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Inequality	  in	  LA	  and	  the	  Rest	  



	  Inequality	  in	  La6n	  America	  is	  high…	  
	  	  	  …but	  has	  been	  declining	  since	  around	  2000	  

Ø Decline	  is	  pervasive	  and	  significant	  
Ø Larger	  than	  the	  rise	  in	  inequality	  in	  1990s	  
Ø The	  region	  with	  the	  most	  significant	  decline	  
Ø Important	  contribu)on	  to	  the	  decline	  in	  poverty	  
and	  the	  rise	  of	  the	  middle-‐class	  
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	  Inequality	  in	  La6n	  America	  is	  high…	  
	  	  	  …but	  has	  been	  declining	  since	  around	  2000	  
	  
Ø In	  countries	  with	  high	  growth	  (Chile	  &	  Peru)	  &	  
low	  growth	  (Brazil	  &	  Mexico)	  

Ø In	  countries	  with	  leP	  (Arg,	  Bol,	  Bra,	  ElS,	  Ecu,	  Nic	  
&	  Par)	  and	  nonleP	  (	  Mex	  &	  Peru)	  governments	  

Ø In	  commodity	  exporters	  (Arg,	  Bol,	  Bra,	  Ecu,	  Per)	  
and	  commodity	  importers	  (El	  Salvador	  &	  Mex)	  

Ø In	  countries	  with	  rising	  (Arg	  &	  Bra)	  and	  stagnant	  
(Mex)	  minimum	  wages	  
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La6n	  America,	  a	  region	  with	  ‘excess’	  
inequality	  



Average	  Inequality	  By	  Region	  	  
(5	  year	  Averages)	  2000-‐2010	  
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The	  decline	  of	  income	  inequality	  in	  the	  2000s	  (-‐6.0%)	  
has	  been	  higher	  than	  the	  rise	  in	  the	  1990s	  (2.5%)	  



In	  the	  2000s,	  economic	  growth	  and	  
declining	  inequality	  led	  to	  
	  

Ø significant	  poverty	  reduc)on:	  propor)on	  of	  
poor	  declined	  from	  	  42	  to	  25	  percent	  
(poverty	  line	  US$4	  ppp/day)	  

Ø a	  robust	  expansion	  of	  the	  middle-‐class:	  
propor)on	  of	  middle	  class	  popula)on	  rose	  
from	  22	  to	  	  34	  percent	  

Evolu6on	  of	  Poverty	  and	  the	  Size	  	  
of	  the	  Middle	  Class	  in	  the	  2000s	  



Percentage	  of	  popula6on	  by	  income	  groups	  La6n	  
America,	  c.	  2000-‐2012	  

10	  Azevedo,	  Lopez-‐Calva,	  Lus)g	  and	  Or)z.	  2015.	  Inequality,	  Mobility	  and	  Middle	  Classes	  in	  La)n	  America.	  In	  Dayton,	  Jeff	  (editor)	  
	  	  

Poor	  

Middle	  
	  class	  



Poverty	  reduc6on:	  growth	  contributed	  with	  61	  percent	  and	  
inequality	  reduc6on	  with	  39	  percent,	  on	  average	  	  
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Growth effect 
Change in poverty ($4 a day) in percentage points 

Lus)g	  et	  al.	  (2014)	  based	  on	  SEDLAC	  
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Expansion	  of	  the	  middle-‐class:	  growth	  contributed	  
with	  about	  79	  percent	  and	  inequality	  reduc6on	  with	  
21	  percent,	  on	  average	  

Lus)g	  et	  al.	  (2014)	  based	  on	  SEDLAC	  



Why	  did	  inequality	  decline?	  



Determinants	  of	  the	  decline	  in	  
inequality	  

• Decline	  in	  inequality	  of	  labor	  
income	  

	  
•  Larger	  and	  more	  progressive	  
government	  transfers	  

• Expansion	  of	  private	  transfers:	  
remi_ances	  
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Determinants	  of	  the	  decline	  in	  
inequality	  
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Private	  transfers	  

Government	  	  
transfers	  

Labor	  	  
income	  



Schooling	  and	  Inequality	  in	  La)n	  America	  

•  Between	  2000	  and	  2012,	  income	  inequality	  fell	  in	  16	  
out	  of	  18	  countries	  in	  La)n	  America	  

•  About	  60%	  of	  the	  reduc)on	  	  in	  the	  Gini	  coefficient	  is	  
explained	  by	  a	  reduc)on	  in	  labor	  income	  inequality	  

•  Improvements	  in	  educa)onal	  a_ainment,	  measured	  
by	  the	  schooling	  composi)on	  of	  the	  labor	  force,	  is	  
the	  main	  driver	  of	  the	  reduc)on	  in	  earnings	  
inequality	  



Gini coefficient and educational attainment; circa 2000-2012 
Educational attainment for total population aged 25-65 

Source: Own calculations, based on data from SEDLAC (CEDLAS, and The World Bank), December 2014. 
Notes: The average change in the Gini for each country is calculated as the percentage change between the end year and the initial year, divided by the 
number of  years. The change in educational attainment is calculated as the absolute change between the shares in the end and initial years. 
According to years of  schooling, the education groups are calculated as follows: secondary education (between 9 and 13 years of  schooling) and tertiary 
education (more than 13 years of  schooling). 
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Determinants	  of	  declining	  inequality	  

in	  labor	  earnings:	  
	  Decline	  in	  returns	  to	  post	  secondary	  

educa)on	  (aka.	  skill	  premium)	  
	  

Ø Supply	  of	  skilled	  labor	  outpaced	  its	  
demand	  

Ø Expanding	  access	  to	  educa)on	  probably	  
the	  single	  most	  important	  policy	  behind	  
the	  declining	  trend	  in	  inequality	  

19	  



	  
Determinants	  of	  declining	  inequality	  

in	  labor	  earnings:	  
	  Reinforcing	  factors	  

•  Labor	  market	  ins)tu)ons:	  minimum	  wages	  
–  Rise	  of	  lePist	  par)es?	  

