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This paper provides evidence on growth and income poverty in Latin America and the Caribbean
(LAC). Results are obtained by processing microdata from household surveys of 18 LAC countries
covering the 1990s and early 2000s. Over this period the LAC economies experienced heterogeneous
patterns of growth and poverty changes. Most countries in the region had a rather meager performance
in terms of poverty reduction. Episodes of positive, significant and unambiguously pro-poor income
growth have been rare in Latin America.

1. INTRODUCTION

The empirical literature on growth and poverty has flourished since the late
1990s. Based on household survey microdata, several contributions have tried to
elucidate whether economic growth tends to “lift all boats,” in particular those of
the poor.! The concern for pro-poor growth is in part the consequence of evidence
showing that in some countries the fruits of economic growth were not equally
shared by all the population, and, more worrisome, evidence that in some growth
episodes the well-being of the poor actually decreased.

This paper provides evidence on pro-poor growth for a sample of 18 Latin
American and Caribbean (LAC) countries in the period 1989-2004. Assessing
whether growth is associated with a sizeable reduction in poverty is a relevant issue

Note: This paper started as a contribution to the 2005 World Bank LAC Flagship Report, Virtuous
Circles of Poverty Reduction and Growth. We are very grateful for the encouragement and comments of
Omar Arias, Humberto Lopez and Jaime Saavedra. All the statistics were computed at CEDLAS-
UNLP. We are grateful to Georgina Pizzolitto, Francisco Haimovich, Victoria Fazio, Julieta Pron, Ana
Pacheco, Monserrat Bustelo, Carolina Garcia Domench, Hernan Winkler, Matias Horenstein, Evelyn
Vezza, Javier Ibarlucia, Elena Cadelli, Rocio Carbajal, Sergio Olivieri, Gimena Ferreyra and Rafael
Brigo for outstanding research assistance. We are also grateful to Martin Cicowiez for comments and
assistance, and two anonymous referees for valuable suggestions. The usual disclaimer applies.

*Correspondence to: Leonardo Gasparini, CEDLAS, Universidad Nacional de La Plata, Argen-
tina (leonardo@depeco.econo.unlp.edu.ar).

'Adelman and Morris (1973) and Ahluwalia (1976) are early contributions to this literature. The
recent contributions include Ravallion and Chen (1997), Baulch and McCulloch (2000), Dollar and
Kraay (2000), Kakwani and Pernia (2000), Morley (2001), Foster and Székely (2001), Ravallion and
Chen (2003), Kakwani and Son (2004), Lépez and Servén (2004), Ravallion (2004a) and Son (2004),
among others. Several recent World Bank Poverty Assessments include discussions and evidence on
pro-poor growth at the country level.
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everywhere, but it is particular so in Latin America, a region with arguably the
highest levels of inequality in the world, and where the economic reforms that
allowed most countries to grow since the early 1990s are still a hot issue of debate.

The literature on poverty and pro-poor growth in Latin America is comprised
of two types of study. On the one hand, there is a large number of country studies
providing evidence on poverty and growth patterns for a given economy.’
Although these contributions can be combined to obtain an overall picture for
Latin America, the conclusions from this merge may be weak, since country
studies significantly differ in many dimensions: the welfare indicator (income or
consumption), the poverty line, the time period, and the statistics shown. They
surely also differ in the hundreds of small decisions needed to get from the raw data
to a poverty estimate (zero incomes, outliers, missing data, weights, and so on).

The second strand of the literature tries to alleviate these problems by pro-
cessing household surveys from many countries with a consistent methodology.
The main international organizations in the region (Inter-American Development
Bank (IADB), United Nations (through CEPAL), and the World Bank) have
produced poverty and inequality studies including several countries.® This paper
differs from that literature in two dimensions. On the one hand, we use a larger and
more updated dataset than previous studies, and provide a more detailed expla-
nation of the methodology to make the statistics comparable. More importantly,
to the best of our knowledge this is the first paper in which a large consistent
dataset of Latin American household surveys is used to compute and analyze a
broad set of pro-poor growth measures. While previous studies are restricted to the
traditional poverty and inequality estimates, this paper adds several indicators of
pro-poor growth. By computing pro-poor growth rates, poverty equivalent growth
rates, poverty-growth elasticities, growth-incidence curves and isopoverty curves
with alternative poverty lines for all Latin American countries based on a large set
of household surveys processed with a consistent well-documented methodology,
we are able to provide a more rigorous and comprehensive picture of poverty and
pro-poor growth in the region than the previous literature.

The results of the paper suggest a strong correlation between economic
growth and income poverty reduction at the country level. On average, poverty has
just slightly fallen in Latin America and the Caribbean since the early 1990s due to
slow income growth (when income is measured with household survey data) and
increases in inequality. The evidence shown in the paper suggests a remarkable
heterogeneity of growth and poverty reduction patterns across LAC countries.
However, almost none of these economies experienced sustainable strong growth
along with significant equalizing distributional changes in the period 1989-2004.
By means of microsimulations we illustrate the efforts in terms of neutral growth
and simple redistributive policies needed by each LAC country to attain certain
poverty-reduction targets. These efforts, sizeable in most countries, depend on the
shape and central position of the income distribution.

’The relevant country-specific papers are too many to fit in the typical space of a footnote. See
World Bank (2005a) for a sample.

3See Altimir (1994, 1996), Attanasio and Székely (2001), Behrman et al. (2002), CEPAL (2005),
Fields (1989), Foster and Székely (2001), IADB (1998), Londofio and Székely (2000), Morley (2001),
Székely (2001), Tabatabai (1996), Wodon (2001) and World Bank (1990, 2004).
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The rest of this paper is organized as follows. In Section 2 we briefly introduce
the dataset and the main methodological issues involved in measuring growth and
income poverty. Section 3 starts with a basic question: have Latin American and
the Caribbean countries grown in the last 15 years? In Section 4 we study the
distribution of growth rates across income strata by examining growth-incidence
curves. Section 5 restricts the analysis to the lower tail of the income distribution.
We compute measures of income poverty, and analyze whether growth has been
associated with a reduction in the proportion of poor people in the population.
Section 6 focuses not on the number of poor people, but on their incomes: has
growth been associated with an increase in the incomes of the poor? We also study
whether income growth has been higher or lower in poor strata compared to the
rest of the population. The links between poverty, growth and inequality in the
recent experiences of LAC economies are examined in Section 7 by means of
microsimulations. We also compute different configurations of neutral growth
rates and redistributive policies needed to achieve certain poverty reduction
targets. Section 8 closes with some concluding remarks.

2. THE DATA

Most of the statistics in this paper are obtained by processing microdata from
household surveys, and are part of the Socioeconomic Database for Latin America
and the Caribbean (SEDLAC), jointly developed by CEDLAS at the Universidad
Nacional de La Plata (Argentina) and the World Bank’s LAC poverty group
(LCSPP). The SEDLAC contains information on more than 150 household
surveys in 21 LAC countries. In this paper we restrict the sample to 57 household
surveys carried out in 18 LAC countries during the 1990s and early 2000s (see
Appendix, Table Al). The sample includes data for Argentina, Bolivia, Brazil,
Chile, Colombia, Costa Rica, Dominican Republic, Ecuador, El Salvador, Hon-
duras, Jamaica, Mexico, Nicaragua, Panama, Paraguay, Peru, Uruguay and Ven-
ezuela. The sample covers all countries in mainland Latin America (except for
Guatemala), and two of the largest countries in the Caribbean (Dominican Repub-
lic and Jamaica). For most countries our sample has three observations corre-
sponding to the early and mid 1990s, and the early 2000s. In each period the
sample represents around 92 percent of LAC total population (98 percent in Latin
America and 29 percent in the Caribbean). Most household surveys included in the
sample are nationally representative. The two exceptions are Argentina and
Uruguay, where surveys cover only urban population, which nonetheless repre-
sents more than 85 percent of the total population in both countries.*

