Comment

Guillermo Cruces: The paper by Gerardo Esquivel in this edition of Economia
presents a thorough account of inequality trends in Mexico since the mid-
1990s. Papers such as this constitute a fundamental extension of the discussion
of aggregate regional trends such as that provided by Gasparini, Cruces, and
Tornarolli (2011), and they present an opportunity to discuss in depth the fac-
tors underlying the evolution of inequality at the country level. Identifying the
fundamental causes of the evolution of a national income distribution is never
an easy feat, and the author must be lauded for providing a coherent and com-
pact discussion of an eventful period in Mexico that included major transfor-
mations with potentially large effects on the income distribution, including
macroeconomic crises, market-oriented structural reforms, the opening of the
economy to international capital flows, a free trade agreement with the world’s
largest economy, technological change, increased globalization, a political
transition, and even an armed indigenous uprising.

This comment examines some evidence on distributional changes in terms
of poverty reduction to complement the article’s main focus on inequality
and then discusses the author’s conclusions in terms of a structural change in
inequality trends in Mexico in light of the effects of the international eco-
nomic crisis that started in 2007. Finally, it suggests some avenues for further
research.

The first point of this comment concerns the evolution of poverty over the
period of time covered by the article. National aggregate poverty rates for the
US$2.50 and US$4.00 purchasing power parity (PPP) international poverty
lines are presented in figure 1 for the period 1989-2008 and also for the urban
and rural populations for the US$2.50 poverty line. This figure provides infor-
mation on a dimension of distributional change that complements the thorough
discussion of the evolution of inequality in the paper. The figure indicates a
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FIGURE 1. Poverty Rate for National and Rural/Urban Populations, Mexico, 1989-2008
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Source: CEDLAS and World Bank (2011). Based on Mexico’s INEGI biannual survey, Encuesta Nacional de Ingresos y Gastos de los
Hogares (ENIGH).

moderate fall in poverty in the early 1990s, followed by a large increase
between 1994 and 1996 that can be attributed mainly to the macroeconomic
crisis of 1995. From 1996 until 2006, there is a continuous fall in the poverty
rates presented in the figure. In fact, this evidence indicates that the notable
results from figure 4 in the paper, which show substantial growth in income at
the bottom of the distribution in the period 1994-2006, could be even larger if
computed using the post-crisis year 1996 as a basis.

This discussion illustrates a further dimension of the distributional dynam-
ics documented in figure 1 of the paper: the reduction in inequality in Mexico
was accompanied by a substantial fall in the proportion of the population liv-
ing under different poverty lines and reflects the increase in standards of
living and the pro-poor nature of the growth process in the Mexican economy
over the period under study. At the same time, this evidence also indicates
that there is still ample room for improvement: about 15 and 30 percent of
the population still lived under the US$2.50 and US$4.00 poverty lines,
respectively, in 2008, and major regional inequalities are evident in the poverty
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FIGURE 2. Laborincome Poverty Trend Index and Yearly GDP Growth Rate®
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Source: CONEVAL (2011). The Labor Income Poverty Trend Index indicates the proportion of individuals who cannot cover the cost of a basic
food basket with their labor income. It is based on Mexico’s INEGI quarterly survey, the Encuesta Nacional de Ocupacion y Empleo (ENOE).
a. Fourth quarter with respect to fourth quarter of the previous year; base fourth quarter of 2005 = 1.

levels in rural areas, which are about twice the national aggregate. While the
paper discusses urban-rural differentials, providing more evidence on their
nature and discussing their consequences in terms of policy are certainly
worthwhile directions for further research. Finally, figure 1 reveals a small
but significant increase in poverty between 2006 and 2008; the implications
of this change and its underlying factors are discussed next.

The second point of this comment refers to the sustainability of the distri-
butional change process documented in the paper and to its vulnerability with
respect to aggregate shocks. The 2010 national household survey (ENIGH)
was not available at the time this issue went to press, implying that no aggre-
gate poverty rates comparable to those in figure 1 were available. Figure 2
presents an alternative measure, the Labor Income Poverty Trend Index con-
structed by the Consejo Nacional de Evaluacion de la Politica de Desarrollo
Social [National Council for Evaluation of Social Development Policy]
(CONEVAL) and based on INEGI’s quarterly survey, the Encuesta Nacional
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de Ocupacién y Empleo [National Survey of Occupation and Employment]
(ENOE). The index, which indicates the proportion of individuals who can-
not cover the cost of a basic food basket with their labor income, has been
normalized to 1 for the fourth quarter of 2005. The evidence in the figure
illustrates a series of factors. First, the sizable growth in GDP in 2005, 2006,
and 2007 (between 3 and 4 percent each year) did not translate into substan-
tial reductions in aggregate poverty. In fact, there was a relatively large
increase in urban poverty rates for 2005-07, which can be attributed to the
increase in the price of food related to an upward trend in commodity prices
and growth in the global economy during that period.

