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Education in Latin America:
demand and distribution

are factors that matter

Nancy Birdsell

Principal Associate, Although the governments of the region have increased their
Carnegie Endowment spending on hezlth and education, the results have been unsatis-
Jfor International Peace.
factory, Expenditure on these services has traditionally been con-
sidered as a wansfer rather than an investment. The accomulation
Juan Luis Londofio of human capital has been relatively slow, with negative effects
President, Revisia Dinero on economic prowth, and it has been distributed unevenly among
- {Colombia).
feo @ the different income groups, thereby forther increasing inequality.
This article analyses the causes of these results. First it describes
Lestey O’Gonnell the nature of the problem, presenting data which confirm the
Consuirtant, Inter-American scanty and inequitable accumulation of social capital in the re-
Development Bank.

gion, which kas further accentuated the inequitable distribution of
wealth and income. It then discusses the causes of these resuits,
emphasizing the effect of the weak demand for education among
the poor, due, among other reasons, to income constraints and the
old policy of economic protection. Among its conclusions, it lays
emphasis oo the fact that the economic reforms have increased
the demand for social capital, thus raising the private retums on
investment in human capital and giving rise to renewed interest
within the private sectar in improving the public educational sys-
tem. The public sector also has new incentives to erabark on the
teform of the health and education sectors. Fhis could set up a
virteous circle of better accumulation and distribution of human

capital, linked with more equitable economic growth,

DECEMBER 1998



40 CEPAL REVIEW &8

DECEMBER 1998

I

Introduction

The early postwar development model emphasized
a strong role for the State. The challenge of coordi-
nation, of ensuring the complementary public and
ptivate investment in industry, transport and commiu-
nications needed to jump-start an economy, seemed
to justify the State not only assuming a leading role
as planner, but also taking the commanding heights
of the economy and managing production. In this
carly development model, spending on such *non-
productive sectors” as health and education was seen
as a drain on the accumulation of productive assets,
and thus as a cost in terms of growth. Early demo-
graphic models, for example, emphasized that rapid
population growth in developing countries was drain-
ing away public resources on schooling and health
services, thus reducing the availability of productive
physical capital per capita.

The newer growth models introduced the con-
cept of “human capital” as a productive investment,
In the new classical growth models, human capital
accurmulation is as critical to the growth process as
the previous narrow concept of physical capital:
growth is stimulated by increasing savings and in-
vestment in education. The recent endogenous
growth models attribute an even stronger role to hu-
man capital. In these models, sustainable growth is a
result, in part, of the positive externalities generated
by education, an important form of human capital;
new ideas and new technologies are critical to high
sustained growth, and their generation, in turn, de-
pends on high levels of human capital.

The newer growth models provide an elegant
and compelling justification for human capital in-
vestments as efficient and growth-enhancing. In their
simplest form, however (as reflected in the well-
known empirical studies of growth by Barro, Sala-i-
Martin, Romer and others), they embody assump-
tions which are poor guides to policy choices.

First, and most fundamental for this article, the
distribution of human capital across individuals is ig-
nored, The implicit assumption is that the accumula-
tion process will “trickle-down” and benefit members
of all income groups proportionately,

Second, and reinforcing the first shortcoming,
demand is ignored. Human capital accumulation is
treated as exogenous. The determinants of the accu-
mulation process ~household decisions to invest in
hutnan capital, and public policy decisions about the
size and allocation of similar investments— are not
modelled. The initial distribution of adult education
across households, which is critical to investments in
children’s education (Schultz, 1988), and the macro-
economic, trade and other economy-wide policies
that also affect household demand by different in-
come groups for education, are not explicitly consid-
ered. This ignores the fact that parents who are
poorer and less educated are likely to invest less in
their children’s education.

And third, the problem of delivery —the efficient
and equitable production of social services— is also
ignored. A major role for the State in the delivery of
health and education services is implicitly endorsed.
The emphasis on the positive exteralities of human
capital in new growth models is based on the logic of
a market failure, particularly in capital markeis,
which inhibits optimal private investment. Because
human capital cannot be appropriated, borrowers can-
not use future human capital as collateral; even when
agents recognize high returns 1o private investments
in health and schooling, they cannct borrow and
their investments are therefore liquidity-constrained,
Thus in these models the role of the State is critical,
reinforcing the traditional view of government as the
major financier, producer and provider of all social
services.'

This lack of emphasis on the distribution, de-
mand for, and delivery of social programmes has re-
inforced the long-standing assumption that Latin -
America’s developing societies face an inevitable
tradeoff between efficiency and faimess. In the tradi-
tion of Kuznets, analysts have tended to view the
high and growing income inequality of the region as

! Of course, the State can play a strong role in the selective
financing of social programmes, spart from their provision. On
this particular issue, the new growth models are silent.

