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Family Composition and income from work of the affluent

Marcelo Medeiros

ABSTRACT

Fair distributive measures require good knowledge about the rich. To evaluate the
extent to which persons are rich because they live in families of a specific composition I
test three hypothesis about the inequalities between the rich and the non-rich that relate
the better situation of the rich to: 1.a particular demographic structure (fertility levels,
position in the life course, etc.); 2. a higher use of the available labor (workforce
participation and employment rates, length of work shift); 3.to the occupation of better
positions in the labor market (higher remuneration). The test of hypotheses is based on a
decomposition of the per capita income of the families, using data from the Brazilian
National Household Sample Surveys (PNADs) of 1997, 1998, and 1999. The results
suggest that the existence of a rich elite in the country is explained mostly by inequalities
in workers' remuneration rather than by the demographic profile of the population or by
the participation and employment rates for workers of the families.
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INTRODUCTION

Most of Brazil’s extreme social inequality results from a small elite of the population
owning most of the country’s wealth. There are several different paths for diminishing
this inequality, including redistributing the wealth of the rich elite to the poorer masses.
To gauge the extent to which redistribution of the wealth of the rich to the non-rich is fair

and achievable, we must understand better why some families are rich and others are not.



One way of achieving this is to analyze how income levels in families are associated with
some of their characteristics, such as the number of family members, their age, whether

they work or not, and the earnings of the workers.

As far as the wealth generated by high income from employment is concerned, several
factors affect the total available for distribution among family members. Amongst these,
family structure, the family’s organization in terms of labor and the level of pay of the
workers stand out. The purpose of this study is to evaluate the role of each of these three
factors in the difference between rich and non-rich families. This evaluation allows us to
test three hypotheses concerning inequalities between the two groups. These hypotheses
ascribe the better circumstances of the rich mainly to a particular demographic structure
(levels of fertility, life-cycle stage, etc.), to higher employment rates and to the output of
the available work force (rates of activity and occupation, number of working hours) or to

holding better positions in the labor market (higher remuneration).

The weight of each one of these factors in the configuration of the strata is analyzed
based on the decomposition of the per capita income earned from working of the
families. Empirical results were obtained from the Brazilian National Household Sample
Survey (PNADs) data for 1997, 1998 and 1999. The decomposition is used to compare
the averages of the income components of each stratum and then to carry out an exercise
in which the levels of mobility from one stratum to another are evaluated through eight
simulations that assign the averages of the rich to the non-rich and vice-versa, for each

component.

The article is divided into five sections, of which this introduction is the first. In the
second section I discuss how per capita family income from work can be decomposed, by
highlighting those situations in which a particular family might differentiate itself from
others and become rich. In the third section I look at the methodological aspects of this
decomposition and simulation procedures, using the PNAD data in order to assess the
extent to which the wealth of families in Brazil can be ascribed to their age structure and
organization in terms of work, or to the income of their workers. The fourth section
shows the results of the decompositions and simulations and the final section brings the

main conclusions reached.



The results indicate that the structure and organization of families in terms of work play a
limited role in explaining the difference between the rich and the non-rich when
compared with the weight that remuneration earned from working has on separating the
two groups. In other words, the existence of a rich elite in the country can be largely
explained by inequalities in workers’ pay and not by the demographic profile of the
population or by the rates of activity and occupation of the workers from the various

families.

COMPONENTS OF THE PER CAPITA INCOME FROM WORK

The factors that lead a specific individual to hold a position in the richest stratum of
society have been the subject of a long tradition in Social Sciences. Marx and Veblen, for
instance, reject the argument that some people belong to superior strata in society because
they lead a life of frugal consumption and hard work (Marx, 1973; 1975; 1978; 1981;
Veblen, 1983). Embracing a different position, Weber and Pareto largely endorse the
thesis that industry and frugality are important determinants in the economic performance
of individuals in capitalist societies, but they also highlight differences in professional
qualifications as one of the elements that provide individuals with their position in the

social hierarchy (Weber, 1961; 1989; 1991; Pareto, 1964).

