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Abstract

Between 2000 and 2000, the Gini coefficient declined in 12 of the 17 Latin American
countries for which data are available. Why has inequality declined? Have the changes
in inequality been driven by market forces such as the demand and supply for labor
with different skills? Or have governments become more redistributive than they used
to be, and if so, why? This paper attempts to answer these questions by focusing on
the determinants of inequality in four countries: Argentina, Brazil, Mexico and Peru.
The analysis suggests that the decline in inequality is accounted for by two main
factors: (1) a fall in the earnings gap between skilled and low-skilled workers (through
both quantity and price effects); and (i) more progressive government transfers
(monetary and in-kind transfers). Demographic factors, such as a change in the
proportion of adults (and working adults) per household, have been equalizing but the
magnitude of their contribution has been small by comparison. In Brazil, Mexico and
Peru, the fall in earnings gap, in turn, is mainly the result of the expansion of basic
education over the last couple of decades, which reduced inequality in attainment and
made the returns to education curve less steep. It also results from the petering out of
the unequalizing effect of skill-biased technical change in the 1990s associated with the
opening up of trade and investment. In Argentina, the decline in earnings inequality
seems to be associated with government policies that without the windfall of high
commodity prices will be hard to sustain.
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Figure 8
Mexico: Gini Coefficients Using Alternative Income Definitions: 1984-2006
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Source: Esquivel, Lustig and Scott (2009).
Note: Current income excludes income from sales of durables and capital gains.
In the graph “w/0” means as without.
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Figure 9
Peru: Gini Coefficients for Income, Labor Income and Expenditures: 1985/86-
2006
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Source: Jaramillo and Saavedra (2009).
Note: Gini is for household total per capita income or expenditures and for labor income per worker in the
case of labor income.



Table 1

Economic and socio-demographic indicators: Argentina, Brazil, Mexico and Peru (circa

2000-20006)

Argentina (urban) Brazil Mexico Peru
2000 2006 2001 2006 2000 2006 2001 2006
GDP per capita * @ 10292.2 11614.5 7936.5 8673.1 10966.2 11800.9 5591.9 6872.9
GDP pe.r capita yearly growth rate: 20 15 12 35
2006 - circa 2000 * *)
GDP pe'r capita yearly growth rate: 78 27 28 52
2006 - circa 2003 * )
Average household per capita 42287 44295 37132 41315 2389.0 27773 1862.3 2261.4
income from survey ** )
Population (in millions) * 36.9 39.1 176.7 189.3 98.0 104.2 26.0 27.6
Rural Population (in percent) ** () 9.9 8.6 18.8 15.8 25.3 23.7 29.3 28.9
Average household size ** 3.9 3.9 3.9 3.6 4.9 4.7 5.9 55
Adults per household ** ) 3.0 2.9 2.7 27 3.2 3.2 3.7 3.7
:‘;‘:’I';;"g Adults per number of 525 57.9 61.8 64.2 60.5 63.3 64.8 68.5
Open Unemployment rate ** () 14.8 9.5 9.3 8.4 2.2 3.3 5.0 4.2
Share of labor income ** 82.7 82.5 78.5 76.7 89.9 88.7 76.4 73.3
Labor force participation **
Total 58.1 61.6 67.0 69.0 60.7 64.5 69.5 72.6
Female 57.1 63.7 61.3 66.1 46.2 57.0 68.7 72.7
Male 92.0 92.8 90.1 90.0 94.7 94.8 94.0 94.0
Average years of schooling ** 9.9 10.5 6.4 7.2 7.7 8.4 7.9 8.6
Programa Programa Bolsa Bolsa .
Cash Transfer Program . Jefes de I~ Progresa/ Oportunidades -
Trabajar Escola Familia
Hogar
Gini ** (@ 50.4 48.2 58.8 54.8 52.9 49.9 52.4 49.3
Centile 90/10 ** ™ 11.9 11.2 15.7 12.5 11.4 8.9 11.7 10.6
Poverty (2.5 a day) ** ) 14.2 11.0 27.4 19.5 21.9 13.9 29.9 20.4
Bottom quintile **
Income share 0) 3.5 3.7 26 3.0 3.4 4.1 3.4 4.0
Average household size ® 5.4 5.4 4.8 4.5 5.6 5.0 6.4 6.0
Average years of schooling 7.1 7.7 3.4 4.2 3.9 5.1 4.1 4.4
Top quintile **
Income share 0 54.8 52.5 63.1 60.4 57.6 55.2 56.7 54.0
Average household size 2.8 2.7 3.2 2.9 3.6 3.6 4.7 4.1
Average years of schooling ® 13.2 13.6 10.4 11.1 12.0 12.3 11.5 12.2
Sources: Authors’ calculations with data from SEDLAC (Socio-Economic Database for Latin America and the Caribbean (CEDLAS and the World Bank):
http://www.depeco.econo.unlp.edu.ar/sedlac/eng/index.php, ~ World  Dewelopment Indicators  (WDI) database, World Bank:  http://ddp-

ext.worldbank.org/ext/DDPQQ/member.do?method=getMembers and United Nations Population Division, The 2007 Revision: http://esa.un.org/unup.

