Povertyand Inequality under the New Left
in Latin America

Comments

Carolina Sanchez-Paramo
World Bank

July 21, 2009




Brief overview

Relationship between ideology of governing party and
poverty/inequality in 2000-20067?
Ideology  poverty/inequality
Focus on
Frequency of poverty/inequality changes
Magnitude of poverty/inequality changes
Main conclusion

Declines in poverty (HC) and inequality (Gini) appear
to be more frequent and larger in countries governed
by “leftist” parties during 2000-2006
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Proposed question and counterfactual
Economic growth

Right versus left
Policy factors

Drivers of poverty (and inequality) reduction
Growth and labor productivity

Social policy
Moving forward




Proposed question and counterfactual

During 2000-2006 declines in poverty and inequality appear to

be more frequent and larger in countries governed by “leftist”
parties

Compared to:

Achievements under previous (non-leftist) governments in same
country (time comparison)

Achievements under other (non-leftist) governments in region
(contemporaneous spatial comparison)

Alternative framing of question

Are observed changes (more frequent) larger than what would be
predicted by economic growth?

Given actual growth, are observed changes (more frequent) larger
than what would have been achieved by a non-leftist government?




Proposed question and counterfactual:
Economic growth (I)

* Output elasticity of moderate poverty: -1.62 (Poverty Group -
LAC, WB)

21.1




Proposed question and counterfactual:
Economic growth (II)

* Output elasticity of extreme poverty: -2.63 (Poverty Group -
LAC, WB)

10.1




Proposed question and counterfactual:
Economic growth (I11)

» But similar patterns in other countries

EINET




Proposed question and counterfactual:
Left versus right

Hard to construct counterfactual

Have leftist governments produced higher growth? Anecdotal
evidence suggests poverty (and inequality?) improvements of
similar magnitude in countries with comparable growth records
and non-leftist governments

Argentina, Brazil and Uruguay = Mexico and Nicaragua

Venezuela > Costa Rica and Panama
Chile = Peru

Have leftist governments pursued more pro-poor policies?
Social expenditure




Proposed question and counterfactual:
Policy factors (I)

Do leftist governments engage in more pro-
poor/redistributive policy?
Positive economic growth, accompanied by high oil and
commodity prices have translated into increased public
revenues in numerous countries
Proxy: Public social spending (education, health, SN/SS,
housing and other) as % of GDP (ECLAD, 2007)

Caveat: Pensions and other expenditures included above are
often regressive in nature




Proposed question and counterfactual:
Policy Factors (II)




Drivers of poverty and inequality declines:
Context

Poverty reduction can be explained by a combination of:
Increases in labor productivity (intensive margin)
Increases in labor supply (extensive margin)

Increases in non-labor income
Interaction between factors above

Strong economic growth in the region in 1990s and 200s, but poverty
declines only in 2000s

Poverty reduction accompanied by
Falling or stagnant labor productivity

Appearance and expansion of well-targeted safety nets (e.g.
CCTs)

Oportunidades (MX)

Bolsa Familia (BR)

A Trabajar and Jefes y Jefas (AR)




Drivers of poverty and inequality declines:
Growth and labor productivity




Drivers of poverty and inequality declines:
Social policy and safety nets

Consolidation and expansion of SS and safety nets throughout
the region

Very positive development

Independent of ideology of governing party

Positive changes in non-labor income in most countries
Includes public transfers and remittances
Distribution of (additional) non-labor income (especially public

transfers) has been relatively pro-poor

E.g. Barros et al. (2006) — Approx 40% of poverty (inequality)
reduction in Brazil is explained by changes in non-labor income




Drivers of poverty and inequality declines:
Heterogeneityand sustainability

Labor income as one of main drivers behind poverty and
inequality declines, but significant amount of heterogeneity
across countries

Brazil: Expansion of social programs

Chile: Increase in labor earnings of poor workers

Mexico: Expansion of social programs and increase in remittances
and labor earning of poor workers

Sustainability?
Recent efforts to consolidate/expand safety nets have relied on
relatively strong fiscal positions (economic growth, high

commodity and fuel prices)
Can this be sustained in context of current crisis/lower fuel and
commodity prices?

Can poverty/inequality decline further without increases in labor
productivity?




