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Abstract: During the last decade, inequality and poverty fell sharply in many Latin American
countries; a period in which voters chose left-leaning leaders in ten countries including about
half the region’s population. Are these two developments related? Using data for 18 Latin
American countries and political regime classification of Arnson and Perales (2007), this paper
presents some econometric evidence that the social democratic regimes in Brazil, Chile and to a
lesser extent Uruguay were more successful at reducing inequality and poverty than the so-called
left populist regimes of Argentina, Bolivia and VVenezuela. Both groups implemented policies to
redistribute income, but the social democratic regimes redistributive efforts were more effective.
Argentina and Venezuela started the 1990-2008 sample window with lower levels of inequality,
S0 to some extent recent reductions in inequality are a return to “normal” levels (as estimated by
fixed effects). Inequality and poverty in Brazil and Chile, on the other hand, fell to historic lows
during this period. Second, overall terms of trade shocks were more favorable for Argentina and
Venezuela, so part of the drop in inequality in those countries can be attributed to typically
transient commaodity price booms.
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Income inequality in Latin America remains high, but there are signs of progress.® The
past decade has seen inequality and poverty fall in most countries (see Figures 1 and 2 and
Helwege and Birch (2007), Gasparini et al. (2008), Lustig (2009), Pinkovskiy and Sala-i-Martin
(2009), CEPAL (2010), Cornia (2010), Lopez-Calva and Lustig (2010) and UNDP (2010)).*
Falling poverty and inequality, as it happens, coincides with the election of left of center
governments in Argentina, Bolivia, Brazil, Chile, Ecuador, Nicaragua, Uruguay and Venezuela
(see Table 1). By 2009, voters in ten countries accounting for two-thirds of the region’s
population chose new left-leaning regimes, peacefully completing a sharp break with the
authoritarian regimes that dominated the region as recently as the 1980s.

To what extent have these new regimes been responsible for reductions in inequality and
poverty? Lustig (2009), Lustig and McLeod (2009) and Cornia (2010) find that political regimes
matter for inequality reduction. However, Lustig and McLeod (2009) find that while the so-
called left populist regimes (as classified by Arnson and Perales, 2007) did reduce inequality, to
some extent these reductions are a return to normal levels, where “normal” inequality is
estimated by fixed effects. ® Brazil and Chile, on the other hand, reached historic lows in both
inequality and poverty. Moreover, Argentina and Venezuela were recovering from economic
crises and benefited from sharp increases in the price of commodities during the 2002-2008 years
(see Figure 5). That is to say, one cannot conclude that it was the initiatives and policies of their
governments that caused a reduction in poverty and inequality unless one can control for other
factors impacting inequality during this period. In fact, Lustig and McLeod find that the
inequality-reducing impact of public spending in Argentina, Bolivia, and Venezuela becomes

*With a Gini coefficient of .53 (circa 2005), Latin America is 19 percent more unequal than Sub-Saharan Africa, 37
percent more unequal than East Asia and 65 percent more unequal than developed countries (Lopez-Calva and
Lustig, 2010).

* Lopez-Calva and Lustig (2010) and the contributors to the volume Declining Inequality in Latin America: A
Decade of Progress? report evidence of significant declines in inequality since 2000. Robinson (2010) argues that
both the expansion of education and the increase in transfers targeted to the poor are a result of democratization.
One implication of this recent sharp drop in extreme poverty is that Latin America appears to be back on track to
meet its MDG goals (in fact, using the indigence or extreme poverty line closest to a $1.25 per day it already has
reached its goal (see Figures 2 and 6)). Exceptions to these trends are Uruguay and Nicaragua where inequality rose
a little or where the reduction in inequality is not statistically significant.

® The “left populist” vs. social democratic classification is due to Arnson and Perales (2007) who in turn draw on the
definition of populism outlined in Roberts (1995). He describes a number of characteristics of populist regimes
including charismatic leadership that uses “widespread redistributive or clientelistic methods to create a material
foundation for popular support.”



statistically insignificant once one controls for unobserved (fixed) effects and the commodity
price boom.

This paper confirms and extends the results of Lustig and McLeod (2009) on the impact of
political regimes on inequality. We reproduce and expand on the results of our previous paper
for inequality and then test the impact of political regimes on various poverty rates for the same
18 Latin American countries over the period 1989-2008.° Again we “sample” SEDLAC survey
data over three year intervals allowing for 3-5 year interval between surveys in many countries.’
For inequality, adding fixed effects reversed the impact of political regimes, making so-called
left-populist regimes less redistributive and social democratic regimes effective in reducing
inequality during 1999-2008, the period during which the leftist governments were voted in. For
a wide range of poverty rates published by SEDLAC, the results again favor social democratic
regimes. Poverty falls consistently under these regimes, controlling for a range of exogenous
shocks and policy interventions.

Generally, the regression results suggest that terms of trade and growth have substantial
impacts on poverty rates as does social spending.? These results for a range of poverty measures,
including the poverty gap and the poverty gap squared, reinforce the findings of Lustig and
McLeod (2009) that the social democratic regimes in Brazil, Chile and to a lesser extent Uruguay
have been more successful than so-called left-populist regimes in reducing poverty and
inequality. In fact, the evidence for poverty reduction is robust to a range of estimation methods
and poverty measures, as discussed in the next section.

