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Chapter 9

Changes in Economic Inequality in Europe
and Latin America in the First Decades

of the Twenty-First Century

Agustin Salvia

Abstract This chapter contains a comparative analysis of the changes in the
inequality of family income distribution in the last two decades in Latin America
and Europe. The study examines the degree to which the economic-productive fac-
tors—associated with the primary income distribution—or, on the contrary, the
social policies—linked to the secondary distribution—reveal structural differences
in economic inequality between regions in the 2000-2017 period. Based on a wide
sample of countries, the evolution of inequality is compared within and between
regions. The dissimilarity of these behaviours is examined as well as how valid
certain economic-institutional factors are to give an account of the changes that
occurred within each region.

The chapter shows that, in the last two decades of the twenty-first century,
Western Europe and Latin America have reduced their economic inequality gap,
although following different paths: while inequality decreased in the majority of
Latin American countries, an inverse process, although moderate, has been taking
place in the majority of Europe. While both trends had national exceptions, the evi-
dence presented helps us to deduce that it was simultaneously due to productive
changes and to changes in the growth style, and to transformations in the redistribu-
tive efficiency of expenditure on social policies.
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9.1 Introduction

The international community has made considerable progress at overcoming pov-
erty. The most vulnerable nations continue to advance in this sphere. However,
inequalities and huge disparities in income distribution continue, which appear to
affect economic development and social integration capacities on a global scale
(UN 2015; OECD 2013; Dollar 2005).

The aim of this chapter is to perform a comparative analysis of the structural dif-
ferences and changes that have taken place in income distribution in the twenty-first
century thus far for a selection of countries from Latin America and Europe, as well
as within each region and between both regions. The aim of this analysis is to exam-
ine the dissimilarities between certain explanatory patterns associated with the
changes that have taken place in inequality. A main question to answer is to what
degree productive factors associated with the primary income distribution, or social
policies, associated with the secondary income distribution, reveal both structural
patterns and cycle changes in economic inequality between both regions during the
2000-2017 period.

Economic literature distinguishes between, on the one hand, the sources of “pri-
mary” (or functional) income distribution (distribution of income in the capital-
labour relation) and, on the other hand, the sources of “secondary” distribution
(public or private transfers from rents, gifts or taxes), whose flows are in some way
removed from the added value generated by the capital-labour relation and/or the
country’s trade balance (Krugman et al. 2008).

While economic inequality generally refers to the distribution of income or
assets between individuals and groups within a country, the term also applies to
aggregate inequality across territories or regions. In this regard, according to data
available on income distribution—measured using the Gini index—FEurope is the
region with greatest distributive equity on the planet; while Latin America is one of
the most unequal (Keeley 2018; World Inequality Lab 2018; OECD 2013;
Dollar 2005).!

It is important to underscore that while the social policies implemented by the
European welfare states have facilitated high degrees of productivity, economic
prosperity and social cohesion (Moreno and Palier 2005; Moreno 2015; Guillén
et al. 2016), this is not the case with Latin-American states. These, in general, are
characterised by strong productive heterogeneities, segmented labour institutions
and low density or regressive social security systems (CEPAL 2014; Barba Solano
2007; Barba Solano and Cohen 2011; Salvia 2015; Béarcena and Prado 2016).

In recent years a research line has opened up dedicated to the analysis of the
evolution of the participation of the wealthiest families and individuals in the
income distribution available per country (Atkinson et al. 2011). The main

'The Gini coefficient is a measure of income inequality in a country, but it can be used to measure
any form of unequal distribution. It is a number between 0 and 1, where O corresponds to perfect
equality and 1 corresponds to perfect inequality.
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conclusion from this research is that during the twentieth century the participation
of income from the wealthiest was U-shaped, reducing during the first half of the
century, increasing during the second half, with the improvements being concen-
trated in the highest percentile of the income available in the majority of the coun-
tries analysed. Piketty (2015) summarised this process by arguing that any increase
in the rate of return of capital above the economic growth rate leads to the concen-
tration of income and, consequently, to an increase in inequality. The different
authors who studied inequality provided various explanations for the concentration
of income: the type of political economy, financial downturns, technological
changes, globalisation, labour regulations, human capital and taxation, although
there is no consensus in this regard.

The income distribution in each country is the result of the complex interaction
of innumerable economic, demographic, social and institutional factors. According
to the UN (2015), although the inequality in the income distribution between coun-
tries seems to be reducing, within the countries themselves it appears to be increas-
ing. In this regard, there is increasing consensus that economic growth is not
sufficient to reduce poverty if it is not inclusive or does not tend to reduce social
inequalities (Keeley 2015; OECD 2013). With a view to reducing both poverty and
inequality, the application of security and universal social protection policies has
been recommended which also pay particular attention to the needs of the under-
privileged and marginalised (ILO 2011, 2013, 2014; Dollar 2005; Barrientos and
Hulme 2008; Lustig et al. 2016b).

Inequality in income distribution on a global or regional level reflects the com-
bined effect of inequality within countries and inequality between countries or
regions. In this respect, the historical evolution of inequality on a global level reveals
that following a period of an increase in inequality, a reduction in the inequality
within countries is recorded, but with an increase in the gap between countries.
More recently, the trend has changed: inequality tends to increase within countries
and to reduce between countries (Atkinson 2015). This inverted U-shape in the
inequality between countries is usually an encouraging base which guarantees that
the global distribution will show less inequality in the future. Nevertheless, follow-
ing Atkinson (2015: 72-73), there are justified reasons to be wary. Firstly, while the
gaps are reducing in relative terms, the absolute differences in terms of real per
capita income continue to widen. Secondly, while some large countries have grown
rapidly (such as China and India), many other developing countries have done so at
a much slower rate.

Explaining the factors that shape the income distribution in and between coun-
tries is a complex task. With a view to examining and comparing the changes in
economic inequality in societies in Europe and Latin America, as well as between
both regions, the aim of this chapter is to analyse the effect of a series of underlying
structural factors on the way in which said inequalities are managed, in order to
understand the role played by such factors in the convergence/divergence processes
within and between the regions studied. In this context, an important aspect is to be
able to determine the role played by primary income distribution and secondary
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income distribution in the structuring of the inequalities in each country, between
the countries from each region and in the inequalities of both regions.

