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MOTIVATION & FRAMEWORK

e

GROWTH *

POVERTY

t within
I + [ income
| between
' <
+/-? 1 > INEQUALITY
I outcomes /
I opportunities
o) \
"
|
I ?7?
|
I

AID



OUTLINE

INEQUALITY IN LATAM: LIT. REVIEW
AID AS POSSIBLE DETERMINANT OF INEQUALITY

— LIt. review
— Theoretical channels

EMPIRICAL EVIDENCE

— Data and trends (Gini and AID/GDP)
— Correlation analysis

— Cross-country evidence

» Cross-section and pooled

* Panel data:
— pooled OLS (triennial data)
— -System-GMM (triennial & annual data)

CONCLUSIONS
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INEQUALITY In LATAM

Average Gini 1990-2008

70

60 5

@
¥
v

56,36 56,06 55,80 55,66
6.3 6.0 5.8 55,36 55,25 55,24 54,29

53 24 52,60 52,25

50,60 50,55

49,90

50 — 48,36
46,71
44,88 43,95

40 +
30
20 -
10 -
O T T T T T

D @ g » ’0

A N s i §<

& & S F e & e &

O\)& Qé S & & Q é(, S \y'$ Q} d)@' ?5& Ooé’ 40(@ \)‘

Lower Middle Income Countries in yellow



Gini percentage points

8,00

6,00

4,00

2,00

0,00 1

-2,00

-4,00

-6,00

-8,00

-10,00

Changes Iin Inequality: 1990-2008

6.98
4,71
269 238
181
111
063 0,39
' 00
3 - 1,22
| 236 2,33
2.9 I e B 2.5
) 3.86
I I 456 451 420 A
> 6,24 68516
A - 4 “ o
6,4 so0 OB 64

@2008-1990 m 2008-max




CAUSES

Macro-policies

— Trade openess

Fiscal policy

— Progressive taxation

— Condional cash tranfers (focused)

Lower skilled labour premium

— Increase average years of schooling

— Employment for low-skilled workers (maquiladoras)
— Higher minimum wages

External flows
— FDI & remittances



Table 1. Descruptive statistics for Gini coefficients

OUR SAMPLE

Country Obs. Min. Mean Mazx. Std. Dev. Q1) test
Argentina 19 44432 48,338 33,264 2572 13.958
Bolivia 18 49 400 56,359 61,703 3,181 12.06
Brazil 19 54214 58,269 60,379 1,786 13.948
Chile 19 51,822 54,289 55,451 1,201 15.336
Colombia 19 51,320 55,657 58,200 2,100 12.224
Costa Rica 19 43956 46,711 49 884 1,925 10.459
Dom. Rep. 19 47,208 49,895 51,998 1,363 6.358
Ecuador 14 50,157 55,360 58,822 2,399 7.469
El Salvador 19 46,102 50,547 33,446 2,128 10,403
Guatemala 17 53,227 56,056 58,221 1,420 6.793
Honduras 19 52,765 55,249 58,252 1,491 2.456
Mezxico 19 49760 52,604 54,717 1,680 17.057
Nicaragua 14 50,220 53,237 56,331 2,141 12.731
Panama 19 52,093 55,235 26,633 1,095 6.27
Paraguay 14 52,139 55,797 58,377 1,763 5.33
Peru 18 46,400 50,604 55,538 3,022 1.695
Uruguay 19 42114 43,947 47,056 1,541 14.418
Venezuela 19 41,200 44 882 47,633 2,196 6.171
LATAM-18 323 41.200 52.251 61.703 4.643



AID In LATAM

Figure 3. Net ODA/GDP
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Source: Authors' elaboration based on the World Bank, World Development Indicators. OECD-DAC.
G4 stands for Argentina, Brazil, Chile and Mexico.



DATA for OUR SAMPLE

Table 2. Descnpuve stanstics for net ODA (as a percentage of GDP)

Country Obs. LY ET Mean MMax. Std. Devw.
Argentina 19 0.019 0065 0.149 0036
Bolivia 19 3775 12229 2. 599
Brazil 19 ~-0.067 0.028 0.047 0.025
Chile 19 -0.011 0.172 0.378 0118
Colombia 19 0.093 0.353 0. 206 0_ 200
Costa Rica 19 -0.110 0.542 3.174 0926
Dom. Rep. 19 -0.015 0. 504 1.504 0.329
Ecuador 19 0.434 1.049 2 321 0.561
El Salvador 19 0.445 T.234 2.108
Guatemala 19 0919 2 687 0425
Honduras 19 3.865 16.035 3. 466
Mexico 19 -0.010 ) 0.141 0044
dicaraoua 19 11938 24 650 72060 14 743
Panama 19 -0 730 0.548 2. 499 0.778
Paraguay 19 0.329 1.132 2. 365 0.475
Perm 19 0263 0883 1.890 0424
Uruguay 19 0.073 0.230 0. 758 0_206
Venezuela 19 0.011 0.055 0.165 0033
LATAM-18 342 -0 730 2878 T2.060 68392