Most Latin American countries have experienced significant improvements in
their household surveys in the last decades. In particular, major changes have been
implemented in several LAC countries since the mid 1990s after the implementa-
tion of the MECOVI Program. Although these changes are welcome, they pose

“Some studies suggest that including rural areas would not substantially affect poverty estimates in
these two Southern Cone countries (Haimovich and Winkler, 2005; Winkler, 2005). Some LAC
countries introduced national household surveys in the mid 1990s. For time comparison purposes in
some cases we restrict the analysis to urban areas (e.g. Colombia), despite the availability of recent
national surveys.
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significant comparison problems. An example of this situation is the increase in the
geographical coverage of the survey. Since regions differ in their economic and
social situations, adding a new region into the survey usually significantly affects
the national statistics. In countries where changes in geographical coverage of the
survey occurred we provide ways of assessing the impact of those changes. For
instance, in Bolivia the household survey was urban in 1993 and nationally rep-
resentative in 1997. We present two sets of statistics for Bolivia 1997: one for the
whole sample and one only for those urban areas also surveyed in 1993.

Household surveys are not uniform across LAC countries. The issue of com-
parability is of great concern. We have made an effort to make statistics compa-
rable across countries and over time by using similar definitions of variables in
each country/year, and by applying consistent methods of processing the data.
However, perfect comparability is far from being assured. A trade-off between
accuracy and coverage arises. The particular solution adopted contains an
unavoidable degree of arbitrariness. We tried to be ambitious enough to include all
countries in the analysis, and accurate enough so as not to push the comparisons
too much. In any case, we provide the reader with relevant information to assess
the trade-offs throughout this paper, and in the guide of the dataset in the
SEDLAC webpage.” That guide is a companion document to this paper, and
should be helpful to those interested in technical details.

We perform the poverty and pro-poor growth analysis using four alternative
poverty lines: the international lines of USD1 and USD2 a day at purchasing
power parity (PPP), and the moderate and extreme poverty lines used by national
governments in each country. For the latter we replicate, whenever possible, the
income/consumption variable used by the National Statistical Offices (NSO) to
compute official poverty estimates in each country.® In most cases it is an income
variable, although in some cases (e.g. Mexico and Peru) it implies computing a
consumption aggregate. These national “income” variables vary widely across
countries, as they differ in the treatment of adult equivalent scales, regional prices,
implicit rent from own housing, zero incomes, adjustments for non-response and
misreporting, and other issues.

In contrast, to apply the international lines of USD1 and USD2 we construct
a homogeneous household per capita income variable across countries/years that
includes all the typical sources of current income. On the website of the SEDLAC
we include tables with all the items considered (or excluded) to compute a com-
parable income variable in each country/year.’

It is well known that household consumption is a better proxy for well-being
than household income.® Despite this advantage, nearly all comparative distribu-
tional and poverty studies in LAC use income as the well-being indicator. A simple
reason justifies this practice: few countries in the region routinely conduct national
household surveys with consumption/expenditure-based questionnaires, while all

Swww.depeco.econo.unlp.edu.ar/cedlas/sedlac/guide.htm (Gasparini, 2007).

°In those countries where there is not a national agency estimating poverty we either follow a
World Bank Poverty Assessment or some well-known country study. In Brazil, for instance, we follow
the methodology proposed by Barros et al. (2004).

’See www.depeco.econo.unlp.edu.ar/cedlas/sedlac

$See for instance Deaton and Zaidi (2002).
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include questions on individual and household income. Some authors and agencies
adjust average income to accord with consumption data from National Accounts
to estimate poverty (Wodon 2001; WDI, 2002; CEPAL, 2003). However, it is not
clear that the adjustment for consumption increases comparability, since the reli-
ability of National Accounts need not be greater than the reliability of household
surveys. Deaton (2003) strongly argues for the use of survey data only to compute
poverty, as adjustments to match National Accounts “tend to overstate the reduc-
tion of poverty over time, and to exaggerate poverty differences across countries.”
WDI (2003) reports that poverty measures based on consumption and those based
on income without adjustment do not significantly differ, due to two effects that
roughly cancel each other out: mean income is higher than mean consumption, but
income inequality is higher than consumption inequality. Since 2003 the WDI
reports poverty statistics computed without adjusting income to match consump-
tion from National Accounts.

Most household surveys report incomes obtained during the month previous
to the survey. Some surveys also include information on incomes earned in the last
six months (e.g. ENIGH in Mexico). In those cases, and for comparative purposes,
we only include incomes earned in the last month. Incomes are transformed into
monthly incomes if values are not reported on a monthly basis (e.g. weekly
payments).

We apply consistent rules to deal with missing incomes. Suppose income from
source s is missing for individual i. Should we record as missing that individual’s
total income? If we take that alternative, should we in turn record as missing the
total income of individual s household? We make the following (necessarily
arbitrary) decisions. If s is not the main source of income for i, then we compute
the individual total income ignoring source s.” If instead s is the main source, we
record total income as missing. This alternative has the advantage of not dropping
from the dataset individuals who do not respond to questions on income sources
of secondary importance. The cost to be paid is the likely income underestimation
for these individuals. Regarding household income, we record it as missing if the
household head’s total income is missing. Otherwise, we compute household
income assigning zero income to non-heads with missing income.

Our household income variable includes an estimate of the implicit rent from
own housing. Some surveys include reliable self-reports of the implicit rent. In
those surveys where this information is not available, or is clearly unreliable, we
increase household income of housing owners by 10 percent, a value that is
consistent with estimates of implicit rents in the region. All rural incomes are
increased by a factor of 15 percent to capture differences in rural-urban prices.
That value is an average of a set of detailed studies of regional prices in the region
(Gasparini, 2007). Although certainly arbitrary, we believe this alternative is better
than (i) ignoring the problem of regional prices altogether, or (ii) using for each
country the available price information, despite the enormous differences in meth-
odology, scope, and results.

Information identifying the main source of income is usually available in LAC surveys.
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TABLE 1
ANNUAL GROWTH RATEs, 1990-2004 (PER caPITA GDP)

Constant LCU

90-93 93-97 97-00 00-04 90-04

South America 2.8 2.7 -1.1 -0.8 0.9
Central America 1.9 1.6 24 0.0 14
The Caribbean 1.1 1.9 2.8 0.8 1.6
LAC 1.8 2.1 1.5 0.1 1.3
PPP
90-93 93-97 97-00 00-04 90-04

South America 2.7 2.7 -1.1 0.2 1.1
Central America 1.2 1.5 2.4 0.4 1.3
The Caribbean 1.1 1.9 2.8 1.0 1.7
LAC 1.6 2.1 1.5 0.7 1.4

Source: WDI and IMF, World Economic Outlook Database.

3. GrROWTH: EVIDENCE ON THE MEAN

The region had a positive but modest performance in terms of per capita GDP
growth between 1990 and 2004. The unweighted average annual growth rate was
1.3 percent when GDP is measured in real local currency units (LCU), and 1.4
percent when GDP is measured in PPP US dollars (adjusted by the implicit price
deflator of GDP in the United States). Most countries in the region managed to
grow. However, per capita GDP growth rates were rather modest: only a few
countries grew at more than 3 percent per year. Around half of the countries in the
region had disappointing rates of less than 1 percent. Growth was not uniform
across regions and over time (see Table 1). After a bad performance during the
1980s (“the lost decade” in terms of growth), the LAC economies grew on average
at around 2 percent in the 1990s fueled by favorable external conditions and
market-oriented reforms. The region suffered a period of slower growth and
recessions in the early 2000s, with deep crisis in some countries. The mean growth
rate was a negligible 0.1 percent in the period 2000-04.'