A characteristic of almost all these pioneering studies is a strong association between
social stratification and the structuring of economic activity. This tendency has spread
into modern studies, which tend to view the position of an individual in a particular social
stratum as being determined to a greater or lesser extent by the person’s position in the
hierarchy of economic activities, which is generally evaluated using information about
the occupation of workers, since a reasonable association between social inequality and
occupational differences can be observed (Cromptom, 1995; Goldthorpe, 2000;
Goldthorpe and Marshall, 1992; Savage, 2000; Wright, 2000; 2002; Breen, 2002). In
stratifying society using information on the economic activity (in other words, on the
occupation) of individuals, these theories come up against the problem of how to classify

a large mass of people that are not economically active, as is the case of many children,



the elderly and women. Invariably, the solution to this problem consists of extending the
classification of individuals that are economically active to include the rest of their

families.

Assigning the social position of an economically active individual to members of his or
her family implicitly embodies the notion that the family is a distributive entity, i.e., that
it shares amongst its members what was obtained by some of them. This is precisely what
is done by methods of stratification that use income received by some family members
for classifying all the remaining members. The systems of stratification by income per
capita, as is the case with some of the ones that define the poor and the rich, for instance,
go further and assume that the income of some is, or could be, equally distributed to all

members.

The assumption that families equally distribute the income (or any other resources) they
receive is probably not very realistic. Sen (1997)[1983] discusses this and argues that the
existence of intra-family hierarchies, widely demonstrated in the literature on gender
roles, for instance, is a strong reason to deny the existence of such egalitarian
distribution. In fact, if intra-family distribution is carried out as a function of the different
circumstantial needs, there is no reason to believe in the reality of this assumption.
However, given the lack of more detailed information on intra-family distribution of
income, some information on distribution needs to be imputed. In this case the best
alternative is to deal with per capita income not as income actually received by each
family member, but as the amount of income that would be available for each person if

intra-family inequalities did not exist.

The income of families is not the only relevant dimension, undoubtedly, when it comes to
defining their level of wealth and much less their social status. Income are flows and
therefore expresses the circumstances of people at a specific point in time. The idea of
wealth, however, is strongly associated with assets, which are stocks and therefore refer

to a situation that, if not permanent, is at least long-term.

There are many reasons, nevertheless, for income levels to be instrumentally used as

indicators of people’s wealth and three, at least, merit highlighting. The first is essentially



pragmatic: information on income from surveys of Brazilian households is easily found,
fairly reliable and reasonably accurate, whereas this is not true of information on assets.
The second has to do with comparability: the use of income indicators allows a certain
degree of reference and comparison with many other available studies of a similar kind,
including those on social stratification, which use income as one of the factors for
creating a hierarchy of the status of occupations. The third is theoretical in nature:
stratification systems have used income as an indicator of social position, based on the
assumption that, on one hand, income received is an expression of the level of assets
owned and, on the other, is an indicator of wealth, since these are assets accumulated

from income flows (Serensen, 2002).

It is obvious that a stratification system starting with per capita income does not take into
account solely the total income of each family but also the number of people sharing it.
Two families with the same total income may be in different strata if one of them has
more members than the other. This fact gave rise to a series of arguments of Malthusian
origin, according to which poverty resulted mainly from an excessive number of non-
productive people in families. According to some theories, high dependency ratio largely
explains the incidence of poverty in countries. Reactions to proposals of this kind argue
that the main determinant of poverty is low income and not high dependency, as was
shown by specialized literature analyses produced by Martinussen (1997) and Furedi
(1997). In reality, however, both arguments may be correct and only empirical tests can

say which of them is the more appropriate in any specific case.

Therefore, just as a family may be non-rich because it has a large number of dependents,
earns low income or a combination of both, an individual may be rich because he belongs
to a family that combines high income with a small number of dependents. This income
can be classified by type and it is especially interesting to focus this study on income
from work, not only because this is the bulk of Brazilian family income, but also because

it gives us an idea of how the work force in a family is used.

Differences in per capita income from work either occur because the percentage of family
members with some income differs from family to family, or because the average income

of these people is different. In other words the difference between families occurs



because the greater the number of family members working and/or the greater the
remuneration of these workers, the higher is the family income. From an analytical
standpoint, a family can differentiate itself from others and become rich because: (1) it
has a higher percentage of workers; (2) the occupation rate of its work force is greater;

(3) rich workers work longer hours; (4) rich worker earnings per hour are higher.