Notes:

1. (*) Data from WDI. The GDP data is from World Development Indicators (WDI) database, World Bank, July 2009.

2. (**) Data from SEDLAC, July 2009. The household surveys used are Argentina (Urban) 2000: Encuesta Permanente de Hogares (EPH) and Argentina
(Urban) 2006: Encuesta Permanente de Hogares-Continua (EPH-C); Brazil 2001 and 2006: Pesquisa Nacional por Amostra de Domicilios (PNAD); Mexico
2000 and 2006: Encuesta Nacional de Ingresos y Gastos de los Hogares (ENIGH); Peru 2001 and 2006: Encuesta Nacional de Hogares (ENAHO). All
values are in percent.

3. (***) Data from United Nations Population Division and WDI.

(a) The GDP per capita is at PPP prices (constant 2005 intemational dollars).

(b) The GDP per capita growth (annual %) was calculated based on the geometric growth rate between 2006 - 2000 and 2006 - 2003.

(c) The average household per capita income was annualized multiplying by 12 the monthly per capita income. Household per capita income includes
total labor and non-labor income (monetary and non monetary, includying imputed rent), is at PPP prices (constant 1993 international dollars).

(d) Ratio of rural population was obtained between the years 2005 and 2000.

(e ) Adults were those individuals older than 15 years or head of household.

(f) Figures for Argentina in 2006 without Programa Jefes de Hogar (Head of Household Program) were equal to: 9.7 percent open uneployment rate;
61.1, 63.0 and 92.8 percent for the total, female and male labor force participation, respectively.

(g) Gini coefficient of household per capita income. There might be slight differences between the Gini coefficients presented here and those that
appear in the papers included in this volume. These differences are due to the fact that some authors may have used the Gini coefficients that
correspond to a different concept of income or were adjusted to make them comparable over time. These differences, however, do not affect the main
results discussed here or in the individual papers.

(h) Ratio of average income of centile 90 over average income of centile 10.

(i) The international poverty line of $2.50 per day based on 2005 prices was used in the estimations of the headcount ratio (FGT(0)).

(j) Bottom and top values are from household per capita income quintiles.

(k) Bottom and top values are from equivalized income quintiles.
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Table 2

Decomposition of Inequality by Source: Argentina, Brazil, Mexico and Peru (circa 2000-

2006)

ARGENTINA (urban areas): 2000-2006

Marginal Contribution of

In Percentage

In Percent
Source: Points

Demographic Factors 0.20 8

(adults per household) |

Non-labor Income -0.68 26

Part. in Labor Market -0.43 17

Earnings per Worker -1.30 50
SUBTOTAL -2.61 100 91

Interactive Term (all) -0.26 9
TOTAL -2.87 100

BRAZIL: 2001-2006
Marginal Contribution of In Pe rc.e ntage In Percent
Source: Points

Demographic Factors 0.23 6.6

(adults per household)

Non-labor Income -1.61 45.2

Part. in Labor Market -0.15 41

Earnings per Worker -1.57 44.1
SUBTOTAL -3.56 100.0 120.8

Interactive Term (all) 0.61 -20.8
TOTAL -2.94 100.0

Source: Alejo et al. (2009).
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Table 2 (continued)

MEXICO: 2000-2006

Marginal Contribution of

In Percentage

In Percent
Source: Points

Demographic Factors 0.50 10.3

(adults per household)

Non-labor Income -0.73 15.1

Part. in Labor Market -0.44 9.1

Earnings per Worker -3.19 65.5
SUBTOTAL -4.87 100.0 158.3

Interactive Term (all) 1.79 -58.3
TOTAL -3.07 100.0

PERU: 1997-2006
Marginal Contribution of In Pe rc.entage In Percent
Source: Points

Demographic Factors 1.43 59.2

(adults per household)

Non-labor Income -2.29 94.4

Part. in Labor Market 0.08 -3.4

Earnings per Worker 1.21 -50.1
SUBTOTAL -2.42 100.0 59.5

Interactive Term (all) -1.65 40.5
TOTAL -4.07 100.0

Source: Alejo et al. (2009).
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