Since the downward trend in inequality and poverty and the new left governments is
barely a decade old and there are just a handful of countries in each group, the scope for
statistical analysis is limited and many of the issues explored in this paper will not be resolved

for many years. Still econometric analysis has an important role in controlling for a host of

® In some regressions, Uruguay is left out because its presence drives the results. Generally, however, our main
results hold wheter Uruguay is included or not.

"We prefer to use SEDLAC’s data over CEPAL’s because the latter corrects for under-reporting, a practice that is
subject to controversy. Also, we preferred SEDLAC’s over the WB data base (World Development Indicators) and
WIDER’s WIID2c because SEDLAC uses as consistent a methodology as available survey data permits and all data
points come directly from surveys (i.e., there are no interpolations).

® Minimum wages tend to increase moderate poverty and have no impact on extreme poverty, as measured by the
headcount ratio. Although Lustig and McLeod (1997) found that an increase in the minimum wage reduced extreme
poverty, the impact depends on which effect dominates: the income increasing or the employment decreasing effect
of higher minimum wages.



factors that may impact poverty and inequality besides the characteristics of the governing

regime.

Data
Researchers are fortunate Latin America’s recent move to the left occurred just after

measures of inequality greatly improved. SEDLAC’s survey-based poverty and inequality
indicators -- computed from household survey data tabulated in a relatively uniform fashion --
represents a unique opportunity to test whether political regimes matter.® Household surveys
became more abundant in the 1990s, but apart from a few countries with annual surveys
(Argentina and Brazil, for example) household surveys are intermittent at best.® To deal with
this problem of intermittent household surveys we follow Barro (2000, 2008) and sample
inequality measures using three-year intervals choosing the middle or most recent available
survey in each interval. Other control variables such as per capita income and the terms of trade
are three-year averages.

During 1989-2008 about 175 survey-based data points (inequality and poverty measures)
are available in the SEDLAC database. To cover 18 years and 18 countries would require about
360 survey data points. Hence about 50% of the country/years observations have no survey data.
By “sampling” three-year intervals, we are able to cut the missing observations to about 20%,
leaving just under 90 observations once other missing data is considered. * Using three-year
intervals in a panel also provides a wider range of political regime measures for testing. Political
regimes are measured in three ways. One way to measure political regimes is the 0, 1 dummy
proxy.*? Each regime is given a year for its policies to have effects, so any three year period
during which a left leaning government is in office for more than one year gets a 1 and others get

a zero (see Table 1 for the first effective year of each regime). A second measure counts the

° This data is generally available online at http://www.depeco.econo.unlp.edu.ar/cedlas/sedlac/.

19 Appendix Tables A-6 and A-7 in Lustig (2009) show survey based inequality and poverty estimates for 18 Latin
American countries and the Dominican Republic as downloaded in June 2009. For the period 1989 to 2008, there
are 166 available surveys which cover just over 50 percent of the years for 18 countries. Sampling over three year
intervals generates a panel covering the same period but with only about 20% of the inequality measures missing.
1 Cornia, op. cit., takes a different approach to deal with intermittent survey data, using data from WIDER’s
WIID2c and the World Bank’s WDI data base to fill in 120 missing annual observations, interpolating another 98
observations between years (leaving about 25 missing data years in the early 1990s). This approach has the
advantage of producing a large annual panel with over 300 observations. Though our three year interval panel is
smaller, all LHS variables are actual survey estimates prepared by SEDLAC staff using as consistent a methodology
as available surveys permit. Since inequality as measured by the Gini coefficient changes slowly over time, three
year averages on the RHS may remove short term variability not related to long term inequality trends.

2 As in Lustig and McLeod (2009) and Cornia, op. cit.



number of years a given regime has been in power within a particular period (for example, if
they are in power two years out of a period of three, they get a two), always skipping the initial
year in office because it generally takes some time for a government to implement its own
policies. A third regime measure, reported in the last three columns of Table 1, measures the
cumulative years the regime is in power, again not including the year the government takes
office (counting starts with the “effective year” shown in Table 1). Lustig and McLeod (2009)
report results mainly for the first 0,1 dummy proxy (or the product of this dummy and some
policy intervention). This paper on the other hand, uses almost exclusively the second two
regime measures that also capture the intensity (years in power) or cumulative impact of a
particular regime. ** The Chavez regime in Venezuela for example has been in power for over
ten years, ample time to implement and refine redistributive policies. Similarly, Chile’s Social

Democratic regime exited in March of this year after almost a decade in power.**

Political Regime and Inequality

As mentioned above, Lustig and McLeod (2009) found that political regime mattered for
inequality reduction. In particular, leftist regimes were found to be more redistributive than non-
leftist regimes and, within the left, social democratic regimes were found to be more
redistributive than so-called populist regimes once one controlled for other variables and fixed
effects were taken into account. In this paper, we check the robustness of these results by using
the regime measures described in the previous section.

Table 2 presents estimates of how the two political regimes (populist and social
democratic left) affect inequality using the Gini coefficient as the dependent variable and per
capita income as a control variable (the classic Kuznet’s relationship). Various public spending,
trade and remittances are used as explanatory variables; changes in net barter terms of trade and

fuel exports as a percent of merchandise trade variables are included as control variables as well.