Table 2 shows the annual growth rates for the countries included in this study.
The unweighted average growth rate in the sample is 1.5 percent when measured in
real LCU. Unfortunately, our analysis with survey microdata does not cover
exactly the period 1990-2004 in each country. That mismatch is driven mainly by
the unavailability of reasonably comparable household surveys in both years.
Columns (iv) and (v) in Table 2 show the annual per capita GDP growth rates for
the periods to be analyzed with the available household surveys in each country.
On average the growth rates are somewhat smaller, mainly because for some
countries our sample starts in the mid 1990s.

Column (vi) in Table 2 reports the annual growth rates in our homogeneous
household per capita income variable computed from household survey micro-

1%Since around 2003, most countries have overcome the crisis and started to grow again at
relatively high rates.
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data.!" Growth in that variable does not coincide with per capita GDP growth
from National Accounts. Of course, they are two different concepts and there are
many reasons why they may differ in practice. The linear correlation coefficient
between growth rates in household surveys and in per capita GDP is positive and
significant. However, some of the differences seem very large. In five countries the
signs of the growth rates are different. Since poverty figures are drawn from
household surveys, recorded poverty trends may be different from what is expected
from looking at per capita GDP figures. Given that, should we adjust incomes in
household surveys to match National Accounts? There are good arguments to
avoid the adjusting, at least until differences in National Accounts and household
surveys are well understood (Deaton, 2005). A careful study of the reasons behind
the differences would be extremely helpful, but it is beyond the scope of this paper.
In Section 5 we include poverty estimates obtained by adjusting mean income by
National Accounts to provide a robustness check to our calculations.

4. GROWTH: EVIDENCE FOR ITS DISTRIBUTION

The growth-incidence curves introduced by Ravallion and Chen (2003) are
simple and illustrative instruments to analyze growth rates along the income
distribution. Specifically, they show the proportional income change at each per-
centile of the income distribution. They are frequently used to study the extent to
which different segments of the population participate in the growth process (or
suffer from a recession). The interpretation of such a simple instrument, however,
should be made with caution. There are multiple factors that affect income
changes, and all are reflected at the same time in a growth-incidence curve. Some
of them may have nothing to do with the “growth process,” and some may have
complex interactions. Suppose half of the population lives in the countryside and
is poor, while the other half lives in the cities and is not poor. Suppose in a given
period the government has made investments in schools and infrastructure that
allowed productivity to increase 50 percent in rural areas and 20 percent in urban
areas. However, in the same period the international price of the main crop
collapsed, reducing the price received by local farmers by 50 percent. In that
scenario, the growth-incidence curve for the country might show stagnant incomes
for the poor, and increasing incomes for the non-poor. Growth in this country is
then typically characterized as “not pro-poor” in any of its definitions, despite the
fact the increase in productivity driven by the government policies benefited (espe-
cially) the poor.

Figure 1 shows the growth-incidence curves for all the countries in our
sample. These curves are constructed from the household per capita income vari-
able obtained in each country using the common methodology.!? These curves are
known to be very volatile at the extremes, especially in the bottom percentiles. For

"Tn Chile incomes from household survey are adjusted to match some National Accounts figures.
Unfortunately, for this study we could not completely undo these adjustments to make Chile compa-
rable to the rest of the countries. Pizzolitto (2005) reports that growth and poverty patterns are robust
to these adjustments.

"2Growth-incidence curves for the income/consumption variables used for the estimation of official
poverty with national lines are available from the authors upon request.
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Figure 1. Growth-Incidence Curves (household per capita income)

this reason we have computed confidence intervals, and deleted from the figures
those points where estimates seem very imprecise.* A disappointing result should
be noticed from the outset: almost none of the LAC countries experienced sus-
tainable strong growth along with significant equalizing distributional changes. In
fact, Nicaragua is the only country where the growth-incidence curve lies above the
horizontal axis and is decreasing on income, that is, economic changes have
benefited all the population, and particularly the poor.

The figures illustrate the heterogeneous growth patterns experienced by the
LAC countries over the last 15 years. For instance, in the Southern Cone, while
Chile has experienced sustainable growth along the income distribution, in Argen-
tina income changes have been negative and clearly unequalizing. Although to a

BConfidence intervals for all growth-incidence curves are available from the authors.
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lesser extent, this was also the pattern for Uruguay. In contrast, between 1990 and
2003 incomes in Brazil increased somewhat, in particular in the first half of the
1990s. The growth-incidence curve of Figure 1 suggests mild equalizing income
changes in that country.

5. GROWTH AND POVERTY I: THE PROPORTION OF POOR PEOPLE

As an economy grows, incomes go up, and then it is expected that some
people are able to move out of poverty. The relationship between economic growth
and income poverty is, however, a subject of much debate. Is there really a negative
correlation between these two phenomena? Is the correlation strong? Are there
many exceptions to the growth—poverty reduction story? We start this section by
showing poverty statistics, and then link them to growth figures.

We restrict the analysis to income poverty. Poverty is defined as the inability
of achieving a certain minimum income level, known as the poverty line. Since
there is a fundamental arbitrariness in defining poverty, different authors and
agencies use different poverty lines. In this paper we compute a set of poverty
indicators based on international poverty lines (USD1 a day and USD?2 a day at
PPP) and national poverty lines (extreme and moderate). Both approaches (inter-
national and national) are useful. While the measurement of poverty with national
lines takes into consideration that societies differ in the criteria used to identify the
poor, the international lines are unavoidable instruments to compare absolute
poverty levels and trends across countries, and provide regional and world poverty
counts.

The USDI a day line was proposed in Ravallion et al. (1991) and used in
World Bank (1990). It is a value measured in 1985 international prices and
adjusted to local currency using PPP to take into account local prices. The USD1
standard was chosen as being representative of the national poverty lines found
among low-income countries. The line has been recalculated in 1993 PPP terms at
$1.0763 a day (Chen and Ravallion, 2001). This value is multiplied by 30.42 to get
a monthly poverty line. The USD2 a day line is also extensively used in compari-
sons across middle-income countries (including most countries in the LAC region),
and periodically presented in the World Development Indicators (WDI). Although
the USDI1 or USD?2 lines have been criticized, their simplicity and the lack of
reasonable and easy-to-implement alternatives have made them the standard for
international poverty comparisons.'*

Following Deaton (2003) and WDI (2004) we compute the poverty line for
1993 in local currency units using the PPP adjustment, and then take that value to
the month(s) of a given survey using the national consumer price index of the
country.

We also compute moderate and extreme poverty using national lines, when-
ever possible. Most LAC countries have official national extreme poverty lines
which are mostly based on the cost of a basic food bundle, and moderate poverty
lines computed from the extreme lines using the Engel/Orshansky ratio of food

14See Srinivasan (2004), Kakwani (2004) and Ravallion (2004b) for a discussion on the merits and
demerits of the USDI a day line.
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expenditures. Despite some similarities, methodologies for national poverty esti-
mates differ substantially across nations. Some countries use expenditure (e.g.
Mexico), others use income (e.g. Argentina) and others a mix of income and
expenditure (e.g. Bolivia).

