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(VI FINAL COMMENTS

Here is the principal message ot this study. The minidevaluation policy
adopted by Brazil is essentially the application of the pur(l_msing power
parity theory, which, in turn, was inspired by the tearhingﬁ of the quantita-
tive theory of money. It upholds the spirit of a system of fixed exchange
rates, except for the fact that it neutralizes the unfavorable impact of
domestic inflation on the balance of current transactions. Hence, there is 3
twofold role that exchange policy can play: (1) neutralizing the harmfy|
effects of domestic inflation on the trade balance due to the changes in rela-
tive prices of domestic goods, on the one hand, and of international goods, on
the other, provided the terms of trade remain constant; and (2) avoiding the
disequilibrium in the trade balance generated by changes in the terms of
trade, which resulits in inflationary pressures in the case of gain, or in
deflationary pressures on production and employment in the case of
deterioration in the terms of trade.

Although they are obvious, it is worthwhile to emphasize these basic
factors underlying the Brazilian system of minidevaluation, especially at a
particularly difficult moment like the present one in Brazil. Finally, it must
be pointed out that we have deliberately omitted some of the other aspects
of the problem, especially in regard to the capital account. Here the policy
of minidevaluation can be understood as an incentive to attract financial
resources: if the policy is carried out so that devaluation occurs through the
difference between domestic and foreign inflation, the indexation rate on
the cruzeiro counterpart of the external debt is necessarily smaller than that
applicable to domestic values. Thus, since the capital market abroad does
not anticipate external inflation through a rise in the nominal interest rate,
the Brazilian businessman is provided with an incentive to obtain resources
in the foreign capital market. This aspect of the problem is important and
complex, and itself merits a research endeavor, which we hope to under-
take in the near future.
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ROBERTO B. M. MACEDO

Universidade de Sao Paulo

A Critical Review of the Relation
between the Post-1964 Wage Policy
and the Worsening of Brazil's

size Income Distribution

in the Sixties

Since 1964 the Brazilian government has pursued a wage policy that has
attracted considerable attention in the literature. In particular, it has been
credited with the worsening of Brazil's size or personal income distribution
in the sixties by, among others, Fishlow (1972), Hoffman and Duarte
(1972), and Baer and Beckerman (1974). It is the purpose of this paper to
discuss some of the aspects of that policy and its relationship to this
deterioration.

In reviewing some of the existing studies, we found that, both from the
conceptual and empirical points of view, the post-1964 wage policy and its
role in shaping the Brazilian size income distribution in the sixties require
further examination. After taking into consideration several of its aspects
not heretofore discussed in the literature we became convinced that the
wage policy has not been neutral in its distributive impact, and that this
impact is of a much more complex nature than that implied by the
analyses reviewed. It will be shown that particular groups of wage eamers
have been clearly affected by the wage policy. However, on the basis of

NOTE: Part of the material in this paper was preseried in a paper written with Pedro Cipollgri and
presented at the IPE-NBER Seminar on Indexation, Feb. 26-28, 1975, in Sao Pauto. The author withes to
thank Pedro Cipollari, Adroaldo da Silva, Roberto fendt. |r.. and Miguel Broda for comments and
suggestions.
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the existing evidence one mmmt f()ﬂdUd(\ that the n(mnvgtmlit‘y o1 the
wage policy has been responsible for the observed changes in the Overal
income distribution by size 1n the sixties. the Ik between the 1y,
phenomena is far more complicated than we have heen led to believe thus
far. Moreover, the effects of several other factors make it very difficyjy 1
isolate the impact of the wage policy Jl'](i. (I‘vnilmlv its. r(‘!a(ive importange,

For the purposes of this analysis we divide the Brazilian wage policy in,
three areas: (1) minimum wages; (2) collegtive wage readjustments emerg.
ing from the legally constrained bargamupg process between employe,
and labor unions; and (3) wages and salaries more directly under gover.
ment control—those of public servants and workers in public enterprises
public utilities, and/or firms subsidized by the government. Sections L
and [l of this paper discuss each of these three areas separately. Section Iy

presents some concluding remarks.

[Il THE POLICY WIiTH RESPECT TO MINIMUM WAGES

The series on real minimum wages after 1964 is probably the mog
publicized data set related to the Brazilian economy and will not i
repeated here. Whatever price index is used, the existing data show th
real minimum wages present a deciining trend after 1964 this is accepled
as an unquestionable point.}

Minimum Wages, Wages, and the Income Distribution

From this fact, however, several authors have concludled that real wages in
general have decreased and that this is one of the reasons for the woren-
ing of the income distribution in the sixties.? This argument is not offered in
a theoretical model linking changes in minimum wages to changes in
wages and to changes in the income distribution: apparentiy, the rationale
behind it is that the restraint on minimum wages in the sixties ha
constrained the income of people in the lower brackets of the income
distribution, therefore increasing the degree ol inequality in the later. 3
closer look at the problem, however, shows that this conclusion cannot be
taken for granted.

Our first point draws its conceptual basis from a certain dualism encou
tered in the Brazilian labor markets: the coexistence of formal and informal
employment relationships. The formal market is, in broad lines, charac-
terized by relationships of employment that are relatively stable, regulaied
by law, and that pay relatively higher wages. The informal labor marketi
characterized by unstable and low-income occupations and includes
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among other groups, urban and rural workers without regular jobs, the
poor celf-employed, and domeslic sesvants. The reference to these con-
cepts is necessary here because minimum wages in Brazil actually hoid
only for wage earners in the formal market. Even in the cases theoretically
covered by the minimum wage laws there is the phenomenon of non-
compliance, known to occur especially in the rural sector as well as in the
urban areas of the more backward regions. Since we will be focusing on
the size income distribution, itis also worth mentioning that in the group of
those receiving income from sources other than wages there are many
whose money income is not necessarily equal to or above the minimum
wage. (This is the case, for instance, with some groups of farmers and
rentiers.) The implication is that the legal minimum wage is not necessarily
the same as the minimum monetary income, and that there is a large
difference de facto between the measures of these two concepts. A recent
survey of Brazilian households, covering 26 million people with monetary
income, showed that 28 percent had a monthly monetary income below
half of the legal minimum wage and that 52 percent received up to the
legal minimum.*

Thus, it is evident that those direcily affected by the minimum wage
levels are not those at the very botiom of the income distribution. Even if
we assume that the minimum wage could be useful as an instrument for
income redistribution, a large group of low-income recipients would be
outside its direct coverage.