These characteristics are not mutually exclusive and may interact in determining the level
of family income. The first item is a component of a demographic nature, connected with
the age structure of the families, i.e., the percentage of the total number of family
members who are of working age; this represents the ratio between the number of people
available to work and the number of dependents. The second refers to how families
employ this labor. It depends as much on intra-family decisions (which are not
necessarily taken jointly) as on labor market characteristics (job availability). The third
reflects the intensity of use of this work force in terms of number of hours worked per
day and the fourth shows how the labor market remunerates the work supplied by the

families.

It is therefore possible to decompose per capita family income from work into the
following equation [1], which is a modified version of the equation proposed by Barros

and Mendonga (1995:7):
[11  Re=AsTe-He-Se

where in family f, per capita income from work (R)) is equal to the product of the
proportion of people of active age (4,) times the number of people actually working (7)),
the average number of hours worked (/) and the average earnings per hour of the people
who bring in work income (S)). (Ar - Tr -Hy) refers to the amount of labor and is related to
the structure (number of children and adults, etc.) and organization (intensity and division
of paid work) of the families. (Sy), which relates to the remuneration of the work force
employed, depends on the qualifications of the workers and the characteristics of the

labor market.



METHODOLOGY

The PNADs provide the data required for empirically measuring the extent to which the
wealth of a family in Brazil can be ascribed to its age structure and organization in terms
of work, or to the income it earns through its workers. In addition, this information allows
us to isolate the elements that comprise the per capita income of families and determine
their level of wealth, thus allowing one to evaluate the role of each one of them with

regard to determining the income of rich families.

Starting with identity [1], the impact of each one of the components on total per capita
family income can be analyzed via simulations that modify only one of these
components, keeping the others constant. For instance, if we wanted to find out the
average impact that differences in remuneration have on the inequalities in the total
income of rich vs. non-rich families, we could attribute the average remuneration of rich

workers to the non-rich and then see how many non-rich families become rich.

Simulations of this type may be not very realistic because they do not take into account
the correlations between these components. Barros and Mendonga (1995), for instance,
showed that in order to offset their low income the poorest families send a greater
number of people into the labor market. To be realistic, a simulation should take this into
account and vary the fraction of the family working (7y) every time work remuneration
(Sp) 1s simulated at a low level. In the absence of a fuller understanding of the
relationships between all the components of per capita income of the various families,
simulation results, especially those based on averages, should be interpreted as general

indications of trends and not as forecasts intended to provide accurate results.

To analyze the role of each component in the difference between the total income of rich
and of non-rich families, there are simple simulations that ca be done, such as attributing
to one group the characteristics of another and then tracking the changes that occur in
total family income. Simulations evaluate mobility between social strata (rich and non-
rich) using the entry and exit flows in the strata, as measured by the proportion of the

population moving in each stratum.



Simulation procedures may be divided into two categories. In the first I attribute the
average characteristics of the non-rich to the rich. In the second the procedure is inverted
and I attribute to the non-rich the average characteristics of the rich. In both cases only
one component of the identity [1] (rate of occupation, income, etc.) is altered, the others
remaining as observed. These exercises are complementary and are designed to make it

easier to interpret the results.

The analysis uses microdata from the PNADs for 1997, 1998 and 1999. As the stratum of
the rich population comprises a small fraction of the total population, there is a risk that
the sample from one isolated PNAD may fail to properly represent it. To get around this
problem, the records of the three PNADs were merged and subsequently treated as
representative of a single population. Two survey aspects enabled this. First, the entire
methodology remains constant for the three years, making the information comparable.
Second, the PNAD sample design keeps the interviews from being repeated in a same
household over consecutive years. Thus, the merger of information implies an expansion
of the population interviewed and not a panel-type data. This guarantees a much greater

sample of rich families than would be otherwise possible with a single survey.

As a result of this data merger, the results refer to the entire period under analysis, or
more specifically, to the three segments conducted in the months of September (reference
month of the PNADs) of the years being considered. This implicitly assumes that no
radical changes have occurred in the structure of society during the time being analyzed,
which seems reasonable for the period in question. To avoid over-representation of the
most recent information, the expansion factors of the sample were adjusted so that the
growth observed in the population over time would not affect the weight of each PNAD
in the final results, meaning that the result of the expansion after the merger of data
would reflect the population projected by the 1999 PNAD. To adjust the monetary values
over time | used inflation as measured by the National Consumer Price Index — INPC, so

that the adjusted records would represent the values as of September, 1999.