5.1. Poverty Changes

Has poverty fallen in LAC countries during the last 15 years? The estimates in
Table 3 suggest a remarkable heterogeneity. While some countries achieved sig-
nificant poverty reductions (e.g. Brazil, Chile, El Salvador, Jamaica, Nicaragua),
some others experienced large increases in the incidence of poverty (e.g. Argentina
and Venezuela). Figure 2 illustrates these disparities by showing the change in the
poverty headcount ratio (USD2 a day poverty line) between the early 1990s and
the estimated value for 2004."° The results are robust to other poverty indicators.!®

TABLE 3

PovERTY HEADCOUNT RATIOS, LEVELS AND CHANGE
(USD2 A DAY AND NATIONAL MODERATE POVERTY LINES)

USD?2 a Day Poverty Line  National Moderate Poverty Line

Period Year tl Yeart2 Change Year tl Year t2 Change

(1) (i) (iii) (iv) v) (vi) (vii)
Argentina 1992-2004 4.2 15.6 11.4 19.7 443 24.6
Bolivia—urban 1993-2002 33.6 24.6 -9.0 60.4 50.6 -9.7
Bolivia—national 1997-2002 36.2 43.1 6.9
Brazil 1990-2003 28.8 20.2 -8.6 40.1 33.0 -7.1
Chile 1990-2003 144 5.1 -9.3 38.6 19.0 -19.6
Colombia—urban (*) 1992-2000 9.1 16.7 7.6
Colombia—urban (*) 2000-2004 17.5 21.7 4.2
Costa Rica 1992-2003 12.8 8.8 —4.1 332 21.4 -11.8
Dominican R. 2000-2004 8.8 16.4 7.6 20.6 34.6 14.0
Ecuador 1994-1998 36.2 39.2 3.0 19.0 29.5 10.5
El Salvador 1991-2003 49.7 39.1 -10.6 65.7 42.9 -22.8
Honduras 1997-2003 32.6 36.2 3.6 72.3 71.4 -0.9
Jamaica 1990-2002 59.0 44.1 -14.8 29.2 23.3 -5.9
Mexico 1992-2002 26.8 28.0 1.1 52.6 51.7 -0.9
Nicaragua 1993-2001 61.6 48.4 -13.3 50.5 45.8 4.7
Panama 1995-2002 20.5 17.7 -2.9 37.8 36.7 -1.1
Paraguay 1997-2002 29.4 393 9.9 34.8 46.4 11.5
Peru 1997-2002 322 32.0 -0.1 42.6 54.2 11.6
Uruguay 1989-2003 32 5.0 1.8 28.3 314 3.0
Venezuela 1989-2000 18.5 30.8 12.3 36.1 473 11.2

Notes: Year tl refers to the first year in column (i), Year t2 refers to the last year in column (i).

(*) In Columbia, we break the series in 2000 as the analysis 1992-2000 is based on one set of
surveys (ENF-FT), and the period 2000-2004 on another set of surveys (ECH).

Source: Own calculations based on household surveys.

SYear 2004 poverty figures are estimated by combining per capita GDP growth rates with
poverty-growth elasticities (see below). The same procedure is applied when we do not have estimates
(own or from other sources) for the early 1990s for a given country.

1See the SEDLAC webpage for estimations of the FGT(1) and FGT(2) for all country/years.
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Figure 2. Change in the Poverty Headcount Ratio Between Early 1990s and Estimated Value for
2004 (USD2 a day poverty line)

Source: Own calculations based on microdata of household surveys.

TABLE 4

POVERTY IN LATIN AMERICA
(HEADCOUNT RATIO AND NUMBER OF POOR PEOPLE; USD2 A DAY POVERTY LINE)

Early 1990s Early 2000s Last Survey Change
@ (i) (i) (iii) — (i)

A. Mercosur

Poverty (weighted) (%) 23.6 19.0 18.8 -4.9

Poverty (unweighted) (%) 18.1 16.2 17.1 -1.1

Population (million) 204.4 244.4 246.4 42.1

Number of poor (million) 48.3 46.5 46.2 -2.1
B. Andean community

Poverty (weighted) (%) 24.8 34.9 314 6.6

Poverty (unweighted) (%0) 30.6 37.2 34.0 3.4

Population (million) 94.4 118.3 118.0 23.6

Number of poor (million) 23.4 41.3 37.1 13.7
C. Central America

Poverty (weighted) (%) 30.5 29.2 29.2 -1.3

Poverty (unweighted) (%) 36.5 30.0 30.1 -6.4

Population (million) 112.7 140.4 139.6 26.8

Number of poor (million) 34.4 41.0 40.8 6.4
Latin American (A+B+C)

Poverty (weighted) (%) 25.8 25.6 24.6 -1.2

Poverty (unweighted) (%) 29.3 28.1 27.4 -1.9

Population (million) 411.5 503.1 504.0 92.6

Number of poor (million) 106.1 128.8 124.1 18.0

Mercosur: Argentina, Brazil, Chile, Paraguay and Uruguay.

Andean region: Bolivia, Colombia, Ecuador, Peru and Venezuela.

Central America: Costa Rica, El Salvador, Honduras, Mexico, Nicaragua and Panama.
Source: Own calculations based on household surveys.

On average, the Latin American performance in terms of poverty reduction
over the last 15 years has been rather disappointing (see Table 4). The population-
weighted mean of the poverty headcount ratio has dropped 1.2 points when using
the USD2 a day line. The fall in the unweighted mean has been larger, but still
meager: just less than 2 points. Poverty fell moderately over the 1990s and
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Figure 3. Poverty Headcount Ratio and Number of Poor People
Source: Own calculations based on microdata of household surveys.

increased in the early 2000s.!” As the population has been growing, and the
incidence of poverty did not fall significantly, the number of poor people in the
region has increased. The recent recovery of the LAC economies is helping to
reduce poverty in most countries, but even in that scenario the overall assessment
of the last two decades is not positive. Figure 3 shows a small drop in the LAC
mean poverty headcount ratio between the early 1990s and 2004, and an increase
in the number of poor people, using both the USD1 and USD?2 lines.

There are substantial differences across regions in poverty reduction. The
unweighted poverty mean clearly went down in Central America. In contrast, the
performance in South America has been weak, while poverty levels went up in
the Andean community. The population-weighted results are somewhat different.
As poverty decreased in the most populous country of the region, Brazil, the
poverty weighted mean in the Mercosur went down significantly. In contrast, as
poverty in Mexico stayed unchanged, the poverty record in Central America
appears less impressive when taking weighted means.

As discussed in Section 3, changes in incomes from household surveys do not
match figures from National Accounts. Although our preferred option is to
compute poverty only with data from household surveys, in order to check for
robustness we also follow the methodology in Sala-i-Martin (2006) and anchor the
mean of the distribution with the per capita GDP of each country. Table 5 reports

"The general picture of poverty trends in Latin America from this paper is similar to that from
other sources (WDI, 2003; CEPAL, 2005). CEPAL (2005) uses a methodology based on national
consumption baskets, while WDI (2003) uses international poverty lines.
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TABLE 5

CHANGE IN THE POVERTY HEADCOUNT RATIO (USD2 A DAY POVERTY LINE; ALTERNATIVE
CALCULATIONS USING (i) DATA ONLY FROM HOUSEHOLD SURVEYS, AND (ii) SURVEY DATA ADJUSTED WITH
PER CAPITA GDP GROWTH FROM NATIONAL ACCOUNTS)

Only Household Adjusted with %
Survey Data (i) GDP Growth (ii)
Argentina 1992-2004 11.4 4.4
Bolivia—urban 1993-2002 -9.0 -1.7
Bolivia—national 1997-2002 6.9 0.9
Brazil 1990-2003 -8.6 -10.9
Chile 1990-2003 -93 -10.2
Colombia—urban (*) 1992-2000 7.6 7.5
Colombia—urban (¥*) 2000-2004 4.2 5.8
Costa Rica 1992-2003 —4.1 -1.4
Dominican R. 2000-2004 7.6 -1.8
Ecuador 1994-1998 3.0 6.0
El Salvador 1991-2003 -10.6 -12.5
Honduras 1997-2003 3.6 23
Mexico 1992-2002 1.1 —4.8
Nicaragua 1993-2001 -13.3 -9.5
Panama 1995-2002 -29 -6.6
Paraguay 1997-2002 9.9 -0.6
Peru 1997-2002 —-0.1 -0.2
Uruguay 1989-2003 1.8 -0.8
Venezuela 1989-2000 12.3 1.6

Source: Own calculations based on household surveys, WDI and IMF, World Economic Outlook
Database.

