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International Food Policy The purpose of this articleisto investigate the determinants
Research Institute of the distribution of income in Latin America, focusing in
s.morley@cgiar.org particular on two questions: one is the relationship between

the distribution and income, while the other isthe impact of
the package of structural economic reforms that have been
adopted in Latin Americain recent years. Two main conclu-
sions are drawn from the econometric evidence. There ap-
pearsto be arobust and significant relationship between the
distribution and income. It has the inverted U-shape that
Kuznets predicted, but this relationship has been shifting in
aregressive direction over time. Growth is now agood deal
less progressivethan it used to be. In the aggregate that means
that further growth in Latin Americais unlikely to improve
the distribution much, if at all, so supplementary measures
will have to be taken. Among those suggested by the regres-
sions are the maintenance of low inflation rates and invest-
ment in education. Generally speaking, the structural reforms
appear to have a regressive effect on distribution, but that
effect is small and not very robust statistically. Reforms in
different areas have differing effects on equity. Trade re-
formisregressivein all of our specifications, but it isinsig-
nificant in al but the nationwide sample. Tax reform is un-
ambiguously regressive, and opening up the capital account
is unambiguously progressive. The results for trade and tax
reform and capital account liberalization are the most ro-
bust and significant. For the other two reforms—privatization
and financial reform— the available data were not good
enough to give a clear answer.
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Introduction

There have been many previous efforts to
econometrically estimate models of the relationship be-
tween thelevel or growth rate of income and its distribu-
tion. Most have been estimations of the Kuznets rela-
tionship, using cross-country distribution and income
data' (Ahluwalia, 1976; Anand and K anbur, 1993; Bruno,
Ravallion and Squire, 1996; Clarke, 1995; Deininger and
Squire, 1996; De Janvry and Sadoulet (forthcoming);
Fields,1994; Ravallion and Chen, 1997). All but the last
of these studies use a world-wide sample of countries.
Thedifficulty with that approach, as Fields pointsout, is
that since Latin Americais amiddle-income region and
has the highest inequality in the world, one can get an
apparent inverse U-shaped Kuznets curve simply because
of the choice of the sample. Fieldsfound that if he put in
adummy for the Latin American observations, the sup-
posed relationship between income and inequality dis-
appeared. Deininger and Squire (1996) found exactly the
same thing. Bruno, Ravallion and Squire (1996), using
data from 63 surveys covering 44 countries, tested the
Kuznets hypothesisfor both level sand changes over time.
In no case could they find evidence of an inverted U
shape, and in no case was the relationship between the
distribution and income significantly different from zero.
Ravallion and Chen (1997) regressed changesin the Gini

O This article, which forms part of a research project on “Growth,
Employment, and Equity: The Impact of the Economic Reforms in
Latin America and the Caribbean”, carried out by ECLAC research-
ers in nine countries of the region and financed by the governments
of the Netherlands and Sweden, the International Development Re-
search Center of Canada, and the Ford Foundation, summarizes the
results set out in greater detail in Morley (forthcoming), chapter 4.
The author wishes to thank Oscar Altimir, Al Berry, Nancy Birdsall,
Francgois Bourguignon, Hubert Escaith, Luis Felipe Jiménez, Osvaldo
Larrafiaga, Arturo Leodn, Eduardo Lora, Richard Newfarmer, Miguel
Szekely, Jaime Saavedra, Barbara Stallings, Anthony Tillett, Jurgen
Weller and the participantsin seminars at LACEA, Brookings Carnegie
and ecLAc for their comments on previous drafts of the paper. Need-
less to say, they bear no responsibility for any errors, data problems
or analytical gaps which may still exist in the article.

1 Simon Kuznets (1955) found an inverted “U” shaped relationship
between income and income distribution, using historical data for
England and the United States, and hypothesized that it was mainly
explainable by the movement of population from the low-income
rural economy to the higher-income urban economy.

against changesin mean real consumption over 64 peri-
odsin 67 countries and found a negative and significant
relationship between the two in the full sample. How-
ever, when they excluded the observations from Eastern
Europe and Central Asia from the sample, the relation-
ship disappeared.

Inthisstudy, wewill econometrically estimateadis-
tribution function using a pooled cross-section time se-
ries of observationsfrom 16 countriesin Latin America.
Clearly there are serious econometric difficulties in at-
tempting to use pooled cross section time series evidence
to capture atime seriesrelationship for asingle country.
Essentially oneisassuming that the rel ationship between
distribution and income in today’s high income coun-
triesis similar to what the less devel oped countries can
expect when they reach the income level of more ad-
vanced countries. In other words unknown country-spe-
cific effects do not affect the relationship between in-
come and the distribution. Obviously there are many
factorsthat vary across countriesthat might be expected
to have an impact on the distribution or on its respon-
siveness to changes in income, and these need to be in-
cluded in the model. In addition we use a fixed-effects
model with country- specific constants to capture any
unknown country-specific factors affecting the distribu-
tion relationship.

The data base used in our econometric estimationis
much larger than those typically used in Kuznets curve
estimation in the Latin American region, and it owes a
large debt to the pioneering work in data collection by
ECLAC, the IDB and the World Bank. The sample con-
sists of 261 observations in 16 countries from 1960 to
1997. No country was included in the survey unless it
had at least four separate observations.

Figure 1 gives a simple plot of the Ginis and in-
come levelsfor all the observationsin our sample. There
areobviously serious problemsof comparability between
many of the surveys and therefore also between the dis-
tribution estimates that come from those surveys. Some
of the surveys are based on the distribution of family
income, others on family income per capita. Most of the
surveys are based on income, but there are some that use
expenditure data instead because it is measured with so
much less error and is a better indicator of permanent
income.
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FIGURE 1
Gini Coefficients
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Another important distinction is between urban
and national surveys. Both Fields (1994) and
Deininger and Squire (1996) have argued strongly

that one should only use national surveys in any
analysis of the distribution of income. But in many
countries (Bolivia, Ecuador and Paraguay, for ex-
ample) until very recently urban surveyswere all that
were available, and in another two (Argentina and
Uruguay) they are still the only surveys available.
One therefore has the choice of excluding these coun-
tries from any analytical work or of attempting to
control for systematic differences between urban and
national surveys by the use of dummy variables. We
have chosen the latter strategy. Not only does this
expand substantially the size of our sample but it also
permits us to see whether there are any systematic
differences of reaction in income or income growth
between the urban sector and the national surveys.
To check on the sensitivity of the estimates to this
aggregation, we will display resultsfor the urban and
national samples separately.

