize
that the employment effects and the wage effects afe trade-offs. The wage
effect is also stronger the less the long-run elasticity of dcmand for
labor outside of the public works project. For example, if a slight in-
crease in rural wages gencrates increased ferm mechanization, b&th the wage
effect and the néf employment effect will be reduced.

-Tﬁ; long-run distxibution effects of public works depends on who
fcaps the behefito from the pubiic assets créaced. Many rural public works

projects can be expected to benefit mainly the largest landowners. Transport
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énd irrigation facilities incrcase the rental values of land. The small
-landowners and the landless laborers may benefit only to the extent that
thers are spill-over effects. The long-run distribution effects may be}
favorable only if there is a prior land reform efforc.

There 1s often a tendency to think of public works projects as
make-work projects. Thus, there is a tendency to relax benefit-cost
criteria in approving public works. Yet, there may be in fact pﬁbl#c
works projects which are both efficient from a benefit-cost poin; of
view and from the point of view of employmént';nd income distribution.
Furthermore, make-work projects may gencrate no favorable long-run employ-
ment and income distribution.

The political and administrative aspects of public works pyojects
are crucial and a substantial proportion of the paper could be devoted to
them. Some of the goals of pdblic works projects may be expressly political.
They may be viewed as a way of devolving authority and pol;tical power to
the poor at the grass-roots level. Thus, from this point of view public
works may be a precursor to more radical forms of 1§come redistribution
such as land reform. Another point of view holds that radical reform is
@ necessary precondition to the succee;%ul implementation of a public
works project. Othcrwiae,_the administrative wachinery is captured by the
local village elites who use the projects to enhance the value of their
assets and their political and social prestige. These problems shoqld be
explored in detail. Another view holds that the administrative structure
of the implementation machinery affects its degree of immunity from capturé

by local elites.
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The public works paper should emphasize the distinctions Among
various types of works projects with respect to their efficiency and
their long- and short-run employment and income distribution effgcts and
the administrative structures which are appropriate. Both rural projects
and urban projects such as sité. and service projects ought to be considered.
fhe financial implications of a massive public works ﬁrogram are important,
‘but a prior issue is whethef puSlic works are the most efficient way to
‘generate employment and improve income distribution per dollar of govern-
ment expenditure. The problem of generating an attack on problems of
employment and income distribution through increased government taxation
and expenditure is more general than the publié works issue and probably
belongs in the paper on taxatioa.

Fiscal Policy. The paper on fiscal policy should deal specifically

with the limits of progressive taxation. While many of the efforts to
measure fiscal incidence have foundered on’the shifting problem or have
suffered from poor data, they do indicate that different taxes have sub-
stantially different regressive effects and that there seems to be some
differences in the regressivity or progressivity of the total tax burden
qﬁohg different countries. While few countries have very progreﬁaive tax
systems, there are major differences betweea the‘most progressive and

the most regressive, which indicates that tax policy can have significant -
fedistributtve effects. Furthermore, a tax system substantially designed
to redistribute income might have more potential progressivity than 4

existing tax lyacens.
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Since revenue objectives are often paramount in deternining
actual tax policies, the trade-off'between income distribution and revenue _
obiectives should be explored. Individual countries may have been
successful in achieving a successful syétem from both a revenue and‘incoﬁe
distribution point of view. Do any of the existing studies of tax incidence
show this to be the case? Individual téxeo’méy have different revenue and
income distribution trade-offs. Can these tradeoffs be éstimated? _An-
other pet‘of important trade-offs relates to efficiency and income distrif
bution objectives. Incidence should be examined with>respect to individual
taxes as well as with respect to the total tax package. In particular, ic
would be inéeresting t6 examine the relative revenue, efficiency, and
listribution éffects of taxes on income, consumption, and assets, partiéula:ij
in the context of less developed, often very open, economies.

A particularly important theme to develop is the question of tax
adqinistration. In some countries. legal rates of taxation are irrelevant.
Administration was the whole story. Rules of thumb are used for assess= -
ment pruposes. The level of revenue obtained from mdny taxes 1s often
dependent on the administrative rule of thumb which is used and the skill
and persistence of the adninistrative apparatus in enforcing that rule.