(*) In Columbia, we break the series in 2000 as the analysis 1992-2000 is based on one set of
surveys (ENF-FT), and the period 2000-2004 on another set of surveys (ECH).

changes in poverty under the two alternatives. The linear correlation between the
two columns is positive and significant (0.78). However, in some countries the
differences are sizeable. For instance, while poverty went up 11.4 points in Argen-
tina according to household survey data, the increase is 4.4 points when adjusting
the mean for National Accounts figures. In accordance with the findings of Deaton
(2003), in most LAC countries poverty falls more (or increases less) when adjusting
for GDP growth. That may be due to faster growth of some income sources not
common among the poor (capital, benefits, rents). In that case, adjusting incomes
in household surveys for GDP growth would overstate the fall in poverty.

5.2. Growth and Poverty

It is said that growth is a fundamental ingredient in the recipe for poverty
reduction. In this section we examine whether growth in mean income was in fact
associated with a reduction in the proportion of people below the poverty line, and
how strong this link seems to be in Latin America.

The first panel in Figure 4 suggests a strong relationship between per capita
GDP and poverty levels. The linear correlation coefficient is high (-0.84): coun-
tries that have grown in the past are those with the lower proportion of poor
people. As expected, poor countries, in the sense of low per capita GDP, are also
countries with a large proportion of poor people. Naturally, the association
poverty—mean per capita income from household surveys is even stronger (second
panel in Figure 4). The linear correlation coefficient is —0.93.

© 2007 The Authors
Journal compilation © International Association for Research in Income and Wealth 2007

222



Review of Income and Wealth, Series 53, Number 2, June 2007

A. Per capita GDP (National Accounts) B. Per capita income (household surveys)
60 - 60 -
50 1 50 .
40 - 40 4
= =
2 304 S 30 4
g g
20 4 20
10 - 10 4
0 r r r r J 0 T T T T T 1
0 2500 5000 7500 10000 12500 0 1000 2000 3000 4000 5000 6000
per capita GDP per capita income

Figure 4. Scatterplot: Poverty Headcount Ratio (USD2 a day poverty line); per capita GDP or
income (in PPP USD)

Note: Values refer to the last available survey in our dataset (early 2000s).
Source: Own calculations based on microdata of household surveys.

The strong empirical relationship shown above could be the result of a tight
association between economic development and poverty reduction that occurred
in the past, but that no longer exists. In fact, some people argue that the new
growth patterns in the globalization era are leaving the poor behind, and that
aggregate economic growth is no longer closely linked to poverty reduction.
Figure 5, however, suggests that there has been a significant relationship between
economic growth and poverty reduction during the last two decades. The linear
correlation when using per capita GDP growth rates is —0.62 in panel A and —0.68
in panel B. Notice, however, that those economies that have been stagnant or
growing at very low rates (in terms of per capita GDP) have experienced poverty
increases: the linear regression line lies above the origin. On average only econo-
mies that have grown at more than an annual 1 percent have been able to reduce
poverty. The relationship growth—poverty reduction is stronger when considering
the annual growth rates in incomes from household surveys: the correlation coef-
ficient is —0.87 in the two bottom scatterplots of Figure 5.

Of course, these simple correlations do not prove any causal relationship.
That economic growth is empirically associated with a reduction in poverty does
not mean that anything that makes mean income go up will make poverty go
down. It also says nothing about the need for policy interventions and the appro-
priate policy instruments. However, the correlations shown suggest the relevant
role that growth should have in any poverty reduction strategy.

How strong is the link between growth and poverty reduction? Even if the
relationship between these variables is statistically significant, it could be the case
that fast growth is associated with a small drop in poverty. Table 6 reports the
annual proportional change in poverty and the income growth rate in each
period, and the resulting poverty—growth elasticities. Although sometimes illus-
trative, these elasticities are highly sensitive to the specific location of the poverty
line in the income distribution, and to the growth rate. In one extreme if the
growth rate is zero, any change in poverty would imply infinite poverty—growth
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1. Per capita GDP annual growth rate (from National Accounts)
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Figure 5. Scatterplot: Change in the Poverty Headcount Ratio (USD2 a day poverty line) and
Annual Growth Rates

Source: Own calculations based on microdata of household surveys.

elasticity. For this reason in Table 6 we delete the elasticities when the growth
rate is less than 1 percent.

In most countries episodes of economic growth are associated with growing
disposable income and falling poverty, implying negative poverty—growth elastici-
ties. The magnitude of these elasticities varies as we consider incomes from surveys
or GDP from National Accounts, and alternative poverty lines. On average, the
elasticity is around —1.4 when considering international poverty lines and income
growth from household surveys, and —1.7 when using GDP growth from National
Accounts. The results obtained from a cross-country regression are similar
(Table 7). The results are just illustrative since we have only 30 observations. The
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TABLE 7

POVERTY-GROWTH ELASTICITY (ESTIMATES FROM A POOLED REGRESSION MODEL; DEPENDENT VARIABLE:
ANNUAL CHANGE IN POVERTY HEADCOUNT RATIO (%), USD2 LINE)

) (i) (iii) ™)

Income growth rate —-1.506 —-1.659 —-1.505 —-1.657
(0.157) (0.275) (0.161) (0.290)
Interactions with:

*distance poverty line-mode 0.122 0.119
(0.228) (0.242)
*change in the Gini coefficient 0.004 0.005
(0.136) (0.147)

N 30 30 30 30
Adjusted R, 0.750 0.745 0.741 0.735

Note: Standard errors in parentheses.

estimated poverty—growth elasticities are around —1.6. The interactions of the
growth rate with the distance between the poverty line and the mode of the income
distribution, and with the change in the Gini coefficient do not appear to be
statistically significant.

6. GROWTH AND POVERTY II: THE REAL AND RELATIVE INCOME OF THE POOR

Frequently, the discussion about growth and poverty deals not with the
change in the number of poor people, but with the income changes experienced by
the poor. In this section we start by examining changes in real income of the poor
population, and then turn to relative income.

6.1. The Real Income of the Poor

According to one well-known definition growth is said to be pro-poor if and
only if poor people benefit in real terms (Ravallion and Chen, 2003; Ravallion,
2004a). The growth-incidence curves computed in Section 4 are useful instruments
to assess changes in the real income of the poor. The fact that the curve is above
the zero axis at all points up to the headcount ratio H means that real income has
increased for all the poor population.'”® Define o to be a weighted sum of the
individual income growth rates g;, i.e. o= X;0;g;, where o; are the weights, which
are non-increasing in income x;. In a typical poverty analysis the weights attached
to the non-poor are zero, i.e. 0;=0 if x; = z, where z is the poverty line. In this
context growth is said to be pro-poor if & > 0. In particular, if ¢; is the same for all
the poor people and equal to 1/NH, where N stands for total population, then o is
just the average of the growth rates of the poor. Ravallion and Chen (2003) argue
for the use of this average as a measure of pro-poor growth. They show that this
indicator is equal to the change in the Watts poverty index per unit time divided by
the headcount index.

