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Inequality in Latin America is high...
...but has been declining since around 2000

* Decline is pervasive and significant
e Larger than the rise in inequality in 1990s

* Important contribution to the decline in poverty
* Contributed to the rise of the middle-class
* In countries with high growth & low growth

* In countries with left and nonleft governments

* In commodity exporters and commodity
Importers



LATAM IS THE MOST UNEQUAL REGION IN THE
WORLD

Gini Coefficient by Region (in %), 2004
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Inequality declined during the 2000’s

Latin America: Declining income inequality by country: 2000-2011
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The decline of income inequality in the 2000s has

been higher that the rise in the 1990s

(Annual average change in Gini in %)

I Change in Gini coefficient, expressed in percentage points
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On average, 40 percent of the reduction in poverty

was due to the decline in inequality c. 2001-2010

% contribution of each effect

Lopez-Calva, L.F., N. Lustig, E. Ortiz-Juarez. 2014. “Inequality, Mobility and Middle Classes in Latin America.” MimeogMay.
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Declining inequality has contributed to the
expansion of the “middle-class”
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The faster the decline in inequality, the
faster the growth of the middle-class
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8a. Middle class growth and changes in inequality
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Determinants of the decline in
inequality

* Declining inequality of hourly labor
Income

* Larger and more progressive
transfers

* Lower dependency ratios & higher
participation rates of adults



Contribution of proximate determinants to the
decline in inequality (%) Latin America, c. 2000-2010
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Decomposing Decline in Inequality
Labor (red); Transfers (Green); Demog
(Blue) (Azevedo et al. 2012)
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Determinants of declining inequality
in hourly labor earnings:

Decline in returns to post-secondary
education (aka. skill premium)

*Supply
e Demand
e Labor Market Institutions

*Declining “quality” in workers
with tertiary degree



Zooming in: Brazil

* Low growth during most of the period
* Decomposition:
 Wage Structure Effect Equalizing

 Workers’ Characteristics Effect Slightly Unequalizing
(Bourguignon et al., 2005) “paradox of progress)

 Wage structure effect:
* Increase in relative supply of skilled workers
* Increase in relative demand of low-skilled workers
* Rising minimum wages

* Declining Absolute real wages for workers with
tertiary => degraded tertiary?




Brazil: Decline in Wage Inequality

Table 1: Dispersion of Real Wages: 2002-2011, Male aged 16-65

2002 2003 2004 2005 2006 2007 2008 2009 2011

Howrly Wage
Male Sample

Mean 463 438 425 435 457 4.65 480 408 5.15
Median 250 241 242 239 255 2.66 2.79 201 3.11
Gm 0.52 0.51 0.50 0.50 0.50 049 0.48 048 0.47
Theil 0.57 0.54 0.52 0.53 0.54 0.52 0.51 0.53 048
20-10 7.79 7127 7.05 6.60 6.75 6.12 6.11 6.00 5.60
50-10 2.08 201 2.00 183 1.87 1.84 1.85 1.82 1.79
20-50 3.75 3.62 353 3.60 3.60 333 3.30 3.30 3.13
Obs 44097 43480 47187 49734 51479 51519 53825 55138 49419

Wang, Yang. 2013. “Decomposing the Changes in Male Wage Distribution in Brazil.” Tulane University, Ph.D. field paper
14



Brazil (RIF)

Fig.10: RIF Decomposition: 2002-2011 Male
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Wang, Yang. 2013. “Decomposing the Changes in Male Wage Distribution in Brazil.” Tulane University, Ph.D. field paper
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Brazil: Decline in relative returns to
education or “skill premium”

Fig.8: Relative Return to Education
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Wang, Yang. 2013. “Decomposing the Changes in Male Wage Distribution in Brazil.” Tulane University, Ph.D. field paper
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Fig.11: Relative Return and relative Supply: 2002-2011 Male
Incomplete Middle School (0-7) VS Complete Middle School and above (8+)
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Wang, Yang. 2013. “Decomposing the Changes in Male Wage Distribution in Brazil.” Tulane University, Ph.D. field paper
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Brazil: Rising minimum wage

Fig.13: Minimum Wage in Reais: 2002 Price
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Wang, Yang. 2013. “Decomposing the Changes in Male Wage Distribution in Brazil.” Tulane University, Ph.D. field paper



Brazil: Decline in absolute wages for
workers with tertiary

Fig. 6: Average Hourly Wage of Tertiary Group: 2002-2011 Male
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“Degraded” Tertiary? Brazil 2002-2011
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Zooming in: Mexico

* Low growth
* Decomposition:
* Wage Structure Effect Equalizing

 Composition Effect Slightly Unequalizing
(Bourguignon et al., 2005) “paradox of
progress)

 Wage structure effect:
* Increase in relative supply of skilled workers
* Minimum wages and unionization no effect
* Degraded tertiary?



Mexico: Decline in Inequality (Gini)
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Campos, R., G. Esquivel and N. Lustig. 2014. “The Rise and Fall of Income Inequality in Mexico, 1989-2010,”
Chapter 7 in Giovanni Andrea Cornia, ed., Falling Inequality in Latin America: Policy Changes and Lesssons,
WIDER Studies in Development Economics, Oxford University Press,



1 Mexico (RIF)
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Campos, R., G. Esquivel and N. Lustig. 2014. “The Rise and Fall of Income Inequality in Mexico, 1989-2010,”
Chapter 7 in Giovanni Andrea Cornia, ed., Falling Inequality in Latin America: Policy Changes and Lesssons, 5
WIDER Studies in Development Economics, Oxford University Press,



In contrast to Brazil, in Mexico minimum wages did not

increase at all...

Real Minimum Wage and Unionization: 19
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Campos, R., G. Esquivel and N. Lustig. 2014. “The Rise and Fall of Income Inequality in Mexico, 1989-2010,”
Chapter 7 in Giovanni Andrea Cornia, ed., Falling Inequality in Latin America: Policy Changes and Lesssons,
WIDER Studies in Development Economics, Oxford University Press,



Mexico: Relative returns and relative supply, 1989-2010
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How redistributive are Latin American
governments?

 Decomposition of changes in inequality by income
source show that transfers is, on average, the second
most important proximate determinant of decline in
overall inequality

e Social spending and tax incidence analysis for 14
countries (8 from Latin America)

TO EQUITY

e www.commitmentoequity.org g ———



Redistribution in the rich and
. . COMMITMENT
developing countries Q TOEQUITY
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Zooming in (CEQ 14 countries; LA8 inred) 4%
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Argentina: Rising role of transfers
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Lustig, N. and C. Pessino. 2014.
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Argentina-Reduction in Poverty: Market (blue) vs.
Redistribution (red)
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Lustig, N. and C. Pessino. 2014.
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Mexico: Rising role of transfers

Mexico: The impact of cash transfers on inequality and goverty, 1996, 2000 and 2010

tincome  Disposable income

Gini
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Campos, R., G. Esquivel and N. Lustig. 2014. “The Rise and Fall of Income Inequality in Mexico, 1989-2010,”
Chapter 7 in Giovanni Andrea Cornia, ed., Falling Inequality in Latin America: Policy Changes and Lesssons,
WIDER Studies in Development Economics, Oxford University Press,



Thank youl!
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