In modern capitalist economies the average income level of countries is widely
related to productivity and, therefore, it depends on the degree of technology and the
amount of physical capital employed in production. In general, increases in produc-
tivity are accompanied by an improvement in living conditions, as long as the labour
institutions, tax systems and social security systems in operation promote the redis-
tribution of the income. Among the countries in the world there is a clear correlation
between income inequality, wage and collective bargaining regimes, the existing tax
level, the type of tax policy and the social expenditure of the governments. In the
most unequal countries it is common to observe weak unions, flexible labour rules
and few progressive taxes, which also seems to be associated with weak, restricted
or regressive social security systems (ILO 2014).

Economic inequality comprises disparities in the distribution of economic
income, especially the primary income distribution generated by the capital-labour
relation. Moreover, public or private transfers of income—whether through social
security, social and family strategies or market rents—play a relevant role in capital-
ist economies in the way that they reduce, offset or worsen the economic inequali-
ties resulting from primary distribution (Keeley 2015; Atkinson 2016).?

The present work seeks to explore this argument through the presentation of an
analytical outline. This outline systematises the different ways in which the eco-
nomic growth model (primary income distribution) and the social policies (second-
ary income distribution) are associated with inequality in the distribution of
household incomes. In this context, a particularly relevant goal is to assess how and
in what way the different paths followed can be explained by more structural factors
affecting each region-country. These factors are the productivity of the capital-
labour relation (in terms of structural heterogeneity, institutional regulation models
and ways in which these factors segment the labour demand), and the role of social
expenditure in the gross domestic product (as an expression of the level of coverage
and redistribution of the income provided by social policies).

As we will seek to demonstrate, the socio-economic differences between both
regions, and their evolution to date this century?®, do not necessarily coincide with
the differences observed and the changes that have taken place in inequality—mea-
sured by the Gini index—within each region and between both regions. This
particular behaviour which appears to describe a “convergent” development pro-
cess, both on a welfare level and in terms of equity, can be more precisely explained
when the average labour productivity (as an expression of the capacity of primary

>The regulatory institutions working towards correcting inequalities can be classified into two
groups, according to the time at which they operate: (1) some seek to act directly—ex ante—on the
source of the inequalities in the labour market; these are called pre-distributive and (2) others do it
ex post, working towards reducing the inequalities generated in the labour market; these are called
post-distributive (Hacker 2011; Zalakain and Barragué 2017).

3Both in terms of economic development—measured by GDP per capita—and its effects in terms
of welfare for the population—measured by poverty lines with comparable PPPs—.
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income distribution) is related over time on a national level to the proportion of
social expenditure in the GDP of each country (as a representation of the coverage
level and scope of the secondary income distribution).

In this context, firstly, the chapter analyses how different or similar the societies
of both regional systems are in terms of GDP per capita, poverty and distributive
inequality, as well as exploring the development paths taken by both regions in the
last few decades. To do so, we examine a selection of countries from both regions,
for which we were able to obtain comparable information. Secondly, assuming the
presence of unequal degrees of welfare-inequity between regions-countries, the
study seeks to determine the distributive changes that have occurred during the past
few decades. In this regard, in order to identify the weight of the factors underlying
the different paths that income distribution has taken in both regions, the average
labour productivity, the level of social expenditure and its effects on inequality for
each country are related.*

To this end, in order to obtain a robust descriptive classification, following the
comparative method, in other words, assuming that the national systems for each
economic period are theoretical analysis units, a factorial model of main compo-
nents was adjusted, using stacked time windows as registers for each country con-
sidered. The analysis models applied gather data from the 2000-2017 period for 44
countries, 26 from Europe and 18 from Latin America, dividing the groups into four
periods: 2000-2004, 2005-2008, 20092014 and 2015-2017.5

9.2 Conceptualizations

In recent years a growing academic concern for economic inequality has been
observed, due to the concentration of wealth in increasingly smaller groups of peo-
ple, families and corporations and the political implications of these processes on
the functioning of democratic societies (Therborn 2013).

The study of global economic inequality focuses on “income distribution”. From
this perspective it is assumed that the current income of households is a key factor
for the social welfare of the population. From the point of view of social scientists,
the dominance of the study of monetary income distribution often jeopardises the

“The analysis of these matters, from a perspective of the factors associated with income distribu-
tion, leads us to consider a methodological strategy of comparative analysis between countries
which opens up the possibility of developing theoretical formulations that transcend the borders of
a society (Holt and Turner 1970). These analyses provide relevant conclusions to progress in this
line of research in international comparison.

>Countries considered in Latin America: Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica,
Guatemala, Mexico, Peru, Uruguay, Ecuador, El Salvador, Honduras, Nicaragua, Paraguay,
Panama, Dominican Republic and Venezuela. Countries considered in Europe: Spain, Finland,
France, Italy, Poland, Portugal, United Kingdom, Romania, Germany, Austria, Belgium, Bulgaria,
Cyprus, Croatia, Denmark, Slovakia, Slovenia, Estonia, Greece, Hungary, Latvia, Lithuania,
Malta, The Netherlands, the Czech Republic and Sweden.
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possibility of reaching a wider understanding of social inequalities. However, its
contribution is vital to understand how the way the main source of welfare is distrib-
uted in market economies is crucial for the progress of families and the social life of
people.b

The evolution of inequality in income distribution has summoned the interest of
multiple studies. Its historical global evolution has been well represented by Piketty
(2014) who showed how the concentration of wealth in the global economy has
grown since 1980. There is agreement that the key period of the twentieth century
was marked by a reduction in the distributive inequality of the global income and
that this trend reverted in recent decades, recording a new increase in the income
gap between the poor and the rich. Nevertheless, the literature is not conclusive as
regards determining the trend followed by income distribution between countries
and regions in the world, or as regards the factors that could explain the different
processes.

On the one hand, the evidence appears to confirm a cycle of relative convergence
between rich and poor regions during the first decade and a half of the twenty-first
century. This seems to impinge upon the continued growth toward global inequality
in income distribution (Atkinson 2015; Molero Simarro 2013; Keeley 2018).
However, the conclusions about the factors underlying these processes are not con-
clusive. On the other hand, the works that have studied the general relation existing
between inequality, growth and poverty do not have a definitive response about how
and to what extent the former fosters or hinders the latter two (Molero Simarro 2013).

