Draft — Do not circulate without author’s permissio

POVERTY, INEQUALITY AND SOCIAL MOBILITY IN BOLIVIA: A
SYNTHESIS OF RECENT EMPIRICAL EVIDENCE

Miguel Vera

INTRODUCTION

A growing concern with serious social problems etih America has, in recent years,
gone hand in hand with an equally growing literatspecialized in topics related to
poverty, inequality and, more recently, social nfipbi At the same time, new data,
particularly from household surveys, has allowedausnprove the quantitative analysis
of levels, determinants and simulations of the nsmoial variables. Empirical research
gives us a chance to support some of the majorgesam economic policy of the last
few years (even without necessarily coming to assiohs about causality) and, at the
same time, shed light on the main challenges sdroarccountries are facing.

On this basis, we provide below a short reviewferty trends, inequality and data that
shows the degree of social mobility (or lack thérea Bolivia. One of the main
objectives of this article is to provide informatiohat allows us to lay a basis for an
informed discussion around the levels, determinantsimplications of public policy in
these areas.

Based on empirical evidence mostly from economialiss, the article discusses the
main characteristics of poverty. This approach dagsieny that there are many different
ways to address the topic but, at the same timackhowledges that economics is a
useful tool to deal with topics like inequality eocial mobility. The emphasis on
“measuring poverty” is justified by the need to qtify clearly the magnitude of this
problem, the methodological wealth that has dewadogcently, and the primordial role
that this scourge has started to play in publieccgagendas.

In Bolivia, there are only few topics that do nequire us to think about indigenous
issues. The large proportion of the population ttaat, by one definition or another, be
considered indigenous (66% according to the lat¥dDP and Unit of Social and
Economic Policy Analysis (UDAPE) report, which camds linguistic criteria and self-
identification) obliges us to include this consateyn in our empirical analysis as well as
in public policy-making. This question will be addsed explicitly in a special section,
which outlines some of the main differences betwaténic groups.

The article starts with a review of the economid aocial policies of the last three
decades. It reviews the economic and social suctesies and challenges in the past
decade and then moves on to outline the curreig stiapoverty and inequality. The
indigenous question is explicitly addressed indhalkeulation of the gaps in various social
indicators, particularly with reference to the blinlg of productive assets. In fact, when



we review the role of human capital in its abilitypromote social mobility, we illustrate
some factors that might be behind the gap betwedigenous and non-indigenous
people. Finally, we provide a synthesis that restdhe key line of thought behind the
data and also indicates new directions for econ@métsocial policy in the country.

1. ECONOMIC AND SOCIAL POLICY IN BOLIVIA

Below we review some of the main characteristicBalivian social policy over the last

four decades. Beside a historical overview, thistise contributes a comprehensive
perspective to set the context for the economic soaal indicators presented in the
following section. We also show how the countrydgial policy is gradually appearing

in the public policy agenda, even though this igdeming, as we show in detail later on,
more in a reactive way and not always linked taneoaic policy initiatives (Table 1).

Context before the “neoliberal” model

In Bolivia, just like many countries of the regiothe pre-“neoliberal” model was
characterized by a strong state presence in vapoguctive and social activities. To a
certain extent, this type of state policy — whictaswa response to an excessive
dependence on external trade and a weak integratierport activities into the national
economy — was a result of the National Revolutibh352.

The Revolution introduced important economic, so@nd political changes to an

economic model that was excessively dependent erotitiside and a State model that
was dependent on a group of families. Fundamehtahges included the nationalization
of the mines, the agrarian reform, the redistridouf the properties of the landowners in
the West of the country and the right to vote fbrnaen and women over 21 years.
Together with other changes, these aimed no ddulseating a more egalitarian society.
This, however, did not materialize as such becaeseelites and economic and political
power houses emerged (Pacheco and Morales, 1999).

To implement the major reforms introduced as pathe economic and social changes,
the government introduced a series of incentivas sanctions to stimulate investment
and production by private actors: credit was stipngubsidized, exchange rate
differentials were financed by the government, anderies of fiscal incentives were
introduced. At the same time, import barriers warein place and the role of the State in
the enterprise sector became more and more protr(ikanffman et al., 2003).

This incentive package led not only to an unneaégssirong presence of the State but
also to the abrogation of the private sector asmapetitive agent in the economy. In fact,
the model of the State that emerged after the wéiool ended up discrediting the
entrepreneurs and introducing diffuse signals engbonomy, of which actors with better
connections to the government took advantage.

At the same time, a great uncertainty arose aboopepty rights, and a growing
vulnerability to possible corruption. These factdiraited the competitiveness of the



country and led in several cases to an inefficadiocation of resources. This, in turn, led
to a decline in agricultural and industrial growéimong other things. The large size of
the state, together with these types of econonssdg, explains in part the need for the
State to resort to monetary expansion, which géaeto an inflation surpassing 100%
per year already by 1956.

In connection to the far-reaching social reformands the advent of the Bolivian

Education Code of 1955, which served, in practisea guide to education policy until

the beginning of the nineties. The main objectizdésthe Code were to eliminate

illiteracy, democratize access to education, irseeaoverage among the indigenous
population, and improve productive capacity throubke promotion of science and

technology even though, as should be mentionedynibred the ethnic, cultural and

linguistic diversity of the country (Pacheco andrigles, 1999).

Already at the end of the fifties (beginning of ®igties), drastic economic reforms were
introduced, including financial cut-backs and aatee opening to external trade. At that
point the degree to which the state enterprises wmbme inefficient was already
obvious. Kauffman et al (2003) mention that, out afer 1550 companies in the
enterprise sector, only about 878 survived. Thigasion, together with the pressure of
interest groups, led to the cancellation of the m@mtial opening and, with that, the
return to the state model. This model benefiteanfioigh hydrocarbon prices, which
enabled it to be maintained beyond the sixties. iitii@ary governments of the late
sixties and early seventies also shared the gpititis model.

The crisis of the state model

The excessive influx of dollars into the Boliviancomomy, together with a
mismanagement of the debt, probably explains theetoof the economic crisis that
Bolivia would go through in the early eighties. flct, the money flows from the oill
exporting countries started reaching Latin Amedsdow-interest loans, and these flows
were growing rapidly until they reached their highdevel in 1980. This situation,
together with the rise in international interedesa resulted in an unsustainable balance
of payments.

In 1982, this problem became an imminent dangerldading banks when Mexico
announced that it could not meet its interest paytse¢he response was a contraction in
the offer of credit. Due to the problems, interasés began to rise rapidly, since they had
been negotiated as variable rates. This creatédaus circle for borrowers as well as for
lenders. Bolivia was affected by these developments

With the reduction in external funding, the pesigtfiscal deficits had to be financed by
the Central Bank by increasing the money supplyiciwicaused more inflationary
pressure. Besides maintaining these same defibisyse of price controls also had an
effect on the income of public enterprises and gerd negative real interest rates and
overvalued exchange rates. At this point, the degrfeinefficiency of the commercial



policies since the mid-sixties became obvious, Wwhic turn caused inefficiency in
resource assignment and led to insufficient inlesagings to promote investment.

The Bolivian economy suffered a considerable decbetween 1978 and 1982, which
reached new extremes in the hyperinflationary tipegiod between 1983 and 1985
(Graph 3). During this period, the GDP decreasedabyaverage 3.5% per year and
investments decreased by 7.3% (Graphs 4 and 6atesyg).

Adjustment Measures

The building of a new economic order: After theificdl and economic crisis of the late
70s and early 80s, characterized by successivescolp dizzying increase in external
debt and the fall of tin prices in the internatiomearket, Bolivia returned to a democratic
regime and faced the challenge of controlling aehnyyplation that reached 8000% per
year. These successes made it possible to intrpdu@885, the first reforms that would
allow a transformation from State capitalism to arket economy. Anti-inflationary
measures, including exchange rate stabilizatiastricfive monetary policies, an increase
in public revenue through tax reform and an inaeeasevenue mostly from oil and gas,
were essential to re-establish economic stabilibe first result of these new policies was
a reduction in inflation rates.