EDUGATION IN LATIN AMERICA: DEMAND AND DISTRIBUTION ARE FACTORS THAT MATTER & NANCY BIRDSALL, JUAN LUIS LONDOROD
AND LEBLEY O'CONNELL
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an inevitable consequence of economic development.
Past efforts of governments to rectify unfairess us-
ing populist transfers —with disastrous fiscal results—
have reinforced the pessimistic view that Latin Amet-
ica cannot enjoy growth with equity. Given that pes-
simism, the range of recommended policy responses
has been comparatively unambitious: a remedial and
marginal social policy designed to cushion the impact
of increasing poverty, without any emphasis on in-
vesiment in the human capital of the poor.

In challenging the assumptions of the new
growth models and of the tradeoff pessimists, the pre-
sent article focusses on the social sectors —edacation
and health— in Latin America. The process of invest-
ment in these sectors ~that is to say, investment in
human capital- has not worked well in the region,
Though governments have committed as many or
more resources to health and edncation services as
have other developing countries, the region has a
poor record, given its income. Spending on these
services, particularly for the poor, has historically
been viewed as a transfer rather than an investment.
Human capital accumulation has been relatively slow,
with negative effects on growth, and it has been
highly unequal across income groups, exacerbating
income inequality.

This article examines why. The discussion is
based on a broader consideration of the points made
above, focussing on the interrelated issues of demand
{for education, for example} and distribution. A
thorough discussion of the third point (the transfor-
mation of social service delivery) may be found in
Birdsall and Londofio (1998).

First, with regard to demand, the low accumula-
fion of human capitai in Latin America reflects low
household demand for education, particularly among
the poot. Second, with regard to distribution, this low
household demand for human capital reflects the high
proportion of poor households in Latin America and
the depth of their poverty. The historically unequal
access of the poor to income-producing assets {land
as well as human capital) in the region helps to ex-
plain the vicious cycle of low accumulation of human
capital and widespread poverty. Morecver, low accu-
mulation of human capital by the poor has been exac-
erbated by regressive patterns of public spending on
social programmes -the poor have not benefitted
much from public spending on education and heatth
services— and by economic policies that bave penal-

ized labour and discouraged household investment in
education,

In short, the trickle-down approach to human
capital accumulation in Latin Amertica has failed. If
the region’s economies are to exploit the efficiency
and growth-enhancing effects of more rapid human
capital accumulation, there will need 1o be more em-
phasis on equity in the distribution of the services
that generate such capital.?

Section II of this article describes the nature of
the challenge, summarizing evidence which shows
that, despite adequate public spending, accumulation
of humag capital in Latin America has been low and
inequitable —the distribution of education has hardly
improved over fime, Empirical analysis shows that
low and unequal human capital accumulation in Latin
America goes a long way towards explaining not
only Latin America’s high level of income disparity
and poverty but also its sluggish capital formation
and lack of economic growth, and that, in a vicious
circle, the insufficiency and inequality of the region’s
human capital has reflected, and at the same time
reinforced, the high degree of asset and income in-
equality throughout Latin America. o

In section I1L, the underlying reasons for low and
unequal human capital accumulation ace discussed,
emphasizing the effect of weak demand for education
among the poor due to liquidity constraints and the
likelihood of low retnrns to human capital investment
in economies biased against labour. On the one hand,
history suggests a discouraging vicious circle, in
which initial poverty and income inequality have led
to slow and unequal human capital accumulation,
which has in turn reduced growth and exacerbaied
inequality. On the other hand, there is a positive im-
plication: more rapid accumulation, with greater em-
phasis on equal access to education, can both speed
economic growth and reduce income inequality.
More and more equal education can enhance both
efficiency and equity.

The asticle ends on a note of optimism. Recent
economy-wide reforms are increasing the demand for
skilled labour in the region. This is raising the private
return to human capital investment, and generating a

2 Tn Birdsall and Lendofio {1998) we address the challenge of
more equitable social service delivery by advocating a new
“horizontal” approach to the provision of social services: one
which relies on greater targeting of public spending to the poor,
more competitive supply of services, and an emphasis on de-
mand that empowers consumers, including poor consumers.

EDUCATION N LATIN AMERICA: DEMAND AND DISTRIBUTION ARE FACTORS THAT MATTER + HANCY BIRDSALL, JUAN LUIS LONDONGD
AND LESLEY O'CONNELL
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new round of interest in the business sector for an
improved public system of education. At the same
time, success on the macroeconomic front has created
a readiness in the public sector to address the chal-
lenges of reforming the education and health sectors
—education was a major focus of atention for the
Heads of State at the 1998 Summit of the Americas
in Santiago, Chile, Throughout the region, there are a
growing number of efforts to test new approaches to
the delivery of social services that combine centrally

11

determined rules of the game with market-led com-
petitive supply and consumer empowerment. These
efforts show the potential for greater internal effi-
ciency in the delivery of social programmes and more
responsiveness and accountability of public systems
to the needs of the poor. More access by the poor to
good education and health services can set in motion
a new, virmous circle that includes fairer distribution
of assets and opportunities, faster economic growth
and wider distribution of its benefits.