However, at this point, the arguments tend to agree on the limitations of Kuznets’
theory (1934) about the causal contribution of growth as a subsequent factor of
social balance. The apparent failure of Kuznets actually reflects another problem
that economists face when determining the link between inequality and growth,
namely: if there is a relation, it does not seem to be direct. If it were, we could at
least, in theory, calculate the growth rate of a country based on its inequality level
(Keeley 2015). This topic requires further exploration, considering the particular
inverse relationship there appears to be between inequality and growth—contrary to
the theory of Kuznets—in the context of modern societies. In other words, both the
empirical research and the main global economic organisations (OECD, IMF, WB,
IDB) agree on highlighting that at least excessive inequality is not good for growth.

In particular, according to the OECD, a greater wealth gap makes low-income
families invest less in education and skill-training, which affects growth by causing
a decline in qualified workers. Other authors consider the effect of inequality on
political and social instability (Ostry and Berg 2011). In turn, Stiglitz (2000)

Atkinson made a special contribution to the measurement of inequality. He looked at income
inequality from a non-conventional perspective, as the loss of social welfare associated with an
unequal distribution of income. In other words, he considered the analysis of inequality as a foun-
dation for policies and suggested a series of specific measures to reduce it. The final aim of
Atkinson (2015) was to transform the economic analysis into political action, and to do so he rec-
ommended new ambitious policies in five areas: technology, employment, social security, distribu-
tion of capital and taxes.
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highlights the collusion processes linking the political sectors with the wealthy
classes, achieving that the latter monopolise the majority of the economic surpluses,
affecting the demand of consumer goods and distribution among the poorer classes.

But in addition to wondering if inequality affects growth, it is equally important
to examine how the level of economic productivity of countries determines, condi-
tions or influences—through different channels—the direction of both primary and
secondary income distribution.” The primary distribution of social income takes
place in the production process and is determined by the way in which the added
value is distributed between wages and capital, including the mixed income of the
self-employed worker or professional. To change the primary distribution, marginal
productivity, wages and profits of the self-employed, the businessmen or the com-
panies must be modified. For its part, the secondary distribution of income is that
which is made through rent or transfers, whether public or private. It is mainly
focused on the transfers that governments make to families through the systems—
contributive or non-contributive—of security or social protection, and in the public
or private mechanisms of income distribution, royalties, loans or gifts.

During the last quarter of the twentieth century and the current twenty-first cen-
tury, both Western Europe and Latin America have undergone profound transforma-
tions in their social structures in the context of the global changes resulting from
international political-economic conditions, with different scopes and impacts
depending on the way in which each society absorbed, regulated and processed
these trends. The twenty-first century is a period of exhaustion, transition and redef-
inition of these processes. The impact of these changes on the social reproduction
patterns of economic inequalities, both in direction and in magnitude, has not been
sufficiently explored by the literature. While there are studies of national cases, and
even, analyses based on comparisons between countries from one same region,
interregional approaches that explore the factors or social processes underlying
these inequalities are particularly scarce.

In the case of Europe, the region has been subjected to a double inequality effect.
While the European economic integration process reduced the inequalities between
nations until the first decade of the twenty-first century, the convergence was par-
tially interrupted due to the effects of the economic and financial downturn in 2008
and the adjustment policies that greatly affected the social and welfare budgetary
items (Moreno and Palier 2005; Moreno 2012; Del Pino and Rubio 2016). The
impact of the recession would have, as is well-known now, consequences on the

7Apart from several exceptions (Atkinson 1975, 2009), the studies that explore the correlation
between productive capacities and interpersonal income distribution establish purely empirical
relations between them (see, for example, Daudey and Garcia-Penalosa 2007; or Adler and Schmid
2012). In fact, in his chapter in The Oxford Handbook of Economic Inequality, Andrew Glyn con-
cludes that there is a “need for more research to determine the causes of the oscillations in the
factorial participations and to establish a connection between the personal and functional distribu-
tions of income” (Glyn 2009: 104).
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living conditions of Europeans, with an increase in poverty especially in countries
in the south of Europe, compared to Scandinavian and Continental European coun-
tries. Therefore, within the European Union there is significant inequality across
one territorial base (Del Pino and Gago 2017). However, the more or less gener-
alised maintenance of a widespread welfare model, widely legitimised by political
and social sectors, seems to restrict a greater deterioration in the context of the Great
Recession (Moreno 2016; Guillén et al. 2016).3

The present work provides evidence that helps to determine the nature of the
recent changes that have taken place in economic inequality between and in both
regions. This task shows the different distributive roles they play, depending on the
case, the sources of income, as an expression of the different roles played by labour
productivity, the associated payment and social policies.

9.3 Comparative Study of Countries from Latin America
and Europe

The general characteristics of the economic and social structure of Europe and Latin
America, and their consequences on welfare, show relevant systematic differences
with respect to aspects associated with their socio-productive development. These
differences are not new, they developed as a result of different accumulation pro-
cesses, particular economic-productive dynamics and structures, and different his-
torical and institutionalisation processes of power relations, through
socio-occupational, welfare and social protection institutions. The comparative
examination during the twenty-first century to date is a relatively unexplored path of
study, as is its relationship with the changes that have taken place in income distri-
bution in each region and globally.

In order to explore these topics, the information gathered provides evidence
about the different regional conditions that shape the accumulation dynamics, social
intervention by the State, and income distribution in a wide sample of national sys-
tems from both regions. Through this strategy, we hope to attain a robust description
of the economic inequalities for a selection of countries from Latin America and
Europe, including the socioeconomic inequality processes (and the reproduction of
these) in force during the first decades of the twenty-first century. While the analysis
is based on the comparison of the countries in the last 18 years, it is important to
highlight that the continents have significant and longstanding socioeconomic struc-
tural differences. The comparative analysis model is applied to the selected coun-
tries, gathering information for four periods: 2000-2004, 2005-2008, 2009-2014

8The European social model is a political project built around social equity, collective solidarity
and productive efficiency values. In this framework, the welfare state, that is, a set of social policies
aimed at improving living conditions and to achieving equal opportunities for all citizens, is the
foundational institution of this model. Despite the recession, the social public expenditure in the
continent represents between one fifth and one third of the GDP (Moreno 2016).
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and 2015-2017, using social welfare indicators based on available secondary
sources.