One could argue that the restraint on minimum wages has caused losses
to those around the middle and benefited those at the top of the income
distribution, so that the overali impact of the minimum wage policy has
remained regressive. This argument, however, ignores the possibility that
higher minimum wage levels could have caused adverse employment
effects for those at the bottom of the income distribution. Higher minimum
wages, being a constraint on the wages established for formal relationships
of employment, could have benefited those able to find jobs at these wages
and caused losses 1o those left unemployed or forced to accept lower-paid
occupations outside the formal market. Therefore, it can be seen that no
analysis of the distributive impact of the minimum wage policy can be
made without paying attention io the relative impact of the policy on
employment in the formal and informal labor markets. This has not yet
been done in Brazil; here we do not intend to go beyond the conclusion
that one cannot trace the observed changes in the overall income distribu-
tion to a set of figures on real minimum wages. In any case, we want to
pursue this still further.

A second point that can be raised is that, while the level of real
minimum wages has decreased since 1964, the proportion of workers
receiving minimum wages in the urban formal market has also apparently
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decreased. Most of the annual data on urban wages in Brazi! come from
the forms submitted by firms each April to .mmply with the requirement o
the ““Law of Two-Thirds.” This law requires firms .t(.) prove that at jey,
two-thirds of the workers on their payroll are Brazilian citizens, ang the
forms list name, citizenship, and monthly wages of each employee, among
other things. Bacha et al. (1972) utilized the published data from these
forms to determine trends in the proportion of workers receiving minimy,
wages by means of relating the d:_stnbutmn classes to minimum wage
figures. Their conclusion, on the basis of data for the states of Guanaha,
a0 Paulo, as well as the country as a whole, for the period 1965-19¢g
was that this proportion showed a declining trend in that period s

For the state of Sao Paulo there is evidence that even in the agriculyy
sector the minimum wage has been losing importance. Table 1 presen
comparison between the average monthly wage paid to a typical 1un)
worker, working on a per diem basis, and the minimum wage in the city o
Sao Paulo, for the period 1960-1974. 1t can be seen that the ratio of the
two series shows a rising trend over time and that in 1973 the minimgy
wage was surpassed in the agricultural sector of the state.

The resuits shown by Bacha et al. (1972) and on Table 1 reflect structun|
changes experienced by the Brazilian economy in the last decade. As the
result of the expansion of industry and services, the relative size of the
“labor surplus’” available for the simplest occupations in the urban ares
has been reduced. The fact that the minimum wage has been losing
importance is due both to the decline in its real value over time and to the
diminished importance of institutional wages in a tightening labor market, i
is true that this process has been concentrated in the state of Sao Paulo ang
in the southern part of the country. In other regions, however, the phenon-
enon of noncompliance casts doubt upon the relevance of the legs!
minimum as an actual lower bound to wages.

A third point examines the meaning of the loss implied by the fall intk
real value of minimum wages in the sixties. A group of workers would have
lost real income in this case if they had continuously received minimun
wages for a period up to a whole decade. This would mean that they wes
nol able to improve their position in the earnings scale above the level ¢
minimum wages. But this is not the way labor markets operate. \Ve hae
evidence showing that internal labor markets are important in Brazi
workers go up on occupational ladders which increase wages with the
length of service in the firm, with a large part of the skills ot the Braziiia:
labor force obtained through on-the-job training.® It is difficult to helisc
that in the formal sector covered by the minimum wage law the peopis
receiving minimum wages in 1970 are the same as those who receivet
minimum wages in 1960). Morecver, there is no guarantee that thos
employed at the minimum wage levels of 1970 would be employed it th
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TABLE 1 State of Sac Paulo: Comparison between Monthly Wage
Received by a Typical Rural Worker and
Minimum Wage in the City of Sao Paulo, 1960-1974
{annual averages)

—
Rural Worker’s Minimum Wage
Wage Cr$ Cr$
Year (1) (2) (1/(2)
1960 3.42 6.64 0.52
1961 4.44 10.23 0.43
1962 6.69 13.21 0.51
1963 10.86 21.00 0.52
1964 22.92 39.03 0.59
1965 41.97 62.00 0.66
1966 53.61 81.00 0.66
1967 74.76 101.50 0.74
1968 98.61 124.07 0.79
1969 116.25 147.20 0.79
1970 154.05 174.27 0.88
1971 193.35 212.80 0.91
1972 257.40 254.40 0.99
1973 340.50 297.93 1.14
1974 475.50 355.20 1.34
SOURCES: 1. Instituto de Economia Agricola do Estado de Sio Paulo, Progndstico 75/76. Sao Paulo:
1975, p. 43.

2. Conjuntura Econdmica 29 {anuary 1975).

minimum wages were higher. Therefore, the loss caused by the drop in the
real value of the minimum wage cannot be unambiguously determined
except under particular conditions.

Following this line of reasoning, we have identified a group of people
who have suffered such losses: those who receive transfers, especially
pensions and retirement allowances, from the Brazilian federal social
security system. These transfers have been tied to minimum wages or to the
indexes discussed in the next section of this paper. In both cases, the
resulting indexation lagged behind cost of living figures in major parts of
the period after 1964. Being outside the labor market, the pensioners and
retired people have been affected by the wage policy since they do not
have the same chances, open to those in the labor force, of improving their
wages in the occupational ladders of the market.

Minimum Wages and Indexation

One could ask why, after all, the government has pursued a policy of
restricted minimum wages. On the one hand, it seems that in pursuing an
anti-inflationary policy the government has accepted the idea that mini-
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mum wages could have an impact on inflalionf either by a COstpug
mechanism and/or by its effects on the expectations with regard 1, :.L;{.
future rate of inflation. On the other hand, thle minimum wage levels have
increasingly been used as a mechanism of .mdexalion, either defineg by
laws or informally established, covering a wide group of items, from fent.
and mortgage payments to traffic fines. ,

This shéws that in addition to wages and transters from the 8Ovemmeny
there are other sources of income affected by minimum wage levels, and
that the impact of the minimum wage policy can be analyzed also from the
expenditure side, given the fact that some prices in the €Conomy have hee,
indexed to minimum wages. On the whole, the lesson is that an analysis o
the distributive impact of the minimum wage policy cannot be limiteg "
minimum wage earners as such.

Early in 1975 the use of minimum wages as a basis for indexation Came
to an end. Until then they had been the basis for indexation most likely o
be affected by government guidelines, since the government yses its own
discretion in determining their levels.® This discussion of miniraum wages
as an indexation mechanism points to the fact the Brazilian indexation
system is not left to operate to its fullest extent, being at least partly 3
reflection of government guideposts. On the whole, the minimum wageg
are equivalent to a series of underestimated price indexes; in the end they
came to be viewed by Brazilian policymakers more as indexes than &
wages.