The rich and non-rich strata were identified on the basis of an affluence line calculated by
applying the methodology in Medeiros (2001) to the merged data of the PNADs from
1997 to 1999. The rich stratum corresponds to the top 0.9% richest people in the per



capita income distribution. The value of the affluence line equals a monthly per capita
family income of R$ 2,170.00 in terms current as of September 1999 (around US$ 1142).
For applying the methodology, I used a relative extreme poverty line, in which the cut-off
point of a third of the population was a monthly per capita income of R$80.97 (around
USS$ 43 in 1999 values). Therefore the affluence line corresponds to almost 27 times the
poverty line. The advantage of using a relatively low affluence line such as this is that the
results tend to be more robust (in other words, less sensitive to variations arising from the
use of different definitions of wealth) than the results that might be obtained from the

study of an extremely rich population.

The “families” analyzed correspond to a group of people from households where there
was some family relationship between them. The income from work is the result of the
sum of the income from work from all sources of those people who were ten or more
years old. The "income from work" refers to all types of labor remuneration, including
salaries, the remuneration of the self-employed, etc. The division of this amount by the
number people in the household generates Ry, the per capita income from working of each
family f in Brazil. Following the methodology of the PNADs I considered active age
population (AAP) as being all those on whom information about work had been
collected, i.e. people who are ten or more years old. The active age population ratio in
each family, 45 is computed by dividing the number of people ten or more old by the
total number of people living in the household. The fraction of the work force actually
working, 7y, corresponds to the number of family members occupied in the reference
weeks of the PNADs divided by the active age population of the families. The average
number of hours worked, Hj is equal to the total monthly number of hours worked by
those living in the household, divided by the number of those occupied. Finally, the
average remuneration per hour of the people who receive work earnings, Sy is a simple
average of the amounts received by each person working in the family and is expressed in

reais as of September, 1999.

RESULTS: THE EFFECT OF EACH COMPONENT



The first step when it comes to checking empirically why the per capita income of rich
families is higher than that of non-rich families is to observe how, on average, the
components of this income differ. In itself this observation allows us to evaluate to what
extent the wealth of a family can be attributed to its age structure and organization for
work or to the income produced by the family’s working members. Table 1 shows the
average of the amounts of the components of income from work of each of the Brazilian
households for the rich and non-rich strata. The table also has a column showing the
relationship between the values for the rich and non-rich, i.e. the result of the averages of

the values for the rich divided by the averages for the non-rich.

Table 1

Average of the amounts of the components of per capita family income from work
for the rich and non-rich , Brazil 1997-99

Components of income from work Average
Family
Amounts
Non-rich Rich Relationship
Rich / non-rich
A (Active age population ratio) 0.8 1.0 12
T (Proportion of those occupied among the active age members) 0.6 0.8 1.3

H (Hours worked per person occupied)

S (Remuneration per hour worked per occupied person) 171.7 180.1 1.1
2.90 27.10 9.2

Number of family members 4.0 2.3 0.6

Rm (Per capita income from work, family m) 267.78 3,804.78 14.2

Source: IBGE, PNADs 1997-1999 , micro-data

Note: “Average family amounts” corresponds to the average (p) of the household amount of each
component weighted by the number of households. The per capita income from work of family m (Rm) is
the product of the weighted averages (Rm = p4-p7T-pH-uS). Amounts in Brazilian Reais as of September,
1999, adjusted by the National Consumer Price Index (INPC). The approximated exchange rate at that
moment was US$ 1 =R$ 1,9.



The per capita income from work of a hypothetical family m, whose components of
income from work were equal to the average of the non-rich, would be nearly R$267.78
in September, 1999 (US$ 140). If the same family were to have the average of the rich,
their per capita income from work would be R$ 3,804.78 (US$ 2003), nearly 14.2 times
more than the former figure. This is a very large inequality in which the values of all the
components of the income favor the rich. The weight that each one of these components

has on total inequality, however, varies much.