Firstly, both for each separate period and for the total number of years considered
in the sample, Table 9.1 presents the inequalities existing between the countries
from each region, between regions and all the countries, and their changes over
time. In particular, the following table shows data of two key welfare indicators:
GDP per capita and poverty rate (less than US$5.5 PPP—Purchasing Power
Parity—). For their analysis, both regional averages and their coefficients of varia-
tion are shown. Since we are examining very unequal regions, analysis of the coef-
ficient of variation helps to compare internal differences.

If the general averages of the economic welfare indicators are analysed, improve-
ments can be observed both per region and for all the countries; there is even a
certain tendency to converge as a result of the greater relative progress made by
Latin America in poverty. However, upon analysing the coefficients of variation
(CV), the ratio between the standard deviation and the average data, for each indica-
tor, it can be deduced that both differences between regions and between countries
prevail in each region.

As regards the GDP per capita, while it has improved in both regions separately
and together, the differences between Europe and Latin America persist: even when
the gap reduced slightly, the average in Latin America continues to be approxi-
mately one third of the average GDP in Europe. Likewise, the coefficient of varia-
tion has reduced in Europe, but it has increased in Latin America, illustrating an
increase in inequality between countries from Latin America in terms of average
income per inhabitant.

Table 9.1 Evolution of welfare indicators: GDP per capita and Poverty. Latin America and Europe
(Years 2000-2017)

‘ 2000-2004 ‘ 2005-2008 | 2009-2014 |2015-2017 | Total 2000-2017
GDP per capita—In million US$ PPA

Europe (26) 27.171 31.059 31.020 33.616 30.717
CV EU (26) 38.2% 31.0% 29.1% 25.7% 30.2%
Latin America (18) 9.193 10.681 12.186 13.178 11.349
CV LA (18) 42.6% 44.0% 43.7% 44.1% 42.4%
Total EU + AL (44) 19.817 22.722 23.315 25.536 22.793
CV Total (44) 61.5% 56.6% 51.9% 49.5% 54.1%
Poverty (5.5 US$ PPA)—In % of people

Europe (26) 3.6 3.9 3.6 2.9 39
CV EU (26) 149.9% 186.1% 165.2% 178.0% 158.9%
Latin America (18) 45.6 36.6 28.6 21.6 34.0
CV AL (18) 25.8% 32.6% 46.3% 57.2% 38.6%
Total EU + AL (44) | 21.9 17.9 13.5 9.9 16.2
CV Total (44) 103.9% 105.5% 115.1% 125.9% 109.4%

Source: own elaboration based on World Bank, EUROSTAT and CEPALSTAT for sample of

selected countries
CV Coefficient of variation, PPA Purchasing power parity
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Fig. 9.1 Gini coefficient evolution. Latin America (Gini coefficient of family per capita income
calculated in the distribution of people.) and Europe [Gini coefficient of equivalent income (OECD
scale for normalization of household size) calculated in the distribution of people.]. (Years
2000-2017) National averages in points of the Gini Coefficient. Source: own elaboration based on
EUROSTAT and CEPALSTAT for sample of selected countries

As regards poverty, in addition to a significant reduction over time, both per
region and for the total number of countries, the coefficient of variation reflects a
considerable increase and reproduction of inequalities; with Europe in this case
presenting distinctively lower poverty rates, although with greater intra-region vari-
ation. For Latin America, on the contrary, the trend seems to have been remarkably
positive, although with less internal variation, but with an increase in the inequali-
ties between countries.

In this way, the results in welfare are as expected. At least the regional averages
for the countries considered in each case present significant differences that persist
over time. While the trends in the internal inequalities in each region do not provide
as clear a behaviour as the interregional convergence. However, beyond the fact that
these differences in the socioeconomic welfare appear to be structural, it is impor-
tant to ask how unequal the countries making up both regions are in terms of income
distribution and what their comparative behaviour in this social dimension has been
in the twenty-first century.

In this respect, Fig. 9.1 confirms relatively well-known situations, both in terms
of the structural differences that exist between the regions being studied, and in
terms of the convergence process that has taken place in the last lustrums in distribu-
tive inequality measured by the Gini coefficient. While the data presented are aver-
age values, it is evident that the convergence process conceals a greater relative
decline in the Gini coefficient of countries in Latin America.® With a view to

“Recent literature analyses the possible reasons for the reduction in inequality, such as Azevedo
etal. (2013), Lustig et al. (2016a), de la Torre et al. (2017) and Busso et al. (2017), among others.
Despite this reduction in inequality, Latin American and the Caribbean continue to be some of the
more unequal regions.
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Table 9.2 Gini Coefficient evolution within and between regions. Latin America® and Europe®
(Years 2000-2017)

Gini Coefficient

Coefficient: 0-1 2000-2004 | 2005-2008 |2009-2014 |2015-2017 | Total 2000-2017
Europe (26) 0.287 0.299 0.299 0.302 0.297

CV EU (26) 14.7% 14.6% 12.3% 13.6% 12.7%

Latin America (18) 0.527 0.508 0.480 0.467 0.496

CV LA (18) 10.2% 9.0% 9.8% 10.5% 9.4%

Total EU + LA (44) | 0.392 0.387 0.373 0.370 0.378

CV Total (44) 32.9% 29.3% 26.5% 25.3% 28.3%

Gap LA/EU 1.83 1.70 1.61 1.55 1.67

Source: own elaboration based on World Bank, EUROSTAT and CEPALSTAT for sample of
selected countries

3Gini coefficient of family per capita income calculated in the distribution of people

Gini coefficient of equivalent income (OECD scale for normalization of household size) calcu-
lated in the distribution of people

furthering this analysis, Table 9.2 examines how much the inequality or equality
processes have converged or diverged in the countries from each region and between
regions (measured using the coefficient of variation of the Gini of each country in
each period).