3 This suggests that these regime dummies are capturing the effect of government policies. Using Chile’s social
democratic government as an example, the Lagos government took office in March 2000, so the first regime
measure would 1,1,1 (using the dates shown in the last three columns of Table 1). The second method counts the
years in power during each interval, so this regime indicator would be 1,3,3 for Chile. The last three columns of
Table 1 reports the third measure, 1,4,7 for the three intervals during 1999-2007.

4 According to a January 17" 2010 BBC story on the Chilean election, “Socialist Ms Bachelet... will leave office in
March with a high approval rating as a result of policies to tackle poverty and use Chile's all-important copper
exports to offset the effects of the global economic crisis,” precisely what this paper is about (BBC online
“Billionaire Pinera wins Chile presidential election” http://news.bbc.co.uk/2/hi/8464136.stm).




Equations 1.1 to 1.3 are panel estimates without unobserved fixed effects, equations 1.4 to 1.8
include both country and period fixed effects. Even controlling for observed and unobserved
determinates of inequality; the effect of political regime can be large. The estimated cumulative
effect of social democratic regime in power for six years is a 2-3 point reduction in the Gini
coefficient, more or less what happened in post 2003 Chile and Brazil (using the -.4 and -.6
coefficients shown in Table 2 for egs. 1.4, 1.5 or 1.8). Whereas overall Latin American public
spending is regressive (line 3 of Table 2), social spending significantly reduces inequality.™
Note, however, that there is very little interaction with the political regime variables, suggesting
that the increase in overall social spending is not the way these governments have reduced
inequality (see egs. 1.5, 1.7 and 1.8, and the coefficient on the fourth line of Table 2). One
possibility is that these governments may be able to better target same amount of spending; that
is, social spending became more progressive.*® Finally, equations 1.2, 1.3 and 1.6-1.8 control for
a number of external influences including the terms of trade, remittances and various sorts of
exports. Terms of trade improvements tend to reduce inequality, which is perhaps due to the
favorable impact on agriculture and rural wage rates (we return to this in next section on
poverty). Similarly, merchandise exports tend to reduce inequality, but fuel exports increase
inequality. Taken together these results suggest any shift away from fuel and mineral exports
(see also Table 4 for poverty impacts) tends to reduce poverty and inequality, which is perhaps
due to the widely noted fact that mineral and fuel exports decrease the quality of governance
and/or because these sectors are less labor intensive."’

Broadly, the regression results suggest a recurring pattern. Without fixed effects, so-
called left populist regimes appear to reduce inequality, but social democratic regimes do not.
With fixed effects, the impact of political regime is reversed: the social democratic regimes
reduce inequality significantly using all three measures while left populist regimes have no
impact on inequality. Note also that terms of trade and the composition of trade become much
more significant with the fixed effects estimates. The impact of per capita income, which does
not change dramatically over this period, gets lost in the fixed effects as well. Public

'3 The series on social spending are obtained from CEPAL.

16 | opez-Calva and Lustig, op. cit., find evidence that social spending became more progressive after 2000.

17 See Collier and Goderis (2008) and Brollo et al. (2010). Total public spending and net barter terms of trade
variables were obtained directly from the World Bank’s World Development Indicators as downloaded June 2009.
Social spending is from CEPAL, Gasto publico social como porcentaje del producto interno bruto (PIB) available
at www.eclac.cl/estadisticas/.




consumption spending remains regressive with or without fixed effects though having a social
democratic regime tempers these regressive impacts somewhat.*®

Why do fixed effects reverse the impact of social democratic vis-a-vis left populist
regimes? The longer lived social democratic regimes are Chile and Brazil while the main left
populist regimes are Argentina and Venezuela. The fixed effects capture the long run effect of
history and institutions, slow to change determinants of inequality such as the distribution of
land, racial and ethnic inequality, the composition of industry and the full range of government
policies that can increase or reduce inequality. Adding fixed effects effectively separates
variables that change in inequality during our 1989 to 2008 sample period, such as terms of trade
and government policies, from unchanged or slow changing institutional factors.*® Hence, the
observed post 2000 fall in inequality for Argentina and Venezuela can be interpreted as a return
to typically lower levels of inequality for these countries. For Brazil and Chile, on the other
hand, inequality fell to historic lows, partially reversing long term institutional factors that have
made inequality historically higher than average in these countries.

Figure 3 confirms this pattern: in both Argentina and Venezuela inequality rises and then
falls back toward levels observed in the early 1990s (inequality in both countries falls after 2002
but remains higher than it was in the early 1990s). In both Chile and Brazil inequality ends
lower than it was in the early 1990s: hence the social democratic countries appear to have broken
with the past while Venezuela and Argentina have returned toward past lower levels of
inequality. As it happens, post 2000 terms of trade trends were also much more favorable for
Argentina, Venezuela and Bolivia (see Figure 5). Chile and Brazil also experienced favorable
movements in their terms of trade, but ones that were not nearly as dramatic. Terms of trade
movements contributed to reduce inequality in all three groups of countries according to the
fixed effects estimates reported in Table 2 (see also Table 4 and 5 for poverty impacts).
However, the windfalls for so-called left populist governments were higher than for both the

social democratic regimes and for the rest of Latin America (our control group).