The model for the determinants

of income distribution

We can write the general regression model for the distri-
bution as follows:

Gini ;= A + BY, + G Y, + DZ,
+ ER,+ FS + GT,Y;, + HT + error [1]

where i denotes countries and t denotes year.

The Gini coefficient will be our measure of income dis-
tribution. A is a regression constant which may vary
across countries but, in our model, not acrossyears. Yis
income. Z isavector of variables such asinflation, land
distribution and education which we hypothesize may
have an effect on the distribution. R is an index of eco-
nomic reform and Sis a vector of dummies which re-
flect various sample characteristics such as whether the
sample is urban and whether it is based on household
income or income per capita or on expenditure rather
than income. T isatrend variable.

The first two income terms represent the Kuznets
relationship. Our hypothesisisthat this relationship has
an inverted U shape in which inequality rises with in-
come growth at low levels of income, but falls with
growth above agivenincomelevel. Thishypothesistrans-

latesinto the expectation that both B and C will be nega-
tive and significant.

With regard to trend, we introduced two separate
trend terms in equation [1] to test the hypothesis that
there are significant shiftsin the K-curve over time. If H
isnegative, the Kuznets curve shiftsdown over time (i.e.,
the distribution becomes more progressive). But we also
hypothesize that there may be a systematic change in
the relationship between income and income distribu-
tion. Our hypothesisisthat thischangeisregressive: i.e.,
that G is positive. Perhaps for technological reasons,
growth now ismore regressive than it used to be. If G is
positive, the slope of the K-curve changes over time. To
the left of the inflection point, where the curve itself is
upward-sloping, the slope gradually gets steeper. To the
right of theinflection point, wherethe slopeitself isnega-
tive, the trend makesthe slope gradually flatter. Further-
more, the interaction term makes the inflection point it-
self shift gradually to the right over time, extending the
range over which growth is regressive. Thus the trend
terms tell two opposing stories. The trend term on the
intercept is progressive and shiftsthe K-curve down, but
the interaction term is regressive.
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We have argued that the di stribution of assets should
have an effect on the distribution of income. We will
include two measures of asset distribution here, one for
the distribution of 1and, the other for the distribution of
education. The first is a dummy variable which equals
one for those countries with an unequal distribution of
land.? We have used two variants of this variable, one
which takes a value of one for all observations in the
countrieswith unequal land distribution, while the other
has a value of one for the national but not the urban ob-
servations. This means, for example, that in the second
variant all the Paraguay observations have azerofor this
variable even though Paraguay has a very unequal dis-
tribution of land. Thisis because all the observationsfor
that country are urban.

With respect to education, our hypothesisisthat the
relative supply of more and less educated labour will
have a significant effect on relative wages and the distri-
bution of income. We have used a number of separate
indicators of the supply of educated and less educated
labour. NOSCHOOL isthe percentage of the adult popu-
lation with no schooling, PRIMARY is the percentage
with no more than primary schooling, and HIGH is the
percentage with more than secondary education. We also
attempted to use measures of the variance of education
levels across the adult population, but the problem with

thisvariableisthat educational improvementswhichin-
crease the supply of high school and university gradu-
ates will in many case increase the measured variance
instead of reducing it.

Inflation is another important variable which could
be expected to have a powerful effect on the distribu-
tion. Labour marketsreact fairly quickly to moderate but
not to extreme rates of inflation. When the inflation rate
is low, nominal wages adjust and there may be little
changein wage structure dueto price changes. Thisdoes
not happen in episodes of hyperinflation, when wage ad-
justments (particularly in the minimum wage) may lag
behind the rate of inflation. Furthermore, even if nomi-
nal wages are raised by the full amount of inflation, it is
till true that the average level of the real wage over the
adjustment period isanegative function of inflation. This
factor is not particularly important when the rate of in-
flationislow, but it becomes exceedingly important when
the rate is high, which is one of the reasons why the
interval between adjustments gets shorter in periods of
hyperinflation. The implication of all of thisisthat high
rates of inflation may have an impact on income distri-
bution, but the relationship is highly non-linear. To test
for thiswe haveincluded aninflation dummy which takes
avalue of onefor any year in which the annual inflation
exceeds 1,000% but is zero elsewhere.

The structural economic reforms

Given our interest in theimpact of the economic reforms,
it was essential to have some sort of quantifiable index
with which to compare the extent of reforms between
countriesor the progress of reformsover timeinasingle
country. Our attempt to do this is described more fully
in Morley, Machado and Pettinato (1999) and is an ex-
tension of thework initiated by Eduardo L oraat the|DB
(see Lora, 1998).

Our index is a simple average of reform indexesin
five areas: trade, finance, tax, privatization and capital
account. In each areawe tried to choose indicators such
as tariff or tax rates which reflect government policy,
rather than proxies for those policies such as openness

2 We were forced to use a dummy for this variable rather than a
numerical estimate because estimates are not available for some coun-
tries, while in others they appear to be based on different measures.

to trade or the government deficit. Each index is nor-
malized to come between zero and 100, with the latter
being assigned to the country and year in which the sec-
tor was the most reformed or free from distortion or
government intervention, and zero, to the country and
year with the greatest degree of intervention.® We do not
mean to imply by this procedure that a high value for an
index is necessarily better than alow one, but only that
the sector is closer to a pure market solution without
government intervention.

The trade reform index is the average of two sub-
components: the average level and the dispersion of tar-

3 Formally, each sub-index is defined as I, = (IR, — Min)/(Max-Min),
where IR is the raw value of the index in country |, year t, and Max
and Min are the maximum and minimum values of the raw index for
all countries over the period 1970-1995.
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iffs. We were unable to obtain a satisfactory measure of
non-tariff restrictions, and this represents a weakness of
the index because in some cases such as Brazil such re-
strictions significantly affected the timing of trade re-
form. Domestic financial reform is the average of three
sub-indexes: the control of bank borrowing and lending
rates and the reserves-to-deposits ratio. Tax reform has
four subcomponents: the maximum marginal tax rate on
corporate and personal incomes, the value added tax
(\VAT) rate, and the efficiency of the VAT. Our index for
privatization isequal to 100 minusthe percentage of value
added in State-owned enterprisesin the non-agricultural
GDP. Capital account reform is the average of four sub-
components reflecting the extent of government control
of foreign investment, limits on repatriation of profits
and interest, controls on external borrowing, and capital
outflows. Unlike the other indexes, this oneis based on
asubjectiveinterpretation of thedescriptionsintheIMF's
annual Balance of Payments Arrangements publication.