In this regard, although these data confirm that observed in Fig. 9.1, the conver-
gence process presents degrees of divergence. While in recent years the region of
Latin America has registered a reduction process in the average inequality, the
inequality between countries does not appear to have undergone considerable
changes. On the contrary, in Europe, the slight increase in the Gini coefficient after
the recession in 2009 occurred alongside a decline in the internal inequality between
countries. As a whole, there is evidence in favour of convergence: a reduction both
in the average Gini and in the coefficient of variation.

The evolution of the Gini coefficients in Latin America and in Europe illustrates
the different institutional and distributive networks that characterise these countries.
Statistical information reveals that in Europe coming through the “Great Recession”
entailed a moderate increase in the Gini; while in Latin America, in the same period,
the coefficient reduced. We can speculate that the validity of more robust institu-
tions in Europe guarantees a certain distribution pattern, with some flexibility. This
does not occur in Latin America, although what could happen is that a certain insti-
tutional configuration (in particular, in terms of pension cover and conditional cash
transfers) has been reached with the commodities boom, explaining a certain level
of convergence.

The income distribution in each country is the result of the complex interaction
of innumerable economic, demographic, social and institutional factors. As was
mentioned in the introduction, inequality in the income distribution between the
population on a global level or in a region reflects the combined effect of inequality
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in countries and the inequality between countries. From this perspective, the simpli-
fied description of the behaviour of global inequality during the last one hundred
years shows that first there was a period in which the inequality in countries reduced,
but the gap between countries increased. More recently, and as can be observed in
the data, the trend has changed—at least for countries in Latin America and
Europe—: the inequality in the income distribution is tending to increase in some
societies and to decrease in others, reducing the gap between the countries from
each region and between the regions.

A problem widely explored by development literature is the relationship between
welfare indicators and economic inequality. Based on the theory of social welfare,
an improvement in the income of households or individuals could be considered as
evidence that the functioning of the economy generated improved material living
conditions for the country’s population. Therefore, income could be used as a proxy
measure of welfare. In turn, an improvement in the indicators of distribution, which
can be measured using the Gini coefficient as a reduction of same, would indicate
less inequality in consumption opportunities, bringing greater ‘“profit” to
individuals.'®

In any case, considering the magnitude of the interregional differences, it is evi-
dent that Europe and Latin America present different development models, welfare
regimes and social income. But while the topic is on the international agenda, the
empirical evidence is not conclusive as regards the direction and the force taking
place in these dimensions. In any case, a welfare and equity optimum is an expected
development goal in the majority of societies in the world, although it is not very
legitimate to deduce causality from these relations.'! In this context, it seems inter-
esting to study the relation between inequality and the underlying socioeconomic-
institutional processes for the countries being studied.

In this regard, below, the average Gini coefficient is empirically related with
economic development (GDP per capita) and social welfare (absolute poverty rate)
indicators. If the relation between Gini and the GDP per capita is analysed, coun-
tries in Latin America have relatively higher Gini indices (greater inequality) and
low GDP per capita. As regards the poverty rate, European countries (with lower

1%Tn addition to the impact of inequality on growth and poverty, inequality has a direct and nega-
tive impact on social welfare. According to the psychological relative privation theory (Yitzhaki
1979), individuals and households do not assess their welfare levels only in absolute terms of
consumption or income, but also in relative terms. Therefore, for any given income level in a
country, and considering that individuals and households compare themselves, inequality has a
negative effect on welfare. Income distribution measures, such as the Gini coefficient, are also
being analysed because inequality in income before tax can lead to a high demand for redistribu-
tive policies (Romer 1975) and, therefore, higher social expenditure (Meltzer and Richard 1983;
Shelton 2007).

"n statistical terms, the correlation between variables does not automatically mean that the
change in one variable is the cause for change in the values of the other variable; in other words,
that there is a causal relationship between the two events.
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Gini) are also less poor. Firstly, Tables 9.3, 9.4 and 9.5 below show the way in which
these aspects are related as a whole for the countries making up the regions being
studied.

Upon performing an in-depth analysis of the correlations of Gini with the above-
mentioned variables for all the countries considered, we find expected results: more
unequal countries have greater poverty and a lower GDP per capita. In other words,
a lower inequality per income, measured using the Gini, is positively correlated with
the general socioeconomic welfare, at least for the average of the countries consid-
ered in this study during the 2000-2017 period.

However, a relevant fact is that this relation is not as pronounced when the analy-
sis is segmented according to regions. In fact, upon recalculating the Pearson cor-
relations for each region separately, the strength of the relation between the welfare
variables and the Gini decreases considerably (Poverty-Gini and GDP-Gini),
although it continues to be significant. This change reveals the existence of a third
factor associated with the Gini, which must be associated with the political-
economic conditions of the national systems making up each region.

These differences in the correlations between regions can also be observed in the
following Figs. 9.2, 9.3, and 9.4, in which for each of the abovementioned correla-
tions, the point clouds describe the differences between regions. In this respect,
while areas of superimposition can be observed, it is clear that there are two sets of
countries, with dissimilar degrees of inequality associated with welfare between
regions, and relatively similar degrees of inequality within each region.

9.4 Relation Between Inequality and the Primary
and Secondary Sources of Income Distribution

This decline in the relation between welfare indicators and the Gini coefficient
when analysed per region, regardless of the historical period being considered,
again reveals the structural differences between the compared regions. This fact
drives us to reflect on the underlying distributive processes associated with the per-
formance of inequality. On the one hand, to examine the distributive role of social
public expenditure as a percentage of the GDP and, on the other hand, the role of

Table 9.3 Pearson correlations for Latin America and Europe (Years 2000-2017)

Gini Poverty GDP pc
Gini 1
Poverty 0.863#%%* 1
GDP pc —0.832%#* —0.833%%* 1

Note: significance of the effects * p < 0.05, ** p < 0.01, *** p < 0.001
Source: own elaboration based on World Bank, EUROSTAT and CEPALSTAT for sample of
selected countries
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Table 9.4 Pearson correlations for Latin American countries (Afios 2000-2017)

Gini Poverty GDP pc
Gini 1
Poverty 0.5507%%%* 1
GDP pc —0.468%** —0.748%%%* 1

Note: significance of the effects: * p < 0.05, ** p < 0.01, *** p < 0.001
Source: own elaboration based on World Bank, EUROSTAT and CEPALSTAT for sample of

selected countries

Table 9.5 Pearson correlations for European countries (Years 2000-2017)