18 See Huber et al. (2008).

19 In panel econometric terms, fixed effects ignore “between” and reflect only “within” sample variations in
inequality and poverty. The actual fixed effects estimates from Table 2 regressions are provided in Table 3. Note
that Chile and Brazil’s Gini coefficients are about 2-7 percentage points higher than expected during the period
under study as indicated by high positive country fixed effects (see Table 3). That is, compared to other Latin
American countries and controlling for Table 2 RHS variables such as per capita income and terms of trade, Chile
and Brazil have higher than expected inequality. Argentina and Venezuela, on the other hand, had lower than
expected Gini coefficients (about 4 to 9 percentage points lower according to Table 3 fixed effects).



Political Regime and Poverty

Inequality can be reduced by redistributing income from the rich to the middle class or by
raising the share of the bottom two quintiles and in the process reducing poverty. Hence, in
order to check whether left-leaning governments favored the poor it is not enough to test their
performance vis-a-vis inequality. Using the range of poverty estimates provided by SEDLAC
allows us to explore how political regimes, policies and external shocks affect various the bottom
strata. Figures 2 and 6 show the various poverty rates SEDLAC computes for the countries in
our sample. All the poverty measures roam the bottom half of the income distribution (only
Bolivia, Honduras and El Salvador frequently have moderate poverty rates over 50%, though in
Mexico and Venezuela moderate poverty has been over 60% during crisis years). In most Latin
American countries, the so-called extreme to indigence poverty rate generally reflects living
standards in the bottom quintile (except for Bolivia and Honduras where extreme poverty lines
roam the 2" quintile).

Table 4 regresses the log change in moderate and extreme poverty (headcount) on a
similar set of variables used in Table 2 where the dependent variables are the Gini coefficients.
Using changes makes fixed effects dissappear. Fixed effects in the case of poverty (as opposed to
inequality) did not change the results so they can be left out. The reason for this is because the
initial level of poverty is not key to the result (while it is for inequality). The results for changes
in moderate and extreme poverty show a pattern similar to that for the fixed effects regressions
reported as egs. 1.4 to 1.8 in Table 2. Social democratic regimes tend to be more effective than
left populist regimes in reducing both poverty rates.’ Again changes in social spending reduces
poverty among both groups, but has an even larger impact on severe poverty, as expected.
Inflation also raises both poverty rates, again hitting the bottom quintile hardest (though low
poverty rates tend to make log changes in poverty rates larger, see Lustig and McLeod, 1997,
Appendix 3A). Remittances, manufacturing exports, and especially terms of trade changes

reduce poverty, though manufacturing exports only impact extreme poverty. Raising the

0 These results include Uruguay in the social democratic group; however, Panama and Guatemala have been
excluded because they have very few extreme and moderate poverty rates, reducing the sample from 18 to 16
countries—again poverty rates are sampled from three year intervals, not averaged or estimated.



minimum wage increases moderate poverty which suggests that the negative effect on
employment may dominate over the positive so-called “light-house” effect.?!

Table 5 provides additional tests of the impact of political regimes on moderate poverty
using the same approach used for the Gini coefficient in Table 3 and in Lustig and McLeod
(2009). These results are more robust in the sense that the signs and significance of the regime
impacts are less dependent on the estimation method (for poverty rates, not inequality). The key
difference between the Table 3 results for the Gini coefficient and this table for the level of
moderate poverty is that with or without fixed effects social democratic regimes tend to be more
effective than left populist regimes in reducing poverty and that this effect is cumulative: the
longer the social democratic regime is in power the larger the reduction in poverty. Again, there
is a lot of interaction between the terms of trade and the political regime measure. Note that
comparing equation 5.2 and 5.5 and adding both fixed effects and the terms of trade seems to
reduce the impact of social democrative regimes (the t-statistic for cumulative years in power is
not significant at the 5% level). However, this effect seems to be largely due to Uruguay, since
equation 5.5a drops Uruguay and the political regime variable rises from .05 to .07 and becomes
highly significant. Similarly, equations 5.6 and 5.7 control for a range of other policies and
events: equation 5.7 drops the terms of trade, again raising the sized of the intervention
coefficient. Lustig and McLeod (2009) show that terms of trade windfalls have a greater effect
under social democratic regimes, one interpretation of the interaction between these variables.
Finally, egs 5.3, 5.6 and 5.7 replace social spending with the share of social spending in total
public consumption. Since overall public spending in Latin America is regressive, reallocating
fiscal spending to social programs (as defined by CEPAL) reduces poverty faster than increasing
social spending alone. Inflation and the minimum wage also have more robust impacts on
moderate poverty (as opposed to overall inequality). As in Table 4, for changes in moderate
poverty, the level of the minimum wage tends to increase moderate poverty with or without fixed
effects. Inflation also has a robust negative impact on moderately poor households.