(I} THE POLICY WITH RESPECT TO COLLECTIVE WAGE READJUST.
MENTS

Some Basics on the Policy

We may begin by defining the scope of this branch of Brazil's wage policy.
As it stands now, it covers the urban workers under the system of the
Consolidation of the Labor Laws (CLL). This means that it affects workers ie
the formal urban sector except public servants (the latter are subject o
different regulations). It also covers the workers in public enterprises, th:
is, the public sector organized as corporations. The coverage of the
program was broadened in the course of time. In the beginning it com
prised solely workers in public enterprises and/or public utilities and
firms subsidized by the government. Policy criteria were constantly ex
tended until they reached all urban workers under the CLL’
Turning to the way the policy operates, it should be noted at the oute
that in Brazil there are no collective fabor contracts, that is, contracts i
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which a firm deals with a labor union to negotiate labor services to be
proviced by a group of union members. Nevertheless, once an individual is
employed he is placed, under a set of public regulations, within thé
jurisdiction of a particular labor union which represents the workers as a
group. The major issues dealt with by the iabor unions are collective wage
readjustments primarily designed to compensate workers for inflation.

On the employer side, the firms are similarly placed by public regulation
under the jurisdiction of an association of firms that represents them as a
group. Thus, the bargaining process takes place between labor unions and
associations of firms. Prior to 1964, the readjustment rates were negotiated
free of government limitations. The high rates of inflation and the political
agitation that followed the resignation of President Janio Quadros in 1961
made the negotiations increasingly difficult, and strikes by the major
unions became commonplace in the period 1961-1963. These strikes were
certainly one of the ingredients of the political fermentation that led to the
military takeover of 1964.

The new government took steps in the direction of avoiding the social
and political turmoil involved in wage readjustment negotiations. Except for
a very insignificant number of cases, strikes were forbidden and coilective
wage readjustments ir the area covered by the policy became bound by
monthly indexes published by the government. These indexes refer to
annual rates to be observed in each month’s readjustment. For instance,
bank clerks have their readjustment in September; if the index for Sep-
tember is 130, they are entitled to a readjustment of 30 per cent. In the
period 19621963 the strongest unions were able to obtain readjustments
on a six-month basis, but since 1964 readjustments for a period shorter
than one year have been ruled out.

The system operates as follows. The National Wage Department informs
the labor courts of the rate of wage readjustment to be observed in court
cases. In case of disagreement between workers and firms as to the rate,
the case goes to the courts, which cannot grant increases above the level
established by the National Wage Department. Since, as a rule, the labor
unions ask for rates of readjustment higher than the official rates, the case
goes 10 the courts, which decide by following the rate established by the
government.

The rates established by the government are computed by a formula the
details of which can be found elsewhere.® When it was first established, the
basic elements of the formula were: (1) an indexation mechanism designed
to restore the real wage of the workers to its average value, on the basis of
the last 24 months prior to the month of readjustment; 2) half of the rate of
inflation expected in the following one-year period; and (3) the annual rate
of increase in the national average productivity per worker.

Two major changes have occurred in the formula since it was first
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introduced. Until 1968 the expected rates (’)f inflation estimgteq| by the
government, i.e., the secand ()lp(n(-’nt oT the formula, were unreaiistic 4
consistently below the rates of Inf_latlon that a('tua_“y oceurred. gy,
underestimation brought complaints from the Ial)ur_ unions and in 19¢g ,,
attempt was made to correct it by means of a modification in the formy,,
Putting it in rather simple terms, !he new forrm_JIa then adopted y
provided with an automatic mechanism for (Eorre('tln_g an underestimatmn
of the expected rate of inflation in the preceding readjustment. Thus, wheq
establishing the new rate of readjustment, rather than considering Wages
actually paid during the period in which the |atest readjustment g i,
effect, the negotiations considered those wages that wouid have been paig
if the expected rate of inflation used in the calculations had precisely
coincided with the subsequent actual rate of inflation.

The second major change occurred in lanuary 1975, when the base
period for restoring the real value of the average wage was reduced fron,
24 to 12 months. This was done because, after a period of diminishing
inflation, its tempo accelerated again in 1973 and, based on an average of
24 months, the rates of readjustment lagged far behind the increasing rate
of inflation.

In addition to these changes in the formula as such, its application hay
been subject to government interference of various other sorts. The cost o
living index that serves as a basis for the indexation mechanism of the
formula is an average of regional government indexes that are themselves
affected by government interference. Furthermore, the difficulties involved
in computing the rate of increase in average national productivity, anotter
element of the formula, have made this rate subject to ad-hoc estimation,

In view of all the problems surrounding the formula and the computation
of its components, it is not surprising that the resulting readjustment rates
have received strong criticism. It has concentrated on the question of
whether or not the government’s ra tes have been close to actual changes in
the cost of living plus gains in productivity. Here are the major points:* (1)
There is no convincing justification for adopting the formula as such: on
the whole, it is a complicated mechanism for subjecting collective read:
justments to government guidelines. The adoption of a 24-month period as
a basis for the reconstruction of the real wage at the time the policy began
to be applied is considered a device designed to result in low rates of
readjustment. (2) As a result of the 24-month rule and the underestimation
of the expected rate of inflation, the rates of readjustment were persistently
below cost of living figures until 1968. (3) From 1968 on, the rates have
matched cost of living figures more closely but have not incorporated gains
in productivity.

As noted above, in early 1975 the formula underwent a major change.
As a result, the rates of readjustment authorized in 1975 have been slighty
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above those of the cost of living figures. For the whole 1964-1974
period, however, the government indexes seem to indicate that the ratio-
nale behind the policy was one of restraint on the rates of readjustment
authorized by the government.

The Meaning of the Restraint Imposed by the Wage Policy

The perfunctory attention we paid the analysis of the government’s formu-
las and indexes was intentional. We are convinced, for reasons to be
explained below, that one cannot judge the impact of the policy by simply
looking at these formulas and indexes. It will be shown that they do not
necessarily impose a binding constraint on either actual rates of readjust-
ment or the absolute level of wages observed in the market.

In fact, the wage readjustment rates calculated pursuant to the formula
cannot be considered as an upper or lower limit that cannot be exceeded.
On the one hand, in spite of the fact that collective wage readjustments are
subject to the policy, the firms and workers are free to negotiate wage
readjustments above those established by the formula, on an individual
basis. The firm can also extend this practice to all its workers if it feels that
it is necessary to do so. In such a case the only risk is that firms subject to
the guidelines of the Price Control Board (generally large firms in the
manufacturing sector) will not receive approval for price increases deriving
from collective wage readjustments granted above rates determined by the
wage policy. In theory, they will have to absorb the difference by means of
improvements in labor productivity. In practice, the Price Control Board
follows ad-hoc procedures, the effectiveness of which, in terms of price
and wage controls, remains to be determined.

On the other hand, the wage policy does not prevent a firm from firing
workers if it finds the new wage level resulting from the wage policy
mechanism to be above the value of the workers to the firm, nor does it
prevent workers from leaving the firm if they consider their wages below
what they could be earning elsewhere.