The Ravallion and Chen measure of pro-poor growth is computed in Table 8
for all the countries in our sample. In most cases we present the results for four

18Tt can be shown that it also means that poverty falls for a broad class of poverty measures
(Atkinson, 1987).
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alternative poverty lines. In columns (iii) and (iv) we compute the mean growth
rate of household per capita income for those below the USD1 and USD?2 lines,
respectively. In columns (v) and (vi) we compute the mean growth rate in the
income (or consumption) variable used for official poverty estimates in each
country, for those below the extreme and moderate lines. In all cases we compute
growth rates for those percentiles below H in the initial period.

The table reads as follows. Between 1992 and 2004, mean income in Argen-
tina’s Encuesta Permanente de Hogares decreased at an annual 2.9 percent. The
fall in per capita income for the poor was much harsher: around 7.9 percent per
year for the USD2 a day definition. Real incomes for the most disadvantaged
fraction of the Argentine population have decreased at a fast rate.

Pro-poor growth rates have been positive in urban Bolivia, Brazil, Chile,
Costa Rica, El Salvador, Jamaica, Panama, and Nicaragua, and negative in
Argentina, Colombia, Mexico, Uruguay and Venezuela. Dominican Republic,
Ecuador, Honduras and Paraguay also experienced negative pro-poor growth
rates since the mid 1990s.

6.2. The Relative Income of the Poor

It is argued that the concept of pro-poor growth should make reference to
situations where growth is associated with a proportionally larger income increase
for the poor than for the rest of the population. According to this view, growth is
pro-poor if poverty falls more than it would have if all incomes had grown at the
same rate (Baulch and McCulloch, 2000; Kakwani and Pernia, 2000; Kakwani and
Son, 2004; Son, 2004).

Perhaps surprisingly, the term progressivity, extensively used in tax and
benefit-incidence analysis, has been rarely used in this literature. A program is said
to be progressive if the benefits as a share of income are a decreasing function of
income. In the same way, growth can be defined as progressive if the change in
income as a share of initial income (i.e. the growth rate) is a decreasing function of
income. Define 3 as a weighted sum of the difference between the individual
income growth rate g; and the growth rate of the mean g, i.e. B=Xio{g — gu)-
Growth is said to be progressive if > 0. In the case where 0;=0 if x; = z, and
0:=1/NH if x; < z, then B s just the difference between the average of the growth
rates of the poor and the growth rate of the mean. The last panel in Table 8§ reports
this measure of progressive growth for four alternative poverty lines. The experi-
ences have been heterogeneous across countries. Only four countries have signifi-
cant progressive growth rates. In the case of Dominican Republic and Paraguay,
this reflects the fact that the poor suffered less (in terms of income changes) than
the non-poor in the recent economic contractions. In Panama and despite a
stagnant mean income, the incomes of the poor have increased. Finally, Nicaragua
is the only country that exhibits growth rates that are significant, positive and
progressive."”

In summary, episodes where income growth was positive, significant and
unambiguously pro-poor (in absolute and relative terms) have been rare in Latin

YHowever, notice that the assessment is not that good when taking consumption as the welfare
indicator, that is, the variable that is used in Nicaragua to compute official poverty with national lines.
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America in the last 15 years. In contrast, the region has some cases of significant
negative growth that strongly hit the poor: Argentina and Venezuela for the last
decade, and several countries since the late 1990s fit into this category.

7. POVERTY, GROWTH AND INEQUALITY: ASSESSING THE PAST AND LOOKING
TO THE FUTURE

Driven by a multiplicity of factors, individual real incomes change in a given
period. These changes usually modify different dimensions of the income distri-
bution, like the mean, the degree of dispersion, and the mass below certain cut-off
points. In this sense growth (associated with the change in the mean of the income
distribution), changes in inequality (associated with changes in the income disper-
sion), and changes in poverty (associated with changes in the lower tail of the
distribution) are all particular manifestations of the change in the whole income
distribution. Growth, inequality and poverty are “endogenous variables,” and
then it is not valid, for instance, to think changes in poverty as caused by growth
and changes in inequality.

Researchers have found it useful to decompose the change in the whole
income distribution into two steps: changes in its central position (growth) and
changes in its dispersion (inequality). Each of these steps in turn implies changes in
the lower tail of the distribution (poverty). In that analysis, then, changes in
poverty are presented as the result of growth and changes in inequality. Growth
rates in Latin America were analyzed in the previous sections. In this section we
first take a look at inequality, and then discuss the decomposition of poverty
changes into growth and redistribution effects.

7.1. Inequality Changes

The measurement of inequality faces many conceptual and practical issues
that are treated in a vast literature.”” In Table 9 we show changes in some of the
most widespread inequality indicators computed over the distribution of house-
hold per capita income. The SEDLAC webpage presents the levels of these
inequality measures, estimates using other income variables, and confidence inter-
vals for the Gini coefficients. Although the inequality ranking of countries varies
as we consider different indices, the linear correlations among indices are high.
Argentina, Costa Rica, Dominican Republic, Uruguay and Venezuela consistently
rank as the most equal economies in the region, while Bolivia, Brazil, Ecuador,
Panama and Paraguay occupy the last positions in the inequality ladder.

The assessment of the changes in inequality becomes more dependent on the
index used (see Table 9).%! The correlations are still positive and significant, but
smaller in size than the correlations of inequality levels. Argentina and Colombia
stand out as the countries that experienced the largest increases in inequality, with
changes of around 6 Gini points. Bolivia, Costa Rica, Ecuador, Uruguay and

PFor practical issues in Latin America see Székely and Hilgert (2000), Gasparini (2004) and World
Bank (2004, 2005b).

2In contrast, the assessment does not depend on the income variable used. For instance, the
correlation coefficients of the changes in inequality computed over the distribution of per capita income
and over the distribution of household income adjusted for adult equivalent scales are around 0.99.
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Venezuela have also witnessed unequalizing distributional changes. Brazil is the
only country for which all indices coincide in reporting a drop in income inequal-
ity. In Mexico all measures but the Atkinson index with inequality-aversion
parameter 2 suggest a fall in inequality.

7.2. Exploring the Changes in Poverty

As discussed above, changes in poverty can be statistically decomposed into
growth and redistribution effects. In particular, we simulate the poverty change
that would have occurred in a given period, had the mean income changed, but the
shape of the distribution stayed fixed. In this simulation poverty changes as the
“result” of changes in mean income, while inequality remains unchanged. This is
the growth effect on poverty changes. The redistribution effect records the change
in poverty that would have occurred if the shape of the distribution had changed
in the way it did, but the mean had remained fixed.?> Table 10 shows the results of
decomposing poverty changes into growth and redistribution effects for each
country in our dataset, using four alternative poverty lines. Negative numbers
mean that income growth and drops in inequality have contributed to poverty
reduction.

Poverty as measured by the USD2 line increased 11.9 points in Argentina
between 1992 and 2004 (column (iv)). If all incomes had changed (decreased in the
Argentine case) at the same rate as the mean, then the poverty headcount ratio
would have increased 4.3 points (column (v)). The remaining 7.6 points of poverty
increase (column (vi)) were driven by changes in the shape of the income distribu-
tion, which in the Argentine case were unequalizing. Notice that while the re-
distribution effect accounts for most of the poverty change when using the
international and the national extreme lines, the growth effect becomes prominent
when using the national moderate poverty line. This observation is mainly driven
by the fact that the national moderate poverty line is close to the mode of the
income distribution in Argentina.

Most of the successful stories of poverty reduction (using the USD?2 line) were
driven by generalized growth: Bolivia (92-03), Chile (90-03), Costa Rica (92-03), El
Salvador (91-03), Jamaica (90-02), and Nicaragua (93-01). Only in Brazil (90-03)
and Panama (95-02) was the redistribution effect larger than the growth effect.
Brazil and El Salvador are the only cases for which both the growth and the
redistribution effect were significantly poverty-reducing for all poverty lines.