There are a variety of administrative problems faced by tax
Iofficials in a less developed country. In a poor coﬁntry, only certain
segments of the population are likely to be affected by taxation--in
particulat, government workers and wage and salary earners in the modern
sector. Accurate records of wages and salaries are kept regarding these
-workers, and many less developed countries have instituted a pay-as-you=-

earn cystéu of wage and salary deductionj. It is much mora diffirule
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to tax non-export agricultural incomes and incomes in the urban traditional
sector. It is also difficult to tax most forms of unearned income. This

is especially serious if a major cause of inequality derives from an unequal
asset distribution. Unearned incomes are difficult to assess and may
easily be hidden in enterprise costs in the form of expense allowances,
company housing, and company transport.

Problems such as these are often cited in support of the notion
that taxation is unlikely ever to be an effective instrument for income
redistribution. Yet, a number of countries ﬁave made substantial efforts
yﬁo reform tax administration and increase efficiency (e.g., Korea and
Brazil), especially for direct tax collections which have the greatest
potential progressivity. It would be interesting to ask whether these
tax reform programs have, in themselves, made taxation more progressive
and to what extent they have incrgased the potential progressivity of
the system.

The other side of the coin of tax incidence is the benefit
incidence of taxation. Of particular interest is the net incidence of
‘transfer programs such as welfare and social security programs. Also
interesting are programs which transfer income in kind such as free or
subsidized distribution of food, housing, and clothing. The distributional
and efficienéy.impact of such transfers in kind should be examined.

The overall incidence of other kinds of government expenditures
should be givenvat least a cursory examination. It would be useful to
undé'through some of the thorny analysis which would be required to
deternine the inéidencc of other types of governmental expenditures,

iocluding public goods type expenditure on defense, internal security
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and peneral administration, investment expenditures such as public uotke,
education expenditures, current expenditures on transport and public
utilities, etc. |

| Finally, the analysis might consider the problem of reconciling
the revenue requirements of governuent expenditure programs which have
desirable distributional impact. There may be a trade-off between the
revenue objective and the distribution impact of -tax ﬁrograms i1f increased
revenues are used to finance programs with a_fevorable benefit incidence.

Urban Land Policy. At the prasent time, only the basic outlines

of this paper have been thought out. It may be appropriate to fold this’
paper into the fiscal policy paper. Given the high degree of interest
in urban land policy in a number of developing.countries, however, perhaps
a separate paper will emerge.

Ie'developing countries (as, indeed, in rich ones) one of the
more radically redistributive phenomena is the sudden, then continuing,'
appreciation in the value of land that occurs when, in connection with
urbanization, land is first chifted from egricultura1~£§>urban use and |
then ecquires increasing scarcity value as urban concentration ptoceees.
Using a cross-country comparative approach, it may be possible to determine
‘(a) whether and how much, assuming the resulting windfalls accrue to
private account, this process contributes to wealth and ineome inequalities,
(b) under alternetive assunptions about rates and deployments of urbanizationm,
what order of magnitude of development financiﬁg is implicit in the process
if substantial fractions of the windfalls can be cebtured to public account,
and (c) what the alternative mechaeisme for such eapiure may be (e.g.,

reel property assessment and taxation compared withegovernnent.purchaee
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and resale or leasing arrangements) and what the comparative experience
with ﬁhem has been.

Education. Education is probably at once the largest single
redistributive transfer in LDC's, and the most difficuit to evaiuate rirom
a’distribut#ve point of view. The first set of questions on this subject
‘concern the allocation of éducational opportunities over the population.
There is a surprising variance, for instance, dn the extent of rural |
primary school enrollment in countries of a similar level of development
(e.g., Guatemala 30%, Peru 75%). What does this imply for political |
féasibility? Also, given that it is unlikely that any LDC can afford 100%
- enrollment in secondarf schools, and givep that some secondary and higher
level educati?n is necessary for development, is there an inevitable con-
flict between the reqhirements of equity aad those 65 growth? 1Is the
current pattern of allocation in LDC's, characterized by a steep educational
pyramid; both inefficient and inequitable? If éo, at what point does a
flattening of the pyramid become inefficient? Finally, what determines
" access to educational opportunities, and, in particular, to what extent
do private costs (chiefly opportunity costs) limit access?

| The second, and more 4{fficult set of questions, concerns the
productivity of education considered as an investment in human capital.
This issue goes beyond the question raised abeve~-who receives public'
expenditures on education--to ask what those cxpenditures are really worth
to the recipient. General answers are difficult first because education
is not a homogeneous product; productivity depands on what 1s taught.
Sécond, human capital is combined with other factors and thus productivity
depends on the nature of the production function and on the supply of other

tcpourcel. And, thizd, some education is an investment with a pnttlculurly
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1ong maturation period, and a long life spah. 80 that much may happen to
to the supply of other factors, and to the demand for specific types of
numan capital (e.g., urban vs, rural skills) over a life span.