Inthisdefinition of reformwemakeaclear distinction
between what we call structural reform and macroeconomic
policy reforms such as government deficit reduction, infla-
tion control and exchange rate management, which could
be called stabilization reforms. In many countries the two
types of reforms were adopted together to deal with bal-
ance of payments or hyperinflation crises. Here, we are
explicitly studying only the structura reforms. Theimpact
of stabilization reforms will be captured through their ef-
fect on inflation and the level of income.

To some extent, the choice of what to includein our
measurement of structural reform was arbitrary. Argu-

FIGURE 3

ably thetwo most important excluded reformswerethose
in the labour market and financial market regulation. We
excluded the former because in Lora’s study the labour
reform index by countries changed very little between
1985 and 1995, and because his measure would not have
captured the important changes that occurred in the
Southern Cone countries in the 1970s. We excluded fi-
nancial market regulation because of the lack of an ad-
equate measure for it. Elimination of price subsidies is
another reform which was not included, but which prob-
ably had important effects in some countries.

Figure 2 isagraphic presentation of the region-wide
averages for each of our reform indexes. It gives a quick
picture of what has been reformed most and when the
process occurred. Figure 3 shows the progression of re-
forms in each of the countries in our regression sample.
Note that these indexes are non-weighted, smple aver-
ages of the values of theindexesfor each of the countries.

FIGURE 2

REFORM INDEXES, 1970-1995

Source Morley, Machado, Pettinato: Indexes of Structural Reform in Latin America (1999)
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The impact of the reforms

What effect might these reforms be expected to have on
equity?When one analysesthe effects of the reform pack-
age as awhole, the broad thrust isto remove any sort of
insulation from the market’s determination of the allo-
cation of resources. Trade reforms remove tariff protec-
tion from domestic production, while financial reforms
and privatization reduce government influence over the
allocation of resources. Balance of payment reformsin-
tegrate foreign and domestic capital markets and reduce
the capacity of government to control capital movements.
Similarly, labour market reform increases labour flex-
ibility or, to put it another way, reduces labour’s ability
to defend itself against either market-driven fluctuations
in demand, or alternativel y wage reductions. Altogether,
this adds up to quite a big leap into a new world whose
transition costs are justified by expected increasesin ef-
ficiency, income and growth. Whether or not the reforms
have had these positive expected benefits, it is quite
clear that very little attention has been paid to the win-
ners and losers in the process or to its distributional
implications.

There have been several recent attemptsto examine
the relationship between reforms and income distribu-
tion. Albert Berry recently published a set of case stud-
ies on nine countries of the region (see Berry, ed., 1998)
in which he finds that in every case but Costa Rica, and
possibly Colombia, the period of reforms coincided with
avery sharp increase in inequality. The expectation that
trade reform would lead to a narrowing in wage differ-
entials has not been borne out in practice, indicating ei-
ther that Latin America's comparative advantage does
not liein unskilled-labour-intensive products or that the
opening has forced a shift in technology in favour of
more capital- and skill-intensive production. The data
for his study end fairly early in the decade of the re-
forms, soitisunclear whether therisesin inequality that
he observed are part of a short-run adjustment or an
unfavourable long-run trend.

Victor Bulmer-Thomas's study (Bulmer-Thomas,
1996) comes to equally pessimistic conclusions, though
for somewhat different reasons. A theoretical analysis
of each of the different reforms |eads the contributors to
his volume to the conclusion that, taking all the reforms
together, real wageswill fall, unemployment will go up,
real interest rates will rise, there will be arise in

informalization and there will be an increase in the con-
centration of wealth, al of which areregressive. But the
evidence to decide whether or not these predictions are
reasonable was weak, since his study only extended up
to 1992. Basically, his conclusion was that the problem
with the new economic model was not so much con-
nected with equity as with whether or not the new de-
pendence on markets and the private sector would be
capable of producing adequate, steady and sustainable
growth rates of per capitaincome.

Londofio and Szekely (1998) of the IDB come to
quite adifferent conclusion. Using cross-country regres-
sions as opposed to country case studies, they find that
equity is positively related to both growth and invest-
ment. These in turn are positively related to the struc-
tural reforms of the new economic model, leading to the
conclusion that the reforms are progressive. Thisis con-
firmed by adirect correlation of income shares of differ-
ent quintiles of the population with indexes of the differ-
ent reforms. While there was no significant relationship
between income shares and most of the indexes, trade
liberalization was positively related to the income share
of the bottom quintile and negatively related to the share
of the top quintile. In the view of these authors, unlike
many other researchers, trade reform helped the poor
and unskilled.

There is agrowing literature on the effects of trade
reform on wage inequality (Robbins, 1995 and 1996;
Wood, 1994 and 1997; Edwards, 1997; Ocampo and
Taylor, 1998). The general conclusion of al these stud-
ies is that wage inequality has risen in those countries
which opened their internal markets to external compe-
tition. While an increase in wage inequality does not
necessarily translate into an increase in inequality of to-
tal income, these results suggest caution in accepting the
Hecksher-Ohlin assertion that trade should help coun-
trieswith large supplies of unskilled labour. Wood (1994)
argues that the experience of East Asiain the 1960s and
1970s supports the theory that greater trade openness
tends to narrow the wage gap between skilled and un-
skilled workersin devel oping countries. In Latin Ameri-
can, however, since the mid-1980s increased openness
haswidened wage differential s. Wood (1997) thinks that
this conflict of evidenceis probably not the result of dif-
ferences between East Asiaand Latin Americabut rather
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theresult of differences between the 1960s and the 1980s:
specifically, the entry of China into the world market
and perhaps the advent of new technologies biased
against unskilled workers.

Spilimbergo, Londofio and Szekely (1997) point out
that what really mattersis each country’s factor endow-
ments, including land, relative to the average world ef-
fective supply of each factor. They too find that trade
openness is associated with higher inequality, for con-
stant factor endowments, but the effect depends on the
relative abundance of each type of factor. Inequality in-
creasesin countriesthat arerelatively well endowed with
skills, but it declinesin countrieswhich arewell endowed
with physical capital and land. Since, in their sample,
the factor endowments for Latin America are relatively
close to world averages, the effect of trade openness on
inequality is modest: arise of 10% in the Latin Ameri-
can countries’ openness index only raises the average
Gini coefficient by 0.63 of a point.

One should not ignore the demand side in consider-
ing thisquestion. The purpose of tradereformisto switch
the production of tradeables away from inefficient im-
port substitutes to exportablesin which countries have a
comparative advantage. The connection with income
distribution comesfrom the differencesin factor demands
between these two types of products. It is thus a ques-
tion of relative factor-intensity. But there is a demand
side to consider as well. The success of the old import-
substitution, inward-looking development strategy de-
pended to alarge extent on agrowing internal market. If
thereisgoing to be satisfactory growth under that sort of
strategy, there has to be a growing middle class with
growing purchasing power. Growing real wages are an
integral part of that strategy. The mature capitalist econo-
mieslong ago discovered that both the owners of capital
and their workers could profit from a strategy in which
rising wagesincreased both costs and profits at the same
time, thanks to increasesin the size of the internal mar-
ket induced by rising wage payments.