Therefore, the wage policy can be viewed, in practice, as determining
the minimum rate of wage increases for permanent employees. Under
these conditions it becomes evident that the already-mentioned policy
of setting yearly rates of increase below the rate of inflation, or below the
rate of inflation plus productivity, is particularly detrimental for employees
linked to their jobs by stable employment relationships so that the mini-
mum rate of increase determined by the wage policy becomes the only
readjustment they obtain.

The question arises whether sizable groups of workers find themselves in
this situation. In the next section, it will be shown that some groups can be
singled out as particularly affected by the wage policy in this fashion. On
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the whole, however, it should be pointed out that actual rages O wg,
reacljustment are not nccessanly those established by the policy.

First, labor turnover in Brazil is large encugh to POsSe a barrier ber\m@
official anct actual rates of readjustment. The data obtained through the
“Law of Two-Thirds” revealed, for ins!.an(‘(’, that }({})(?r((*nt O thos
employed in the manutacturing SS‘('I()T- ot the ﬁtato 01 530 Paulo i 1970
had less than one year of service in the firm, and g0 percent hyq
less than two years. In general, the collective wage  readjustmer
"agreements’’ state that employees with less_fh_an one year in the firp
have a readjustment on the basis of the official rate but Proportionaf |,
their length of service in the firm. In any case, the wage negotiated by the
individual when entering the firm (the basis for this readjustment) js freely
negotiatec between the worker and the firm at that time an can be ahoye
or below the wage received in the previous employment. Given the hizh
rates of turnover, after a few years it hecomes difficult to see o what extep
the individual’s wage has been affected by the wage policy and 1o what
extent by the new wages negotiatedd when moving from firm to firm.

A second point is the existence, mentioned above, of internal labyr
markets in Brazil. This means that the individual worker has access [y
higher wages by means of improving his position on the uecupationy)
laclder of his firm. Once there is a group of stable employees in the firm,
they will receive at least the minimum reacljustment established by the
wage policy. Therefore, to establish anc maintain a wage structure of the
type usually encountered in the internal markets, the firm will have o grant
from time to time wage readjustments above those of the official indexes to
at least a part of its labor force.

Thus, turnover and stability are important elements in the analysis of the
wage policy, since they make actual readjustments not necessarily equal to
those dlictated by the official ratos. Tumnover implies that the former can be
above or below the latter, while stability, within a hierarchical wage struc-
ture, implies the possibility of wage readjustments above the official rates
In sum, our contention, as in the case of minimum wages, is that the
effectiveness of the policy, designed to impose guiclelines, is limited by the
operation of labor market mechanisms. We have shown that the actua,
rates of readjustment can be above or below the inclexes established by the
government, so that the impact of the wage policy on reai wages become:
an empirical question. We thus proceed to discuss the evidence for rez
wages in the period 1964-1970, before returning to the question of the

impact of the wage policy on the Brazilian size income clistribution in the
sixties.

The Evidence for Wages

In addition to real Minimum wages, some studies have used average wages
per worker in the manufacturing sector in the sixties, deflated by cost o
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living figures, as a basis for showing the impact of the wage policy.' The
major arguments for this are that (1) for the period as a whole, and
panicuiarly after 1968, real average wages have shown an increasing trend
(although the overall rate of increase has been below that of productivity
due to the restraint on wages imposed by the wage policy); and (2) during
the period 1964-1968, average wages remained constant or decreasecl.
Since this period, the argument goes, coincides with that in which ex-
pected rates of inflation have been underestimated in the application of the
collective wage readjustment formula, this slackening in the growth of real
average wages is also the result of the wage policy.

Table 2 presents indexes of real average wages in the manufacturing
sector in the sixties (1959 = 100), computed on the basis of three cost of
living indexes, the general price index, and the wholesale price index for
industrial products.

Our discussion of this type of evidence will focus on conceptual
problems associated with the use of average wages and the empirical
difficulties behind the interpretation of the Brazilian data on average wages
in the manufacturing sector in the sixties.

Average wages have been so widely used as a measure of wages that
some of the preblems involved in this ad-hoc procedure have been lost

TABLE2 Brazil: Manufacturing Sector, 1962-1970,
Indexes of Real Average Wages per Worker

{1959 = 100)

Year N (2) (3) 4) (5)

1962 113.3 104.8 103.9 108.2 110.2
1963 127.7 110.7 115.1 1156 120.6
1964 1234 116.2 114.1 1153 117.4
1965 115.6 109.0 1093 109.8 116.0
1966 1138 98.7 103.9 113.6 117.2
1967 106.3 90.9 97.8 116.3 111.5
1968 112.5 94 .5 102.3 113.0 116.2
1969 127.5 105.6 P14.4 1356 132.9
1970 128.4 110.4 118.7 141.8 137.1

NOTE: The indexes are computed with the following alternative deflators: (1) Cost of
living, Rio de Janeiro; (2) Cost of Living, 530 Paulo, computed by DIEESE, a labor
union research institute; (3) Cost of Living, Sao Paulo; (4) Wholesale Price index
of Industrial Products; (5) General Price Index. Deflators (1), 12), (4), and (5)
obtained from Conjuntura Economica, published monthly by the Getulio Vargas
Foundation, Rio de Janeiro.

SOURCE: Raw data on average wages obtained from surveys and censuses of manufac.tures,
published by Fundagio Instituto Brasileiro de Geografia e Estatistica, Rio de
Janeiro.
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sight of. We think itis useful to rovio\\i some n.f th.nm in lht‘ context of the
Brazilian economy. tor one thing, pfnm ularly in time period ‘comparisong,
it is very difficult to trace changes in average wages to particular causes
Analysts of the wage policy have goqorally been treatmg average wages
if these averages could clearly indicate t!le effect of the wage poiicy.
Actually, this is not the case and they might have been misled in gpe
direction or another. We shall discuss some points that show that this can
be the case.

The first problem we want to point out is that, due to the existing paucity
of data, most of the information on average wages comes from the many.
facturing sector, where data are relatively less scarce. The sector has
been analyzed as a whole or at the two-digit fevel, and we are convinced
that this causes serious problems of aggregation. The manufacturing sector
has been growing at fast rates and importaat structural changes have
occurred within it. We have found, for instance, that one of the reasons for
the increase in the sector's average wages in the late sixties and early
seventies has been that those industries that pay more are those where
employment expands at the higher rates.'? The use of industry data only
partially solves the problem since intraindustry structural changes are not
uncommon.

A second point is that during the sixties the government established
several social security taxes and other tax equivalent obligations to be paid
by firms as a proportion of their payroll. The incidence of these taxes has
not yet been investigated and this poses another problem for the interpreta-
tion of average wage figures in the sixties. If at least part of the incidence of
these taxes is on labor, this could be a factor accounting for a slower
growth of real average wages in that period."