Unequalizing distributional changes are behind the increase in poverty in
Argentina (92-04), Colombia (92-00), and Ecuador (94-98). In contrast, the rise in
poverty is mainly or totally associated with a generalized income drop in Domini-
can Republic (00-04), Paraguay (97-02), Uruguay (89-03) and Venezuela (89-00).
Argentina is the only country for which both the growth and the redistribution
effect were significantly poverty-increasing for all poverty lines considered.

2See Mahmoudi (1998). Datt and Ravallion (1992) introduced the poverty-change decomposi-
tions using parametric representations of the income distribution.
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7.3. Looking to the Future: Isopoverty Curves

Poverty reduction is one of the main goals of national societies and interna-
tional organizations. The roads leading to that goal are the subject of great debate.
In this section we simplify the issue by thinking poverty reduction as the result of
either neutral per capita income growth, or redistributive policies, or a combina-
tion of both. Of course, reality is much more complex: there might be no policy
instrument that increase productivity proportionally for all the population, while
redistributive policies may take a significant toll on efficiency, and hence on
incomes. However, it is still illustrative to know what is the effort in terms of
neutral economic growth and simple non-distortionary redistributive policies to
attain a certain poverty target. This information is useful at least to have an idea
of the “distance” of the country from the poverty target in terms of growth and
redistribution.

Specifically, in this section we compute isopoverty curves, that is, combina-
tions of neutral growth rates and simple redistributive policies that are capable of
attaining a given poverty objective.”® The starting point in each country is the latest
income distribution available. We model growth by multiplying household income
by a constant, thus assuming neutral growth. This exercise tell us at what rate the
economy should grow, with unchanged Lorenz curve, to meet a given poverty
target.

We also model two alternative distributive policies. In the first we tax all
income at the same rate and allocate the revenues in equal amounts per capita.> It
can be shown that the fall in the Gini coefficient after this exercise is similar to the
tax rate. This simple redistributive policy, although not targeted to the poor, is not
far from the actual fiscal system of several countries in LAC, where taxes are
approximately proportional and public expenditures per capita do not substan-
tially vary with income.

The second redistributive policy minimizes the fiscal cost of a given poverty
reduction, as measured by the headcount ratio, since only the poor who are closer
to the poverty line receive the transfer (i.e. those that need a smaller transfer to
escape out of poverty), and they receive only the minimum amount needed to reach
the poverty line. In addition, uniform taxes are only paid by the non-poor.
Although this policy would be probably undesirable (as the very poorest do not
receive transfers), and difficult to implement (as it is perfectly targeted, with
transfers depending on income), it is theoretically interesting as a lower bound for
the fiscal effort to meet the poverty goal. In both redistributive policies we assume
no efficiency costs (or gains).

For each LAC country in our sample we compute isopoverty curves using
four alternative poverty lines. In each case we estimate three curves, corresponding
to the goals of reducing poverty 25, 50 and 75 percent from current levels in ten
years. For instance, based on the 2003 figures Costa Rica will have to grow at an
annual rate of more than 2 percent for the next decade to reduce poverty in 25
percent, assuming no changes in inequality (column (i) in Table 11). The corre-
sponding growth rates for the target of reducing poverty in 50 percent are between

#See Gasparini and Cicowiez (2005) for specific details on the computation of these curves.
%4See Paes de Barros (2003) and Ferreira and Leite (2003).

© 2007 The Authors
Journal compilation © International Association for Research in Income and Wealth 2007

236



Review of Income and Wealth, Series 53, Number 2, June 2007

TABLE 11

INCOME NEUTRAL GROWTH RATE AND INCREMENTAL TAX RATE NEEDED TO ACHIEVE A CERTAIN
POVERTY-REDUCTION TARGET IN 10 YEARS

Income Neutral Growth Rate  Redistribution 1 Redistribution 2
25% 50% 75% 25%  50%  75% 25% 50% 5%

Poverty-Reduction Target (1) (i1) (iii) (iv) ) (vi)  (vii) (vii))  (ix)
Argentina (2004)

USDI a day 1.7 49 20 48 11.6 0.0 0.1

USD?2 a day 2.2 5.0 10.2 56 105 158 0.1 04 09

Extreme official 2.1 5.3 9.7 6.0 122 172 0.1 0.4 1.0

Moderate official 2.9 6.1 11.6 244 36.5 462 1.0 3.5 7.5
Bolivia (2002)

USDI a day 4.0 10.4 23.1 8.6 154 202 02 0.9 1.9

USD2 a day 3.5 8.6 20.8 19.0 314 409 0.7 30 6.7

Extreme official 2.0 4.7 8.4 11.6 21.1 285 04 1.5 34

Moderate official 34 7.0 11.7 504 638 706 2.6 9.2 19.0
Brazil (2003)

USDI a day 2.8 8.6 28 62 106 0.0 0.1

USD?2 a day 2.4 5.4 12.8 53 99 159 o.l 0.4 1.0

Extreme official 1.9 4.7 10.5 34 69 11.3 0.1 0.2 0.5

Moderate official 2.6 5.9 10.9 10.3 18.0 246 0.3 1.3 29
Chile (2003)

USDI a day 2.4 5.5 11.4 1.7 33 5.1 0.0 0.0 0.0

USD?2 a day 1.4 34 8.1 23 48 8.7 0.0 0.1 0.1

Extreme official 14 3.5 8.3 2.1 4.6 83 0.0 0.0 0.1

Moderate official 1.5 34 6.8 50 99 246 0.1 04 09
Colombia (2004)

USDI a day 5.0 53 125 125 0.1

USD2 a day 3.1 9.9 82 17.0 251 02 0.8
Costa Rica (2003)

USDI a day 2.8 8.7 22 51 8.6 0.0 0.0

USD2 a day 2.6 6.1 14.2 45 85 133 0.0 02 04

Extreme official 2.7 6.4 16.3 44 84 134 00 0.1 0.3

Moderate official 2.1 49 10.6 92 170 253 02 0.8 1.8
Dominican R. (2004)

USDI a day 1.6 2.9 6.2 20 35 6.1 0.0 0.0 0.1

USD?2 a day 1.5 34 6.3 44 87 132 0.1 03 0.6

Extreme official 1.3 33 6.3 32 72 114 0.0 02 04

Moderate official 2.0 4.8 8.5 11.8 21.6 292 04 1.5 34
Ecuador (2003)

USDI a day 2.1 5.0 12.0 53 10.1 16.5 0.1 03 0.7

USD?2 a day 2.3 5.4 10.5 145 252 343 0.5 1.9 42
El Salvador (2003)

USDI a day 2.8 7.1 20.8 75 142 221 0.1 0.6 1.3

USD?2 a day 2.7 6.4 13.9 19.0 31.8 422 0.6 2.5 5.8

Extreme official 2.1 49 10.7 74 139 21.3 0.1 0.5 1.2

Moderate official 2.5 5.8 11.0 24.5 38.66 48.7 0.8 32 72
Honduras (2003)

USDI1 a day 1.6 34 6.8 38 7.0 11.2 0.1 0 0.5

USD?2 a day 2.3 5.6 9.8 12.8 229 30.1 04 1.7 38

Extreme official 2.9 6.7 12.0 234 369 453 1.1 4.0 8.7

Moderate official 4.8 9.4 15.7 90.3 93.6 950 50 17.1 34.0
Jamaica (2002)

USDI a day 8.4 39.5 120 192 198 0.5 1.8

USD?2 a day 7.3 21.4 248 359 395 12 4.4

Moderate official 1.4 34 3.1 104 19.7 278 0.2 0.8 1.9
Mexico (2002)