Low and unequal human capital

accumulation in Latin America

First the facts. After taking account of its per capita
income, Latin America’s performance in human capi-
tal accumulation is weak compared 1o other regions,
This is particularly true for education: average
schooling attainment is two years below what would
be expected from the level of per capita income: a
record barely better than that of sub-Saharan Africa
and well below that of East and Southeast Asia. At
the beginning of the 1990s, workers had an average
of 5.2 years of education —nearly a third less than
would be expected for countries with the region’s
level of development— and more than a third of the
children entering primary school were not finishing
it: over twice the rate of other regions in the world.
The education gap has worsened over the last
three decades. At the start of the 1970s, Latin Amer-
ica had a low level of education, lower than the coun-
tries of Europe and Southeast Asia with comparable
income levels but no different from the rest of the
developing world, once adjusted on a per capita basis.
Since then, however, education in Latin America (led
by Brazil, Mexico, Venezuela and Central America) has
" grown at a positive but slow rate, well below the growth
achieved by the Asian countries and the rest of the de-
veloping world, In 1980, the region’s work force lagged
behind the average for the developing world, in terms of
number of years of education, by an average of one
year, and by the mid-1990s this figure had doubled.
Compared to East and Southeast Asia, Latin Amer-
ica's lag in education has increased from less than
one year in 1970 to about 4 years in 1995 (figure 1).

The shertfall in health compated with other re-
gions is not so marked. Average life expectancy is
about two years below the level that should be ex-
pected, given the region’s income (figure 2). This re-
sult is perhaps due to a smaller gender gap in
education than elsewhere, the positive effect of moth-
ers’ educational levels on infant mortality, and rela-
tively greater spending and innovation in the health
sector in Latin America (IDB, 1996).

The primary problem is not one of low public
expenditure on heaith and education; such expendi-
ture is similar to that of other developing regions, at
6.6% of GDP (table 1).* Rather, the problem has been
the inefficient use of public expenditure and the un-
equal incidence of public spending on these services:
that is to say, the relatively low proportion of public
spending that has benefitted the poor* Compared to

¥ Consistent with performance, spending is relatively greater on
health than on education, comparsd to other regions. In this
article, education is emphasized as the measure of human capital
accumulation. Health and other measures also reflect investment
in human capital, of course, but in a less linsar manner end thus
with less easity measured and differentiated effects on produc-
livily and income growth.

4 Compared with East Asia, low economic growth and the later
decline in fenility also translated into lower spending per child
in Latin America, especially in the 1980s. Now, however, Latin
America is beginning to benefit frem a reduction in the growth
of school-age populations and from the higher ahsolute spending
per capita that is associated with higher rates of economic
grawth, even without increases in the proportion of GDP going
w0 social spending. In addition, many countries are in fact in-
creasing that proportion.

EDUCATION [N LATIN AMERICA: DEMAND AND DISTRIBUTION ARE FACTORS THAT MATTER * MANCY BIRDSALL, JUAN LUIS LONDORO
AND LESLEY O’'CONNELL
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FIGURE |

Latin Amearica and East Asla:
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Source: Inter-American Development Bank, Economic and social
progress in Latin America, Washington, D. C., 1996,

FIGURE 2
Latin Amarica: The Iife expectancy deficit
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TABLE 1 .
Social axpenditure in the 19903
{% of GDP;
Public expenditure Private
expendi-
ture
Total  Education Health Health
Latin America 6.6 36 30 Al
Other developing
Countrics 6.4 4.2 22 19
All developing
couniries 6.5 4.1 2.4 2.2
Worldwide 29 5.1 4.8 32

Source: Inter-American Development Bank (IDB), Economfc and
Social Progress in Latin America, Washington, D C., 1996.

East Asia and the indusirialized countries, Latin
America displays high inequality of human capital
(its inequality in the distribution of land, another
critical productive asset, is the highest of any region
—see figures 3 and 4).% Thus, the low rate of overall
accumulation —the average between the sizeable in-
creases in the number of years of schooling com-
pleted for a small number of the people and very
limited increases for the great majority- is due in part
to the unegual natare of the accumulation.®

Moreover, contrary to what might be expected,
the increase in average vears of schooling in Latin
America over the last three decades has not been as-
sociated with an improvement in the distribution of
education. Figure 5 contrasts the virtvally unchanged
distribution of education in Latin America to the im-
provement in East Asia over this period.”

5 in figures 3 and 4, years of schooling are estimated vsing

Barro-Lee's frequency distribution for the population 235
years and over within categories of education; i.e., no
schooling, incomplete primary schooling, completed pri-
mary schooling, incomplete secondary schooling, com-
pleted secondary schooling, incomplete higher education,
and completed higher education), There is some evidence
that inequality of education is beginning to decline in Latin
America: in 1990, inequality was lower for young adults
(aged 20-30) than for older groups (Elizabeth King, per-.
sonal correspondence, June 1997). However, the experience
of countries like Indonesia shows that even starting from a
low level, rapid accumulalion can be accompanied by im-
proved distribution.