A third source of variation in average wages that must be taken into
account from a time period perspective is the impact of labor turnover.
When a firm increases its labor force, the mechanism of the internal labor
markets is such that most of the new employees are hired at the lower
levels of the wage distribution. This will have a negative effect on average
wages. In the case of reductions in employment, the layoffs or resignations
will also occur mostly at the lower level, thus raising the average wages of
those remaining in the firm. Evidence drawn from the Brazilian manufac-
turing sector indicates that labor turnover at the lower levels of the wage
distribution is of a degree where its implications on average wages cannot
be ignored."*

A fourth point is the fact that Brazilian data show average wages per
worker and not average hourly wages. Changes in the number of hours per
worker are an obvious source of bias when figures on average wages per
worker are interpreted as wage rates. For reasons to be explained shortly in
connection with business cycles in the Brazilian economy, there probably
were changes in the number of hours per worker in the sixties.

o
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Afifth argument Vviﬁvrges.(lnroctly from our previous claim that the wage
policy does not necessarily impose a constraint on the operation of rarket
mechanisms of wage determination. An overview of the labor market in the
sixties will be presented below in order to elucidate how the forces of
supply and demand might have affected wage determination in the sixties

Let us now relate some of the points discussed above to the overéil
performance of the Brazilian economy in the period under discussion. The
basic point is that this performance, although characterized by an impres-
sive overall rate of growth, was characterized by the occurrence of business
cycles. The years of 1963-1966 were a period of recession or slack growth
whereas the period from 1967 on was characterized by boorn years.’s Ir;
the first period, the economy experienced sluggish employment and even
gnemployment in some sectors.

Note that the period when real average wages were found slackening or
decreasing (1964—1967) roughly coincides with the years of recession or
slow growth, whereas the period of increase in real average wages starts
with the boom vyears. It is against this background that we can now
piece together the arguments developed above with respect to the evi-
dence on real average wages: the figures in Table 2 are consistent with
several hypotheses, which casts doubt upon their significance as indicators
of wage policy effects alone. The basis for this argument is twofold. On the
one hand, the performance of real average wages in the period 1964-1966,
although consistent with the hypothesis that it is a result of the wage
policy, is consistent with the following as well: (1) lower wages deriving
from market conditions characterized by a slackening demand for labor,
and (2) a probable reduction in the number of hours worked per man
during that period. On the basis of the third argument raised above,

average wages should be higher in recession years since the wages of the
laid-off workers are below average. The fact that an increase is not found in
1965 could be the result of the counteracting effects mentioned in (1} and
(2).

On the other hand, the performance of average wages after 1967 might
have hidden or lessened the effect of the wage policy, since it reflects
higher wage rates deriving from a market which became tighter and less

bound by the wage policy constraints and/or an increase i
hours worked per man, a phenomenon which is likely to occur in boom
years. The following hypotheses are also consistent with the behavior of
average wages after 1967: (1) if it were not for the wage policy, they would
have grown faster; (2) they have increased because the government cor-
rected the formula for the underestimation of the expected rate of inflation;
(3) they have not grown faster because expansion in employment in the
late sixties occurred mostly at the lower level jobs, thus moderating the
rising trend in average wages; (4) the fact that they have increased reflects

expansion of the industries paying higher wages.

i the number of
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Let us now summarize our arguments up to this poirt. The hehavigy of
average wages per worker in the Brazilian manufacturing LeCor in the
sixties is a phenomenon affected by several factors, some of which were
mentioned above. Until their partial effects are (Iis‘ontanglo(l, one is on thin
ice when trying to infer particular conclusions from the existing data.

Finally, it should be noted that, while we have been talking aboyt
average wages, following current usage, what we actually have available
are figures on average camings. Wells (1974) and Bacha (1975) haye
suggested that the wage policy can cause regressive effects within the
distribution of earnings as executives and blue-collar workers in high
hierarchical status have improved their positions in the eamings structyre
relative to those in the lower level jobs whose bargaining position has heep
weakened by the ineffectiveness of the labor unions. This shows that the
figures on average wages, besides being prone to ambiguous interpreta-
tions, have a limited usefulness in the analysis of the distributive impact of
the wage policy, since the type of regressiveness pointed out by Bacha and
Wells could have occurred with increasing or decreasing average wages.
Of course, with the wage policy affecting wages as a whole the problem
would be more serious.

The Impact on Income Distribution

Let us suppose, for the sake of argument, that additional research would
lead to the unambiguous conclusion that the wage policy has generally
restiicted growth in real wages in the manufacturing sector as weil as other
covered sectors. Could one infer, then, that this could be a factor explain-
ing the worsening of the Brazilian size income distribution in the sixties?
Some of the existing studies have given an affirmative answer to this
question on the basis of what seems to he simple intuition. In actual fact,
however, the link between the two phenomena is not that simple, as we
now proceed to demonstrate.

First, let us look at the concept of real wages to be adopted in the
discussion. As Table 2 indicates, the result depends very much on the
index chosen to deflate nominal wages. It can be seen from that table that,
in general, cost of living indexes lead to lower real wages than general
price indexes or wholesale price indexes for the manufacturing sector.
Therefore, to go from those who have lost to those who have gained is not
a simple task. What these indexes show is that some items that have an
important weight in the cost of living indexes have experienced faster price
increases than those in the industrial sector and the general price index of
the economy. Let us consider, for example, two important items in terms of
cost of living changes: food and services. For these groups it would be
necessary te analyze how the price changes are translated into the personal
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ncome distribution within the agriculture and service sectors. The fact that
come of the most important prices in terms of cost of living indexes are
Jdministered prices received by.government enterprises (e.g., in electricity,
fuel. water supplies, and urban transportation) complicates the problem
even further, since this would involve the role of the government in setting
the personal income distribution from the point of view of its pricing and
expenditure policies, a problem not yet investigated in Brazil. It is impor-
fant to emphasize that the prices in the area under direct government
control were heavily subsidized before 1964 and that their increase since
ihen has been well above the average rates of inflation, thus making the
government sector a gainer in terms of price increases after 1964. Intersec-
toral differences in the rate of price changes thus pose a major difficulty for
the analysis of the relation hetween wage policy and personal income
distribution.

Leaving aside the problem of deflating wages, let us turn to a particular
case, the manufacturing and mining sectors. We assume that, due to the
impact of the wage policy, wages have lagged behind profits within these
sectors. This brings us to a second point of our discussion. A recent
analysis of the largest 318 corporations in these sectors has shown that, in
1972, public enterprises accounted for 35.4 percent of their total net
worth, multinationals, 35.4 percent, and private Brazilian enterprises, 24.2
percent.’® Thus, a major part of the sector’s profit share would go to the
government and to foreigners, leaving the impact on personal income
distribution unclear: the income accruing to foreign capital does ot enter
into the Brazilian size distribution of income, while the income going to
the government is distributed through expenditure, which brings us again
to the problem of how this expenditure affects income distribution.