Between 1989 and 1993, the speed of reforms slaeaad, even though key measures
were implemented to promote foreign investment. sEheeforms in the area of

investment had a range of important effects, inolgdhe granting of equal treatment to
foreign and domestic investors and the right tanf@ssociations between state-owned
and foreign oil companies in the area of oil and. géhe government also made other
efforts to liberalize trade through the reductidniraport duties, reducing them to the

lowest level in the region. Nevertheless, towah#seand of 1993, the fiscal situation and
growth started to show signs of weakness (IDB, deffof Evaluation and Oversight

OVE, 2004).

Structural Reforms

Between 1993 and 1997, we saw a return to themefwocess with the implementation
of privatization and the decentralization of demismaking. The privatization was
without precedent in the region; it was carried ioutwo years and included the largest
companies of the county. The program was very ssfgkin attracting large foreign
investments and the investment growth rate wasngdigreater than the consumption
growth rate in those years (13%). Similarly, thatcaized model the state had followed
since 1952 started to change, putting a large s¥fates investments in the hands of sub-
national entities.

The framework for decentralization was establishgdhe Law on Popular Participation
and the Decentralization Law, with three prominéimensions: i) the fiscal one, which
assigned resources of their own to the Prefectiijasgrvice provision, which assigned
to the municipal level most of the functions in @re@as of education, health and social



development, and iii) the establishment of locaklanstitutions to promote participation
in the political process.

The measures that incorporated the structural mefowere a continuation of the
economic adjustment, though without any clear dgwekental goals. If anything, the
emphasis of the reforms was on raising the effoyenf the economy in general and of
the public sector in particular. During the 90sge tBtate focussed its efforts on
redesigning an appropriate institutional framewakd economic policies for the
privatized and capitalized electricity, transpadmmunications, gas, water and financial
services companies.

Various measures were approved with the aim to ptenprivate investment in the
mining, hydrocarbons, and forest sectors. In 1984, Sectoral Regulation System
(SIRESE) was established to set norms for, comindl supervise the economic activities
in the telecommunications, electricity, hydrocarbotransport, and water sectors. The
regulatory framework was accompanied by a serigeadsures for free competition and
the control of monopolistic behaviour. In the fica domain, several banks were closed
as part of the re-orientation of State activitidsnong the measures to increase the
efficiency of the banking system, the flexible netst rate system, the free availability of
resources at the hands of financial intermediaaesl, the establishment of the Central
Bank as an independent and autonomous entity wemeotidated to guarantee the
purchasing power of the national currency.

Defining the State as regulator and facilitaton@rket relations meant, for example, the
creation of the Fund for Financial Development &upport of the Financial Sector
(FONDESIF). While the now smaller sector of prizati/capitalized companies came to
benefit from institutions expressly designed fagrth other economic sectors, especially
those more active in internal and frontier marketsie disregarded by economic policies
and, as a result, did not receive incentives apgpaus for their growth. In this context,
the few large and medium enterprises that existedirtued to participate in the drafting
of laws and policies that affected them and to mepdvate agreements for special
benefits.

The taxation measures, the stability and the priogiseforms aimed to ensure the
efficiency of the economy, likely together with tlgeographic location of Bolivia,

generated large foreign direct investment flowsribm the second half of the 90s,
Bolivia saw a considerable influx of Foreign Dirdawvestment (FDI), which reached
over $ 1 billion US in 1998. During that timefranamost 40% of the FDI went towards
the exploration and exploitation of hydrocarbororeses.

Even though the reforms facilitated commercial #oim different areas, they did not
manage to resolve the main limitations relatedot® productivity and export capacity.
Even though the post-1985 structural reforms oftedan economic growth strategy
based on attracting foreign investment in a stabkcroeconomic context, export
diversification over the last 20 years has notltedun a new growth paradigm.



Attempts at Social Policy

The aforementioned reforms may well have brougle tountry up to date in an
institutional sense and laid a foundation for aegustained and harmonious growth, but
they were reforms that did not explicitly incorp@rastructural measures to reach
development objectives. What did become more ande nobvious was the need to
complement the economic policy efforts — very modented towards economic growth
— with more social policy options. This concern viasn early on (1985) with the first
social protection schemes that aimed to resolve sihgation of unemployment, a
consequence of the collapse of tin prices andekelting mining crisis. The social funds
acquired in those days the role of not only abswylonan power but also infusing energy
into the economy.

Over time, these funds changed their role to bawgstment funds, maintaining their
“social” nature but orienting their interventionswards the construction of social
infrastructure. This approach had the advantagelim@fcting a significant amount of
resources to mostly rural areas (with a questiadbhgree of focus), which revealed the
need to prioritize the needs of the poorest comtiamiNevertheless, in many cases the
results of these investments were either very siffor simply non-existing. What's
more, what these funds achieved was to define ahditnsocial policy very focussed on
the spending of assigned resources, far from thieypobjectives of the social sectors
themselves.

Sector policies (in education, health, water orags) started to gradually replace the
exaggerated weight the social funds had come toy.cdihe Education Reform, the
successive versions of health insurance, plus & badnulated policy of water supply
by the public sector congealed into a sort of aad@olicy. This meant serious efforts to
improve the social situation, reduce poverty anohpote equity; however, they never
gave the impression of a well thought-out interi@nt The sector policies were neither
integrated with each other nor did they show aewrclinkage to economic policies.

Paradoxically, the farthest-reaching social refafithe decade of the nineties originated
far from the social sectors and closer to locabmctin 1994, as part of a series of
profound changes to the democratic and institutispstem of the country, a sui generis
modality of decentralization to the municipal levelas instituted: the Popular
Participation. This process not only gave autondmyhe municipal governments but
accompanied it with an automatic allocation of fio@l resources, which allowed, over
time, a substantive increase in the level of sapainding. With this measure, the pieces
of the puzzle, while still not integrated, starfedning a bigger picture of something that
could be called “social policy”: funds that weredésting in infrastructure, ministries that
were outlining policies and municipalities that eetesigning, as much as possible, their
services to respond to the needs of the communities

Based on this mosaic, the reforms of the yearsrbdiad been more aimed at defining
the institutional framework that would best compégrinthe economic policy initiated in
the mid-eighties. In a way, the assumption was, tihad number of “resources” were



activated in the social sector, the success ohéve economic model would be obvious.
Consequently, what had to be done was to perfect swdel. The process of
capitalization, the establishment of the regulatioaynework or the consolidation of the
framework for foreign investment, to name justa,feeflected this position. [This could
be an important point since one could argue thasdhchanges only led to greater
inequality by concentrating efforts on productionsome more capital-intensive sectors
and assuming that social reforms would automaticatiprove the well-being of the
poorest population segments]. Probably, the cleaemmple of this way of thinking is
the social insurance reform, which followed mostonomic criteria (how to make the
pension system sustainable and generate intermvaigsa rather than social criteria
(providing a social benefit to the most vulnergid®ple, which ended up being more of a
secondary issue to the economic interests).

Probably, the favourable international context esded with the good economic
performance made the need for progress in buildispared social vision less obvious.
This explains in part why no major changes wereodhiced in the social sectors and
why, instead, institutional changes were reinfortieat, in some cases, set the stage for
very strong social discontent later on. Likely nothserious was done to reduce poverty
or inequality because there was no need to do swedder, the economic trend of the
day was so positive (1988 was the year of the gst@iconomic growth) that it motivated
the government to introduce reforms like the insitinalization of customs, taxes and the
fight against drug trafficking. These reforms, whiwere meant to give the country a
more institutional/serious nature (and maybe makaare efficient), ended up closing
some escape “valves” for important segments of gbpulation, including informal
workers in the capital cities and people growingecteaves in illegal areas.