• Declining	  “quality”	  in	  new	  genera)on	  of	  
workers	  with	  ter)ary	  degree:	  Brazil?	  
•  Skill	  obsolescence	  and	  skilled	  labor	  saving	  
technical	  change:	  Mexico?	  

Countervailing	  forces	  
§  Assorta)ve	  matching?	  
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Determinants	  of	  more	  progressive	  
transfers	  

•  Mainly	  two	  types:	  
–  Condi)onal	  cash	  transfers	  targeted	  to	  the	  poor	  
– Noncontributory	  old-‐age	  pensions	  
	  

•  Technological	  innova)on	  in	  social	  policy:	  cash	  
transfers	  replaced	  general	  subsidies	  

•  Poli)cs:	  	  
– Democra)za)on	  &	  inclusion	  of	  previously	  excluded	  
sectors	  

–  Rise	  of	  the	  leP	  &	  electoral	  compe))on	  



Redistribu6ve	  Effect:	  Brazil,	  Chile,	  Colombia,	  
Indonesia,	  Mexico,	  Peru,	  South	  Africa,	  EU	  and	  the	  

United	  States	  	  (circa	  2010)	  
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Source:	  Lus)g,	  Nora.	  2015b.	  



Fiscal	  Policy	  and	  Poverty	  Reduc6on:	  net	  
direct	  and	  indirect	  taxes	  (circa	  2010)	  	  
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Caveat:	  Story	  does	  not	  include	  top	  
incomes	  (Pikeay’s	  capital	  owners)	  
•  Merrill	  Lynch’s	  4,400	  individuals	  (roughly	  0.001%	  of	  total	  

popula)on)	  with	  a	  net	  worth	  of	  US$30	  million	  or	  more	  with	  
an	  average	  wealth	  of	  US$500	  million	  
–  Approximately	  	  US$600,000/month	  

•  Forbes’	  30	  billionaires	  
–  Approximately	  US$15	  million/month	  

•  Forbes’	  Carlos	  Slim	  US$35	  billion	  	  
–  Approximately	  US$150	  million/month	  
Note:	  es(ma(ng	  by	  assuming	  a	  5%	  return	  on	  assets	  

•  Average	  income	  of	  two	  richest	  households	  in	  Mexican	  HH	  
surveys	  around	  US$45,000/month;	  Brazilian,	  roughly	  US
$80,000/month	  

•  =>	  What	  do	  we	  know	  about	  trends	  in	  top	  incomes	  and	  
how	  much	  top	  incomes	  are	  taxed?	  
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What	  to	  expect	  in	  more	  
challenging	  6mes?	  



Labor	  earnings	  	  
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Lower	  labor	  demand	  and	  fiscal	  consolida)on	  imply	  
that	  	  
Ø Market-‐determined	  wages	  at	  the	  bo_om,	  will	  
grow	  less,	  not	  at	  all	  or	  decline	  

Ø Real	  minimum	  wages	  cannot	  con)nue	  to	  rise	  
	  
But	  wages	  of	  skilled	  workers	  are	  also	  likely	  to	  
con)nue	  to	  decline	  
Ø Net	  effect	  will	  depend	  on	  which	  factor	  dominates	  



Private	  Transfers:	  Remiaances	  
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Ø With	  US	  recovery,	  remi_ances	  are	  
likely	  to	  con)nue	  being	  a	  posi)ve	  
equalizing	  force	  



Government	  transfers	  
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With	  most	  countries	  facing	  limited	  or	  no	  fiscal	  
space,	  or	  worse	  
Ø Transfers	  will	  not	  con)nue	  to	  be	  an	  
important	  equalizing	  force	  

Ø Some	  countries	  may	  even	  have	  to	  cut	  them	  
down	  

Ø In	  others	  they	  will	  get	  eroded	  by	  infla)on	  
Ø In	  addi)on,	  taxes	  are	  likely	  to	  rise	  



Net	  Payers	  to	  the	  Fisc	  (circa	  2010)	  

Brazil(2009)	  

South	  Africa**(2010)	  	  

Peru(2009)	  

Mexico(2010)	  

Colombia(2010)	  

Chile**(2009)	  

Indonesia*(2012)	  	  

Net	  Receivers	  
Net	  Payers	  

y<1.25	   1.25<=y<2.5	   2.5<=y<4	   4<=y<10	   10<=y<50	   y>=50	  

Source:	  Lus)g,	  Nora.	  2015a.	  The	  Redistribu-ve	  Impact	  of	  Government	  Spending	  on	  
	  Educa-on	  and	  Health:	  Evidence	  from	  Thirteen	  Developing	  Countries	  in	  the	  Commitment	  
	  to	  Equity	  Project.	  CEQ	  Working	  Paper	  No.	  30,	  	  
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