With regard to content, there is a need for a quantitativ.
evaluation of the scope for, and costs oq'wo:k-oriented forms of education,
especially in the rural sector. What are the administrative, teaching:
force (number ard educaiional level), and budgetary requirements of mass
work-oriented forms 6£ education? Why are sucﬁ programs too scarce com-
pared to tﬁe much wider availability, and high cost of traditional schooling
Is work-oriented education an alternative to traditional schooling? This
may not be go because very different age-groups are involved, and because
literacy and other disciplines acquired at schools may facilitate future
work-oriented education. FPor the very young, Opbortunity cost may be
winimal, so that any benefit from schooling increases welfare. What changes
in content would be relevant in primary schooling? Finally, are jumps

lor discontinuities in the productivity of schooling and other education
rglatéd to specific contents or stages? 1In particular, is this true of
literacy?

What 18 known with regard to the complementarity (substitutability)
of (a) human capital and other resources? (b) primary schooling and later
forms of educatiow? (c) each main type of human capital and other resources?
The greater the degree of comolementarity Between these resources, the
more difficult. of course, is any prediction of the productivity of in-
vestments in any form of education, gince that prediction will depend on
‘the ability to predict changes, over a very long period, in the supply of

’gthct resources. Thul. 1f rural schooling and literacy are conplementary
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with other rural development inputs, then schooling investments would be
productive even if they long preceded the other development inputs.

(n the case of education, more than with other redistributive
instruments, it is important to disaggregate tﬁe concept of equity, noting
seﬁarately itg impact on income variance, absolute poverty, and moﬁility.
Often, for instance, it is argued that broader education "improves equity"
in circumstances where the principal effect is likely to be an inérease
in mobility with no significant reduction in v;riance~or absolute poverty.
Conversely, . educational systems in LDC's are sometimes said to have a
negative effect on income distribution because the rich receive more, thus
increasing variance. Yet what the rich receive is irrelevant to the goal"
of reducing poverty; a large educational budget, even if it gives_ptoportionate;y
pbre to the rich, may make a large absolute transfer to Fhe poor. |

Education alse requires especialltreatment when discussing
feasibility because, of any economic policy instrument, it is the most
Likely to gencrate the political change which may be a prerequisite of
other forms of redistribution. In a very backward and stagnant rural socilety
for instance, schooling may have the least effect on productivitx, for lack

‘of complementary resourzes, but the most effect on political change.
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Health and Nutrition., In the area of nutrition, traditional
brograms of improving nutrition can be categorized into four broad strategies:
(1) school or coraunity fee&ing programs, (2) fortification of processed
foods, (3) educational and promotional campaigns, aini (4) breeding of.
higﬁ protein-content grains. Some fortification programs often have only
& potential for middle income, urban populations who use processed foods.
Qther type§ of fortification programs may hgve broader potential in terms
.og the target population. Breeding programs, however, maylbevthe only way
to get to the small subsistence farmer.

There 1s some evidence, however, that direct attempts to improve
nutrition, such as some of those in the above four categories, may be °
- misdirected, at least as far as the vervy poor are concerned. The biggest
impediment to Zmproved nutritional status among the very poor is lack of
ihcome to purchase enough quantities of food. This suggests that income
Bupplementation and direct feeding, or food distribution programs, may be
the best type of progrums for this target group. At somewhat higher income
levels, the relevant constraint is the belief patterné or the traditional
and cultural practices of the family. In these income groups, fortification
programs, educational and promotional campaigns and improved varieties may be
more important.