% Low accumulation in Latin America is strongly associated
with the low quality of public primary and secondary schools,
as described and discussed in Schiefelbein, 1995 and Birdsall,
1998. Among a moltitnde of systemic problems in highly
centralized systems is the difficulty of recruiting and retaining
the best possible teachers. In many couniries, teachers are
pootly paid; moreover, teachers {including (hose with the’ least
training) are poorly supported, bul nevertheless automatically
advance through the system, ofien persisting in unsatisfactory
working conditions in order to benefit from guaranieed pensions
and retirement as early as al age 50, ]l:any countries’ budgets
are burdened with non-working teacheys, some actoalty retired
or even “phaniom” teachers, straining; the resources available
for genuine working teachers. The challenge remains for
governments in the region (o create . mechanisms 1o bring
teachers’ unions, some of which arel politicized and resist
change, into a relationship of collaboration and cooperation.

T 1t js normal that existing disparities in human capitat of the
population will widen as educational systems ipitially expand,
until average schooling reaches five w sixw years {Londofio and
Székely, 1997).

EDUCATION N LATIN AMERICA: CEMAND AND DISTRIBUTION ARE FACTORS THAT MATTER »
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FIGURE 3
Inequality of arset distribution, circa 1990
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Source: The inequality of human capital distribution was calcuo-
lated on the basis of figures for education taken from R.J. Barro
and I. Lee, fnternational Comparison of Educational Attainment,
Washington, D. C., World Bank, 1993, The Gini coefficients for
land distribution were obtained from K. Deininger and L. Squire
{personal comrespondence).
® The measure of inequelity of human capital distribution is the
standard deviation of the mumber of years of schooling of the
population aged 25 or more (see footnote 5).

FIGURE 5

Latin America and the Carlbbean and East Asia:
Inequality of human capital distribution
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ton, D. C,, World Bank, 1993,

® East Asia comptises Hong Kong, [ndonesia, South Korea,
Malaysia, Singapore, Taiwan and Thailand. In this figare, the
inequality of distribution of human capital is measured by the
coefficient of variation of the number of years of schooling.

FIGURE 4 .
Inaquality of asset distribution, circa 1990
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* In this figure, the measure of inequality of human capital distri-
bution is the coefficient of variation: i.e., the quotient of the
standard deviation and the mean. This measure takes a:count of
the ¢ffect of changes in the average number of years of schaol-
ing on the distribution {see footnote 5). It may be noted that in
this figure the high inequality of human capital in Latin America
(see figure 3) goes down compared with other regions when the
standard deviation of the number of years of schooling of adults
is divided by the mean schooling of adults. The relatively high
level of schooling in Latin America compared with olher devel-
cping countries is not sufficient, however, (o make up for the
high standard deviation for a given mean compared with East
Asia and the developed regions.

1. Effects of low and unequal accumulation
on growth

What have been the effects of low and unegual hu-
man capital accumnlation on the growth rase in Latin
America over the last three decades? Table 2 shows
the results of estimating a traditional growth equation
across countries, using the best recently available
data on the distribution of income (Deininger and
Squire, 1996). For these estimates, the countries se-
lected were those for which Lorenz curves were
available for two periods of time separated by at least
five years, with income estimates per capita in inter-
national purchasing power prices, and with data on
physical capital investment, the education of the la-

EDUCATION IN LATIN AMERICA: DEMAND AND DISTRIBUTION ARE FACTORS THAY MATTER + HNANCY BIRDSALL, JUAN LUIS LONDORD
AND LESLEY Q'CONMELL
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TABLE 2
Explaining Growth’

A. Explaining aggregate growth

Tndependent variable ) {2) (%))
Constant 0.0t 0.04° 0.03
Capital accumulation 0.5 057" 0.54"
Initial conditions:
Income level -0.88 -0.41] -0.42
Education level 0.17 _ 028" . 0.30°
Income inequality -0.05° 003 -0.002
Land inequality 0.02° -0.01
Educational inequality -0.09° 0.00°
Matural resources . 041
Changes in;
Icome inequality
Trade opetmiess Q.02
Manufacturing irade
Primary trade
Dumnmy for Latin America and the Caribbean 0.004
R? 0.61 0.70 0.76
B. Explaining income growth of the poorest
Independent variable C)] &) 6)
Consiant 0.00 0.05° 0.04°
Apgregate growth 131 '
Capital accumulation 072" 0.77
Initial conditions:
Income level
Education lavel 0.41° 051"
Income inequality 0.05 002
Land inequality 007° 0.2
Educational inequality -0.20° 0.18".
Natural rescurces
Changes in:
Income inequality £.27°
Trade openmess
Manufacturing trade 0.05°
Primary rade -0.01
Dummy variable for Latin America and the Caribbean .01
r? 0.51 0.42 0.63

Source: M, Birdsall and I. L.. Londofio, Asset inequelity mattecs: an assessment of the Word Bank's approach to goverty reduction, The
Americar Economic Review, vol. 87, No. 2, Nashville, TN, American Economic Association, 1997,

* Sratistically significant at the 1-percent level.
" Statistically significant al the S-percent level.
€ Values statistically significant at the 10-percent level.

bour force (which was used to construct the measuore
of human capital distribution), land diswribution and
trade indicators.