The Causes of Social Dissatisfaction

The most violent clashes of the decade coincided the emergence of an obvious need
to build a shared vision for a fight against poydit would be difficult to say that one
caused the other). The clashes, which included pgrothat fought against the
privatization of water, for the right to cultivateca leaves, or for a reduction in obstacles
for the informal sector, ended up paralyzing thentoy. This raised the question whether
these conflicts were due to the current econoneiedr(linked to the negative economic
shock the country experienced in 1999) or whethey twere structural in nature (more
linked to the high level of exclusion, poverty anéquality that became more and more
obvious in the country).

The need to make progress in building a more widdlgred vision of development
(always centred around poverty reduction), togethgh the more and more visible
importance of actors outside the State (and outsidavil society), gave rise to a new
“fashion” in public policy-making, which was muchone participatory in nature
[international aid played a major role in this].iglifashion” gave rise to the Dialogue
2000 process, with its less publicized predecesiserDialogue 1997.



This participatory process (...) had two importannsequences for the process of
consolidating a scheme to design a more integnatdn for social policy. On the one
hand, the need to have an instrument to integoati@lspolicy not only internally but also
with economic policy was permanently enshrined loe agenda. The Bolivian PRSP
(Poverty Reduction Strategy Paper), designed basethe outcomes of the Dialogue,
provided for a modality to link economic and soqullicy (it provides for mid- and
micro-level interventions in social spending withotouching the macroeconomic
apparatus set up in the previous fifteen years)tl@nother hand, the Dialogue-PRSP
process led to the progressive allocation of tseusces freed up by debt relieve (HIPC)
to all the municipalities, with priority for the poest municipalities. In practice, this
added an additional element to the fight againsepy by granting financial resources to
the municipalities, although it pre-empted, jugiliall the other resource transfers, a
coherent policy or plan to reduce poverty effedyive

This incoherent vision of social policy and, at #ane time, its lack of connectedness to
economic policy coincides with its meagre resulteew it comes to income and
employment of the poorest part of the populatioansgquently, the levels of poverty,
extreme poverty, and inequality (all monetary measuremained constant or increased
throughout the decade of the nineties. The trerada 2000 on are not very clear, but no
significant improvements have occurred in any aoésth indicators. However, very
significant progress has been achieved during dheegtime period in terms of access to
social services and even some human developmenatods.

Social Policy and Economic Policy Reactions (20@D66)

The scenario of social discontent and political kmess defines the new space for
economic and social policy making in Bolivia. Timeans making concessions in many
areas and based on specific demands, often frooiasjp@erest groups. Even though this
has so far not changed macroeconomic directiomsynmajor way, it makes them, in a
way, more vulnerable to short-term decisions.

Currently, there are very strong signals showimg@d for a change in economic policy,
even though it is unclear which elements of it $tidne¢ changed. This instability has also
led to sector policies in the social sectors bemgge reactive or simply inert/stalled or
captured by interest groups.

The current situation certainly displays major @iéinces from the critical period the
country went through in the first half of the 8@spong other things because the country
now has a better institutional base. This baseigesva foundation, for example, for the
independence of the Central Bank of Bolivia. Theemal position of the country is also
significantly better with respect to its currentcaonts deficit and net international
reserves. Probably the biggest challenge in ecanpoiicy is to create linkages with the
main social objectives of Bolivian society in anfrawork of democratic institutions.



2. RESULTS AND REMAINING CHALLENGES
Stability and Economic Growth

Even though it was with sudden jumps over time ansomewhat unclear tendency,
income per capita in Bolivia (approximated by GD& papita) almost quadrupled over
the last four decades (from under US $200 to alr&t$1000 at the beginning of the
2000s). In part, this trend follows the internatibmrconomic context and the natural
dynamics of national exports with its attendantréase in internal economic activity.
This same factor also explains the great fluctmat@round the general trend.

It is difficult to say to what extent economic pylidecisions influenced the growth rate
of the economy. What is very noticeable is the gveaaability of this rate with changes
in the international context. Since the beginnifighe seventies, two great economic
cycles can be identified (Humérez and Dorado, 20@8)ch characterize the behaviour
of the economy and provide clues by which to exantive economic and social results of
this time frame.

The significant increase that occurred betweenstheentiesand theeighties (the time
period where the $1000 per capita were reached)jrmestly be explained by continuous
increases in investment, which grew by an averad#% per year until it represented
14% of GDP in the middle of the seventies. Thistemous increase in resources showed
an average growth of 5.63% throughout the sixtresat 4.08% in the seventies.

There is no information about how poverty or indfgyeavolved in this time period.
Nevertheless, having followed the regional trenghich makes sense given the kind of
growth focussed on the exploitation and export xifaetive resources without major
linkages to the rest of the economy — suggests ith#tis time period, poverty reduction
would have accompanied the high growth periods #rad inequality would have
remained stagnant.

The crisis of the state model, as it took shapenftbe mid-fifties on, became obvious
when international market conditions became advef$e high fiscal deficits that

resulted from supporting a producer state, activeroviding public employment and

granting differentiated subsidies to promote proidme made macroeconomic
management more difficult (Graph 1). The weakndgh® State became more obvious
when it was incapable of obtaining adequate fundmgyces, leading to more credit from
the Central Bank. The high levels of inflation eddgp undermining any attempt to
implement economic policies, be it to reactivatevwgh or to attenuate the social
consequences of the economic misfortune.

In 1982 the return to democracy coincided with the woeskerisis situation. Debt levels
were unsustainable, tax collection capacity wasy vieaw and very few export
opportunities existed. This situation resulted emywrestricted access to external funding,
which continued to create pressure for credit ftbm Central Bank. The end result was
an extreme increase in the inflation rate, whichched 25,000%. Several companies



declared bankruptcy and industrial production bsllas much as 40% (Kauffman et al,
2003).

In three years, the gains of ten years had be¢nGd@3P per capita declined by as much
as 60% and reached levels comparable to those ohitthdle of 1970Between 1982 and
1985 GDP per capita shrank by 2.13% (Humérez and @oraGraph 7). There are no
measurements about what might have been the effiethis crisis on poverty or
inequality. Nevertheless, some evidence from regjiolata based on surveys shows the
negative effect of inflation (a key characterisifche crisis period) on poverty which, in
a way, suggests that those who lost the most dileet@conomic crisis were precisely
those groups (Nina and Rubio, 2001). Their lackaodess to assets that could shelter
them in inflationary periods would explain this grer loss. A topic that has not been
analyzed conclusively has to do with the way inalhrural households, with greater
natural assets, might have responded to these ebang

The Adjustment and the Change of Models

The adjustment program reached surprising sham-texsults: inflation was brought
under control in less than two weeks. The inflatrate was stabilized around 20% in
1985 and reached one-digit numbers from 1986 on. Howeté¢ook two years to get

back to a growth trend. This began with a sligltwgh from 1987 on, where it reached
1.5%, still insufficient to offset demographic gritw{at 2.5%).

There is no reliable data about base-line poventgls at the start of the “new economic
policy”. (More recently, from the mid-90s on, wevieasurveys which allow a consistent
follow-up to poverty, at least in urban areas).yOmith this type of information would it
be possible to estimate better how poverty (medsire income) evolved with the
introduction of the shock reforms and other moractural measures. In the absence of
such information, income per capita is the onlyialale that reflects so some extent the
level of well-being.