The export-led growth strategy is quite a different
matter. |ts success depends on controlling costs, and the
internal market isirrelevant. In the export model, rising
real wages are aclear threat to growth. They do not have
the positiveindirect effect through demand that they have
intheinward-looking growth strategy. Countries embark-
ing on the outward-1ooking growth path are making their
wage levels hostage to wage levels and labour costs in
other countries. It may well be that the advantages of
greater efficiency in export production compared with
import substitution outweigh the disadvantages of this
wage competition, so that workers are better off. But the

grounds for that presumption certainly are not immedi-
ately obvious, particularly in the large economies.

What is the likely effect of liberalizing the capital
account? What this reform does is to integrate more
closely the local and international capital markets, thus
bringing local interest and profit rates, adjusted for risk,
closer to rates in the rest of the world. Whether or not
this is progressive depends on the reactions of foreign
and domestic owners of capital. If foreign investors have
been deterred from a country because of controlson re-
patriation of capital and profits, the reforms should in-
duce a foreign capital inflow. The distributional effect
of this is ambiguous. Wage/profit ratios should fall be-
cause of the rise in the capital/labour ratio, which is a
progressive development, but at the sametime, if capital
and skilled labour are complementary, the skill differen-
tial will rise, which is regressive. A similar ambiguity
results from the actions of domestic owners of capital.
One of the reasons for liberalizing the capital account
was to lift restrictions on capital outflows by domestic
savers and investors, and if there was previously excess
demand for foreign exchange under capital controls, the
reforms should cause a capital outflow, with results just
the reverse of those described for foreign capital inflows.

Asidefrom the effect of these reforms on factor sup-
ply and factor demand, removing barriers to capital
movements increases the bargaining power of capital in
its negotiations with both labour and the government.
That islikely to beregressive, for if investors are free to
move from one country to another, governmentswill find
it far more difficult to tax capital or to pass regulations
that force businesses to shoulder more of the cost of in-
frastructure or labour regulation. Indeed, in a world of
perfect capital mobility, countrieswill beforced to com-
pete in offering generous tax holidays, subsidized cred-
its and other costly assistance as away of attracting for-
eign capital. But it is not only foreign capital that is
affected. The same argument is valid for domestic capi-
tal. Both government and labour will beforced to accept
arrangementsthat are sufficiently generousto ensure that
domestic entrepreneurs and holders of wealth are con-
tent to leave their money invested in their home country.
In this way, opening up the capital account shifts the
balance of power in favor of the holders of capital. This
is one of the reasons why there has been a shift away
from the taxation of corporate profits and a big reduc-
tion in the top marginal income tax rate in most Latin
American countriesin recent years.

Financial reforms eliminated controls on interest
rates, reduced compulsory reserve reguirements of banks
and reduced the use of directed or subsidized credit. The
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direct effect of this on income distribution is prob-
ably small, but to the extent that these reforms in-
creased private saving and investment, they should be
progressive.

The fourth component of the reform project is tax
reform. Two major measures have been widely adopted
in this respect. The first was the value added tax. Re-
formersfavoured thistax because they argued that while
all taxeshave distorting effects on private decisions, these
are less with an across-the-board value added tax than
with either tariffs or high marginal income tax rates. In
addition, of course, there should be lesstax evasion with
VAT than with an income tax based system. VAT was
introduced in the 1970s in nine of the 17 countries for
which we have data. In the 1980s it was adopted in all
the remaining countries in the region, and in addition
there was an increase in the coverage or efficiency of
this tax in most countries.

A second element of tax reform was the reduction
in marginal tax rates on corporate and personal income,
which significantly reduced the progressiveness of in-
come tax. Every country in the region has reduced its
top marginal tax rate since 1970. Not all have gone as
far as Uruguay, which eliminated personal income tax
altogether, but overall the average marginal rate on per-
sonal income has fallen from around 50% in 1970 to
about 25% in 1995, while the corporate rate has fallen
from 37% in 1970 to 29% in 1995. Almost all these
changes have taken place since 1985.

From thedistributional standpoint, the effect of these
changesin the tax system was to shift the burden of the
tax system away from the wealthy and toward the middie
and lower classes. The introduction and later expansion
of the value added tax was a shift away from the taxa-
tion of incometoward the taxation of consumption. Since
the poor consume a greater fraction of their income than
the rich, this change must have been regressive, except
in certain countries which exempted basic necessities
from the tax.

The changes in income tax amplified the trend to-
ward greater regressiveness. Top marginal tax rates on
personal incomewerelowered and the corporatetax rate
was cut by over 20%. In addition to increased non-neu-
trality, the impact of the tax reforms should also depend
on the fraction of national income being taxed. This as-
pect has not been included in our index of reform. While
a full analysis of the incidence of al these changes is
beyond the scope of this paper, it is amost certain that
they were regressive, although it should be noted that if

tax reform was part of a programme of deficit reduction
and inflation control, its overall impact may well have
been progressive.

Another important component of the reforms made
in the region was privatization. State enterprises were a
key component of the old development model, which
has been dramatically redesigned by the reforms we are
analyzing. The impact of privatization on income distri-
bution depends on three elements. First, whether or not
the sales price of the assets of the State-owned enter-
prisesreflectstheir true market value. If itisless, buyers
have received a gift from taxpayers. Second, for public
utilitieslike electricity, telephone and water companies,
the impact depends on what happens to the price of the
services they provide to the public. In many cases pub-
licly-owned utilities subsidized their customers by sell-
ing below cost. Transferring that sort of company to the
private sector and eliminating the subsidy could be ei-
ther progressive or regressive, depending on who their
customers were. One might expect that to be regressive,
but a recent study of gasoline and electricity pricing in
Venezuela and Peru came to the opposite conclusion,
considering that those wealthy enough to have electric
appliances and cars came from the top, not the bottom
of the distribution (Marquez and others, 1993). In fact,
most of thissort of subsidy probably benefited the middle
class.