The findings (reported originally in Birdsail and
Londofio, 1997) are straightforward with respect to
the effect on growth of education and of the distribu-
tion of education: education accumulation, along
with capital accumulation, is good for growth -a re-
sult now taken for granted (columns 2 and 3). The
strong positive effect exerted on growth by human

capital accumulation, as reflected in the average years
of education of the 1abour force, is consistent with the
theory referred to in the introduction, as well as with
microeconomic evidence that better-educated waork-
ers earn higher incomes and, particularly in the case
of women, are more effective in household produc-
tion of children’s good health and schooling. The
positive effect of a country’s level of education at the
beginning of a period on growth during the sub-
sequent period is now a commonplace and highly

EDUCATION IN LATIN AMERICA: DEMAND AND DISTRIBUTION ARE FACTORS THAT MATTER « NANCY BIRDSALL, JUAN LUIS LONDORO
AND LESLEY O'CONNELL
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robust result in virtually all cross-country studies of
growth (Barre and Sala-i-Martin, 1995; Levine and
Renelt, 1992). Lora and Barrera (1957) estimate that
Latin America as a region could increase its growth
rate by 2 percentage points a year over the next dec-
ade if, in addition to¢ deepening structural reforms, the
region were able to increase the pace of human capi-
tal accumulation for the labour force as a whole by
one year over the expected level. Viewed from an-
other angle, Birdsall, Ross and Sabot (1995) estimate
that if Korea had had Brazil's level of primary and
secondary education in 1960, it would have grown by
0.56 percentage points less per year over the next 25
years, and Korea's resulting per capita GDP for 1985
would have been 12% lower than it actually was.

In addition, and controlling for the level of edu-
cation, the degree of inequality in the distribution of
education has a strong and robust negative effect on
growth (columns 2 and 3). The variable measuring
the diswibution of education is highly robust;? its
negative effect operates independently not only of the
education level variable, but also of the positive ef-
fect of trade openness and the negative effect of natu-
ral resource endowment.

It should be noted that when the asset distribu-
tion variables are included, the negative effect of in-
come inequality on growth loses statistical
significance (columns 2 and 3 versus column 1); the
widely reported negative effect (Birdsall, Ross and
Sabot, 1995; Alesina and Rodrik, 1994, Persson and
Tabellini, 1994) apparently reflects differences in a
fundamental element of economic structure, namely
the access of different groups to productive assets.

In columns 4 1o 6 of table 2, the effect of the
initial distributions of income and assets on the in-
come growth of the poor is assessed. The elasticity of
income growth of the poor with respect to overall
growth is well above one (column 1), confirming the
logic of the argument that economic prowth is a key
to poverty reduction. Income growth of the poor also
depends heavily upon capital accumulation {columns
2 and 3). Most interestingly, initial inequalities in the
distribution of land and of human capital have a clear
negative effect on the income growth of the poor, by
magnitudes twice those of their effects on average

8 In these regressions, the standard deviation of years of educa-
tion of adults aged 25 years and older is used as a measure of the
distribution of education,

FIGURE &

Latin America: Impact of
ingquality on poverty, 1970-1895
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Source: N. Birdsall and J. L. Londofio, Asset inequality matters:
An assessment of the World Bank's approach to poverty reduction,
The American Economic Review, vol. 87, No. 2, Nashville, TN,
Ametican Economic Association, 1997,

income growth {column 2). An unequal distribution
of assets, especially of human capital, affects income
growth of the poor disproportionately; better distribu-
tion of assets would reduce poverty both directly and
indirectly, by enhancing average growth.

Making this point with aggregate economic indi-
cators, Birdsall and Londofio (1997) show that, if the
economies of Latin America had maintained the same
income distribution throughout the 1980s as in 1970,
the increase in poverty over the years 1983 to 1995
would have been smaller by almost half (figure 6).
But the low growth and macroeconomic instability of
the 1980s harmed the poor more than others and ex-
acerbated an already poor distribution of assets and
income. These results are consistent with a view of
the world in which opportunities matter. The poor,
without assets, cannot take advantage of opportuni-
ties to be productive. In economies where a substan-
tial portion of the population is without human
capital, and thus without a critical productive asset,
only a part of the population can exploit the growth
process. The engine of growth is small, and may be
periodically stalled by populist turnarounds. Driven
by the increasing productivity of the initially poor,
the East Asian countries, which began the posiwar
period with relatively low asset inequality, were able
to grow at high and sustained rates over more than
three decades. In contrast, most countries of Latin
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FIGURE 7

Selected reglons: Global growth factors
{Contribution to variations in GDP, percentages)
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Source: Inter-American Development Bank.

America, with greater inequality of assets and pre-
sumably fewer opportunities for the poor, grew less
(figure 7). The results of table 2 and the aggregate
indicators summarized above point to a straightfor-
ward if disturbing conclusion: low and unequal accu-
mulation of human capital in Latin America has
slowed aggregate economic growth and has inhibited
poverty reduction.