Finally, Table 6 tests a single new specification across the full range of poverty measures
provided by the SEDLAC database. Instead of using first differences or fixed effects, we

condition on the initial level of each poverty measure (picking up the fixed effects). The last row

2 Contrary to results of Lustig and McLeod (1997) and Cornia (2010), raising real minimum wages increases
moderate poverty but has no impact on extreme poverty, as one might expect if the very poor have little contact with
formal labor markets.



of Table 6 summarizes the mean of each poverty measure for this group of countries (Uruguay is
dropped, though the main results are not affected by adding it). The lowest mean poverty rate is
14% for extreme poverty, followed by 23% for the $2.50/day poverty line. Both the $4/day line
and the moderate poverty line average about 40% (though they are computed using the same and
different poverty lines in each country). In terms of the incidence of poverty (the number of
poor over the total population), if anything social democratic regimes reduce poverty in the
bottom quintile more than for the second quintile (captured by egs. 6.2 and 6.3). Public
spending on social programs also seems to reduce the number of poor, even those below the
lowest “extreme” poverty line, though the impact on the more uniform $2.50 day poverty line is
not significant. Finally, both the terms of trade and overall economic growth (per capita
income) seem to be reaching the poorest groups.

The poverty gap and the poverty gap squared measure not only the number of poor below
each poverty line but also the depth of poverty (or average incomes). The poverty gap squared
places more weight on the poorest of the poor. Surprisingly, political regime still matters even at
the lower $2.50/day poor groups, but social spending does not seem to increase the average
income of the poor or the poorest (note the impact of social spending becomes insignificant). If
anything the impact of economic growth and terms of trade changes increase when we focus on
the average incomes of the poor and the poorest. However, the evidence presented in Table 6
suggest the poorest groups have not benefitted from cumulative rule by left populist
governments, and if anything have lost out a bit of the time period in the countries considered
here.

The results for poverty rates in Tables 4-6 reinforce the findings in Lustig and McLeod
(2009) that political regimes, growth and terms of trade shocks matter for poverty and inquality.
Taken as a whole however, these results suggest left populist governments have been less
successful than social democratic governments in reducing poverty. Exactly how social
democratic governments have helped the poor needs to be clarified. Social spending seem to be
important, but they are not the entire story. Social democratic governments appear to better
target existing levels of spending, and reallocating spending toward social programs has a strong
impact. Future research along these lines must test a number of other measures that may be

helping the poorest groups under social democratic regimes: access to eduction, targeted
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conditional cash transfers and labor intensive exports (both Brazil and Chile are relatively
successful exporters of manufactures for example).

Conclusion

To summarize, a panel estimates for 18 countries with adequate data for the period 1989
to 2008 suggest political regimes do matter for inequality outcomes. However, the results for so-
called populist and social democratic regimes are different: even controlling for the commodity
price boom, poverty and inequality fell faster under social democratic regimes in Brazil, Chile
and Uruguay. The inequality and poverty-reducing impact of left-populist regimes in Argentina,
Bolivia and Venezuela vanishes once one controls for unobserved effects and the commodity
price boom. Historically, Argentina and Venezuela had lower levels of inequality and poverty
(especially extreme poverty) than other Latin American countries, so a return to “normal” levels
of inequality also helps explain part of the sharp post 2002 fall in inequality both countries (as
measured by the Gini coefficient and in particular the extreme poverty rate, see Figures 2, 3 and
4). Further analysis should allow us to separate out the impact of public policy (via education
spending for example), but the evidence suggests that social democratic regimes have been able
to reduce poverty faster than left populist regimes (as measured by a wide range of poverty
measures). Even controlling for other factors, the evidence for social democratic regimes is
more conclusive: they have been more effective than non-left and left populist governments in
reducing poverty and inequality, although exactly how they have done this is a topic for further
research.

Having said this, should so-called left populist regimes be given credit for reducing
inequality to pre-crisis or historic norms? They should. Once inequality increases, it may well
be difficult to return to pre-crisis levels. The governments of Argentina and Venezuela deserve
credit for reducing inequality and poverty back toward 1990 levels. However, there is a
difference between returning to historic low levels and reducing poverty and inequality to
historic lows, as Chile and Brazil did. Furthermore, the econometric evidence suggests that the
populist leftist regimes did not reduce inequality and poverty faster than non-left regimes that

enjoyed similarly favorable terms of trade.
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Tablel: New Left Political Regimes in Latin America

Cumulative years
regime is in power*

Took Effective 2000- 2003- 2006-

Country Leader Office year*  Classification” 2002 2005 2008
Argentina  The Kirchners May-03 2004 Left Populist 0 2 5
Bolivia Evo Morales Jan-06 2007 Left Populist 0 0 2
Brazil Lula da Silva Jan-03 2004 Social Democratic 0 2 5
Chile Ricardo Lagos Mar-00 2001 Social Democratic 2 5 8
Ecuador Rafael Correa Jan-07 2008 Left Populist 0 0 1
Nicaragua  Daniel Ortega Jan-07 2008 Left Populist 0 0 1
Uruguay  Tabaré Vazquez = Mar-05 2006 Social Democratic 0 0 3
Venezuela  Hugo Chavez Feb-99 2000 Left Populist 3 6 9
Total effective years 5 15 34