From the90s on, we see a period of moderate growth: the aeesamgpual growth rate
reaches 3.41%, enough to bring the country clastra income levels (per capita) of the
late 70s (UDAPE, 2005). The available data for thmee period suggests a reduction of
poverty during this decade. This information, baseainly on information from the
capital cities, shows how in these areas the (nadelepoverty has dropped from about
52% to about 46% between 1993 and 1999 (World B20K5). Estimates based on
demographic conditions and conventional socialcattirs suggest that this trend has also
taken place in rural areas (Klasen et al, 2004).

Even though the effect of growth on poverty seehaargthe trend related to inequality
turns out less convincing and, if anything, suggesigreater concentration of income.
Information for the capital cities shows that thaiGoefficient has increased almost
consistently from 0.48 in 1989 to 0.55 between 1888 2002. Data for the rest of the
urban areas and for the rural areas is less censiahd suggests more of a stagnation in
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inequality with Gini coefficients between 0.54 @nh89 respectively (Landa and Jiménez,
2005 — see Tables 2a and 2b).

In part, the income disparities could be explair®d the form of growth Bolivia
underwent throughout the 90s, which was based gnaimkhe performance of the capital
intensive sectors like electricity, transport amgncial services. These sectors achieved
growth rates of over 4.5% annually, in contrast giowth in other sectors like
manufacturing (3.8%) and traditional agriculture.5¢@), which are more labour
intensive. At the same time, growth was very unebetween regions: while the
departments of Santa Cruz, Cochabamba and Tavijaagarage economic growth rates
of 5.7% per year, poorer regions like Chuquisaagp$ and Beni grew by less than
2.5% per year (Government of Bolivia, 2001).

Economic Crisis and its Impact

An unfavourable international context and reswitimneasures in aggregate demand
seem to explain a slow-down of the economy regsitéry theend of the nineties(See,

for example, UDAPE — 2001, 2000 and 1999 — or Mden 2000). In fact, the positive
economic performance of Bolivia in the 90s — with average growth of 4.1%, which
made it one of the two countries with the highestagh rates in the Region — declined
drastically (rates of 0.7% and 2%). This led totsystic average per capita income
decreases, which were only reversed recently, #0664 on.

As a result of this trend, poverty rates rose f#89 on. The incidence of poverty in the
capital cities returned to the levels seen in #mye90s (51%). Evidence suggests that the
trend for this indicator in the rural area remairgdctically constant, with over 81%
(World Bank, 2005).

If anything is alarming, it is the fact that thegaéve impacts of the economic slow-down
hit mostly the poorest households. While the rea@rage income fell by 2% per year
among urban households, the income of the topalgedw by as much as 7% between
1999 and 2002. This trend contrasts with that seethe rural areas, where light

increases were even noted in the incomes of theepband reductions among the top
deciles (See Landa and Jiménez, 2005 and World ,B2005, for an exhaustive review

of these trends).

The Role of Productivity in Explaining the LongreTrends

The preceding results show how economic policysiess and economic outcomes are
directly related to the conditions of poverty amkquality. Following, we propose
several elements to discuss the influence of mdmectsiral variables on the living
conditions of the population. More concretely, wepgmse that it will only be possible to
solve the problems of poverty and inequality inialin a sustainable way to the extent
that we manage to remove some of the key baroegpsaductivity in the economy and to
address some of the key productive factors.
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The changes in economic policy and the first attsngi social policy that occurred
during the past decade were clearly insufficientgemerate substantial increases in
economic productivity levels. As shown by Humérex &orado (2005) or the World
Bank poverty report itself (2005), the increasesthe economic growth rate were
fundamentally based on increases in the numbettseafinskilled labour force. Meaning,
the economy grows more because a greater numherople with the same skills enter
the labour market to carry out low-productivity igittes (agriculture, for example).
Meanwhile, the higher-productivity sectors (hydndx@ms, electricity) increase the value
of their production in a favourable internationabeomic context, which requires highly
skilled personnel.

The trend of greater economic dynamism associatéd sectors that create less

employment was also reflected in the widening @f ¢arnings gap between workers in
the different economic sectors. With household sydata, it is possible to analyze how
the gap between the more traditional sectors amdntbre modern sectors has grown over
the last years.

The Role of Employment in Explaining the Distribntiof the Economic Benefits of
Economic Growth

The data series on employment in Bolivia are slaod do not allow an exhaustive
analysis of their links with economic growth. Iretlfollowing section, we attempt an
analysis of labour market trends as a link to fat#é an understanding of the
interrelationships between growth, poverty and uradidy .

Consistent with the regional trend, the countryeased its available labour force during
the nineties. CEPAL (2004b) provides informatiomatthe increase in the (refined) rate
of urban labour force participation, which, in ttese of Bolivia, increased by more than
15 percentage points between 1986 and 2002. Whigetrend might be a response to a
household need for additional income, it is alsesalt of a higher presence of women in
the labour market. This presence is unusually higltomparison with the regional
average (Mazza, 2005).

The distribution of employees within economic sextbas undergone some significant
changes. Urban data for Bolivia shows a trend tde/ar reduction in the service sector,
which includes trade activities - often informadde — which provides employment to a
high number of the poor.

Bolivian unemployment has doubled and reached dl®fsin the year 2003. This &
striking trend considering the degree of infornyabf the economy, which, one might
think, should have served as a shock-absorbehé&etonomic crisis of the late nineties.
The decrease in urban employment led to a deciedaenily incomes. In addition, this
reduction was not homogeneous but affected prignéing agricultural sector, with the
natural consequence of widening the urban — rapl g

How did the Working Conditions Change over Time?

12



In Bolivia, the proportion of informal work is veityigh. For example, the percentage of
self-employed workers at the national level hasaieed practically unchanged during

the last decade — between 35 and 40%. The onlyteesim the region with higher levels

of self-employment are Honduras and the DominicapuRlic (IDB, 2004).

This characteristic and others pertinent to thectioning of the labour market would
seem sensitive to economic activity, at least irbaor areas. For example,
underemployment increased by more than eight pggenpoints between 1996 and
2000, a time period in which the economic growtie rfell drastically until it reached its
lowest level (0.4%) in the year 2000. The slightugeration of the economy in the
following years could help to explain the reductionself-employment. However, this
does not explain its later increase.

One indicator of how little protection the labouariket provides is the low proportion of
employees who are covered by social security. plogortion is 26% in Bolivia, and it
has remained at that level during the past fewsy@aDAPE, 2004).

“Quality” of Employment and Urban Labour Dynamics

Even though the classification of employment byetyj occupation allows for a better
understanding of working conditions, less “formairk (self-employed sector, work for
family members and work in small enterprises) canagriori, be called “low quality”.

A job in the “informal” sector is not necessariliylow productivity and, in many cases,
could be the outcome of a rational decision moggdiy the great legal obstacles to and
requirements of participating in the more formaltses of the economy.

In support of the hypothesis advanced in the previparagraph, Jiménez and Jiménez
(2002) provide evidence for the “high” degree ofwgational mobility in the urban areas
of Bolivia, with which they refute the apparent libdtomy between the “formal” and
“informal” sectors. In addition to rejecting thegothesis of labour market segmentation,
they point out the role of “human capital” in theildy to access better jobs. In addition,
they highlight the role of the “informal” sector the acquisition of skills and abilities,
which can bring people to enter another secton@ficonomy.

Nevertheless, as the authors point out, the evalesumes from a period of high
economic growth (the years 1993 and 1994, when thiroates reached over 4%) in a
context where the possibilities to “change occupeti could have been unusually
favourable. In another perspective, when Escalé2®©4) updated calculations of the
profitability of “human capital,” he found that vghs in the “self-employed” sector were
abnormally low — evidence that puts into questibe frationality” of choosing more

“informal” jobs.