USDI a day 4.5 17.5 70 146 17.6 0.1 0.4

USD?2 a day 2.6 7.2 25.9 109 214 328 03 1.2 3.0
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TABLE 11 (continued)

Income Neutral Growth Rate  Redistribution 1 Redistribution 2
25% 50% 75% 25%  50%  75% 25% 50% 75%

Poverty-Reduction Target (1) (i1) (iii) (iv) (v) (vi)  (vil) (viil)  (ix)
Nicaragua (2001)

USDI a day 1.6 4.0 8.7 52 107 174 0.1 0.4 1.0

USD?2 a day 2.5 5.5 9.8 209 332 420 09 33 7.3

Extreme official 1.3 3.1 5.3 6.1 122 17.7 0.1 0.3 0.8

Moderate official 2.2 4.6 8.1 27.8 415 514 0.1 0.3 0.8
Panama (2002)

USDI a day 1.8 4.2 9.2 1.7 34 59 00 0.1 0.1

USD?2 a day 2.2 4.3 10.1 4.4 88 129 0.1 0.3 0.8

Extreme official 22 5.4 10.1 4.3 85 124 0.1 0.3 0.7

Moderate official 2.9 6.9 12.6 13.7 234 305 05 1.9 4.2
Paraguay (2002)

USDI a day 43 12.9 78 147 198 02 08

USD2 a day 3.7 9.5 27.2 16.8 280 373 0.7 25 5.6
Peru (2002)

USDI a day 1.8 4.1 7.6 3.6 70 106 0.0 0.2 0.4

USD2 a day 2.4 5.5 10.2 1.1 196 269 0.3 1.3 3.0

Extreme official 1.6 3.5 6.4 9.1 166 240 0.2 0.8 1.7

Moderate official 2.4 4.9 8.2 427 574 66.1 1.6 58 124
Uruguay (2003)

USDI a day 1.2 2.7 6.5 1.3 2.6 50 0.0 0.0 0.0

USD?2 a day 1.2 2.6 5.4 2.7 5.5 9.5 00 0.1 0.1

Extreme official 1.1 2.1 4.7 2.3 39 7.4 0.0 0.0 0.1

Moderate official 1.8 4.0 6.9 143 248 332 04 1.4 3.2
Venezuela (2000)

USDI a day 1.8 5.2 13.5 49 11.1 183 0.1 0.2 0.6

USD?2 a day 2.1 4.8 9.2 144 253 348 04 1.5 34

Extreme official 1.9 4.4 9.6 7.8 148 231 0.1 0.5 1.3

Moderate official 2.6 5.5 10.3 312 453 554 1.0 4.0 8.8

Notes: Redistribution | = tax rate t on all the population, and equal expenditures per capita.

Redistribution 2 = tax rate t on all the non-poor, and minimum expenditures needed to reduce
poverty headcount ratio.

Source: Own calculations based on household surveys.

4.9 and 8.7 percent, depending on the poverty line chosen (column (ii)). Halving
poverty through a simple redistributive linear policy demands an incremental tax
rate of 5.1 percent if poverty is measured with the USD1 line, a rate of 8.5 percent
if poverty is measured with the USD?2 line, and of 17 percent if moderate poverty
wants to be halved (column (v)). Obviously, the possibility of combining the two
policies reduces the growth and tax rates needed to reach a given poverty target (see
Figure 6). However, notice that the values involved are still significant. If Costa
Rica grows at an annual 3 percent for the next decade with no distributional
changes, it will still need to implement a redistributive policy with a 3.4 percent
incremental tax rate to be able to halve poverty, as measured with the USD2 line. If
Costa Rica were able to implement a perfectly targeted system of transfers, the fiscal
effort to halve poverty would be small (incremental rate of around 0.2 percent).
The impact of a neutral growth rate on the proportional change in poverty
depends on the shape of the income distribution below the poverty line. If the
proportion of people “close” to the line is large compared to all the people below
the line, then neutral growth will take a large proportion of people out of poverty.
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Figure 6. Isopoverty Curves (combinations of neutral growth rates and incremental tax rate needed
to achieve a certain poverty-reduction target in 10 years; USD2 a day poverty line)

Source: Own calculations based on microdata of household surveys.
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Source: Own calculations based on microdata of household surveys.
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Figure 8. Incremental Tax Rate Needed to Achieve Poverty Reduction of 50 Percent with Annual
3 Percent Neutral Growth for 10 Years

Source: Own calculations based on microdata of household surveys.

While 20 percent of the Uruguayans below the USD2 poverty line have incomes
that are just less than 10 percent lower than the line, the corresponding proportion
in Paraguay is 7 percent. Figure 7 shows that Uruguay would need to growth at
much smaller rates than Paraguay to halve poverty in 10 years. The linear corre-
lation (across countries) between the fraction of the poor who are close to the line
and the size of the growth effect in Table 11 is negative and large (—0.85).

The size of the redistribution policy needed to achieve a given poverty-
reduction target is larger for the poorest countries (in terms of mean income from
household surveys at USD PPP). Poorer countries have lower mean income (and
hence lower revenues from a given tax rate), and higher poverty (and hence need
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a greater effort to halve poverty). The second panel in Figure 7 ranks the countries
in our dataset by the incremental tax rate needed to halve poverty in 10 years with
no growth. The linear correlation coefficient between this rate and mean income at
USD PPP is negative and large (—0.90). Figure 8 illustrates the incremental tax rate
needed to halve poverty if the economies managed to grow at a neutral annual 3
percent rate for 10 years. For many countries the size of the redistribution involved
is large.

8. CONCLUDING REMARKS

In this paper we have provided evidence of the association between growth and
poverty reduction in Latin America and the Caribbean over the period 1989-2004.
We believe that the paper makes a contribution to the understanding of poverty and
pro-poor growth in LAC by (i) applying a homogeneous and well-documented
methodology to process microdata from household surveys of 18 countries, (ii)
computing a large set of methodological instruments to study poverty and growth
(pro-poor growth rates, poverty- equivalent growth rates, poverty-growth elastici-
ties, growth-incidence curves and isopoverty curves), and (iii) assessing the robust-
ness of the results to alternative poverty indicators and poverty lines.

We highlight a few general results in this final section. The evidence in LAC
suggests a strong correlation between economic growth and income poverty reduc-
tion. On average, economies that have grown (per capita GDP) at more than an
annual 1 percent have been able to reduce poverty. The relationship growth—
poverty reduction is stronger when considering the growth rates in incomes from
household surveys.

On average, poverty has fallen slightly in Latin America and the Caribbean
since the early 1990s. This frustrating pattern is associated with slow growth
(especially when measured with household survey data) and increases in inequal-
ity. Almost none of the LAC countries experienced sustainable strong growth
along with significant equalizing distributional changes in the last decade and a
half. Most of the episodes of poverty reduction in the region were driven by
generalized income growth, and not by redistribution.

By means of microsimulations we illustrate the efforts in terms of neutral
growth and simple redistributive policies needed by each LAC country to attain
certain poverty-reduction targets. We show that these efforts are sizeable, and
depend on the shape of the income distribution below the poverty line, and on
mean income.

Throughout the analysis we find that the LAC average is not a good repre-
sentation of the country performances. The evidence suggests a remarkable het-
erogeneity of growth and poverty reduction patterns. Poverty has been
consistently reduced in urban Bolivia, Brazil, Chile, Costa Rica, El Salvador,
Jamaica, Panama, and Nicaragua. In contrast, the region exhibits some cases of
significant negative growth that strongly hit the poor: Argentina, and Venezuela
over the whole period under analysis, and several countries since the late 1990s fit
into this category. This heterogeneity of experiences is a good scenario for
researchers to identify the determinants of successful poverty reduction episodes,
and in particular the role played by economic growth.
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