Neither of the effects we have been discussing so
far will be reflected in our distribution data, because the
latter are based on earnings and not on expenditure or
wealth. A result of privatization whichisreflected inthe
earnings data, however, is its effect on labour demand
and employment. Labour productivity in the typical
State-owned enterprises (SOEs) was low. For political
reasons many governments seemed more interested in
using these enterprisesto createjobsthan to provide good
service at the lowest possible cost, but when the enter-
prises were sold, all this had to change. Privatization
operations in places like Chile and Argentina were
blamed for agood deal of the job destruction and rising
unemployment that accompanied reform. The distribu-
tional impact of this depends on who the displaced em-
ployees were. There is no good study of this question,
but judging by thelabour force profile of thetypical State-
owned enterprise, these jobs were largely in the middle
of the earnings distribution scale. Thus, privatization is
likely to have mainly hurt the middle class, both because
they were the main users of subsidized SOE servicesand
also the main employees of State-owned firms.
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V

Econometric results

Tables 1-4 give our best estimates of the determinants of
the distribution. Table 1 showsthe resultsfor the overall
average reform index, using all 262 observations, both
national and urban. Table 2 separates the urban and na-
tional samples as a check on the robustness of our re-
sults to alternative aggregations. Tables 3 and 4 show
the effect of each of the five different areas of reform,
first for the entire sample and then for the national and
urban samples considered separately.

Intable 1 we show four alternativeregressions, three
with fixed effects and one with a common constant. The
first two regressions (columns 1 and 2) use the same
variables to show the difference between using cross-

TABLE 1
Combined sample results

section weights or pooled least squares. Cross-section
weights are used in al the remaining reported results.
The third regression shows the effect of adding a trend
to the constant terms. Thefourth gives someidea of what
explains differences between the constants across coun-
tries.

Perhapsthe most important result isthat the general
regression model fits the data well, explaining between
85% and 97% of the total variance in the Gini coeffi-
cient over time and across countries. In addition the co-
efficient estimates and significance appear to be robust
and consistent acrossthe alternative fixed effectsregres-
sions. Of the four specifications, those with fixed effects

Fixed effects Single intercept
Pooled least squares Cross-sectional weights
—1— —2— —3— —4—

Variable Coefficient t-statistic ~ Coefficient t-statistic ~ Coefficient t-statistic ~ Coefficient  t-statistic
Income -0.0001 -7.0504 -0.0001 -7.317398 -0.0001 -7.9707 -0.000102 -5.2978
1/Income -260.3067 -2.9407 -208.7411 -2.671  -336.4263 -4.0021 -69.31056 -1.1264
Urban -0.0336 -5.3983 -0.0333 -6.9739 -0.0320 -6.7043 -0.0278 -3.7291
ECLAC -0.0522 -8.3100 -0.0510 -9.2131 -0.0530 -9.4478 -0.0568 -6.8944
Expenditure -0.0874 -4.6603 0.0875  -2.9325 -0.0838 -2.8620 -0.1109 -9.4870
Inflation 0.0114 1.2774 0.0112 1.3838 0.0138 1.7027 0.0510 3.8580
Household -0.0089 -1.5645 -0.0118 -2.3858 -0.0154 -3.0176 -0.0144 -1.8140
High -0.0065 -2.8047 -0.0082 -3.2362 -0.0039 -1.3811 -0.0080 -5.4828
Primary 0.2482 3.1068 0.1965 2.7995 0.2311 3.2581 0.0167 0.3300
Trend* Income 0.0000 6.0880 0.0000 6.2408 0.0000 7.1460 0.0000 4.6505
Reform 0.0261 1.2573 0.0303 1.6333 0.0633 2.8999 -0.0095 -0.3703
Trend -0.0030 -3.1760 -0.0015 -1.4856
Landdist 0.0364 4.5922
Constant 0.7387 8.2049
R-squared 0.8620 0.9756 0.9755 0.9341
Adjusted-R-squared 0.8468 0.9729 0.9726 0.9306

Standard error of regression 0.0274 0.0273 0.0268 0.0467

Log likelihood 1789.3480 1791.4680 1792.1660 1577.077
Durbin-Watson 1.5275 1.6061 1.6065 0.6725

Mean dependent variable 0.4758 0.5256 0.5214 0.5387

Standard deviation

of dependent variable 0.0701 0.1659 0.1623 0.1772

Sum of squared residuals 0.1768 0.1751 0.1687 0.5402

F-statistic 146.8103 940.4532 845.5984 270.2431

df (degree of freedom) 261 261 261 261
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and cross-section weights (nos. 2 and 3) have the best
fit, and we will refer to their coefficients in the discus-
sion that follows. A Wald test on the sum of squared re-
siduals of the fixed and common constant regressions
(compare regressions 3 and 4) decisively rejects the hy-
pothesis that there is a common Kuznets curve across
the different countries. Unspecified country-specific fac-
torssignificantly affect thelevel of inequality for agiven
level of income.

Wheat do our results tell us about the existence and/
or shape of the Kuznets curve?

i) The coefficients of income and the inverse of in-
come. Both are negative, and both are highly significant
in al the fixed effects specifications (table 1). This re-
sult meansthat one cannot reject the hypothesisthat there
isastable and identifiable relationship between income
and inequality in the region (a Kuznets curve), and that
this relationship has the same inverted U shape that
Kuznetsfound for Britain and the United States. Inequal-
ity rises at low levels of income, but at some income
level there is an inflection point after which inequality
beginsto decline asincomeincreases. Thisisan impor-
tant result. But it leaves open the question of whether
there redlly is a single Kuznets curve for all the coun-
tries. To test that, we reran the model, permitting coeffi-
cients B and C of equation [1] to differ across countries
(results not shown). Doing that significantly improves
the fit of the regression, which means that there are dif-
ferences between countries in the way that inequality
reacts to changes in income. Even in this estimation,
however, 12 out of 16 of the B, coefficients and 10 out of
16 of the C, coefficients are negative, and only two coun-
tries (Bolivia and Paraguay) have a positive and signifi-
cant B,. It thus seems fair to conclude that while there
are significant differences across countries, the average
values of B and C shown in table 1 are quite representa-
tive of the typical or average relationship between in-
come and inequality in the region. It also leaves open
the question of whether thereisasingle curve represent-
ing both the urban and national samples. We will ook
more closely at that question when we discuss the urban
and national results below.

ii) Education. Education is an important qualifier
of our discussion of the Kuznets curve. Weincluded three
education variables in the model: the percentage of the
adult population with no schooling (NOSCHOOL), the
percentage with no more than primary schooling (PRI-
MARY), and the percentage with university education
(HIGH). High percentages of poorly educated workers
have quite alarge and regressive effect on income distri-
bution. In Argentina, for example, the share of adults

with no more than primary school education has fallen
from 81% in 1974 to 64% in 1996.* According to re-
gression 2intable 1 that improvement alone should have
lowered the Gini coefficient by about three percentage
points (197*.17). At the same time the negative coeffi-
cient for HIGH tells us that increasing the share of uni-
versity graduates in the adult population is progressive
(shifts the Kuznets curve down). Note that the absolute
size of the effect of expanding the university graduate
proportion is much smaller than the effect of reducing
the share of the poorly educated, suggesting that one gets
ahbigger distributional impact by spending money to re-
duce the size of the “primary schooling or less’ group
than by expanding the coverage of high school educa-
tion and universities. That is exactly the same message
that one gets from the comparison of education profiles
between East Asiaand LatinAmerica(seeMorley (forth-
coming), chap. 3).