**Effective year” is one year after the government takes office, as new policies take time to implement. Both
Nicaragua and Ecuador elected left populist governments in 2008, outside the window of the present analysis.
2/ This table begins with the political regime classification discussed in Arnson and Perales (2007). After 2007
left populist governments took office in Ecuador (Rafael Correa) and Nicaragua (Daniel Ortega). As Acemoglu
etal. (2010, p. 1) notes the “resurgence of populist politicians in many developing countries, especially in Latin
America. Hugo Chavez in Venezuela, the Kirchners in Argentina, Evo Morales in Bolivia, Alan Garcia in
Peru, and Rafael Correa in Ecuador are examples of politicians that “use the rhetoric of aggressively defending
the interests of the common man against the privileged elite.” Similarly, Cynthia Arnson (email
correspondence, November 15™ 2010) points out that while “few cases are a perfect fit” one can “safely
distinguish” social democratic regimes Brazil, Chile and Uruguay where “political competition takes place
within at established institutional framework” from populist regimes such as Argentina, Bolivia, Ecuador ,
Nicaragua and Venezuela where the “political system is ‘refounded’ via new constitutions that strengthen the
executive at the expense of checks and balances” and where the political “discourse is highly polarizing
between “the people” and an oligarchic elite. And where “new forms of political participation are created
outside traditional institutions, such as parties, and are linked to the president in corporatist fashion, the state
intervenes in the economy in ways that are hostile to private capital, etc.”
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Table 2: Determinants of Latin American Inequality 1990-2008 (as measured by
the Gini coefﬁcient)Z/

3 year panel without fixed effects with fixed effects”
Dependent Variable: Gini Coefficient Gini Coefficient
(t-statistics in parentheses) 11 12 13 14 15 16 17 18
Social Democratic Regime (years)3/ 154 072 -1.31 -1.42
or cumulative years in office 040 (24) (1.0) -0.43 -040 -B2) -(41) -063
(2.0) -(2.5) -(2.7) -(2.7)
Left-Populist Regime (years in office) -0.90 -1.3 0.47 011
or cumulative years in office 081 -4 -(18) 004 -014 (08 (02) _gps
-(3.8) (0.2) -(0.7) -(0.2)
Government Consp (log % GDP) 9.0 9.3 6.2 50 52
(11.7) (8.2) (3.7) (24) (24)
Public Social Spending (log % GDP) .2 2.9 2.4 32 37
-(2.3) -(2.8) -(1.7) -(2.2) -(2.5)
Per capita income $ppp 2005 (log) -3.2 -6.3 -4.4 03 10 -36 -18 -20
-(2.8) -47) -(3.9) (0.1) (0.3) -(1.1) -(0.6) -(0.7)
Inflation rate (average CPI change) 0.3 0.23
(5.0 (2.9)
Net barter terms of trade (log) 2.6 5.2 -46 -3.0 -21
(0.8)  (1.6) -(24) -(1.4) -(0.8)
Remitances/GDP 0.22 0.13 -0.19 -0.18 -0.19
(22) (1.7 -(3.0) -(2.8) -(3.0)
Merchandise Exports % of GDP -4.1 -1.8 35 -31 -29
-(4.7)  -(2.3) -(1.8) -(2.1) -(2.0)
Fuel exports % of merchandise exports -0.07  0.08 0.60 0.63 0.63
<(03)  (0.4) (35) (34) (35)
Constant 63 119 58 50 34 119 88 86
(6.6) (42)  (27) (16) (1.2) (42) (27) (2.5)
Number of Observations 86 85 80 86 85 80 80 83
Number of Countries 2/ 17 17 17 17 17 17 17 18
Adjusted R? 0.16 0.31 0.51 0.75 0.80 0.78 0.80 0.81
Std Error of Regression 4.2 3.9 3.3 2.3 2.1 2.2 21 21
Cross-section/period fixed effects redundancy F test 9.7 6.7 7.9 57 55
prob value for fixed effects F-test (joint period/cross section) (0.0) (0.0) (0.0) (0.0) (0.0)

1/ Includes both period and country fixed effects, t-statistics based on white diagonal robust errors.

2/ Gini coefficients are actual survey values from CEDLAS, selected to represent each three year interval.
If availble the last year in the three year interval is used, otherwise the first or last year are used.

3/ Includes Uruguay .
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Table 3: Fixed Effects from Table 2 Regressions

From Table 2: eg. 1.8 eqg. 1.4 eqg. 1.7
Argentina -3.17 -4.50 -3.96
Brazil 1.88 6.36 2.11
Bolovia 3.45 4.94 3.10
Chile 7.44 2.42 7.91
Colombia -1.25 2.63 -1.51
Costa Rica -1.88 -5.69 -2.25
Ecuador 0.36 3.94 0.45
El Salvador -1.22 -1.68 -1.17
Guatemala 0.24 1.50 0.34
Honduras 2.88 2.35 2.99
Mexico 1.96 -0.68 1.67
Nicaragua -2.47 -1.15 -2.27
Panama 0.71 2.39 0.66
Paraguay 495 2.99 5.10
Peru -5.14 -3.13 -5.01
Domican Republic  -0.84 -3.44 -0.83
Venezuela -8.78 -8.43 -9.37
Uruguay' -4.36

Period Fixed Effects

1988-90 -2.08 -0.28 -2.14
1991-93 -2.46 -1.24 -2.44
1994-96 -0.18 0.38 -0.13
1997-99 1.14 0.76 1.19
2000-02 0.33 0.75 0.42
2003-05 1.33 0.37 1.40

2006-08 1.93 -0.74 1.70




Table 4: Changes in national poverty line poverty rates for 16 Latin American Countries