In the area of health, there are often controversies over preventive
and community health programs as opposed to nore standard treatment programs
in hospitals and dispensaries. Some councfies rely on paramedical peroonnel
and small dispensaries more heavily than on highly trained doctors and large
hospitals. More paramedics can be trained for a glven expenditure and fhey
ari nore likalj to reach remote and poor segments of the population. The

choice of medical specialities and types of diseascs on which to concentrate
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research, training, and treatment facilities can have widély varying impact
on different income strata.

lealth and nutrition are policy areas where the indirect impacts
are very'important. At the more direct level, improved health and nutrition
for the poor 1is usually considered as a good in and of itself, Improved
health and nutrition for the poor, however, also increases their productivity.
Accétding to one hypothesis, improved productivity leads to higher incomes,
and hence a no;e equitable income distribution. While plausible for selected
individuals, the concept might‘become problematic when one considers this route
for large popuiation groups. Where the country has a labor-surplus economy,
increased productivity could exacerbate an already bad un- and under-employment
. problem. In addition in many, probably most, production processes in low
income countries, the brute strength or even mental agility of workers may not
teprésent the limiting'fgctor in the production process (which usually 1is
constrained by agricultural inputs, landholdings or sp;re parts).

A second hypothesis'ia that improved health and nu;rition will mean
decreased infant and child morality and, in turn, a smaller number of births.
According to-the theory, a couple desiring two aurviving sons will, on the Qverage;,
have to have four children., If half of their children die before the age of fivs,"
they will have to have eight children, and to be on the safe ai&e, they'll
overcompensace and have ten. If the couple believes its first two sons will
survive, they'll have fewer. According to the theory then, the same income
uould be spread over fewer persons. Therec is 11ttle in the way of conclusive
evidence on this hypothesis one way or the other, although there has been some
interesting analysis of retrospective data.

A third way in which the indirect effects may be important is the
~effect of nutritional and hcllth-ltltUl on intelligence and learning ability.

If this effect is important,then expenditures on health nutrition and education .
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may be complementary in helping improve the fncome of the paor over the long rum,

Finally, one must consider tne indirect effects of improved nutrition
and health on reduced infant mortality and morbidity, the effects of these |
on fertility, the net effect of the change in fertility and mortality on
family size and population growth, and the effect of the changes in family size
and population grqwth on income distribution. It is probably true that a decreaaeb
in child mortality is a nécessary condition for a permanent reduction in the
ievel of fertility, but in the short run the effect is likely to be an increase
in family size and the rate of growth of population. The net effect is
dependent on the speed of response to decreased mortality (which in turn
depends on knowledge and ability to control fertility) and the elasticity of demand
for surviviﬁg children.

Another aspect of health and nutrition efforts which should be
investigated is the problem of diétribution of income within ¢the family unit.
Frequently, customs and belief‘patterns result in a very skewed distribution
of income between adults and children or between male and female members of
the family. For example, in parts of Uganda one of the few sources of protgin
is fresh eggs and chicken. By custom only adult males consume these products.
Nutrition and health programs may be the primaryvor perhaps the only way in whic
these 1n£ra-fam11y inequities can be overcome.

Agricultural Poliéx, In the paper on agricultural policy, there are

three basic approaches which should he examined. The first is the strategy

of attempting to improve small farmer productivity. The kinds of policies
vhich can affect tﬁe small farmer include pricing and buying policies of
government marketing organizations, government subsidization of inputs such

as seed and fertilizer or government help in the dietribucion 6£ inputs, govern=
ment sponsored research of sagricultural varieties and farm practices, itrigntion

improvement, better credit facilities, farm extension, rural education. Many
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of these policies, however, while it isfexpected that. they might help the small

farmer, often provide little help to the small farmer;and a8 great deal of help
to the large farmer. For example, credit for the small‘farmer is difficult and
costly to adninister because the size of loans is ﬁery small. Improved farm
technology at best can be expected to be neutral with respect to scale. If
neutral, then large and small farmers gain proportionately and while small
farmers' absolute incomes improve, the differences in iﬂcomes between latgé
and small farmers increase. High prices for agricultural products may halp
large and medium-sized farmers, but injure the very small farmer who is a net
purchaser of food. A strategy of improving small farmer productivity, then,
nay alle?iate Some puverty, but it will not make the distribution of income
more equal as long as these policies cannot be made more specific. Thus
attempts to improve productivity may in fact worsen income distribution unless
there is alptior redistribution of land assets, so that farmers benefit fror
productivity gains more equally. Furthermore, improvements in small farm
productivity may do very little for the landless laborer.