The Difference in Incomes and Salaries is Widening
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The review of the trends in earnings obtained & l#bour market is complementary to
the analysis of the employment situation. The riegampact of the fall in employment

translated into a shrinking of earnings from thenary activity, which were reduced by
21% during the time period between 1999 and 200Zatt, according to Landa and
Jiménez (2005), the decline reached up to 40% énrtimal areas, a situation which
widened the differences between regions. Paradbxithe main income concentration
level in the rural areas shows a lowering of thei@pefficient (from 0.61 to 0.587),

which suggests that greater differences withirrtinal areas did not emerge.

The deterioration of the economic conditions a#dcprimarily the activities where
working conditions were most precarious, which also the activities mostly done by
the poor. In fact, only incomes in the category féoyed” saw a clear rise over the
decade with increases of up to 23%. In contrasthénother sectors the gains that had
been obtained until 1997 were reversed rapidlyhwite earnings of self-employed
workers declining the most (-38%).

The trend toward greater disparity in the genematid incomes and salaries is also
reflected when we compare the performance of te@@uic sectors in their capacity to

raise the earnings of the people involved in eathos. Based on data from household
surveys, we see not only a negative trend in egsnfrom agriculture and mining (the

sectors that have the greatest number of emplaykespalso a great variability in these
income trends. When comparing the results oveddoade, we notice declines of up to
41% in agriculture and 11% in mining during theipérfrom 1989 to 2002. In contrast,

employees in the electricity, gas and water sec@nsincome gains of up to 140%.

[Not only do we see ever wider gaps, but the simabf precarious employment does not
seem to change with time. Serious problems of wmployment and informality
continue, to which we need to add: 1. labour disagement, which is reflected in a
decline in labour force participation, and 2. aagee level of unemployment since those
who remain in the labour market do not find emplewth

The Redistributive Power of Growth

The low labour market dynamism in the least prodecsectors (which have the most
employees), together with the growing disparityrabe last few years, explains why the
distributive capacity of growth have remained umged or might even have increased
over time (Graph on growth — poverty reduction).f&at, the elasticity of growth —

poverty reduction, which in 2000 was calculated#&son average (World Bank, 2002),
might even have declined to levels between 0.3 @Bd(World Bank, 2005: 18). The

average for the countries of the region would bevhile the average for developing

countries is said to reach 2, according to Raval002).

The measures to calculate the degree to which bresas pro-poor are not conclusive at
all, though they allow us to claim: 1. that economiowth has an enormous potential to
benefit the entire population; and 2. that the pebgroups, above all the communities in
rural areas, are the ones least likely to benefhfthis growth.
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On the one hand, the study by Klasen et al. (2804pests that “...there was pro-poor
growth between 1.9 and 2.2% per year between 18826802, mostly due to the high

pro-poor growth in the smaller urban areas and sproegpoor growth in rural areas,

while the pro-poor growth in the capital cities wasgligible.” Nevertheless, the

document goes on, “... between 1999 and 2002, thaseawery rapid anti-poor decline
in the capital cities, which off-set most of theingathe urban poor had made in the
previous ten years.”

Based on stricter criteria for a definition of tb@ncept of pro-poor growth (including an
explicit pro-poor growth index, in contrast to tpartial focus, which does not require
this index), Landa and Jiménez (2004) do not fimg @eriod in which growth could have
been classified as “pro-poor” in a consistent way. example, after estimating a Growth
Incidence Curve (GIC) for Bolivia for the time padifrom 1999 to 2002, they find that
there was no pro-poor growth. In fact, the growdkerof the incomes for the poorest
groups (those percentiles below the poverty liselower than the mean growth of the
whole population.

The non-existence of pro-poor growth, accordindght® authors, is very obvious when
GICs are compared for the urban and rural areathdnatter case, the decline of per
capita income of the poorest groups can reach 30%6. This analysis is corroborated by
a calculation of pro-poor growth rates, which reaaVer the same period, -5.19 in the
urban case and -6.0 in the rural case. Both arebsldw the average growth rates, which
are estimated at -3.13 and -3.42, respectivelygesigng that households in the lowest
income percentiles lost the most during the peabdconomic slow-down. The above-
mentioned work calculates the rates for the capita@s, the remaining urban areas and
the rural areas, in the highest growth period ef decade (1993 to 1997) and in the
period of slow-down (1999 to 2002). In none of dases did they find any evidence for
pro-poor growth.

A Review of the Social Achievements of the lasDegades

The new role of the State after the structural mafo meant a reallocation of public

resources towards the social area, both for invastrand for ongoing expenses. The
resources for social spending have tended to graningl the past few years, and the
proportion of public spending that was allocateddoial sectors increased from 12.3%
of GDP in 1995 to 16.5% in 1999. The most recefurimation indicates that it stabilized

at 21% of GDP (Graph 6). A striking detail is thiis spending includes the cost of the
reform of the pension system, making its potentigdact on social indicators somewhat
unclear.

The increase in social spending signals a grea®acpupation of the State with social
issues, a preoccupation that was accompanied bgriessof reforms to increase the
efficiency and equity of social service provisidiven though the living conditions —
education, health, water, basic sewage or housargexample — continue to be well
below the hopes and expectations of Bolivian sgcitis important to point out that
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rapid improvements have been made in several cletledements. In some cases this
forebodes future changes in the distribution of Aonassets (the cases of primary
education and primary health care are two exangdléss positive performance).

Even though the levels of income, poverty and iadijuremained practically the same
over the last two decades, several social indisdtave increased noticeably. Let us look
at two elements to evaluate these results. Onnkehand, we analyze the development
of the Unsatisfied Basic Necessities index (NBI)aas approximate measurement of
coverage of several basic services. As expectarpolevels declined drastically from
85% to 58% in the time period from 1976 to 2001lisTheans a reduction in privations,
with its highest rate in the time period 1992-20@hen it reached 2.3%, higher than the
rates in the 80s, when they reached 2.1%.

Even though these are good news (the privatiomagtinfrastructure and the deficit in
access to basic social service are getting smaliter$ still worrisome that so many
people live in “poor conditions” of housing, wateducation or health. The concern is
even greater when we look at the enormous gap ketweban and rural areas, where
privations are higher than 90% of the aggregatexrahd vacillate between 54 and 92%
for different services (Government of Bolivia, 2001 What is more, according to a
recent report these privations are particularly mm among the indigenous population:
81% of all the poor households — those that has& decess to services than the expected
thresholds — are indigenous either based on litiguikaracteristics or based on the self-
identification of the household head (UDAPE, INENDP, 2004).

Progress in coverage with social services alsoesponds to progress with respect to
better achievements in terms of human developmenBalivia, an indicator that
combines the financial dimension with non-monetalgments. This analysis allows
three conclusions: 1. important progress was maarighout the decade of the 90s; 2.
this progress was mostly concentrated in the asbaducation and health and less so in
the area of income gains; and 3. this progressnbalationship with average income
levels in the country.

In fact, over the last 30 years, the Human Deveknindex (HDI) has increased from
0.512 to 0.691. According to the latest Human Depelent Report (2005), over 75% of
this increase is due to changes in indicatorseél& education (school attendance and
literacy rate) and to some extent in health indica(life expectancy). Less than 25% is
due to higher income levels. This shows that thvellef human development does not
correspond to income levels. Probably the gredérmihces in income described in this
article contribute to an explanation of this gap.

It is almost logical that coverage would have iasex as a result of greater social
investments and spending (considering the relatikeV coverage in the mid-eighties); it
is less obvious whether this has led to bettendjwonditions. On this point, the results
are rather mixed. Education levels have been rafaedh faster pace than in many
countries of the region) and important reductiansnfant and maternal mortality have
been achieved (though still insufficient to takdiia out of the group of countries with
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the highest such mortality). Nevertheless, seriprgblems persist with poor quality,
inefficiency and inequity in social service proaisi

3. THE CURRENT STATE OF POVERTY AND INEQUALITY
Poverty Levels

The alarming poverty levels in Bolivia raise quess not only about the effectiveness of
the economic policies of the past twenty yearsdisb about the way the country was
built since its foundation. Poverty, defined as pleecentage of people whose income per
capita (ncomefrom here on) does not cover the minimal necessitif life (food and
non-food), affects 2 out of every 3 Bolivians, whiglaces the country among the poorest
in Latin America. What is more, the percentage @bgle who cannot even cover their
nutritional necessities (extremely poor) reachesauf0%. The differences by area and
ethnic group are clear: rural poverty is almostcevas high as urban poverty, while the
percentage of poverty among those who define thieeseas indigenous is about 2.5
times as high as among those who do not considengblves indigenous (Table 7).