Dependent Variable Dependent Variable
Log change in moderate powerty Log change in extreme poverty
(t-statistics in parentheses) 3.1 32 33 34 35 36 3.7 3.8 3.9 4.0
Social Democratic Regime (0,1) -0.075 -0.12 -0.16 -018 -0.14 -023 -028 -0.17 -0.22
. . -(2.2 -(3.0 -(2.6) -(3.0) -(2.2 -(3.2 -(2.4) -(2.2) -(2.3
cumulative years in power Y @2 B0 gy @O GO 2D G @Y 22 23
-(3.4)
Populist Regime (0,1) 0.07 0.05 011 -001 0079 -0.037 -0.180 0.012 0.024
. . 0.4) (0.4 14) -(0.1) (0.9 -(0.4) -(15) -(0.4) (0.2
cumulative years in power Y Y R 09 -9 -0H 02
-(0.1)

GDP per person growth $ppp 2005 -148 -145 -141 -112 -181 -16 3.0 -309 -27 -28
-(14.1) -(9.3) -(8.7) -(5.8) -(8.1) -(6.0) -(55) -(7.1) -(53) -(5.6)

Change in inflation rate (CPI) 0.026 0026 0021 002 0.05 0.05 0.040
B0 (29 "(23) (75) (75) (6.4) "(3.9)
Change in social spending % gdp 028 -030 -0.24 -0.19 -038 -058 -0.32 -0.35 -0.47
-(1.9) -(20) -(1.6) -16) -B3) -28 -5 -17) -21
Change in public consumption spending 0.12 0.09 0.04
(0.61) (0.52) F(0.24)
Net barter terms of trade (log change) -0.59 -0.68
-(3.9) -(2.4)
Remittances share of GDP -0.02 -0.03
-(1.4) -(1.4)
Change in female labor force participation -128 22
-37) (25
Manufacturing exports (share of GDP) 0.01 -0.31
(0.2) -(2.6)
Real Minimum wage (log change) 0.46 0.38
(2.3) (1.1)
Constant 0.045 0086 0.093 0.099 0085 014 026 022 017 0.22
@1 @3 @1 @2 22 @7 (29 (29 24 (29
Number of Observations 68 67 67 61 65 68 68 65 67 59
Number of Countries 16 16 16 16 15 16 16 15 16 16
Adjusted R? 028 040 041 049 047 042 038 042 042 040
Standard error of regression 017 055 0.154 0.145 0143 0151 0295 0287 0288 0.286
Mean dependent variable -0.049 -0.049 -0.049 -0.036 -0.054 -0.049 -0.098 -0.105 -0.097 -0.067

2/ Regime measure is cumulative years in power, see Table 1 for values.
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Table 5: Determinants of Moderate poverty 1990-2008”

3 year panel without fixed effects

with fixed effects?

Dependent Variable:

Log of Moderate Poverty

log of moderate poverty rate

(t-statistics in parentheses) 5.1 52% 5.3 54 55% 551 56 57
Social Democratic Regime -0.11  -0.09 -0.11 -0.04 -0.05 -0.07 -0.06 -0.08
cumulative years in power 635 -84) -9 -33) -7 -27) -@27) -(45)
Left-Populist Regime (years in 005 007  0.02 006 006 003 005 0.02
cumulative years in power @5 (@3 (08 (1.0) (L7) (0.9) (1.5) (0.6)
Per capita income $ppp 2005 (log) -0.34 -0.3 -0.25 -11 -06 -08 -05 -06
-32)  -(23) -7 (5.7) -(2.3) -(3.1) -(1.5) -(1.8)
Public Social Spending (log % GDP) -0.24 -0.15 -0.15
" -(2.4) ".1.8) "-(18)
Change in CPI Inflation 0.05 0.06 0.05 004 004 0.04
(23) (20 (22) (24) (25) (25)
Net barter terms of trade (log) -0.63 -052 -0.28 -0.30
¥ -(2.6) .28 @17 -21)
Log real minum wage rate 0.49 0.72 0.40 057 041 053
(2.4) (3.6) (1.5 (1) (1.9 (25)
Share of social spending as % if total -0.13 -0.26 -0.25
government cons spending (WDI) "-(L6) "(2.4) -(2.5)
Debt service as % of exports 0.19 0.09 0.08
(3.1) (22) (2.0)
Constant 6.6 7.0 2.1 13 10 9.8 7.0 6.0
(7.3) (3.6) (1.6) (5.7) (44) (46) (28) (2.3)
Number of Observations 88 81 75 81 81 75 75 75
Number of Countries % 17 17 16 16 17 16 16 16
Adjusted R? 0.23 0.41 0.48 081 087 088 0.89 0.89
F-test for country fixed effects’/ 16 21.3 178 17.1
F-test for country period fixed effects 0.83 2.2
Std Error of Regression 0.36 0.33 0.29 017 015 014 013 013
Mean dependent variable 3.6 3.6 3.7 3.7 36 37 37 37

1/ F-tests for country (not period) fixed effects always ignificant at 1%, t-statistics use white diagonal robust errors.

2/ Moderate poverty raes are survey values from CEDLAS, selected to represent each three year interval.