The second basic strategy which can be pﬁrsued is that of
rgdistribution of land assets. The historical record, however, has not been
good. Political opposition in many countries has effectively stalled or
severely diluted plans for drastic land reform. Land reform seems to be
carried out only in the wake of maior social upheavals such as the Communist
revolutions in Russia and China,’ the South of the United Statés after the
“ivil War, the United States take-over in Japan and Ko;ea after the Japanese
lefeat. in World War II, the n ationalist take-over of Taiwan after expulsion
f the nationalists from the mainland, the revolutions in ubtico. Cuba, and

lolivia, and the socialist election victory in Chile.
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Even in the successful cases of land reform, questions have been
raised with regard to the total distributional impact. Some farmers and
iandless laborers may gain substantially, while many very small farmers
may be worse off after the land reform. Large farms may be taken over
by the organized, full-time workers on the farm who redrganize production
30 that the casual workers on the farm, either small farmers in the area
ir landless laborers, no longer have an irregular income supplement.

There may be methods by which successful land reform can take
rlace within a variety of political contexts. There is some evidence
that the nature of the administrative structure is important in determining
the success of a land reform program. Certnin types of administrative
8tructures may be less permeable with respect to the influence of interest
groups and local elites which are inimical .to land reform. Other work
suggests that the method of compensation to former landowners is important,
If a net increase in production is possible through a land reform program,
then current owners could be fully compensated and income distribution
iwproved through a land reform program. An alternative method of improving
land distribution is through colonization. ~This may be feasible where land
expropriation is not,.

Tﬁ; third basic approach is to improve working conditions of farm
wprkers. Minimum wage legislation, laws regarding minimum facilities to
be provided for itinerant workers, and government encouragement of farm
- labor organizations are some of the measures which might be pursued which
can help landless laborers or farmers with very small plots. The problems
vith many of these measures is that, while they maylimprove the lot of
those who a~e employed, by raising the cost of labor, they may in fact reduce

tie total demand for labor.
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Many policies pursued in the agricultural area have little direct
association with income distribution objectives, yet their income distri-
bu:ion impact may be substantial. General efforts to improve productivit:
usually are not epecifically designed so that they improve income distri-
5ution. In fact,'in the desire to increase productive efficiency, govern-
ments often focus their efforts on helping the large fa;mer. Mechanization
programs, while they sometimes permit double-cropping and result in an in-
crease in employment, often result in the replacement of labor, reduce
employment, and worsen rural income distribution.

Population Policy. Population policies generally take one of

three forms: (1) coeréion, (2) persuasion, and (3) rearrangements of the
price system. It 1s usually assumed that tle net social benefits to such
programs are positive and the reason why such programs‘are desirable is
that the private costs and benefits of having children diverge from the
social costs. Depgnding on the technique used to reduce fertility, the
net private benefits of a population control program may be positive for
some families or members of families and negative for ochers;

The private benefits of having children include the social
.sécurity aspect of having surviving children when one reaches old age, the
use of children as productive asgsets whose marginal productivity exceeds
their marginal cost to other members of the family, and the social status
and prestige of having a large family. Coercive and persuasion methods
of population coﬂfrol may have, therefore, a negative iaconme distribution
effect, particularly 1if iower income families derive net private benefits
from having children. Similarly, a price restructuring program which in-

creases the private cost of having children rather than reducing the cost
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of not having children can have an undesirable income distribution effect.
For example, a restructuring of tax incentives through reduction of child
allowances may have a hegative effect on low income families.

Population control programs usually have two types of content:
1) provision of information, and (2) provision of services and materials
at less than market cost. Proviesion of information generally has a positive
impact on low income families since they are generally less well-informed
about potential methods of population control and may be resorﬁing to sub-
dptimal types of fertility control or no feftility control even though they
have the desire to restrict their fertility. Furthermore, low income
families are more likely to falsely assume that gociety expects them to
follow high-feftility norms and psychic costs to defyins those norms may
be reduced with family planning propaganda.