iii) Urban vs. national. In table 1 the urban dummy
is negative, significant and robust. On average the Gini
coefficient can be expected to be about 3 percentage
points lower in the urban surveys than in the national
ones. If one comparesthe Kuznets curvesimplied by the
regressions reported in table 1 with those for the urban
and national samples reported separately in table 2, one
sees that while the general form is the same (al three
have an inverted U shape), the coefficients and signifi-
cance for the various income and trend terms are differ-
ent enough to make it worth displaying the curves from
all three estimations (figure 4). As expected, the urban
curvein thefigureislower than the national curve over
the relevant income range. It also peaks earlier and is
dlightly flatter than the national curve. That is consistent
with the rationale that Kuznets described for the rela-
tionship. According to him, the distribution changes with
development because people move from the low-income
rural sector to the higher-income urban sector. At low
levels of aggregate income, the urban sector is small, so
this change in structure increases inequality (i.e., the
national curve is upward sloping). After a certain point,
however, when the urban sector has got big enough, con-
tinued rural-urban migration reducesinequality because
it shrinksthe size of the group that is poor (i.e., after the
inflection point the curve turns down). But within the
urban sector there is much less reason to expect income
growth to have these effects. The urban sector is more
homogeneous, so the gains from income growth ought
to spread more evenly through it. This implies that the

4Thisfinding is consistent with results from other cross-section stud-
ies. See the discussion in Bruno, Ravallion and Squire (1996).
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urban Kuznets curve should be quite flat —flatter than
the national curve- which indeed it is.

iv) Inflation. Aswe assumed in our hypothesis, epi-
sodes of high inflation (more than 1,000% per year in
our model) areregressive. On average these episodes add
about one percentage point to the Gini coefficient. This
effect is robust to alternative estimation methods, but it
is not significant in any regressions with an interaction
term between the trend and income.

v) Sample characteristics. All of the sample charac-
teristicshad asignificant effect on thelevel of the Kuznets
curve. Distribution measures based on expenditure rather
than income had Gini’s about nine percentage points
lower than those based on income. They also had sig-
nificantly flatter slopes, which we found by putting an
interaction term (not shown) in the regression. This is
what one would expect. To the extent that variations in
income are temporary and not permanent, expenditures
should reflect the latter more than the former. That will
tend to imply that expenditures tend to change less than
measured income across different levels of income, sig-

FIGURE 4
Kuznets curves
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nifying that the distribution of expendituresismore equal
than the di stribution of measured income. Another sample
characteristic is whether or not the distribution is based
on family income or per capita family income. Surveys
based on family income have Gini’swhich are about one
percentage point bel ow those based on per capitafamily
income, and this difference is significant. It reflects the
fact that poor families tend to systematically have more
family members. Finally, the ECLAC distributions are

TABLE 2
Results for aggregate reform index
Urban sample National sample
Variable Coefficient t-statistic Coefficient t-statistic Coefficient t-statistic
—1— —2— —3—
Constant 0.638532 7.192282 0.63856 7.220107 0.909964 14.38141
Income -0.0000655 -3.460007 -0.0000649 -3.458332 -0.0000788 -6.047558
1/Income -77.0826 -0.834087 -78.90591 -0.858713 -557.4071 -6.043466
ECLAC -0.058326 -6.515791 -0.058633 -6.613158
Inflation 0.050199 3.27413 0.049649 3.271231 0.02444 1.198074
Reform 0.012198 0.320243 0.136146 3.457715
Noschool 0.001908 3.415206 0.001871 3.437436 0.002566 5.538963
Trend -0.003353 -1.493729 -0.003089 -1.485051 -0.003769 -2.996997
Trend* Income 0.00000136 2.952585 0.00000135 2.946409 0.00000124 3.677888
High -0.010499 -7.236491
Per household -0.063041 -6.952319
Expenditure -0.076538 -5.187983
R-squared 0.499424 0.498985 0.705668
Adjusted R-squared 0.465197 0.469264 0.682121
Standard error
of regression 0.040767 0.040611 0.041473
Sum of squared residues 0.194446 0.194616 0.215004
Log likelihood 229.0684 229.0132 245.6077
Durbin-Watson statistic 0.721265 0.716844 1.062467
Mean dependent variable 0.449939 0.449939 0.49977
Standard deviation of
dependent variable 0.055745 0.055745 0.073559
F-statistic 14.59135 16.78887 29.96904
Prob(F-statistic) 0 0 0
df (degree of freedom) 125 125 136
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systematically 5-6 percentage points more equal than the
others because of their treatment of home consumption
and other sources of under-reporting.

vi) Reforms. Here, we look first at the effects of the
average reform index, deferring consideration of each
of the sub-indices for later. As the reader can see from
tables 1 to 3, overall the reforms have aregressive effect
onthedistribution. The coefficient ispositivein all three
samples, and is significant in some of them. The effect,
however, is relatively small. According to the reform
coefficient for regressions 2 and 3 in table 1, increasing
the average reform index by 10% can be expected to
increase the Gini coefficient by between 1/3 and 2/3 of a
percentage point. While this effect is not large, the sign
does confirm the assertions of Berry (ed.) (1998) and
Bulmer-Thomas (ed.) (1996). They used historical evi-
dence up to about 1994 for a smaller cross-section of
countries to show that inequality had widened after the
imposition of the neoliberal reform package. The evi-
dence here comes from a much larger cross-section of
countries and a far longer time period, but it points to
the same conclusion.

Two notes of caution are called for here: first, it
should be remembered that when we talk here about the
effect of these structural reforms, we mean their direct

impact, and not whatever effect the reforms may have
had through inflation or income. If the reformsincreased
the growth rate or led to lower inflation, asthey seem to
have donein some countries, the positive effect of those
two factors may outweigh the direct regressive effect on
inequality of the reformsthemselves.® Second, aswewill
see below, different reforms appear to have quite dra-
matically different and offsetting effects on the distribu-
tion. One will get quite different conclusionsif the pat-
tern of reform differs from the across-the-board average
change being considered here.

vii) Land distribution. In regression 4 of table 1 we
re-estimated the model with a single constant and added
a measure of land distribution to see whether this may
be one of the reasons why country-specific intercept
terms differ. As the reader can see, the land distribution
variableis highly significant and positive, adding about

5In arecent paper Escaith and Morley (forthcoming) have estimated
the effect of this same package of reforms on economic growth. Their
results show that the average reform index did not have a significant
effect on the growth rate, because the various components of the
reform package had different and sometimes opposing effects on
growth.