LIT. REVIEW

e POSITIVE:

— Bornschier et al. 1978; Layton & Nielson
2008; Bjdrnskov 2010

— Herzer & Nunnenkamp 2012 (cointegration)

 No effect:

— Dolan & Tomlin 1980; Chong et al. 2009 (N=112
T=1972-2001)

 NEGATIVE:
— Cuesta et al. 2006; Tezanos et al. 2013



AID & INEQUALITY: CHANNELS

AID
BILATERAL MULTI-BI-LATERAL
(pooled & common funds) MULTILATERAL
| 1
agentS[ Central state Non-central state NGOs ]
Budget support Debt relief Technichal assistance Projects & programmes
instruments | riscal policy (budget constraint [ Macro-stability ]
sectors SOCIAL |[ECONOMICINFRASTRUCTURE | PRODUCTION MULTISECTOR
_——
@e mvestm@ micro food and
water and sanitation businesse umanitarian aid
Programs &
projects
\ In-kind transfers Cash transfers Credits Knowledge & know-how |
Policies and elite [ middle class ] [ poorest ]
political context N7
Political reforms (voice, participation, civil rights, security, better democracy and institutions) income poverty

INCOME DISTRBUTION




SELECTED CHANNELS

Focus on the poorest zones, groups, sectors

Better governance: trade unions -> minimum
wages, collective negotiations...

Macro-stability: multilateral programmes
— Lower inflation

— Better real exchange rate & terms of trade
— Attract FDI

Debt relief frees-up resources
Direct Budget Support (CCTs programmes)
Technical cooperation (fiscal reforms)



By country:
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Figure 4. ODA and mnequality in Latin America: 1990-2008 (R2=0.46)
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Source: Authors’ elaboration with data from the IDLA dataset (Martorano and Cornia 2011).




OUR MODEL @ G=at xo+ plaid) +

« CONTROLS:
— Chong et al. (2009):

o inflation; liquid liabilities; literacy; GDPpc; agriculture and
Industry (%V.A.)

— Domestic redistributive policies:

* Public expenditure (and social exp.)
— Labour institutions and education

 Minimum wages (formal); unemployment; Gini-education
— External redistributive flows:

« Terms of trade; FDI; remittances

— Political context:
* polity 2



CORRELATION MATRIX

Table 3. Correlation matrix

ini aid inflation m2 GDP p.c. agr ind pub_exp mw un tot
ein 1.000
aid 0.149  1.000
inflation 0076  -0.057 1.000
m2 0348  0.053 -0.114 1.000
GDPp.c. 0338 0777 0.003 -0.046 1.000
agr. 0227  0.688 0060  -0.044 -0.821 1.000
ind. 0347  -0.089 0.148 0.343 0.208 -0.280  1.000
pub_ezp 0403 0047 0.052 0.322 0.052 -0.091  -0.130 1.000
mw 0337 0297 -0.094 0.207 0.571 0406 0212 0.083 1.000
un 0130 -0.094  -0.094 0.007 0.077 -0.182 0018 0.048 0.057 1.000
tot 0015  -0.06l -0.133 0.081 0.003 -0018  -0.032 0.015 0.06> 0011 1.000
polity2 -0.183  0.016 -0.007 0.293 0.154 0.026  0.001 0.183 0236 0044 0113
literacy 0332 -0.7%4 0.010 0.069 0.763 -0.731 0174 0.138 0343 0110 0073

Note: Annual data for the 18 countries in the sample. 238 observations. 32 observations for literacy.



RESULTS: cross-section

Dependent variable: gini
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Results: pooled cross-section

Dependent variable: gini
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Results: SYS-GMM
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ROBUSTNESS

e GIni:
— 2008 vs average

— SEDLAC: Gini, Theill, Atkinson, E(O) but 230
observations vs our 323 (correlation=0.992)

e Aid
— Per capita vs ODA/GDP(%)

— Gross disbursements (with & without debt
relief)



CONCLUSION

Consider aid as an egalitarian external flow
Multiple channels:

types, donors, instruments, sectors.
Complex transmissions

Caveats:
— Measurement erros (Gini annual)
— Overall effect vs. Country specific effect



	Does aid reduce inequality? Evidence for Latin America
	MOTIVATION & FRAMEWORK
	OUTLINE
	INEQUALITY in LATAM
	Changes in Inequality: 1990-2008
	CAUSES
	OUR SAMPLE
	AID in LATAM
	DATA for OUR SAMPLE
	LIT. REVIEW
	AID & INEQUALITY: CHANNELS
	SELECTED CHANNELS
	CORRELATION
	OUR MODEL 
	CORRELATION MATRIX
	RESULTS: cross-section
	Results: pooled cross-section
	Results: SYS-GMM
	ROBUSTNESS
	CONCLUSION