High income families are more likely to benefit from the subsidi~
zation aspects of population control programs in that they are more likely
to be following bifth control practices and have more to gain from sub-
sidization of birth control services. As a proportion of total income,
however, the rich may spénd less on birth control services than the poor
so that the relative subsidy may be greater for low income families.

The indirect effects.of'birth control programs are usually
longer ruh inbnatute: Reduction of population. growth alters the relative;
values of labor and capital. The relative abundance of labor is reduced
and the relative abundance of capital may be increased, especially if per
capita savings are a decreasing function of fertility. The research to
date on this issue gives ambiguous results as to whether the change in .

“actor prices improves the distribution of income or not.
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If the net effect of a population control program is to reduce
fertility relatively more in the high income groups, then the long run
iancone digtribution may be adversely affected for two basic reasons.
First, the per capita savings and therefore assets agcumulation of a
faﬁily tcnds to increase with a reduction im family size. Second, with
fewer children, a given amount of assets is distributed among fewer children

a8 in the health and nutrition paper, intra-family distribution
of income must be considered in analyzing the income distribution effects
of population control programs. The private net benefits of having child-
ren, to the parents who make the decision, may be positive, but the net
iméact on other children in the family could be negative.- Parental care
and attention are reduced, nutritionqand health status may decline, and,
in general per capita consumption of Ehe older siblings may be reduced
}uhen new children are born:into the family.

Nationalization.- It is frequently said that redistributive

instruments such as taxes, education, health programs, étc., are at best
remedial, because the main problem lies in the concentration of property
ownership and income. Nationalization or redistribution of private property
is thus held to be, potentially, the most powerful redistributive device.
Yet very large questions arise concerning this ‘instrument, not only with
regard to political feasibility, but also with respect to (a) its use for
élleviating low-gnd poverty and (b) its effectiveness when nationalization
:onlv affects part of the private corporate sector.

In this paper. therefore. it 1s parciculiariy important to ask
wno 18 involved on the losing and winning sides, potentially and 1nrntact1ce.

In most, or all, LDC's at least part of the private corporate sector has
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" been nationalized, usually for reasons not‘primérily connected with the
internal distribution of income. The principal such motives are, first,
the transfer of asgsets from foreign to national ownership, and, second,
the desire for state control over strategic sectors such as power, com-
munications, steel, oil, and banking. Other non-distributive cases in-
.clude bankruptcies in the private sector, and fiscal monopolies. - Nationali-
zation intended primarily to attack internal income inequalities is likely
to be either minimal or total. It would be uséful to examine how much
nationaiizaCion has occurred for each of these various motives, how much
of national income, tqtal property income and modern sector income is in-
volved and, particularly, under what conditions nationalization has occurred
for primarily redistributive purposes.

The nationalized property incomec may go to workers in the
affected enterprises, through wage increases or new hirings, to consumers
~ of the affected products, through price reductions, or to othersin the
economy, through the budget. 1Is the order of lisﬁing also the order of
probability? What can be said regarding who benefits in practice, and why?
In particular, do the very poor ever benefit directly, i.e., are there
cases vhere the budget has both captured part of nationalized property
income and channelled the additional revenues.to the very poor? And, at
the other end of the spectrum, do nationdlized enterprises at times end

up reinforcing the remaining private corporate sector?

Another set of questions has to do with secondary effects of
nationalization. Surplus in the affected sector may rise or fall depending

on the relative competence of public management. Government may use their
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‘control over the nationalized sector to impose other distributive policies,
such as wage policies in the rest of the corporate sector, or credit
allocation by nationalized banks. To the extent that workers in affected
enterprises acquire some control and higher wages, they are likely to

bias future investment in a more capital-intensive direction. Finally,
nationalization of part of the cerporate sector changes expectations and
behaviqr, particularly investment behavior, in remaining enterprises.

C. Overall Intepration

This section will summarize and integrate aii or tne inaiviaual
policy papers from the point of view of some key economic and
political-administrative questions. The outlines of a strateg)
for achieving more equality of income distribution will be fotpu-
lated and discussed. For example, it may not be wise to evaluate
the desirability of each individual policy measure in terms of
its distributive effect, but to place it in perspective of an
overall aggregative redistribution strategy. This paper will
also examine the implications for aid donors of the conclusions
about LDC policies affecting income distribution,

‘Some of the main points to be discuséed'are the following:

‘1. How mucﬁ of a.dent in inequality is being made by different
policies? What is the range of experience in this respect?
What aspects of inequality--overall variance, absolute povetty.
mobility, and excessively high incomes--are being affected
most, and which policies are relevant to each? Ideally, this
set of questions would be answered with the help of a

distributive matrix relatine current pre-transfer income
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levels and shares of different social groups to the positive.
and negative transfers that result for each group from
different policies.