TABLE 3

Effects of subindexes of reform on level of inequality
Variable Coefficient t-statistic Coefficient t-statistic Coefficient t-statistic
Urban -0.0305 -6.3250 -0.0314 -6.6106 -0.0307 -6.4613
ECLAC -0.0523 -9.5654 -0.0513 -9.5852 -0.0516 -9.6664
Expenditure -0.0813 -2.7260 -0.0851 -2.8787 -0.0876 -2.9229
Inflation 0.0165 1.9793 0.0179 2.1863 0.0186 2.2736
Household -0.0132 -2.7286 -0.0133 -2.7530 -0.0127 -2.6238
High -0.0093 -3.5635 -0.0088 -3.4433 -0.0084 -3.2990
Primary 0.1441 2.0320 0.1519 2.1561 0.1467 2.0859
Trend*Income 0.0000 5.7801 0.0000 5.7123 0.0000 5.9264
Income -0.0001 -7.2460 -0.0001 -7.1979 -0.0001 -7.3759
1/Income -251.9838 -3.3943 -250.8982 -3.3851 -234.4582 -3.2187
Privatization 0.0604 3.0108 0.0567 2.8810 0.0587 2.9490
Tax reform 0.0514 2.7174 0.0473 2.5774 0.0521 2.9200
Financial reform -0.0228 -2.3371 -0.0245 -2.5559 -0.0177 -2.0436
Trade reform 0.0282 1.6202 0.0247 1.4514
Capital account -0.0156 -0.9176
R-squared 0.9785 0.9782 0.9778
Adjusted R-squared 0.9757 0.9755 0.9751
Standard error of regression 0.0269 0.0269 0.0269
Mean dependent var 0.5375 0.5371 0.5359
S.D. dependent variable 0.1726 0.1717 0.1706
Sum of squared residues 0.1670 0.1674 0.1686
F-statistic 751.4683 802.2768 855.2841
Prob (F-statistic) 0.0000 0.0000 0.0000
df (degree of fredom) 261 261 261
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3.6 percentage pointsto the average Gini, whichisalarge
effect. The change also affects the significance and/or
size of some of the other variables aswell. Inflation, for
example, becomes a larger and more significant factor.
So do differences in the university education variable.
All this suggests that differences in inflation, in educa-
tional profile and in the distribution of land are among
the reasons why income distributions differ across the
countries in the region. But they are not the only differ-
ences. If they were, we would not have been ableto sig-
nificantly improve thefit of the model by using country-
specific constants.

viii) Trend. Our results indicate that there are im-
portant shiftsin the K-curve over time. We attempted to
capture this by introducing two trend terms, one in the
constant and the other in the K-curve itself. Regression
3intable 1 putsthetrendintheintercept term. It isnega-
tive and significant, suggesting a gradual improvement
ininequality over time, other things being equal. But the
interaction term tells a different story. It is positive and
significant in all of the regressions, including the one
with the common constant, and in the regressionsfor the
urban and national samples considered separately. This
means that the slope of the K-curve changes over time.
Since the coefficient is positive, it means that to the left
of the inflection point, where the curve itself is upward
sloping, the slope is gradually getting steeper, while to
the right of the inflection point, where the slopeitself is
negative, the trend is making the slope gradually flatter.
Furthermore, the interaction term makes the inflection
point itself shift gradually to the right over time, extend-
ing the range over which growth is regressive. Thus the

trend termstell two opposing stories. The trend term on
the intercept is progressive, shifting the K-curve down.
But the interaction term isregressive, so that growth has
become systematically less progressive than it used to
be Toillustrate all this we show the K-curve for Brazil
for 1970, 1980 and 1996 (figure 5). For purposes of com-
parison, all the relevant variables other than trend are set
at their 1996 values. We used the coefficients from re-
gression 3 of table 1 for this calculation. Series one is
1970, two is 1980 and three is 1996. As the reader can
see, the progressive shift downward in the intercept is
increasingly dominated by the outward shift in the curve
and itschange of slope. Both these changes make growth
less progressive than it would otherwise be, for not only
is the interaction reducing the slope of the curve but it
also meansthat the country is moving from one curve to
another, thus making the improvement in inequality per
unit of growth less than it would be if the country was
moving down a stationary K-curve.

FIGURE 5
Kuznets Curves for Brazil
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VI

Sub-indexes of reform

We will now look at tables 3 (on page 34) and 4, which
show theresultsfor each of thefiveareasof reform. Table
3 uses the entire sample, while table 4 shows the results
for the urban and national samples separately. Table 5
summarizestheresults. It isquite clear from table 5 that
the various reforms have different and offsetting effects
on equity. In all three samples some of the reforms have
a significant regressive and some a significant progres-
sive effect. Thisexplainswhy the overall averagereform
indexes seem to have little effect on inequality.
Comparing the combined regressionswith the sepa-
rate urban and national regressions, the resultsfor trade,
capital and tax reform are a good deal more robust than
those for the other two reforms. Trade reform has been

regressive, more so in the national than in the urban re-
gressions. This suggests that the negative effect on agri-
culture of the loss of protection and price subsidies was
more significant that the loss of protection in the manu-
facturing sector. The theoretical case for trade reform
rested on the ideathat increased openness should favour
L atin America smost abundant factor, assumed to be un-
skilled labour. That should have improved the distribu-
tion. But our econometric evidence says that it has not
worked out that way in practice. If anything, the effect
has been the opposite. That is consistent with the find-
ings of Donald Robbins (1996), who has presented evi-
dencethat trade liberalization has led to the widening of
skill differentials. These results are somewhat stronger

Table 4
Results for the subindexes of reform
National sample Urban sample

Variable Coefficient t-statistic Coefficient t-statistic
Constant 0.617703 9.312883 0.64272 7.573593
Income -0.0000291 -2.266974 -0.0000613 -3.50241
1/Income -194.1939 -2.145082 57.34615 0.633523
Trend -0.001197 -1.103537 -0.003263 -1.587047
Per household -0.035718 -4.341743