But the place of residence and ethnic affiliatioe aot the only characteristics of
poverty. A brief review of poverty profiles for thmast few years shows unambiguously
how productive assets, particularly education,sarengly associated with poverty. Other
important factors are related to the sector of eyrpent, the type of job, migration, and
even the age of individuals (Table 8). These facteill be analyzed with particular
attention to the potential role of education angblelyment in facilitating social mobility.

The Poorest Groups

Data from household surveys allows us to reconsiqude accurately the mentioned

poverty profiles, particularly the socioeconomicaddcteristics of households (some
important dimensions are present in this analys®)gh others are not well captured by
this instrument: issues related to production aeas to markets and road infrastructure
are very important to understand income generatigncannot always be gathered by
this kind of survey).

Based on this information, a “typical” profile ofp@or person or household can be built.
The percentages of poverty among various categetiggest which categories have a
higher probability (independent of other variable§¥alling into poverty. The data for
Bolivia, which coincides with evidence for othertibBAmerican countries, suggests that
people with less education, those unemployed oiitipped in a more precarious
condition in the labour market, or people employiedagriculture have a higher
probability of falling into poverty (see Tables @da8). Nevertheless, there are a few less
conventional variables associated with poverty: -nogrants have higher rates of
poverty than migrants; those who declare that thegak an indigenous language or
belong to an ethnic group show higher levels ofgotyy those who live in the highlands
are poorer than those who live in the lowlands;detwlds whose head works in an
economic activity categorized as export-linked havegher chance of being poor.
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A review of poverty profiles for the last four yeaior which information is available

(1999 to 2003) allows us to assess that differencése incidence of poverty over time
behave in the same way; it does not vary much lestviiee first ranks. The trend does
not appear to change within groups, though we @ a small reduction in poverty
among the group that has little education (Graph 13

The incidence of poverty, disaggregated by grospsws the same trend as that of other
indicators associated with the same issue. For pbearthe incidence of extreme poverty

is greater among those who reside in the rural #u@ain the urban area. Indeed, the gap
between the incidences of poverty is very high aven though it has become smaller in
the last three years, the difference is still ®@@points (Graph 14).

Determinants of Poverty

Based on a linear regression model, the World B@#02) establishes the primary
factors associated with poverty, which it calls“itécrodeterminants”. The advantage of
this approach is that it allows us to put in cohtierent variables related to household
structure, education and employment without losifgrmation (i. e. capturing all the
variability of the variable income per capita) aatithe same time, to discount the exact
weight of each variable. Though it is not very rdcehis diagnosis provides useful
information for the design and understanding of-paverty policies (in so far as the
author knows, there is no up-to-date analysisisfkimd).

The report supports the intuitive claim from thealgsis of the profiles but clarifies,

however, the room there is for influence from sal/@ariables: education, employment
structure, household composition and place of ezmd. It finds, for example, that
education can raise household income per capitapbyo 136% (in the case of adult
education in rural areas). In other cases, the weifyeducation in influencing household
income could probably be zero: the case of prineaiycation in large and small cities.

The previous analysis, focussed on per capita iecton each household, is related to
employment income of household heads and spousethel case of education, for
example, we observe that its (private) returnsbateveen 9.5 and 10.5%. It is striking
that the disparities between returns on educatawe ldeclined considerably over time:
while in the early 90s, the gap between the returrthe most basic education (6 to 7
years) and that on university education (15 to &6ry) was practically 10 percentage
points, the same gap has been reduced to pragtitglercentage point in 1997. One
hypothesis could be related to the fact that, mef of greater economic activity
(between 1996 and 1998, the real growth of the @ogrreached up to 4% in per capita
terms), the gap becomes smaller as a result okategr demand for both skilled and
unskilled labour.

The study also advances our understanding of theutarelated factors that influence
household per capita income. The report claims ttiatfact that unemployment has no
major influence on poverty results from the faatttalmost nobody” can stop working
in the Bolivian labour market. This can be expldir®y the lack of worker protection
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measures, which obliges many people to become emgi¢oyed or join activity sectors
with low productivity (this explanation makes serfee the time period where the
estimate was made, 1996 to 1997, but for times evtie¥ economy was growing by 4%
it does not make sense, once the economic shoakghair social consequences had
passed). Household heads or their spouses who remployed or work in low-
productivity jobs, in turn, are also the ones wketohg to the poorest households.

One of the various aspects that the report assscigith income per capita and hence
with household poverty is the geographic issue. Whee include explicitly the
differences between departments, we see that livirane region or another can make a
difference in per capita income of up to 84%. Tdifference could be, at least, due to the
following arguments: 1. geographic location inflaes not only the likelihood of getting
more resources but also the likelihood of findingrky and 2. location is associated not
only with income level but also with the likelihoarf having health problems in the
household or having children in high school, whigbtermines to some extent the
preference for one or another place. Unfortunatdlye to the way the variables are
defined, the study could only verify that geographyin fact an important factor in
poverty. It could not determine which geographictdas influence this situation, leaving
free reign to interpretations of what specificathe factors could be that influence
poverty (market access, land fertility, culturatttas, climate or others).

A Focus on Productive Activities

To complement the previous analysis, we review sofriae factors that could explain
poverty “sequentially”. We hence posit that poveidydetermined by: 1. the assets
individuals and households have; 2. the relative tiey make of these assets in the
labour market; and 3. the value and profitabilitgyt have in the market.

A look at the assets of the population is fundamlemdt only to understand the dynamics
of poverty but also to derive public policy implins regarding what level of equality
to aspire to. [Asset inequality — in education amd — can be important to understand
income inequality. Opportunities or the distributiof opportunities determines in the
end whether inequality implies inequity or not. Fesample, Bourguignon and Ferreira
(1998) estimate that 40% of income inequality ina®Blr is due to differentials in
opportunities].

Assets Influence Poverty Reduction

Despite the diversity of assets related to pov@tpnomic, productive, natural, physical,
social assets), one of the fundamental ones hds twith human capital. In addition to
being one of the central assets, household surgelsct data about schooling quite
frequently as indispensable information to undetéghe functioning of the labour
market.

The education level of the Bolivian population hasreased substantially over time.
Probably, years of schooling have increased leas txpected (given the amount of
resources invested over the time period; educagp@mding has risen from under 4% to

19



over 6%), but significant progress has been mate.r&te of growth in the years under
study has surpassed the Latin American averagen@derlined by the regional report of
the IDB (2004). According to Hernani (2002: 64)jstlevidence is corroborated by
transversal data sets. In fact, the average ydashooling have increased at an average
rate of 1.2 years while the regional average wa&sadi®.9 years.

Even though this progress is significant, it has Io@en sufficient to reduce the gaps
between human capital levels in urban areas arad aneas. To illustrate this, we cite a
striking fact presented by Hernani (2002), who carmep average schooling levels of
different age cohorts. The author shows how avesmyj@oling of the younger urban
population (born in 1975) is comparable to the leveamong the same age groups in
Argentina and Uruguay (two of the countries witle thighest education levels). In
contrast, the Bolivian rural population of the saage has barely six years of schooling,
a level much lower than the urban average.