Second, the figure not only provides further evidence on the increase in
aggregate poverty between 2006 and 2008 but also illustrates the very large
distributional impact of the international economic crisis, with the poverty
rate increasing further in the 200810 period. That increase was seen even for
the rural population, which was relatively spared from the 2005-07 upward
trend. The large increase in poverty for 2008—10 is all the more worrying
when considering that the international crisis had only a relatively modest
effect (at least by Latin American standards) on domestic growth rates, with
reductions of about 1 and 2 percent of GDP for 2008 and 2009, respectively.
Moreover, the reversal in this trend between 2009 and 2010, with a yearly
growth rate of about 4.5 percent, did not translate into a further reduction in
poverty: the Labor Income Poverty Trend Index increased (although only
slightly) over that period.

The evidence in figure 1 points toward a more fundamental question
related to the nature and the limits of the process of distributional change doc-
umented by the Esquivel paper for the period 1994-2006. While inequality
and poverty fell substantially over the period, the reversal in growth trends
resulted in a large increase in aggregate poverty levels and, apparently, a
change in the mechanism linking growth with poverty reduction, as wit-
nessed by the stagnant poverty levels of 2010. Moreover, the SEDLAC data-
base (CEDLAS and World Bank 2011), on which figure 1 in the paper is
based, indicates an increase of 0.7 in the Gini coefficient between 2006 and
2008 (although the change is not statistically significant at standard levels).
While further gains in distributional terms are always harder to accomplish at
lower poverty and inequality levels, the impact of the international economic
crisis could provide a framework to adjust the policies implemented over the
previous period, especially in terms of the breadth, depth, and modality of
safety nets and also in terms of the implications of the productive structure of
the economy and its links with major economies.
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TABLE 1. Changesin the Skilled Wage Premium and Relative Supply of Skilled and Unskilled
Workers and Relative Demand, Mexico, 1989-2008

Relative Relative Relative

Wage Relative demand demand demand

Period premium supply (6,=2) (6,=3) (6,=4)
1989-2000 1.8 3.6 7.2 9 10.8
200008 -28 22 -35 —6.3 9.2

Source: Cruces, Galiani, and Gasparini (2011), based on microdata from household surveys.

a. Under alternative elasticity of substitution assumptions; G, represents the elasticity of substitution in a CES (constant elasticity of sub-
stitution) production function. See Katz and Murphy (1992) for more details. 100 x annual log changes. Skilled workers = workers with some
tertiary education; unskilled workers = workers with secondary education or less.

This comment’s final point is related to the discussion in the paper of skilled
wage differentials and their impact on the aggregate income distribution. The
paper provides some evidence corroborating the increase in the skilled wage
premium over the early 1990s and an apparent reversal of this trend, with the
author pointing out the importance of educational upgrading and trading with
more skill-abundant countries as underlying factors. The multiple pieces of evi-
dence presented in the paper can be integrated in a Katz and Murphy (1992)
framework, as done for an earlier period in Mexico in Montes Rojas (2006)
and Manacorda, Sdnchez-Pdaramo, and Schady (2010) and as currently done
for several countries in the region in Cruces, Galiani, and Gasparini (2011).
Table 1, reproduced from the latter study, depicts the change in the skilled
wage premium and the relative supply of skilled to unskilled workers, as well
as the magnitude of demand factors implied by these changes under different
assumptions for the elasticity of substitution between the two factors, as in the
Katz and Murphy (1992) analysis of the United States. The table indicates that
the skilled wage premium increased substantially in Mexico in the late 1980s
and early 1990s and that it began to fall in the mid-1990s, earlier than in most
other Latin American countries (Gasparini, Cruces, and Tornarolli 2011). The
table presents only the 1989-2008 change, which indicates an overall increase
in the skilled wage premium even in the context of an increase in the relative
supply of skilled workers. However, the evidence for the 2000-08 period indi-
cates an acceleration of the fall in this skill premium, with an overall negative
change. The pattern for the 1989-2000 period is consistent with a strong
increase in the relative demand for skilled labor, while the evidence for
2000-08 implies a substantial reversal in the effect of demand factors.

The conclusion of the paper suggests implicitly a permanent change in the
underlying forces driving inequality trends and other distributional changes.
However, this brief discussion points out potential vulnerabilities in the
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nature of these changes. While innovative social policy certainly played a
substantial role in the reduction in poverty over the period under study and
changes in labor demand patterns reduced inequality, the ever-evolving
nature of the world economy, to which Mexico now seems fully integrated,
implies the need to constantly revise policy initiatives and the nature,
effects, and stability of the economy’s productive structure. The paper does
a very good job of documenting the trends and underlying factors for the
1994-2006 period. A possible next step in the analysis is to determine
whether the international economic crisis represents only a disturbance in
Mexico’s continuing path toward reduction of inequality and poverty or
whether it may have lasting consequences for growth and distributional
dynamics.
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