A third point is that, in general, in sectors where corporations prevail,
profits are often not distributed 1o asset holders and therefore do not
necessarily appear in the data from which the size income distribution is
analyzed.

Finally, as in the case of minimum wages, We think it important to look
at the position, in the size income distribution, of those affected by this
hranch of the wage policy. Since the sectors covered by the latter are
within the urban formal market and, on average, pay wages above the
minimum, the position in question is above the average of that distr.ibu-
tion. Thus, we are talking about groups of people not at the bottom of the
income distribution and, furthermore, if they have relatively lost position in
the sixties, it is not clear, for the reasons explained above, how the gains
would appeat in the size income distribution. Secondly, the wage I)OlfCY
may have had an impact on employment in the covered sectors, attracting
people from other sectors where their income was lower due to unem-
ployment or underemployment. For these people the concept of loss could
be questioned.
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{IN] THE WAGE POLICY WITH RESPECT TO PUBLIC SERVANTS AND
WORKERS IN PUBLIC ENTERPRISES AND/OR PUBLIC UTIU T
AND/OR FIRMS SUBSIDIZED BY THE GOVERNMENT

It is in this area that the wage policy has had the clearest impact on wages
Three main factors are responsible: the overall economic policy followes
by the government, the particular forms tasgumed. by the employmen
relationships in this area, and some intricacies of this branch of the wage

policy.

Public Servants

The case of public servants must be put in historical perspective. Until the
early sixties jobs in public service were favorably regarded in the lahy
market. Salaries paid in these jobs were close to those encountered in the
private sector for similar occupations. Moreover, the fringe benefits were
clearly more plentiful in the public sector: earlier tenure rights, leaves g
various sorts, medical assistance, earlier retirement, better pension plans,
and so forth.

The distribution of employment in the public sector was highly regarded
by politicians as a means of obtaining political prestige, and, as a result
government payrolls became increasingly inflated. The federal government
was faced with persistent deficits, financed by money creation, and the
increasing payrolls were one of the elements contributing to these deficits.
It is well known that the governments after 1964 piaced a strong emphasis
on the control of inflation and on economic growth. Given its impact on
inflation (through the government deficit) and on economic growth
(through the restraint imposed on public investment), control of govern.
ment payrolls hecame a primary target of the post-1964 economic policy.
As a result, the readjustments granted to public servants came to lag behind
intlation indexes.

This overall view s supported by the data presented in Table 3. It shows
a comparison between changes in the salaries of federal civil servants and
changes in the value of the minimum wage in Rio de Janeiro. There were
18 “references” in the Federal Civil Servants’ Salaries Scale (FCSSS) in
1960 and 22 in 1964 and 1970, Comparison has been made in terms of
references 5, 10, and 15 Minimum wage figures were obtained for the
dates closer to the dates when the FCSSS references were modified. The
comparison is made in the last two columins of the table and, for the
purpose of showing the impact of the post-1964 wage policy, two distinct
periods are highlighted: 1960-1964 and 1964-1970. 1t is clear that in
the first period the readjustments of the FCSSS references were made ata

rate above that of the minimum wage; the reverse was the case in the
second period.}?

|

|
|




TABLE 3 salaries of Federal Civil Servants versus
Minimum Wages

I
New Values Ratios
{Cr$) 1960-1964 1964-1970
Minimum Wage m (2) (3) (2)(1) (3)(2)
FCSSS Ref. 5 13.00°  66.00° 207.36* 5.08 3.4
FCSSS Ref. 10 1800° 100.00° 315.36¢ 5.56 3.15
FCSSS Ref. 15 27.50 149.00°¢ 470.88* 5.42 3.16

Minimum Wage in
Rio de Janeiro 9.60" 42.00"  156.00' 438 3.71

SOURCES: FCSSS references obtained from the text of taw Nc. 3826 (11/23/1960), Law No. 4345
(6/26/1964) and Decree-Law No. 1073 (1/9/1970). Minimum wage figures obtained from
Conjuntura Econémica 26 (November 1972).

2 ps of 11-23-1960.

bAs of 10-18-1960.

¢ As of 6-1-1964.

4 As of 2-24-1964.

¢ As of 2-1-1970.

TAs of 5-1-1969.

Since it is well known that minimum wages have fagged behind inflation
after 1964, there is no doubt that the FCSSS references have had their
purchasing power eroded in the period. A study by the DIEESE (1975) has
shown that rates of readjustment of the minimum wages have been below
the collective rates of readjustment discussed in Section It. This implies that
civil servants obtained the worst rate of readjustment of the three branches
of the wage policy discussed in this paper.

Thus far this paper has been critical of the use of average and minimum
wages as a basis for conclusions on the impact of the wage policy. We
now claim that these FCSSS references do not suffer from major ambiguities
in showing that the wage policy has caused real salary losses to civil
servants of the federal government. We support this claim with the follow-
ing arguments, some of which emerge from points already discussed in this
paper.

1. For the private sector in general, it was pointed out in Section ii that
the wage readjustments under the policy are not mandatory at the individ-
ual level. Salaries of civil servants, however, are not negotiated at the
individual level, but depend on salary <cales. Thus, the readjustments they
obtain are more likely to be affected by a wage policy oriented to wage
changes for groups of workers.

2. Under such conditions, the only possibility of obtaining readjustments
beyond those established for the salary scale is by means of promotion. On
the basis of the information we obtained by interviewing a few federal civil
servants, it seems that promotions did not occur on a scale large enough to
compensate for the low rates of readjustment. In fact, promotion schemes
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became themselves a target of expenditure control, with the resy) that
promotions have not been made regularly. In general, the only addition,
increases beyond those of the readjustments of the FCSSS are seniority
allowances, at the rate of 5 percent each five years.'s

3. Due to the existence of benefits associated with seniority and to he
career system, civil servants in Brazil are a group with low rates of
turnover. We have seen, in the analysis of Section 11, that interfirm gng
interindlustry turnover was one way of escaping the control of the wage
policy. In the case of civil servants this possibility was not open.

4. For all these reasons, whereas in the private sector the rate of
readjustment established the minimum rate of readjustment for stable
employees, in the case of civil servants the government's rate became the
rate of readjustment.