Hernani complements the cohort analysis with dé@utthe schooling level that the
population between 6 and 25 years reaches. He showshe children of the two areas
are systematically increasing their educationatlewp to 16 years, although at different
rates. From that age on (approximately), the diffiees increase, leading to the 4 years
differential cited above. What causes this diffeesh [The factors that explain the
difference can vary from demand-based factors (psr@e not interested in having their
children continue in school beyond primary schealfural issues can play an important
role in this decision) to supply-based limitatiofis rural areas, there is a scarcity of
classrooms — not necessarily of schools — and pplgs, which can limit the offer to
primary school). All these factors reduce the pubSes of more human capital
accumulation].

Conditions of Access and Characteristics of theduatMarket

The labour market in Bolivia shows serious impertats, which prevent a direct
association between the level of pay and the lefpftoductivity. Workers not only reach
the labour market in different conditions (fromfdient socioeconomic contexts and/or
different opportunities to accumulate human cagded on the amount of schooling),
but these differences are amplified in the laboarket. Several studies have shown
consistently the role of factors like gender, ethgroup or place of residence in
determining labour income. These factors have ngtto do with the productivity of the
individuals (see, for example, Fields (1996), PateZRada (1997), Jiménez and Rivero
(1998) and, more recently, Andersen (1999), Herrfa@D2) and Landa and Jiménez
(2005)).

With the household survey data from the years 1892001, Hernani (2002: 68)
estimates that discrimination against women exrstgrban and rural areas and, in both
cases, could reach about 30%. This means that alntsrd of salary-based income
cannot be explained by visible factors like edungtiexperience, place of residence or
line of activity of the worker. This estimate ig f@ population group between 30 and 55
years old.
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Based on the same population group, the authors fitit, for the urban areas,
discrimination against indigenous people rangesmfib to 25%, while for the rural
areas, it ranges from 23 to 50%. These estimatesanrsistent with the ones presented
by Jiménez et al (2005), who find a maximum linot fthnic discrimination in the
capital cities of 27% for data of the year 2000work with data from earlier surveys,
Rivero and Jiménez (1998) show that this discritmehas increased from 18% in 1990
to 25% in 1997.

Another labour market distortion has to do with segmentation of the labour market. In
fact, there are great differences between jobsénurban and rural areas or between
employees in different departments of the counyerage income from labour in the
urban area, for example, is 5.4 times greater thamal income. Similarly, the
remuneration of a worker in one of the eastern deynts of the country (Beni) can be
up to twice as high as that of a worker in the Aardeone (Potosi).

Thoughts on Inequality

Poverty is related not only to economic growth blso to the distribution of income.
Given income inequality, the contribution of growtthpoverty reduction is not constant
but decreasing. This suggests that the effectignégrowth declines more and more,
which requires a change in distribution to makegstyvreduction sustainable.

This insufficient connection between economic giowdand poverty reduction is
explained by the high levels of inequality. CEPA10Q4b) shows how the share of the
poorest quintile of the countries has declined fra¥ to 1.5% and the share of the
richest quintile in total income has increased fi@8% to 65% in the time period from
1980 to 1998. Landa (2004) adds evidence to thigelaus trend that inequality in
Bolivia tends to be “pro-cyclical’, meaning thaetdistribution of income seems to get
worse in times of lower growth like in the late @fies and early 2000s.

Now, where does inequality come from? Based onaaaconomic analysis, Gasparini
et al (2003) find that a substantial part of thstribution of the incomes of Bolivian
workers is explained by invisible factors, whiclsalcauses the increase in inequality
since the 90s. Yafiez (2004) adds to this resultnbdicating the factors that can be
changed over time. He finds that greater labourketgparticipation, particularly among
the percentiles with the lowest incomes, lower upleyment and, above all, more and
better (more relevant) education can improve incdmsgibution. On this point, the cited
article points out the equalizing nature of investimin education which, in the last few
years, has focussed on the primary level. The asa®f investment in primary education
over the last few years has fundamentally benefitecpoorest.

Social Mobility

If the problems of poverty and inequality are aliedig in Bolivia, low social mobility
suggests that these problems with take more tintee tsolved. Low mobility has less to
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do with poverty rates or the absolute number ofpgber but more with who these poor
are. Which factors lead to higher mobility? How these be used to contribute to design
a policy for the poor?

Andersen (2001) elaborates an index to measuralsmability in the country, puts it
together and compares it to calculations for a grofiLatin American countries. She
finds an index of 0.8 for Bolivia. This is not onynong the lowest indexes but shows
great variability. It places Bolivia among the lsti¢hree places with regards to social
mobility. The author associates this phenomenoh thitee factors, based on transversal
estimates to explain labour income: an insufficipaoblic education system, a high
degree of marriage within socioeconomic groupsiasdifficient rural — urban migration.

4. EDUCATION, SOCIAL MOBILITY AND POVERTY IN A CONTEXT OF
ETHNIC DIFERENCES

Analyzing poverty in Bolivia without reference tndigenous issues means denying the
highly heterogeneous reality of the society ancheawy of this country. In order to give
a logical sequence to the indicators reviewed thinout the article (poverty, inequality,
social mobility) with reference to indigenous issuee outline below as an example the
differences with respect to economic and sociat@ues between indigenous and non-
indigenous people. The review starts with a cataeof the gaps in poverty levels, goes
on to a definition of labour-related problems irghgus people face and concludes with
references to the quality of the education thisigneceives.

The Origin of the Indigenous — Non-indigenous Gap

The historical processes Latin America has undexdgmve had a decisive influence on
the extreme level of inequality that has persigteaur countries for centuries. We cannot
understand inequality without recognizing thatrigmated in colonial times. The initial
basis of inequality came from the poor distribut@nhuman capital, riches and legal
status between the small group of Europeans anthdiigenous groups, which were the
great majority of the population (De Ferranti et24104).

These differences continued over time and aréheysdre seen in the current day, usually
attributed to “discrimination”. Nevertheless itvi®rthwhile to ask how this phenomenon
originated in order to better understand the syatenincome differentials between one
group and the other. According to Heller and Malyori2003), this phenomenon
originated either because of the way behavioursattitddes (preferences) of subordinate
and dominant groups were determined or becauseéhefuse people make of the
differences between groups to gain influence inr twerk places, schools or other areas
of activity.

The Extent of the Gap according to Different Intlica

In order to compare the situation of indigenouspbedn Bolivia with information from
other countries with large indigenous populatioougs, we refer to an article by Hall
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and Patrinos (2004). They provide evidence of thBmtive progress achieved by
indigenous groups in five Latin American countri@&ased on this information, the
differences between one and the other group acelestd.

The measured differences in well-being show thdigenous groups have systematically
poorer outcomes than those obtained by the nomg@ndius. Indigenous people are
poorer, the distance that separates them fromdherty line is much larger than for non-
indigenous people, and the income distribution agribie indigenous poor is much more
unequal. To a large extent, these gaps are duestoapacity each group has to generate
earnings in the labour market. The case of Bolisianusual primarily because of the
great weight of the indigenous population that vgowkthout being paid and, secondly,
because of the huge gaps in the rates of retueddcation. The latter, estimated at 6%
for indigenous people, are a bit more than twodghiof the rates calculated for non-
indigenous people (9%).

Where it is available, data shows that indigenoegpfe are more active in the labour
market even though they are active mostly in thirmal sector or in domestic

employment, where they do not receive any remuiogra®n the other hand, they do not
only have lower levels of education but they aleroget less benefit per additional year
of schooling than a non-indigenous worker woulderee. Finally, we see that child

labour is more common among indigenous people, lwhat only compromises regular
school attendance of girls and boys but very likdso their performance at school.

Which Factors explain the Income Gap between tloeGvoups?