Gini Poverty GDP pc
Gini 1
Poverty 0.509%#%%* 1
GDP pc —0.473%%% —0.632%%* 1

Note: significance of the effects: * p < 0.05, ** p < 0.01, *** p < 0.001

Source: own elaboration based on World Bank, EUROSTAT and CEPALSTAT for sample of

selected countries
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Fig. 9.2 Gini Index and GDP per capita correlation. Latin American and European countries
(Years 2000-2017). Source: own elaboration based on World Bank, EUROSTAT and CEPALSTAT

for sample of selected countries
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Fig. 9.6 Evolution of the average productivity per worker. Latin America and Europe (Years
2000-2017). In USD PPA 2011. Source: own elaboration based on World Bank

labour productivity as an annual average of the contribution of each worker to the
added value in dollars (PPP). In this regard, the labour productivity can be inter-
preted as a proxy of the value of the salary/remuneration.'?

The comparative evolution of both indicators is presented in Figs. 9.5 and 9.6.
The graphs once again show the structural inequalities in the average of the coun-
tries from both regions. Although there is an upward trend for both social expendi-
ture and average productivity, and unlike the inequality in the Gini index, the gaps
continue over time, without showing any convergence. In other words, the increases
in productivity in Europe did not result in better welfare or greater equality; on the

12The labour productivity variable used here shows the total volume of production (GDP) pro-
duced by one labour unit (number of persons employed) during a specific time period. This indica-
tor of productive capacities provides general information about the efficiency and quality of the
capital—both physical and human—in the productive process for a given economic and social
context. See: http://www.ilo.org/ilostat-files/Documents/description_PRODY_SP.pdf
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Table 9.6 Pearson correlations for Latin America and Europe (Years 2000-2017)
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Gini Productivity Social spending
Gini 1
Productivity —0.811%#%* 1
Social spending —0.827#** 0.842%** 1

Note: significance of the effects: * p < 0.05, ** p < 0.01, *** p < 0.001

Source: own elaboration based on World Bank, EUROSTAT and CEPALSTAT for sample of

selected countries

Table 9.7 Pearson correlations for Latin American countries. Years 2000-2017

Gini Productivity Social spending
Gini 1
Productivity —0.475%%* 1
Social spending —0.192 0.344%%* 1

Note: significance of the effects: * p < 0.05, ** p < 0.01, *** p < 0.001

Source: own elaboration based on World Bank, EUROSTAT and CEPALSTAT for sample of

selected countries

Table 9.8 Pearson correlations for European countries (Years 2000-2017)

Gini Productivity Social spending
Gini 1
Productivity —0.402%%* 1
Social spending —0.517%%* 0.756%%* 1

Note: significance of the effects: * p < 0.05, ** p < 0.01, *** p < 0.001
Source: own elaboration based on World Bank, EUROSTAT and CEPALSTAT for sample of
selected countries

contrary, there was a moderate relative loss in social welfare. During the last period
a decline was recorded in the participation of social expenditure. On the contrary,
Latin America registered a constant increase both of productivity and social expen-
diture, which would have a positive effect both on welfare and equity.

Likewise, although the differences between regions persist, the behaviour of both
indicators shows certain divergences. In particular, social public expenditure grew
by 31% in Latin America, while in Europe it grew by 5%. As regards the average
productivity, the growth was also higher in Latin America (25% compared to 19%
in Europe). In other words, for Europe, the improvement in productivity was not
accompanied by an increase of the same magnitude, or similar, in social expendi-
ture. In this regard, the dynamic observed in the 2000-2017 period is consistent
with the previous hypothesis about the institutional rigidity that reinsures certain
inequality patterns. In this context, it is important to reflect on the direction and
strength of the correlation existing on a national level between the percentage of
social expenditure in GDP and the labour productivity in dollars (PPP 2011) in
Tables 9.6, 9.7, and 9.8.
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Table 9.9 Partial correlations for Latin American and European countries, controlling by region
(Years 2000-2017)

Gini Productivity Social spending
Gini 1
Productivity —0.399%#%** 1
Social spending —0.342%%* 0.572%%* 1

Note: significance of the effects: * p < 0.05, ** p < 0.01, *** p < 0.001
Source: own elaboration based on World Bank, EUROSTAT and CEPALSTAT for sample of
selected countries

A distinctive trait of the European continent is that a significant (and positive)
relationship can be observed between social expenditure and Gini. Therefore, the
higher the social expenditure, the lower the inequality in Europe, while in Latin
America this relationship dissolves and is not significant. In all cases, whether
aggregate or broken down into regions, the relationship between social expenditure
and average productivity is positive and significant, although this relationship is
more pronounced in Europe than in Latin America.

An analysis of partial correlations (Table 9.9) regarding these same variables,
when controlling for region, confirms the results.'* Based on this methodology, the
negative relations between the Gini coefficient and labour productivity and social
expenditure are maintained. The relations between the last two variables, productiv-
ity per worker and social expenditure, is positive; strengthening the hypothesis that
an increase in average productivity affects countries’ capacity to generate surpluses
devoted to social expenditure. It is important to observe that, when controlling per
region, the correlation is less in terms of magnitude than when taking the total sam-
ple of countries (Figs. 9.7, 9.8, and 9.9).

9.5 Factorial and Temporal Breakdown of Inequality

The main theory of this work is that, in socioeconomic contexts with different
degrees of economic development, primary income distribution is a key factor to
explain both welfare levels and income distribution, even in the presence of robust
social security systems responsible for guaranteeing a minimum basic income (ILO
2012, 2013, 2014). Although these systems can have a considerable redistributive
impact, this depends on their degree of maturity (sustainability), coverage and trans-
fer capacity, which is ultimately also a function of the productive development and
the primary income distribution of each country (Moreno 2012, 2015). In any case,
it is important to accept that there are important structural and institutional

BInstead of calculating the correlations separately, one correlation is calculated for each pair of
variables, controlling for a possible “continental effect”.
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heterogeneities between the countries from both regions, both in productive mate-
rial and in social welfare systems. Nevertheless, both the backgrounds and the evi-
dence gathered to date show that the regions have their own political-institutional
weight, in other words, the differences between regions prevail over the differences
between countries from one same region.
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With a view to examining this theory on a comparative level, using the data avail-
able for the countries from Europe and Latin American analysed in the previous
sections, a factorial model is adjusted with the three variables considered in the
previous section: (1) inequality in income distribution (Gini index), (2) labour pro-
ductivity (added value per worker), and (3) social expenditure (% of the social
expenditure in the total national GDP). As has been done thus far, the analysis units
are the periods-nations corresponding to 44 countries, 26 from Europe and 18 from
Latin America, with the years being grouped into four time periods: 2000-2004,
2005-2008, 2009-2014 and 2015-2017.