2. Effects on Income [nequality

A second effect of low and unequal accumulation is
Latin America’s persistently high income ineguality.
Latin America has a Gini coefficient (about 0.50
for the region as a whole) which is approximately 15
points above the average for the rest of the world; in
1995, the wealthiest 20% of the population was re-
ceiving 58% of the total income; i.e., 12 times the
income of the poorest 40% and 19 times that of the
poorest 20% of the people. The income of the poorest
40% of the population is some 20% lower than it
would be with a typical pattern of income distribu-
tion. And the number of poor people, which currently
stands at between 140 and 150 million individuals
with daily eamings of less than US$ 2, could be a
third lower than it is (Londofio and Székely, 1997).
Londofio and Székely (1997) show that in the
world as a whole, intra-country income inequality

FIGURE 8

Latin America: Explanation of excessive inequallty
of this reglon compared with world average
{Broken down by composition, level and

distribution of assets)
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Source: J. L. Londofic and M. Székely, Distributional surprises
after a decade of reforms: Latin America in the ninelies, in R.
Hausman and E. Lora (eds.), Latin America after a Decade of
Reforms: What comes rext?, Washingion, D. C., IDB, 1997

can be reasonably explained by the relative abun-
dance of factors of production such as land and
physical and human capital, and by their distribution.
As figure % shows, lower physical capital accomula-
tion is not the culprit in the case of Latin America.
Rather, the relative abundance of natural resources
and a concentration of land ownership which is the
highest in the world account for a substantial portion
of Latin America's excessive inequality, and the low
level of education (human capital) of Latin American
workers and the enormous inequality in educational
agsets play an even larger role in explaining this,
The effect of low and unequal education on in-
come inequality does not come as a surprise. Where a
relatively small proportion of the total population
completes secondary or higher education, public in-
vesttnent in education has generally been viewed as a
mechanism to reduce poverty and inequality, given
the strong evidence at the individual Jevel that the
educated earn more, At the aggregate level, however,
the effect of education on poverly and inequality ob-
viously depends on the distribution of education it-
self, how rapidly it spreads, and how much different
groups benefit. In Latin America, only a relatively
smali proportion of the total population has com-
pleted secondary or higher education. These rela-
tively few skilled workers eam a substantial wage
premium due to their limited supply, thus contribut-
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ing to the overall high income inequality (Birdsall,
Ross and Sabot, 1997).

The Latin American experience stands in
marked contrast to that of East Asia, where edu-
cation policy has produced a large supply of
skilled workers, eroding any substantial preminm
they might have earned above the wages of the
unskilled. Kuznets’s theory (that income distribu-

I

tion willinitially worsen as some workers in under-
developed economies shift to high productivity
sectors) seems to have been borne out in Latin
America, partly because the limited and slow
spread of educational opportunities has created a
large productivity gap between a small skilled
groupand therestof the population (Stallings, Bird-
sall and Clugage (forthcoming)).

The reasons for Latin America's

low and unequal accumulation

The above analysis demonstrates that low and un-
equal accumulation of human capital has limited
Latin America’s growth, particolarly in the income of
the poor, and has exacerbated the region’s high in-
come inequality, We argue now that, in fact, there is
a vicious circle: the region’s low and unequal accu-
mulation of human capital is not only a cause of cur-
rent poverty and income inequality, but also an
outcome of past income inequality. Low and unequal
accumulation can be explained by factors of demand
and supply in the market for education.?

First, on the demand side, Latin America’s large
endowment of natural resources historically has lim-
ited society's demand for education. The socioeco-
nomic arrangements which accompany large-scale
agricultoral production and natural resource extrac-
ticn tend to be characterized by a situation where
there are relatively few owners of capital and many
unskilled workers (Engerman and Sckoloff, 1997).
Thete is little demand for skilled workers, partly be-
cause nataral resources tend to be complementary to
capital, rather than skilled labour, in production, Per-
haps as a result, governments and families in Latin
Anmerica have invested little in education, secing rela-
tively higher returns to physical capital. A rich natu-
rai resource base in the region also minimized the
need for the development of competitive non-tradi-
tional exports in the early post-war period, thus per-
petuating traditional production arrangements.

? The discussion in this section and the data referred to are
largely from Birdsall, Bruns and Sabot (1996).

Second, high income inequality in Latin America
has implied that more households are liquidity-con-
strained, unable to borrow and withont the resources
needed to keep their children in school. Flug, Spilim-
bergo and Wachtenheim (1996) show that financial
factors explain much of the differences in secondary
schooling across countries. As shown in table 3, in
1989 Brazil and Malaysia bad similar levels of per
capita income. But the poorest quintile in Brazil had
only about one-half the absolute income fevel of the
poorest quintile in Malaysia. Given an income elas-
ticity of demand for secondary education of 0.50 (a
conservative figure), then if the distribution of in-
come had been as equal in Brazil as in Malaysia,
secondary enrollments among poor Brazilian children
would have been more than 40% higher. There is
some evidence that, among the poor, the income elas-
ticity of demand for basic schooling exceeds 1.0, in
which case secondary enrollments among poor Bra-
zilian children wonld have been more than 80%
higher. One quantitative study of the effect of income
inequality on schooling suggests that, of the 27 per-
centage point secondary school enrollment rate gap
between Brazil and Korea in the 19705, more than
20 percentage points can be aitributed to Brazil's
greater income inequality and resultant lower enroll-
ment of poor children (Williamson, 1993).