The analysis above has been limited to the case of the federal civil
servants. It would be interesting to extend it to military personnel ang
public servants at the state and municipal levels. As to the former group,
there are indications that they fared somewhat better than the civil ser-
vants, but this is not a great accomplishment.™ It remains to be seen
whether or not they have translated their new political status into reql
income gains. With regard to public servants at the state and municipal
levels, it should be noted that these two levels of government lost most of
their autonomy after 1964 and have been subject to the guidelines emerg-
ing from the economic policy of the federal government. On the whole, we
are convinced that public servants in general have been the group most
clearly affected by the wage policy; it takes only casual knowledge to
perceive that jobs in the public service no longer have the attraction of the
pre-1964 era.

Workers in Public Enterprises and’or Public
Utilities and/or Firms Subsidized by the Government

In addition to being subject to the wage policy formula discussed in
Section 2, this group has been affected by particular aspects of the wage
policy. They were the first group to be covered by that formula, which
started as early as 1964, whereas the extension of the formula to the private
sector in general was accomplished only in 1966. This early attention is
explained by the fact that the government deficits are affected by the
payrolls of these firms via the government outlays they receive as subsidies.
Therefore the control of these payrolls also became a prime target of the
Post-1964 economic policy, given the relation of these deficits to the
overall problem of inflation and growth.

This group must submit requests for collective wage readjustments to the
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\ational Councii on Wage Policy (NCWP). The Council calculates the
annual rates of readjustiment by making use of the formula, and then
authorizes the readjustment. In the case of firms subsidized by the govern-
qent, the concurring approval of the subsidizing agency must be obtained
i addition to the authorization from the NCWP.

After the policy had been applied in this fashion for some time, these
iirms realized that their wage and salary scales, readjusted strictly on the
pasis of the government indexes, were lagging behind the wages and
laries of the private sector in general. In coping with this problem they
began to ask the NCWP for wage increases over and above the official
ates of readjustment, especially in the case of certain particutar occupa-
tions and professions. After an analysis by the technical staft of the NCWP
cuch requests have often been approved. In examining these reguests for
wage inCreases beyond the official rates, however, the NCWP acts in a
discriminatory way, either by the force of other wage policy regulations or
a & result of ad-hoc procedures.

Discrimination arising from the wage policy regulations arises in the
following fashion. In examining a request, the NCWP follows the rule of
considering whether or not the petitioning firm has its own resources to
support the additional increase in its payroll. If it does, the extraordinary
readjustment is more easily granted. This has obviously placed the workers
in the deficit-ridden enterprises, such as the government-owned railways
and shipping lines, in the position of having their wages bound by the
ofiicial rates, which are known to have lagged behind prices during major
time periods.

Discrimination arising from ad-hoc criteria can be seen from the fact that
these extraordinary readjustments have been disguised in the shape of
promotion plans and ‘“reclassification «chemes’ varying from one firm to
another. It is also conceivable that the NCWP’s decisions are influenced by
the prestige of some of these firms and the political power of their directors
and top executives.

In order to substantiate this part of our discussion one would have to
obtain data from these firms, and this is not an easy task. Unofficial
information emerging from various sources indicates that workers in raii-
ways and shipping as well as longshoremen have been treated in the same
manner as federal civil servants, whereas workers in public enterprises in
the areas of oil prospecting and refining, mining, telecommu nications, and
electricity have fared far better in terms of wage readjustments.

Although we have not been able to draw more precise conclusions with
regard to this particular area of the wage policy. we are convinced that
additional research could lead to the identification of groups whose wage
readjustments have been clearly restricted by the wage policy. as weil as ¢
those who were able to evade these regulations almost entirely.
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[IV] CONCLUDING REMARKS

On the Concept of Loss Arising from Wage Readjustments

Attempts to illustrate the effects of the wage pnligy on wages have usualt,
compared measures of wages at isolated points in time. As we shall see
this can provide only a partial and maybe not the most important picture g
the eventual loss in real wages arising from collective readjustment given
to compensate for inflation.

Let us make the argument more precise. We assume that (1) the noming|
wage rate remains the same between two consecutive readjustments, ang
(2) inflation 1s continuously changing at the rate of 100 r percent. Then the
real wage loss between two readjustments occurring at points 0 and X will

be

L= J"[(m’pu )~ Gvip,) €77 | dt
o

where [ = real wage loss betweent = 0 and t = x evaluated in terms of g,
which represent the price level of t = 0; % = constant nominal wage rate:
and r = continuous rate of inflation.

In a period between two readjustments, the real loss thus depends, in
simple way, on the length of the time interval between readjustments, o
the rate of inflation, and on the level of wages at the base period. The los
will be greater the higher the level of wages at the base period, the longer
the time interval between readjustments, and the higher the rate of infla.
tion. Furthermore, over a period of years. the loss will also depend on hoy
the wages are recomposed by each readjustment.

Therefore, if one looks only at the real wage att = 0 and the readjusted
wage att = x, two important elements are being neglected: the length of
the time interval between readjustments and the behavior of the inilation
rate within the same period. The implication is that even increasing rea!
wages between periods can hide sizable losses occurring within the
periods.

Assume now that wage and price controls are important for bringing
down the rate of inflation. In criticizing the post-1964 wage policy one
must recognize the implications of the fact that the inflation rates in
1960-1964 averaged roughly twice the average of the 1965-1969 period -
In this respect the above formula shows that the loss caused by the rate o!
inflation became alleviated in the second period. The fact that we ae
talking about only one element of the formula needs to be underscored. I
1962 and 1963. for instance, the strongest labor unions were able to obtain
readjustments on a six-month basis.

Another source of real wage losses could emanate from expectations
regarding the future rate of inflation. If these expectations are influenced b
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goernment guidelines, this could lead workers to settle for fower wages in
riods when the actual inflation rate trns out to be above that indicated
by the government. We think that this line of reasoning could serve as a
basis for a model showing that the Brazilian economic policy in general
and the wage policy in particular may have hurt workers by raising false
expectations with regard to the future rate of inflation.

On the Relation between the Wage Policy and the Size
Income Distribution in the Sixties

A few remarks are still necessary to close our discussion of this problem.
We have shown that the post-1964 wage policy has not been neutral in its
disiributive impact. Our approach to this question has been rather different
fiom the studies which have attempted to reach the same conclusion by
simply relating figures on minimum and average wages to the worsening of
the size distribution in the sixties. As we have seen, the latter approach
ieads to unconvincing results. We suggest that, at the current stage of
knowledge, a more fruitful line of research would be to identify the groups
that have been unambiguously affected by the wage policy. This we have
done in the case of retired people and pensioners receiving transfers from
the federal social security system, federal civil servants, longshoremen, and
workers of the government-owned railways and shipping lines. Obviously,
our analysis could be improved by additional details; other groups could
be identified in this fashion or along other lines of research, some of which
have been suggested in this paper. With this approach we would certainly
obtain a clearer picture of the effects of the wage policy on the income of
various groups in society.