To summarise and structure the totality of this information a factorial analysis of
principal components was applied in order to obtain the most important patterns of
differentiation of the countries-periods. This procedure helped to identify two
underlying factors dominating the processes of economic (in)equality between the
regions being examined. Both components, associated with inequality, but in inverse
ways, explain almost 95% of the total variance. On the one hand, the vector “devel-
opment with equity” (horizontal axis) organises the countries according to their
level of economic development and its implications on inequality: countries situated
more to the right are simultaneously more developed and egalitarian; while those
situated more to the left are less developed and more unequal. On the other hand, the
vector “secondary redistribution—inequity” (vertical axis) organises the countries
according to the compensatory efficiency of their social expenditure on inequality:
the countries situated lower down have a more efficient relationship between social
expenditure and equity than those higher up, for which higher social expenditure
does not help to reduce inequality.



9 Changes in Economic Inequality in Europe and Latin America in the First Decades... 285

{n_ -

- (2) Increase / stability of
=4 inequality
3
ow | Lower redistributive efficiency Productivit
g : Productivity increase y‘.
- >
'
oy
2
=)
=1 .
2 o
£ N
%] e -
2= . 90
T oy
4 o9, 55 @%) %

e, Ve, 0

‘/‘p/[ /7(), (/[/P 7

%, ®
e,
S,
e
Social
o 4 Spending °
T T T

Development - Equity

Fig. 9.10 Principal component analysis: Identified components and types of trajectories for coun-
tries in Latin America and Europe (Years 2000-2017). Source: own elaboration based on World
Bank, EUROSTAT and CEPALSTAT for sample of selected countries

By relating both factors, different “national inequality regimes” (Boyer 2014)
can be identified, both in Europe and in Latin America, and their main movements
over time can be described. In fact, following this theoretical-methodological
model, the factorial position of the variables considered can be classified, as well as
that of the countries-periods considered in the analysis.

Figure 9.10 shows the position in the factorial space of the variables considered,
helping to identify different possible trajectory types. In particular, three main types
can be observed: (1) reduction in inequality due to a greater redistributive efficiency
of the social expenditure and a distributive improvement in the primary income
resulting from an increase in labour productivity; (2) stability or increase in inequal-
ity with an increase in productivity but with a loss in the redistributive efficiency of
the social expenditure; (3) increase in inequality as a result of the worsening of the
primary distribution due to a decline in labour productivity, as well as an inefficient
increase in social expenditure. Naturally, the slope of the trajectory will depend on
the relative importance of the processes identified.

In turn, Fig. 9.11 distributes the countries-periods around the identified axes and
helps to examine, firstly, how the cases are distributed across the quadrants demar-
cated by the mentioned axes; and, secondly, what trajectory the countries followed
for the periods considered. The axes describe four situations or types: (1) the upper
left quadrant brings together countries with low economic development, high ineq-
uity and low redistributive efficiency of the social expenditure; (2) the lower right
quadrant, countries with high economic development, low inequality and redis-
tributive efficiency of the social expenditure; (3) the lower left quadrant, countries
with low economic development, high inequality and compensatory redistributive
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efficiency through social expenditure; and (4) the upper right quadrant, countries
with high economic development, moderate inequality and less redistributive effi-
ciency through social expenditure.

Based on this matrix, it is easy to observe that, regardless of the possible move-
ments that took place during the 2000-2017 period, while the countries-periods of
Latin America are essentially concentrated in the left quadrants (lower development
with greater distributive inequity), European countries are mainly located in the
right quadrants (greater development with lower distributive inequity). Likewise,
the countries-periods from both regions are divided relatively clearly between the
upper and lower quadrants of the graph according to the effectiveness of social
expenditure as a factor associated with lower or higher inequality (greater relative
inequality with higher social expenditure compared to lower relative inequality with
lower social expenditure). This classification includes a series of European
countries-periods that are notable for their lower degree of relative development but
high compensatory efficiency through social expenditure (Bulgaria, Romania,
Lithuania), which however seem to move upwards. At the other extreme, there is a
notable presence of a series of Latin American countries-periods—essentially
Brazil—with greater relative productive development, but with a high social expen-
diture that is considerably inefficient at reducing inequality. In this case, there is a
slight positive movement towards greater development with equity.
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Precisely, in terms of trajectories, as it is a factorial space, it is more relevant to
examine the direction of the trajectories than the distances travelled, even when
these can provide additional information. Furthermore, as can be observed, although
countries in Latin America and Europe took three dissimilar five-year-long trajecto-
ries, which explains the distributive convergence observed in Table 9.3, these were
not sufficient to alter their structural distribution in the previously identified
quadrants.

A first intuitive examination of the trajectories confirms that, beyond particular
situations, the majority of the European countries registered a type (2) trajectory
(Graph 10): increase or stability (depending on the slope) of inequality, with an
increase in productivity and lower redistributive efficiency of social expenditure. In
this respect, we can speculate that the effects of the Great European Recession and
the type of recovery that took place left a specific mark on distributive inequity.
Simultaneously, the austerity policies implemented resulted in the loss of the redis-
tributive efficiency of social expenditure; a historical process that fits quite well
with what is known as the “Bronze Age” of the European welfare regime (Moreno
2015, 2016).

On the contrary, Latin American countries followed a different trajectory. This
trajectory corresponds with type (1) (Fig. 9.10): reduction of inequality with an
increase in productivity and greater redistributive efficiency of social expenditure.
Once again, the slope of the trajectory provides an idea of the achievements in terms
of reducing inequality. The growth model aimed at the internal and expansive social
policies market (often, linked with old age pension benefits and conditional cash
transfers), during the boom of the prices of commodities, would explain the type of
trajectory observed (CEPAL 2014).