The families of the rich are much smaller than the others. A rich family has on average
2.4 people, whereas the size of a non-rich family is roughly 4 people. Despite this, there
are no great differences in the proportion of active age population (AAP) in the two
groups, as shown in Table 1. The somewhat limited difference occurs because the larger
size of the non-rich families is accompanied by a greater number of people available for

work.

The rich have a larger ratio of occupied people than the non-rich. To some extent this
result is expected, given that unemployment affects total household income and that the
chances of a family being included in the rich stratum decreases when one of the
members becomes unemployed. However, an association between the age structure of the
families and the differences between the rich and non-rich should not be entirely
disregarded. It is obviously questionable whether people who are only a little over 10 can,
in fact, be considered as “available work force”. At this age the rates of participation in
the labor market are much smaller than those of adults, a clear indicator that many
restrictions exist, including those of a legal nature, with regard to employing these people
in economic activities. It is entirely possible that the greater ratio of occupied people
among the rich is related to the age structure of their families, but this seems to be of

secondary importance in determining the differences between the strata.

The intensity of use of the occupied work force, i.e., the average number of hours worked
by those people in the families who are occupied in each stratum, is practically the same.
As is the case with rates of occupation, these averages are influenced by the tendency of
families using available workers less intensely having lower income. However, the high

and similar values for the rich and non-rich alike indicate that both types of family are



employing their workers to their full capacity. As a matter of fact, this strengthens the
argument that the rate of occupation difference between the two strata is due to the
different age structures of their families. If all families keep their children from working,
then part of the lower income of the non-rich is explained by their younger family

structure and not by a less intense use of the resources available to them.

Regardless of the reasons that determine it, the particular composition of rich families is
not sufficient to explain why they differ from the non-rich in terms of income per capita.
Neither is it possible to indicate the organization and internal division of work of rich
families as an explanation for this distinction, since work — in the sense of time dedicated
to it — does not seem to play a relevant role in explaining differences between the rich
and the non-rich. Most of the differences between the rich and non-rich can be found in

the unequal way in which the workers from each group are remunerated.

The average remuneration per hour worked of the rich is 9.2 times greater than that of the
non-rich. Whereas the non-rich receive roughly R$ 2.90 per hour worked, the rich receive
some R$ 27.10 for same time span. This shows that even if the non-rich had exactly the
same family composition and organization as the rich, the inequalities between the strata
would persist. On average, remuneration differences are the main explanation for the

difference in the groups.

The above results refer to average per capita income from working. The impact that the
differences in these components have on total family income in the two strata of
population is shown in Table 2, which presents the results of eight simulations on the
mobility between strata of the rich and non-rich population. In the first four I analyze
what would happen to non-rich families if the amount of each of the components of their
work income were altered to the averages seen among the rich. In the subsequent
simulations the results of assigning the averages for the non-rich to the rich families are

evaluated.



Table 2
Mobility between strata after modifications in the components of income from work

Brazil 1997-1999

Simulated parameters Rich to Non-rich Non-rich to Rich
Effect (mobility) Non-rich become rich Rich become non-rich
Component
A (Proportion of people of an 0% 21%
active age)

T (Proportion of those
occupied among people in 1% 29%
active age)
0% 16%
H (Hours worked per person
occupied)

S (Remuneration per hour 41% 91%
worked per occupied person)

Source: IBGE, PNADs 1997-1999 , microdata

Note: the simulations correspond to the application of the averages of the components (u4-pu7*pH-uS) of the rich to non-
rich and vice versa.

Changes in the age structure of non-rich families would have no relevant effect on the
stratification between rich and non-rich. If the average of the proportions of people of
active age from rich families were to replace the actual figures of non-rich families, the
proportion of non-rich that would become rich would be insignificant. This indicates that
there is no basis to the argument that relies on the other extreme of the neo-Malthusian
rationale, according to which the existence of a rich stratum in the country results from
smaller family size. For instance, it is not high levels of fertility — or anything similar —

that prevent many families from being rich.

Similar changes in the levels of activity and employment of the non-rich population
would also have little impact. If the proportion of those occupied within the active age
population of the families were raised to the average proportion of the rich, the income of

only about 1% of the non-rich would rise enough for their families to become rich. There



is also no basis for the idea that a large share of the wealth can be explained by longer
work shifts. Even if non-rich workers were to increase their working hours to the average

levels of the rich, very few would become rich.