3/ Uruguay included in 5.5 but not 5.5a.
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Table 6: Initial poverty level estimates for a range of poverty lines and measures

Dependent Variable: Log Headcount (powerty rate) Powerty Gap Gap Squared
(t-statistics in parentheses) $2.5/day 54/day Moderate Extreme  2.5/day $4/day  2.5/day $4/day

6.1 6.2 6.3 6.4 6.5 6.6 6.7 6.8
Social Democratic Regime -011  -007 -0.09 -0.10 -0.12  -0.09 -0.15 -0.11
cumulative years in power (45  -(46) -(67) -(51)  -(41) -(49) -(4.0) (4.2
Left-Populist Regime (years in 0.09 0.07 0.06 0.05 011  0.09 0.11 0.10
cumulative years in power 26) (@27 (16 (13 286 (27) (2.4)  (26)
Per capita income $ppp 2005 (log) -035  -023 -016  -0.33 -0.38  -0.32 -0.35  -0.36
-(4.6) -(4.4) -(3.0) -(3.1) -(4.2) -(4.9) -3.11 -(4.3)
Public Social Spending (log % GDP) -0.10 -0.11 -0.13  -0.24 -0.04  -0.09 010  -0.05
-(1.2) -18) -(26) -(2.7) -(0.5) -(1.3) (0.9)  -(0.6)
Net barter terms of trade (log) -0.38 -026 -034 -051 -0.48 -0.38 -0.58  -0.44
-(18)  -(19) -B1) -(26) -(1.9) -(2.0) -(20)  -(2.0)

Initial Poverty level circa 1990 0.62 0.73 0.76 0.73 068 0.72 0.83 0.67
(5.6) (6.1) (11.6) (11.5) (7.4)  (6.5) (6.9) (7.1)

Constant 6.3 4.4 4.1 6.4 6.4 5.5 5.3 6.0
(4.6) (4.3) (5.4) (4.8) (4.1) (4.5) (2.9) (4.3)

Number of Observations 84 84 84 84 84 84 85 84

Number of Countries % 17 17 17 17 17 17 17 17
Adjusted R? 0.70 0.73 0.69 0.73 0.70 0.72 0.63 0.70
Std Error of Regression 0.27 0.19 0.21 0.35 034 0.26 0.41 0.30
Mean dependent variable 23.4 40.4 39.3 14.2 10.2 18.4 6.5 115

1/ All dependent variables and initial levels in logs, but mean dependent variable is not. All poverty are from the SEDLAC

database, as downloaded July 2009.



Figure 1 Annual percentage change in the Gini coefficient, by type of government:
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Source: Lustig (2009). Notes: Data for Argentina and Uruguay are for urban areas only. Each country’s urban population
represents more than 80 percent of the total population. The annual percentage change in the Gini coefficient for each country is
equal to the difference between the Gini in 2006 (or closest available year) and the Gini in 2003 (or closest available year)
divided by 3 (or the corresponding number of years). The changes by groups of countries are calculated as the simple average of
the annual percentage change for each country belonging to the corresponding group. The percentage change in inequality refers
to changes from 2003 to 2006, except in cases where data were not available for those years. For El Salvador the change is
calculated from 2003 to 2005; for Guatemala it is calculated from 2000 to 2006; for Mexico it is calculated from 2002 to 2006;
for Nicaragua it is from 2001 to 2005, and for Uruguay it is from 2005 to 2006. The period of 2003-2006 was selected because it
included the most number of observations for poverty and inequality for the maximum number of countries under leftist
governments. However, the years that the leftist governments were in power in each country varies: the new left has governed
since 2003 in Argentina and Brazil, since 2000 in Chile, since 2005 in Uruguay, and since 1999 in Venezuela. Using the
bootstrap method, the author tested whether differences between Gini coefficients between a specified year and the year
immediately prior were statistically significant. Statistical significance was determined at a 95 percent level and with 100
replications. Results are presented in Table A.5 of Lustig (2009).

20



Figure 2: After decades of no progress, Latin American Poverty Rates fall sharply after
2004 (share of population using national CEPAL poverty)
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Source: SEDLAC/CEDLAS World Bank, 2009, downloaded January 2010. author's population weighted average

of national poverty rates: country composition changes over time, so this is a rough estimate of poverty trends.

Figure 3: Inequality rises and then falls in Argentina and Venezuela
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Source: SEDLAC/CEDLAS World Bank data downloaded July, 2009 Argentina is for urban areas only.
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Figure 4a Extreme poverty in Argentina , Brazil, Chile and Venezuela
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Source: SEDLAC/CEDLAS World Bank data downloaded July, 2009. Argentina is for urban areas only.

Figure 4b: Moderate Poverty rates in Argentina, Brazil, Chile &
Venezuela (share population below national CEPAL poverty line)
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Source: SEDLAC/CEDLAS World Bank downloaded July, 2009. Argentina urban areas only.
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Figure 5a: Net barter terms of trade
(1999=100, Population Weighted Average)
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Source: World Bank, WDI online, author's calculation using population weights.
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Figure 5b: Net Barter Terms of Trade
Population weighted average (1998=100)
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Source: World Bank, WDI online: 1/ Argentina, Bolivia, Venezuela 2/ Chile, Brazil, Uruguay

3/ Colombia, Costa Rica, El Salvador, Honduras, Mexico, Panama, Paraguay, Peru, Dominician Republic.

Figure 6: International $PPP Population Weighted Poverty Rates for
Latin America
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Source: SEDLAC/CEDLAS World Bank, author's calculation of weighted average poverty rates.

24