A related question concerns the limits to individual policy
instruments. It is likely that any one imstrument, if
pushed too far, will cause excessive market distortions,

and lose effectiveness. Most policiés have such inherent
limitations, e.g., land reform can at most redistribate
total farm properﬁy income; "confiscatory” rates of income
taxation become extremely difficult to enforce, and/or,,caUaé_f
capital And managerial resources to emigrate.

To what extent do‘the special characteristics of differeat
policies fit the modern~-traditional and urban-rural break~
downs, or would a different set of distinctions be more
useful in analyzing the workings of policy? How do th
workings of policy relate to the theoretical framework
developed in the earlier paper?

What are the most potentially relevaﬁt interrelations
betﬁeen policy areas? There 1s a presumption that many
policies, in the areas of nutrition.and education, or of
trade and labor for instance, will be complementary, and
indeed that it makes little sense to discuss them separately.
To‘;hat extent do indirect or secondary effects of transfers
offset, or reinfprce the initial or primary effects? Are

there policy combinations that seem favorable to both

equity and growth?’
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6. What is the potential for effecting some forms of redistri-
butiqn without some prior, significant political change?
This discussion of political feasibility, which may take
the form of a séparate Paper, will analyze the policies
1iscussed in the preceding papers in terms of the political .
ﬁariables and coﬁsttaints which operateé to affect imblementa-
tion. Experience in various countFies Qill be compared
to see what political factors were.opergting in countries
in which various policies were successfully implemented
and compared with those where successful implementation
did not take pl#ce.

7. A closely related question is vhether one can identify
“optimum policy sets" for different levels of political
feasibility, or for different political arrnngements. It
scems likely that where a great deal of redistribution is

politically feasible, the optimum policy mix may differ
éignificantly from that which is appropriate to a country»
where political rigidities allow little change, and Qhere,
for instance, the best feasible Strategy will be less overtly
redistributive and more opportunistic in taking advantage of
the favorable distributive effects of policies aimed at

other poals.

inie section should also discuss the implicaﬁions of the policy-

irea papers for policy formulation within LDC's and by aid donors.

An effort will thus be made to outline the considerations in-

volved in deoianiug an optinum feasihle nnlicw nantrana ™<~ outline will
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discués use of poverty profiles, ways of evaluating policy alternatives,
“and of judging political feasibility.

These considerations will also be relevant as suggestions to
aild donors. Ald donor policies can affect the distribution of income
inadvertently as well as by conscious design. Donors whose general goals
include more equal income distribution ought to be aware of the inadvertent
"effects of specific policies whose primary aims are other than income

distribution.
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Richard J. Szal
December 13, 1973

-Notes on Regional Papers to be Done fn Connection
with Joint Brookings-Princeton Project on Income
Digtribution in LDC's

As part of the Brookings-Princeton project on income distribution,
a series of aix'or seven papers have been commissioned to deal with re-
seerch and dawa on income distribution in a few geographically proximate
countries, The purpose of papers is to provide'survey and background

~material for .a possible.research proposal to do.a series<of intensive
country studies dealing with income distribution. We hope that the in-
tensive country studies would be conducted mainly in the less developed
countries themselves by LDC researchers with Princeton and/or Rrackinos
providing suﬁport ond coordination,

The papers should have three main'secyions: 1. a short survey of
existing studies on income distribution in the countries concerned; 2,
analysis of data availability and problems with data relating td income
distribution; 3. some suggestions as to somé'lihee of inquiry for futufe
research,

The survey of the literature on income distribution should be kept
relatively snort, Ewphasis should be on main conclueions, methodology,
and the data base for these Btﬁdies.- Critical analysis of the methodologyv
and data would be very useful,

The section on data shbuld’provide a review of existing data on the
size distributioniof income, The strengths, weaknesses and gaps in these
data should be pointed out, Suggestions can be made as to how the data
should be improved,