Based on the results obtained with this analysis model, in addition to confirming
that intra-regional inequalities continue to prevail, the weak convergence process
that took place in income distribution during the first three lustrums of the twenty-
first century can be understood in terms of the particular primary income distribu-
tion and secondary income distribution processes that took place almost unanimously
in the countries from each region. This can be observed in the distribution of the
countries-periods in the factorial axes according to the region to which they belong.
In other words, the expanded analysis reveals that the convergent trends in inequal-
ity are the result of a series of divergent processes linked to productive development
and the different models of social policy implemented.

9.6 Conclusions

During the last quarter of the twentieth century and the current twenty-first century,
both Europe and Latin America have undergone profound transformations in their
social welfare and income distribution structures in the context of the changes that
have taken place as a result of international political-economic conditions (globali-
sation), with different scope and impact depending on the way in which each society
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absorbed, regulated and processed said trends. The current global context represents
a period of exhaustion, transition and redefinition of these processes. The impact of
these changes on the social reproduction patterns of economic inequalities, both in
direction and in magnitude, has not been sufficiently explored by social science
literature. While there are studies of national cases, and, even, analyses based on
comparisons between countries from one same region, analyses comparing the
degrees of inequality of both regions are particularly scarce.

In this context, a comparative analysis of countries from Europe and Latin
America is conducted to assess changes in economic inequality during the first lus-
trums of the twenty-first century. This study initially examines how equal-unequal
the national-regional systems taken as case studies are in terms of their degree of
socioeconomic-productive development, economic inequalities and their effects on
poverty. Secondly, assuming the presence of unequal degrees of welfare-inequity
between regions-countries, how can these different levels of welfare, economic
inequality and social development between Latin America and Europe be explained?
What are the main distributive processes explaining the changes that have taken
place in recent decades?

To answer the first question, we described the inequality in the distribution of
national income between and in the regions considered, as well as their recent
changes over time, based on a model linking the Gini coefficients of each country,
in four different stages from the 20002017 period, with the productive capacities
of each economy (primary income distribution) and the redistributive efforts made
by the governments through social expenditure (secondary income distribution).
Based on this model, and following a comparative analysis between countries-
periods for Europe and Latin America, we sought to determine a structuring descrip-
tive pattern of the different ways in which both regions and the national systems
manage the distributive inequalities, as well as their movements over time during
the study period.

With this framework, firstly, the relationship between inequality and welfare was
explored, analysing the differences between regions. Upon controlling for region,
the decline in the relation between the welfare indicators and the Gini coefficient of
the countries provides evidence of the structural differences between regions,
beyond the correlations and differences assumed to be present on an intra-regional
level. In accordance with the available evidence, in the last two decades of the
twenty-first century, Europe and Latin America have reduced their economic
inequality gaps, but while the distributive inequality has reduced in the majority of
Latin American countries, an inverse process, although moderate, and varying
depending on the country, was happening in the majority of countries in Europe.
Although there were exceptions to both trends, as well as different national behav-
iours within each region, the analysed evidence confirms these processes, revealing
the factors underlying these behaviours. In both cases, although with similar trends,
intra-regional inequality appears to have increased.

The decline observed in the correlation between GDP per capita and Gini index
in both regions drove the analysis of the role played by two factors more directly
associated with the behaviour of inequality: the distributive role of social
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expenditure as a percentage of the GDP, and the average labour productivity. The
analysis of the relation between social expenditure and Gini shows that, the higher
the social expenditure, the lower the inequality in Europe; while in Latin America
this relationship dissolves and is not significant. The relation between productivity
and social expenditure is positive and significant, in both cases, although this rela-
tion is more pronounced in Europe than in Latin America.

The model applied was used to analyse how the productive development capaci-
ties and the levels of secondary income distribution covered by the state intervene
in the social reproduction of inequalities, in different ways across the continents.

As regards the second topic proposed, a particularly relevant goal was to assess
how and in what way the different paths taken, beyond the results attained, can be
explained by more structural factors affecting each region-country: the productivity
of the capital-work relation (in terms of structural heterogeneity, institutional regu-
lation models and ways in which these factors segment the labour demand), and the
weight of social expenditure in the gross domestic product (as an expression of the
level of coverage and redistribution of income provided by social policies).

In response to this second goal, a factorial-qualifying analysis was conducted of
the different economic inequality systems that characterise each national system.
Considering a series of indicators regarding average labour productivity, the level of
social expenditure and its effects on welfare for each country, we managed to dem-
onstrate a conceptual bridge that explains the distributive inequality of the income
between both regions." Assuming the presence of unequal degrees of welfare-
inequity between the regions being studied, the analysis showed the main processes
of the changes that took place in economic inequality in recent decades in the coun-
tries making up both systems.

Based on the three variables considered (Gini coefficient, labour productivity
and social expenditure), two specific components were identified for the analysis:
“Redistribution and Inequity”” and “Development and Equity”. In general, countries
from Latin America developed around the axis “Development and Equity”, with
certain levels of redistribution. While Europe, located in the position Development-
Equity, made movements in the period analysed around the axis “Redistribution and
Inequity”. Some saw their social rights diminish while others saw them improve.
Lastly, although this work provides evidence about the reduction in economic
inequality between the regions, it also reveals the existence of structural factors that
would explain intra-regional distributive inequalities that continue to be important.
Beyond the changes that have taken place in each region during the twenty-first
century, the inter-regional dynamics are not convergent in terms of productive
development and equity and efficiency of social expenditure.

!4The analysis of these matters, from a perspective of the factors associated with income distribu-
tion, leads us to consider a methodological strategy of comparative analysis between countries,
which opens up the possibility of developing theoretical formulations that transcend the borders of
a society (Holt and Turner 1970). These analyses provide relevant conclusions to progress in this
line of research in international comparison.
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Although the changes that took place within each region during the twenty-first
century reduced the differences between the two continents, the interregional
dynamics in terms of productive development and efficiency of social spending—
key to their relationship in both cases with the inequality in the distribution of social
revenue—they moved in a divergent sense.
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