Expenditure -0.054946 -4.229492

Trend* Income 0.000000602 2.038764 0.00000156 3.64106
High -0.009492 -7.60405

Noschool 0.002715 6.58017 0.001456 2.318449
Inflation 0.034843 2.458605
ECLAC -0.067288 -8.141843
Trade 0.081856 3.098284 0.013151 0.435331
Finance 0.017831 0.954765 0.041569 2.327227
Tax 0.108429 3.669748 0.030098 1.255619
Capital -0.12167 -6.162735 -0.136489 -4.821436
Privatization 0.025497 0.998892 -0.043319 -1.70211
R-squared 0.811166 0.610982
Adjusted R-squared 0.791045 0.56967
Standard error of regression 0.033625 0.036569
Sum of squared residues 0.137939 0.151112
Log likelihood 275.7889 244.9528
Durbin-Watson statistic 1.380068 1.07592
Mean dependent variable 0.49977 0.449939
Standard deviation of dependent variable 0.073559 0.055745
F-statistic 40.31313 14.78958
Prob(F-statistic) 0 0
df (degree of fredom) 136 125
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TABLE 5
Effect of Reforms on the Kuznets Curve

Combined Urban National
Privatization  regressive* progressive regressive
Financial progressive* regressive* regressive
Tax regressive* regressive regressive*
Trade regressive regressive regressive*
Cap Acct progressive progressive*  progressive*

* gsignificant at 1% level

than those of Spilimbergo, L ondofio and Szekely (1997),
who found that “Trade openness also has a negligible
effect over incomedistributionin LatinAmerica’, mainly
because relative factor endowmentsin Latin Americaare
very closetoworld averages weighted by population and
openness (ibid., p. 30). Our conclusions are not consis-
tent with the work of Londofio and Szekely (1998), who
found a significant positive relationship between trade
reforms in the 1985-1995 period and the income share
of the bottom quintile for a panel of 13 countriesin the
region. However, their regressions did not include urban
observations, such asthosefor Argentinaor Bolivia. Nor

VIl

did they include any variables other than the reform in-
dexes in the regressions. Thus the effects that they as-
sign to the reforms may well actually come from other
policies or variables.

In contrast to trade reform, opening the capital ac-
count has been progressive. Reducing barriersto capital
mobility has attracted a great deal of foreign capital to
Latin America, and theoretically this should have reduced
profit rates and increased the demand for labour, all of
which should be progressive. The results of the present
study indicate that this hasindeed been the case. The tax
reforms, however, have shifted the Kuznets curve up to-
wards greater inequality. There are clear theoretical ar-
guments explaining why thisis so. Switching from pro-
gressive income taxes to a flatter tax structure and
substituting VAT or consumption taxes for income taxes
and tariffs shifts the tax burden away from the rich. As
for the other two reforms, the variationsin the signs and
significance of the coefficients on privatization and fi-
nancial reforms suggest that our dataare not good enough
to give an unambiguous answer regarding the effect these
two reforms have had.

The effect of economic growth on income distribution:

an application of the estimated Kuznets curve

One of the central questions facing anyone analysing
trends in income distribution is the effect of growth on
future inequality. Supposing that there are no policy
changes other than growth: will Latin America become
more equitable or not? Is high inequality nothing more
than a phase which will be overcome by growth?

Our regressions shed a good deal of light on this
question. First of all, since the K-curve has an inverted
U shape, we know that some countries are undoubtedly
to the left of the inflection point. For them growth is
going to be inequitable. For the remaining countries
growth should improve things. However, thereisthe com-
plicating factor of the interaction between trend and in-
come, which is making the growth-equity relationship
steadily lessprogressive. Thisis partly becauseit moves
the inflection point to the right and partly because it
makes the curve itself flatter on the downward portion
and steeper on the upward portion.

In 1996 the inflection point of the Kuznets curve lay
at just under US$ 4,000 per capita. That means that all
seven of the high-income countries in the region were
beyond the inflection point, so that for them growth was
equalizing. The remaining nine were on therising portion
of theK-curve, and for them the Gini coefficient riseswith
growth. For theregion asawhole, asimple average of the
individual country elasticities was .0224, indicating that
if all countries grew by the same amount, there would be
adightriseinthe average Gini coefficient. Overall, growth
in 1996 was not equalizing because the weight of those
nine countries on the rising portion of the K-curve was
greater than the weight of those on the equalizing part of
the curve. If one wereto weight the elagticities by either
population or income, however, that conclusion would be
reversed, because al the big and relatively prosperous
countries (Argentina, Brazil, Colombia, Mexico and Ven-
ezuela) were on the falling part of their curves.
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At the same time, one must remember that because
of the trend term the high-income country K-curves are
tending to get flatter over time, while the low-income
curves are getting steeper. This means that growth has
become less and less progressive. To show this, we re-
calculated the el aticitiesusing the parameters of the 1970
K-curve. With those parameters, the aggregate distribu-
tion elasticity would have been -0.18, which means that

VIl

Conclusions

Two main conclusions may be drawn from the econo-
metric evidence presented above:

1. There appears to be arobust and significant relation-
ship between distribution and income. It hastheinverted
U-shape that Kuznets predicted, but the relationship has
been shifting in aregressive direction over time, so that
growth is now a good deal less progressive than it used
to be. In the aggregate that means that further growth in
Latin America is unlikely to improve the distribution
much, if at al. Supplementary measures will therefore
have to be taken. Among those suggested by the regres-
sions are maintaining low inflation rates and investing
in education. Giving new entrants to the labour force
more education at any level is progressive, but countries
will get a much bigger reduction in inequality if they
start at the bottom, universalizing the coverage of pri-
mary education and then broadening the coverage of
secondary and university education.

agrowth ratethat raised averageinequality in 1996 would
have lowered it in 1970. Some feature of the economy is
making economic growth significantly less progressive
than it used to be. We suspect that the culprit is skill-
intensive growth, but we cannot prove that. Whatever
the cause is, however, the implication is that if nothing
else changes, the impact of growth on inequality in the
futureislikely to be more regressive than it is today.

2. On aggregate, the structural reforms appear to have a
regressive effect on the distribution, but thiseffect isboth
small and not very robust stetistically. We refer here only
to the structural economic reforms, not the macroeco-
nomic stabilization measures which were often adopted
at the same time. It should also be noted that we are re-
ferring only to the direct effect of the reforms, apart from
whatever impact they may have had through their effect
on growth or inflation. The reason the direct effect is
small or insignificant seemsto be that reformsin differ-
ent areas have offsetting effects on equity. Trade reform
isregressive in all of our specifications, but it isinsig-
nificant in all but the national sample. Tax reform isun-
ambiguously regressive, and opening up the capital ac-
count isunambiguously progressive. Our resultsfor trade
and tax reform and capital account liberalization are the
most robust and significant; for the other two reforms,
our datawere not good enough to give usaclear answer.

(Original: English)
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