We are particularly interested to determine if data on tha miss Aia.

tribution are availavie av two or more points of time for inter-temporal



compardsons. <The authors should point out any difficulties in making
inter-temporal comparisons with two or more sets of data and make sugges-
tions as to how the data should be modified so that inter~temporal com-.
parisons can be made,

The sector on data should also concentrate on primary and secondary
data that might be .useful in constructing a size distribution of income
‘and varidus breakdowns of the size distribution such as rural-urban, eth-
nic,’regional, traditional-modern, income source (i.e. labor incr)n}e com-
pared to non-labor income or farm income compé.red to non-farm income).,
The kind of .breakdowns which would be most useful will dépend on the coun-
‘tr&.l For example, -in Malaysia, ethnic breakdowns would be crucial, In
i’ndia‘,. regional breakdowns would be desirable to have, Richard Webb's
paper on Peru, v shows how size distributions can be further broken down
to yieid useful information for the analysis of noiicies affecting income
1istribution, |

The kinds of data most directly relevant to compiling a size distri-
bution of income include the following:

‘1. Household Surveys
a. Rural Surveys
b. Urban Surveys
2; Expendi%ure Surveys
3. Price Data and Poverty levels
b, Wealth Holdings Data
5. Fiscal Data

a. Taxable Incomes

‘1, Richard Webd, The Distribution of Income in Peru, (Princeton:.
Woodrow Wilson School of Public and International Affairs, 1972), Research
Progran in Economic Development Discusaion Paper No. 26.



b, ‘Taxation Statistics
¢. Taxation Incidence Studies
d. Government Expenditure Data
e, - Government Expenditure Incider
5. Population Censuses containing questions concerning in-
dividual or household income and wealth,

Peripheral data may sometimes be useful in constructing a size dis-
tribution, The peripheral data may be used either to provide a consis-
jenoy check, to mgke estimates of income distﬁibutiop for certein classes
of households not included in the coverage of household surveys, or to
help in making further breakdowns of a size distribution once it is ob-
ﬁained.' For example, crop production and acreaze data may help in spec-
-ifying income from those crops or in providing a breakdown between farm
and non-farm income, Data on size of land-holdings may provide a consis.
tency check on the diatribuﬁion of farm income, Each author will have to
decide what breakdowns or consistency checks would be most relevant for
the countries with which they are dealirg and point out the data sources
which are available to do such consistency checks,

A’qneation closely associated with income distribution is that con-
cerning poverty. The major problem of inequality is the poverty p&fulation
'and any study must deal with this subject., To this end, we would be in-
terested in work that has been done on poverty levels, the income shares
of those below the poverty line, the lowest qnintiie, and/br the lowest
Lo percent of the distribution. Trends of these ‘data are extremely impor-
tant and the data section should incorporate a discussion of them.

Finally the data section of the paper should, if poesible, refer to



a list*'of general data sources, less directly relevant to compiling a
size distribution, but which would be useful in a general study of income
distribution. A partial 1ist of the kinds of data which might be useful
is the following:
1. Manpower, Related Data

a. Economically Active Popuiat:lon Surve;

db. Enployment Surveys

¢. Technical Manpower .Su.rve&s

d. Education and Training Statistics

e. Wage Surveys

2. General Data
a. National Accounts- Data
1. Functional Categories
‘11, Quality and Breakdown. of Property Incone:

b. Population Censuses

¢. ‘Censuses (or surveys) of Manufacturing

d. Agricultural Output Sux;veys

e. Input-Output Data o

For these dgta, a listing of whether or not they exist, and if they

do, their producing agency will suffice. This presentation might take
/the form of a checklist so that one can immediately discover the types of
mnpéwer _relatevd and general data available for a given country, In depth
evaluations are of much less importance in these areas. An overall evalu-
ation of the country's date base would be helpful, since this would facil-
~itate the selection of the most promising candidates for intensive country
studies,



- the final section on possible future lines of research, we offer
only a few general guidelines. We would be most interested in research
dealing with crucial policy issues or spécif{c policy interests., The sug-
gestions as to future research should be clearly linked to data availabil-
ity or possibilities and feasibility of further data collection. Fina]iVA
we hope that the policy paper writers will consult with knowledgeable re-
searchers and other interested persons concerning their priorities for

future research,
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