Third, household demand for education is not
only a function of household income and household
access to borrowing, It is also a function of expected
returns to the family from schooling, in the form of
higher future income for educated children. Two dif-
ferent public policies have systematically reduced
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TABLE 3
Absolule income share of lowest quintile
Couniry GNP per capita Income share of bottom Per capita income of bottom
(US §, PPP adjusted) 209% of households (%) 206 of households (US $)
Malaysia, 1989 4 674 4.6 1075
Brazil, 1989 4271 24 513

Source: For GNP: R. Summers and A. Heston, The Penn World Tables, Mark 5.6, Philadelphia, PA,. University of Pennsylvania, Department
of Economics, 1995; for income share data: K. Deininger and L. Squire, A new data set measuring incomec inequality, The World Bank
Economie Review, vol. 10, No. 3, Washington, D. C., World Bank, 1996,

the demand for basic education among the poor by
reducing its expected returns.

First, economic strategies have consistently pe-
nalized labour, reducing its return and discouraging
mvestment in education. Post-war Latin American
governments pursued import substitution industriali-
zation {151} policies in an attempt to shift away from
the export of primary commeodities and 1o promote
local manufacturing. These ISI policies resulted in
large subsidies and protection for the owners of capi-
tal but did not promote the demand for labour (Schiff
and Valdés, 1992). The result was that increased prof-
its accrued to the owners of capital, while the real
wages of the unskilled workforce grew mmch less.
Relatively low wage growth among workers, com-
bined with high returns to capital, did nothing to en-
courage demand for basic education among the poor.
In the last decade, most countries of the region have
dismantled these policies in pursuit of open market
growth strategies. In some cases, however, a justifi-
able concern with reducing inflation has meant that
high interest rates were needed to sustain exchange
rates; this has penalized job creation in the small and
medium-sized enterprise sector, and has diminished
exports that are often labour-intensive. -

Additionally, in parts of Latin America there has
been labour market discrimination against certain eth-
nic, lingnistic or racial groups who also tend to be poor.
This discrimination has reduced the expected returns 1o
education among these groups and thus reduced the de-
mand for education among the poor even further.

The second problem has been educational policy
itself. The low and declining quality of basic educa-
tion in Latin America —an outcome of mefficient pub-
lic spending— has reduced returns to basic schooling
in the region, especially for poor households whose
children are most likely to attend the lowest-guality
schools. The high repetition and dropout rates in
Latin America, especially among the poor, are a sad
testimony to parents’ initial efforts to enrcll children

and to their subsequent growing discouragement as
low quality and low achievement produce limited learn-
ing and thus limited expected econemic refurns. '

In shert, expected returns (0 education are &
function of parents’ assessment of the future labour
market for their children. Where demand for labour 1§
low (and capital is subsidized directly or indirectly),
where schooling is of poor quality, and where there
may be discrimination in the Iabour market against
some groups who also tend to be poor, low expected
returns to schooling will reduce the household de-
mand for education.

At the same time, the supply of education in
Latin America has itself been affected by the region’s
high income inequality.’* When the distribution of
income is highly unequal, provision of subsidized ba-
sic education to a large sepment of the school-age
population implies a relatively large tax burden on
the rich, which high-income families are likely to re-
sist. One result can be the underfunding of education
—and the decline in quality described above. A second
result can be the channeling of public subsidies to
higher education, where the children of the rich are
more likely to be the beneficiaries. In fact, as shown
in table 4, the share of public spending on education
in Latin America that is allocated to higher education
has tended to be high: more than 20% on average,
compared with 15% on average in East Asia. Vene-
zuela and Korea are extreme examples in this respect.

10 The roots of low-gquality basic education and its effects on
the poor are discussed fully for Brazil in Birdsall, Bruns and
Sabot (1996) and for Latin America in. Birdsall and Sabot {eds.),
(1996).

" Latin America spends as much on education, as a percentage
of GNP, a5 other developing regions with similar levels of per
capita income. But the fact (hat growth has lagged in Latin
America means thal education budgets have been smaller in
absolute terms. In addition, higher birth rates in Latin America
mean that the same percentage of GNP spending translales into
Jower spending per child (Birdsall and Sabot (eds.), 1996).
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While in the early 19903 Venezuela allocated 35% of
its public education budget to higher education, Ko-
rea allocated just 8% of its budget to post-secondary
schooling, Public expenditure on education as a per-
centape of GNP was actually higher in Venezuela
(5.1%) than in Korea (4.5%). However, after sub-
tracting the share going to higher education, public
expenditure available for basic education, as a per-
centage of GNP, was considerably higher in Korea
{3.6%}) than in Venezuela (1.3%) (UNDP, 1997).