As to establishing its relation to the worsening of the size distribution in
the sixties, this will require stronger efforts, since the effects of the wage
policy must be transiated in terms of personal income distribution as a
whole. The latter has been measured in the aggregate, by means of indexes
of income inequality. We have seen that the effects of the wage policy are
not necessarily translated into the personal income distribution and that
those covered by the wage policy are found in its upper half. The
distribution includes groups of people whose income bears little, if any,
relation to the wage policy, such as professionals, self-employed people,
landowners, agricultural workers, and rentiers in general. It also excludes
the role of the government, which absorbs a major part of the income flow
generated in the Brazilian economy, and omits the income that accrues to
foreign investment.

The image of the wage policy reflected in the mirror of the size income
distribulion is thus both only partial and blurred. Since, in general, the
distributive impact of the wage policy occurs first in the context of the
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wage-profit dichotomy, we consider the fun('ti(mal. income riix‘(ribggg(,u
within the various sectors to be a more adequate mirror. One should te
careful, however, not to neglect the role of the government in taking
share of taxes of various sorts. Nor shouldl the possibility he ignored thy
the impact of the wage policy co‘uld also appear within the labor share. |
this respect, the contributions of Bacha (1975) and Wells (1974 desene
special attention. _

By proceeding in a piecemeal fashion one could eventually reach ,
clearer view of the impact of the post-1964 wage policy. In any case, we
should be humble about the importance of any one particular explanation
for the worsening of the Brazilian size distribution in the sixtjes. AS
country following a process of rapid economic development, Brazi| has
experienced important structural changes while stimultaneously suffering
from endemic inflation and occasional business cycles. Among the severy!
factors likely to have influenced the behavior of the size income distriby.
tion in the sixties, we can mention the following, some of which are
interrelated: (1) access to subsidized credit under conditions of inflation,
which is one of the key elements in the process of capital accumulation in
Brazil; 2) changing regional inequalities-—interestingly, the degree o
personal income inequality within the rich and poor parts of the country is
fower than for the country as a whole;?' (3) the role of education {this has
been the focus of a 1973 study by Langoni that became a source o
endless controversy); ¥ (4) the effect of sizable increases in employment at
the lower levels of the wage scales in the market; (5} different patterns of
sectoral growth, including the foreign sector; (6) capital gains of all <o
that usually follow rapid structural change (e.g., the rapid increase in the
real price of land in the areas experiencing fast urbanization): (7) the
distribution of wealth in general: (8) the role of occupational mobility—in
recent analysis, Costa (1975) has found evidence of a systematic relation-
ship between the degree of income inequality and the corresponding
groups of occupations within each state and for the country as a whole:
and (9) the role of the government via taxation, expenditure, economic
policy in general, and as an entrepreneur.

NOTES

1. For an analysis of minimum wage data, see Suplicy (19721, He shows that the deciini~;
trend started in 1962 and became proncunced atter 1965

2. See, for instance, Fishlow 9725, Hofiman and Duarte (19723 and Baer and Bechere:z
11974).

3. See Pesquisa Nacional por Amosteas de Domicilios: Towl das Reqides 1a iV Instits
Brasileiro de Geografia e Estatistica, 1972, p. 39.

4. Bacha et al. (1972 pp. 97-102.

5. For the concept of internal labor markets, seo Doeringer and Prore (19711, For evides:s
in the case of Brazil, see Macedo (1974a), chapter 4.
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6. Themajor basis for indexation was, and stilt is, the value of the ORTN tindexed Treasury
gonds). The value of the ORTN is linked to a price index, but it has aiso been, from time
1o time, aifected by government tontiuls, althuugh 1o a lesser oxtent than minimam
wages before 1975.

7 The workers in public enterprises and/or public utilities andior fims subsidized by the
government are sffected by particular intricacies of the wage policy in addition to those
that will be discussed in this scction. Their implications will be dealt with in the net
section of the paper.

g, See Fishlow (1974), p. 267.

9. For detailed accounts, see Carvatho (1973) and DIEESE (1975).

10. See Mercado de Trabalho: Distribuicdo e Composicdo da Mao-de-Obra—Sao Paulo—
1970. (Rio de janeiro: Ministério do Trabalho e Previdéncia Social, 1971).

11. The emphasis on data from the manuiacturing sector is duc to the lack of reliable data
on an annual basis for other sectors and for the country as a whole.

12, Macedo {(1974b). pp. £5-66.

13. For 2 detailed account of the social security taxes and other tax equivalent obligations
establisned by the goverament, see Bacha et al. (1472}, chapter 3. On page 108, a table
3 presenlod showing that real average wages in the manufacturing sector in 1969 were
38.5 percent above 19534 levels. In the same period, the real average cost of labor to the
firms increased 57.6 percent, the difference being explained by the impact of the sceial
legislation of the sixtics.

14. The theoretical and empirical basis for the argument presented in this paragraph is
explained. with additional details, in Macedo (1974a). chapter 4,

15 The index of productionin the manufacturing sector shows decreases in 1963 and 1965.
see Anudrio Estatistico do Brasil-1969, Fundacdo Instituto Brasileiro de Geografia e
Estatistica, Rio de laneiro, p. 175.

16 See von Doellinger and Cavalcanti (1975), p. 38.

17. 1t should be nocted that the value 371 encountered for the comparison between
minimum wages in 1970 and 1964 can be considered an underestimation of the
increase in minimum wage. We have intentiunally biased the comparison against the
minimum wage by taking the minimum wage ostablished in May 1969 and the FCSSS
references of February 1970, The new minimum wage established on May 1, 1970,
would change the result from 3.71 to 4.45.

18. 1t hould be noted that these FCSSS referentes correspond to salaries for a six-hour day.
For some groups, the government opened the possibility of higher salaries by extending
the working day to eight haurs. Given the implicit toss in welfare, higher salaries in this
case are a misleading compensation for the effocts of the wwage policy. Inany <asc, ihis
again shows that the personal income distribution faile 1o account for some of the
implications of the wage policy.

19. See, for instance, Rezende da Silva (1Y72), p. 79.

0. On the basis of the General Price Index published by Conjuntura Economica. these
averages were 31.3 percent in the jatter period and 56.7 percent in the former.

1. See Costa (1975, p. 251.

22. For a partial account, see Tolipan and Tinelli (1975).

REFERENCES

1. Bacha, E. L. “Hierarquia ¢ Remuneragao Gereacial.” iIn Ricardo Tolipan and Arlhl'n
Carlos Tinelti. ods.. A Controversid Subie Distribui¢do de Renda e Desenvolvimento. Rio
de Jancire: Zahar, 1975,

2. Bacha, E. L., da Mata, M. and Modenesi, R. L. facargos Trabalhistas e Absorcao de

Mdio-de-Obra. Rio de janeiro: LPEA.-I.N.PES., 1972

R P R