The difference between the rich and the non-rich is not due to a greater availability of
labor or its more intense use in families, but to the difference in remuneration between
workers. When the remuneration of the rich is given to the non-rich, radical changes
occur in the income of the non-rich population. The per capita income increases to such
an extent that nearly 41% of the people in these groups become rich. Everything points to
the fact that the isolated impact of assigning the remuneration of the rich to the non-rich
on the mobility of this group would be greater among the non-rich than a combination of
more jobs, longer work shifts and the increased occupation of women, children and the

elderly.

When we attribute to the rich the averages of the components of non-rich work income,
the proportional mobility of the rich population to the lower strata is far greater than we
saw in the previous exercises. If we reduce the proportions of the AAP, of working
family members as well as the number of hours worked of the rich families to the average
levels of the non-rich, 21%, 29% and 16%, of the rich are pushed out of this group,
respectively. When the average remuneration of the non-rich replaces the income of the
rich, 91% of the latter move downward; it is likely that the 9% that remain in the stratum

have the benefit of pensions or other sources of income, such as interests and rents.

The very significant impact of the simulations that attribute to the rich the averages found
among the non-rich is related to the Brazilian income distribution. Proportionally
speaking, the rich are much more concentrated near the affluence line that divides the two
groups than the non-rich. The majority of Brazilian families have per capita incomes at
least ten times lower than the affluence line, but only a small fraction of the rich have
income higher than three times the affluence line. It is therefore natural that the

simulations affect rich families more heavily.

It is important to note in Table 2 that family composition and its organization in terms of

work have a limited influence on explaining the difference between the rich and the non-



rich when compared to the weight of work-related pay. The existence of a rich elite
therefore bears little relationship to the demographic profile of the population or even to
the rates of activity and occupation of the workers. The component that best explains the

difference between rich and non-rich families is inequality in income from work
CONCLUSIONS

A family may differentiate itself from others and become rich because it has
proportionally more people working, because the occupation rate of its work force is
higher, because rich workers have longer work shifts or because rich worker earnings
(per hour) are higher. The results of the analysis carried out using the PNADs from 1997
to 1999 show that for each of these components of per capita work income, rich families
produce better average figures. However, the impact of each component on total

inequality is not the same.

Though rich families are smaller than the rest, there are no differences in the average
proportion of people of active age or occupied in the two groups that can justify the
major inequalities in income that exist. Neither does a supposed greater output among
rich workers have any relevance in terms of explaining the inequalities between the two
groups, since both types of family are essentially making use of the full capacity of their
workers. This means that the composition, organization and internal division of work in
rich families are not sufficient to explain why they are different from the non-rich in
terms of per capita income. It is the unequal way in which the workers from each group
are remunerated that accounts for the majority of the differences between the rich and

non-rich.

There is no foundation for the demographic basis argument when it comes to explaining
the existence of a rich stratum in the country. It is not high fertility levels, for instance,
that prevent many families from being rich, because simulation exercises show that
modifications in the age structure of non-rich families would not have a significant effect
on the volume of rich people in the whole population. Furthermore, the differences
cannot be ascribed to lower levels of activity or high unemployment. Changes in the

levels of activity and employment among the non-rich population would be insufficient to



raise them to the higher stratum. There is also no foundation in the idea that much of the
wealth can be explained by longer work shifts. Even if non-rich workers were to increase

their working hours to the average levels of the rich, very few would become rich.

The difference between the rich and the non-rich is not due to a greater availability of
labor or its more intense use in families, but to the differences in remuneration between
workers. If non-rich workers were to be paid for their work as the rich, major changes in
the income of the non-rich population would occur. Apparently the role of work-related
pay in positioning individuals in the strata is greater than the combination of all the other

income components set together.

The results showed that in Brazil, when it comes to differentiating the rich from the non-
rich, the role of family composition and its organization for work is limited when
compared to the impact of work-related pay on this difference. There is little connection
between the existence of a rich elite, the demographic profile of the Brazilian population
and the rates of activity and occupation of the workers. Inequalities in the remuneration
received from labor are the main explanation for the differences in income between rich

and non-rich families.
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