By giving priority to expanding the quantity of
education and improving the quality at the base of the
educational pyramid, East Asian govermments have
stimulated the demand for higher education, while
relying to a large extent on the private sector to satisfy
that demand. In Latin America, government subsidies
have disproportionately benefited high-income fami-
lies whose children are much more likely to attend
university. At the same time, low public funding of
secondary education has resulted in poorly qualified
children from low-income backgrounds being forced
into private universities or entirely out of the education
system at higher levels. Underfunding of education has
meant that the guarantees of universal primary educa-
tion in Latin America have become false entitlements
for the poor: the education available to them has been of
such poor quality as to make it of little real benefit.

In summary, the relatively poor growth perform-
ance of Latin America, the persistence of income in-
equality, and the difficolties of reducing poverty
cannot be separated from the region’s troubling re-
cord of limited and unequal access to education. In a
series of vicious cycles, historically high levels of
asset and income ineguality have generated an eco-
nomic and political environment that severely limits

1V

TABLE 4
Budget allocated to higher educalion,
188015684

Percentage of overall

education budget

East Asia
Malaysia 17
Thailand 17
Indonesia 18
South Korea ) 8
Average (simple) 15
Latin America
Argentina 17
Brazil : 26
Chile 20
Colombia 17
Cosla Rica k)|
Dominican Republic 11
Ecuwador 23
Homluras 20
Mexico 14
Uruguay 25
Venezuela 35
Average {simple) 22

Source: United Nations Development Programme (UNDF), Human
Devefopment Report 1997, Santafé de Bopots, Tercer Mundo Edi-
iores, 1997,

the opportunities of the poor. With few opportunities
for education despite reasonable government spend-
ing, and without other productive assets, the poor are
condemaed to low-productivity work, low household
income, and a new round of limited access to educa-
tion. The region’s societies also suffer as a whole,
since educational progress and the accumulation of
assets are limited to the non-poor, reducing average
growth levels and perpetuating inequality.

Conclusions and reflections

This article began with a critique, at least in terms of
policy guidance, of cwrent endogenous growth mod-
els —which emphasize education but fail to consider
the relevance of household demand for education, the
effects of the distribution of education, and the insti-
tutional problem of delivering education, ezpecially
to the poor. The discussion highlights the relevance in
Latin America of the demand of the poor for schooting,

inhibited for many decades by economic policies bi-
ased against tabour, and the distribution of human
capital, with unequal access of the poor to schooling
slowing the accumulation process. It also emphasizes
that Latin America’s resulting poor record of limited
and unequal access to human capital is linked to the
region’s poor growth performance, the persistence of
high income inequality, and the difficulties of reduc-
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ing poverty. Of particular concern are data which

suggest that the distribution of education bhas seen
little if any improvement over the last three decades.

The opening section of this article provides
evidence that low and unequal accumulation of hu-
man capital has not only slowed aggregate growth
in Latin America but has also hindered poverty re-
duction and has contributed to the persistence of
the world’s highest levels of income inequality.
The implication is clear —that there is great un-
tapped potential for faster growth in the region.
The growth process could benefit from major pro-
ductivity increases among the poor, if they are pro-
vided with access to education. More education,
and in particular education that is more equal {i.e.,
that reaches the poor), could accelerate the growth
process and simultanepusly reduce inequality,

The article then goes on to argue that, in Latin
America, the low accumulation of human capital and
its unequal distribution are partly rooted in long-
standing inequality in terms of assets (including hu-
man capital iteelf) and income. Such a historic legacy
is difficult to alter in the short run, But low and un-
equal accumulation can also be explained by the eco-
nomic policies that dominated the region for decades.
Closed economies that protected capital and relied
heavily on natural resource exports discouraged de-
mand for education in the poor households of Latin
America, by discouraging demand for labour, the
poor’s major asset, and for skilled labour, where lies
the poor’s greatest potential for income growth.

The fact is that inequality of access has been
embedded in an approach to social service delivery
that encourages exclusion, segmentation and ineffi-
ciencies. Traditional vertical, bureaucratic systems

for organizing schooling and other services have been
inefficient and have Failed to serve the poor. The al-
temative model of private, market-led delivery has
performed no better: the competition it provides in a
few countries has simply left out all those unable to
pay.

However, there are grounds for optimism. Fco-
nomic reforms of the last decade in most countries of
the region are eliminating the biases against fabour typi-
cal of protected economies, and they are bringing the
macroeconomic stability that is vital for private sector
investment. This is setting the stage for increased
household demand for schooling and increased interest
of the business sector in a skilled labour force necessary
to maintain competitiveness in open economies. These
forces have created an impetus for education reform in
the region and repewed interest among policy-makers in
new approaches to the delivery of education, as well as
of health and other public services. In some countries,
alternative designs of social service delivery have be-
gun to be applied that promote competition among
both private and public suppliers, enhance consumer
voice and choice, and ensure that the poor, via fair
rules of access, vouchers and other demand subsidies,
are fully integrated as consumers into the system.
These reforms are showing that efficiency and fair-
ness can be achieved simultaneously.?

Trade-offs are not inevitable in the development
process: many are the ouicome of poor policy deci-
sions and weak instimtions, A focus on equal access
for the poor to the services that generate human capi-
tal —in other words, a reversal of the trickle-down
approach- can bring more growth and improved eq-
ity to Latin America’s economies and peoples.

(Original: English)
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