The review of the weight of productive factors dhnelir returns in different countries puts

into perspective the larger deficit that indigengeople in Bolivia experience (Graph

17). First of all, the fact that over two third @83 of the gap between indigenous and
non-indigenous people is due to different levelfioman capital suggests that there is
significant room for increasing the level of schoglindigenous boys and girls receive.

Secondly, the lower rate of return education brifigs this group suggests that the

“quality” of the years of schooling they receivenist the same for both groups.

Quiality of Education

In the following section, the present article ithases observed differences in educational
results that are linked to educational quality.sTWway we underline the potential impact
these differences could have in reducing the incgaye between indigenous and non-
indigenous groups. If education for indigenous peand non-indigenous people has
different results in terms of salary in the laboarket, what are the indicators that make
us think that this is due to differentials in edimaal quality?

With data on scholastic deficits, Vera (2005) shdwsv the grade-for-age distortion is
systematically larger among indigenous boys and.dim fact, from second grade on, the
deficit of this group is more than twice that amongn-indigenous people. This
disproportion is much higher than what we see imetcountries with a significant
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indigenous presence. On the other hand, results §tandardized maths tests show that
Bolivian indigenous children obtain educationalcmmes up to 12% below their non-

indigenous counterparts. Even though this gap moaerate one compared to other
comparable countries, it constitutes a warning sigowing the need to make access to
guality education more equitable.

In connection with the previous point, McEwan (2p@tovides evidence about the
factors behind the gap in education among studgfntise 4" and &' grades of primary
school. In a comparative analysis including Boligiad Chile, he finds that over 50% of
the difference in education quality (approximated $cholastic outcome) can be
explained by differences in the schools and classsothat the children attend. Between
20 and 25% is explained by factors associated thighfamily or the student. Only a
minimal percentage of between 5 and 10% cannokpkaieed by either of these factors
(Table 14).

5. CHALLENGES IN POVERTY REDUCTION POLICIES

Empirical evidence about poverty, its correlatioithwnequality levels and its possible

implications on social mobility is continuously measing. The present article attempts to
outline some of the central elements of the curdétdussion, with special attention to its

potential implications for public policy. To do #jiit started of with a review of the last

four decades of economic policy and the more readwént of attempts to define a social
policy in the country.

The implicit question throughout the document leadd with the way in which economic
and social policy can be integrated in a harmonivay around valuable objectives.
Nowadays, the great inequality in the capacityramte employment and income has the
result that the precarious economic growth of thentry neither helps to diminish the
high rates of poverty nor to change a social andigad development model based on
“coexistence in inequality” (Gray Molina, 2004).

Social policy goes beyond sector policies and lsamake progress in building more
durable agreements that lead to less social exclu3ihe lack of social mobility shows
itself in a complex social, political and culturaleb that hinders change and
intergenerational transformation. The coexistentaliverse practices and institutions
leads to a high degree of fragmentation of the otidevelopment, which depends on
life, survival and diversification strategies thhaave cultural roots and are highly
idiosyncratic to their place and moment in time.

The State can be a “re-builder of political andigocommunities” (Government of
Bolivia, 2001). Nowadays there is much emphasigathinking economic and social
policy to highlight the historical and cultural chateristics of the country. The changes
that are suggested are so profound that they clg@lboth public policy instruments to
build capacities to make poverty reduction and phetection of vulnerable groups
sustainable and durable. They pursue objectiveshmuder than the strictly economic
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ones, towards the design of a concept of developthahis itself based on the cultural,
social and human potential of the communities.
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Annex: Tables and Graphs

Table 1: Bolivia - Synthesis of 15 years of Structal Reforms

pn

Year Policy Objective Achievements
1985 DS. 21060: Stabilization and structuralMacroeconomic stability and Low inflation rates, moderate
reform of the economy. growth. growth.
1986 Flat rate for import duties: Opening of To improve competitiveness. Acquisition of new fixassets
the economy. and new inputs for export.
Club of Paris Accords I: Restructuringl External debt relieve. Increased resources for the
of the bilateral external debt. social area.
Tax reform: Increase of financial Better functioning of Public Increase of tax revenue.
revenue. Finances.
1987 Finance Reform: Regulation, Better functioning of the financial | Increase in public savings
supervision and support for the bank.| system. deposits.
Liberalization of the labour market. Better funaoing of the labour Decline in the rate of visible
market. unemployment.
1990 Law SAFCO: Management and contrpHigher efficiency in the use of publicHigher level of compliance.
of State resources. resources.
Investment Act: Regulations for privateTo increase investment. Increase in investmensrate
nacional and external investment.
Hydrocarbons Act: Legal framework fpBetter resource utilization, expansigiincreased investment, expansi
the development and exploration of | of the energy base of the country. | of hydrocarbon reserves,
hydrocarbon fields. empowerment of a strategic
sector for national developmen
1991 Review of the Mining Code: Legal To increase investments. Investment in exploratme
framework for investment in the sectof. of the greatest silver deposits i
the World was found. Mina Sai
Cristobal.
Tax Act. Improve the efficiency of tax Increase of pressure for tax
collection, increase tax revenue. | collection.
Free-Trade Zone Regime: Promotion joDevelopment of the manufacturing | Increase of the growth rate of
manufacturing activities. industries. the industrial sector.
1992 Privatization Act: Sale of public Improve and redistribute financial | More resources for the social
enterprises. resources. sector.
1993 Export Law: Opening of the economy}. To inceeagports. Increase and diversification o
exports.
General Banking Act: Regulation of theTo strengthen the financial system. More reliabiaricial system.
financial system.
1994 Capitalization Act: Sale of public Better distribution of financial Increased external direct

enterprise stock.

resources, generation of more
internal savings.

investment.

Popular Participation Act:
Redistribution of income.

More social participation in public
policy making.

Better resource allocation.

Education Reform Act: Raise educati
quality and coverage.

Better education quality and
coverage.

Better coverage.

Lower school drop-out rates.
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Table 1: Bolivia - Synthesis of 15 years of Structal Reforms (Continuation)

improve the institutional framework
of the customs system.

National Statute of Public Officials.

To improvreetinstitutional
framework and the performance of
the public sector.

Law on the Institutionalization of the
National Service of Internal Taxes.

To improve the transparency,
efficiency and management of the
taxation system with a one-stop

Increases in the collection of
internal income are hoped for.

approach.

Year Policy Objective Achievements
1995 Administrative Decentralization Act: | Better management of the public | Increase of investment at the
Assignment of new functions to levelg sector. municipal level.
of the administration.
1996 Pension Act: Individual savings and | To strengthen the pension system. Growth of thimga system
capitalization of contributions. for long-term social insurance.
Nacional Institute of Agrarian Reform| To improve the living conditions of | Progress in registering titles fo
(INRA) Law: Registration of property | the rural population. (indigenous) land that has
titles and solution to disputes over ) ) always been community
agrarian properties (*). To guarantee proper@y_rlghts in rur “property.
areas. To make provisions for the
villages in the east and for women’s
land rights.
1997 Health reforms, implementation of thgBetter services for mothers and Better coverage in benefits.
National Maternity and Child Insurangechildren.
(SNMN).
Judicial Reform: Ombudsman, Judici@lTo improve access to the justice | Increased equity in access to the
Council, Constitutional Tribunal and | system. Active participation of civil| justice system.
Supreme Court. society.
1998 Beginning of health reform, Free new services for the general | Increase in Mother-Child
implementation of the Basic Health | population. Continuous services. Increase in prevention,
Insurance (SBS) and the program improvement of Mother-Child care diagnostic and treatment
Escudo Epidemiolégico. Control of the main endemic activities for the main endemic
communicable diseases (Chagas, | diseases.
Malaria, Tuberculosis).
Stock Market Act: Support for the stopR o strengthen the financial system Higher oditearticipation of
market. large enterprises in the stock
market.
Property and Popular Credit Act: To improve the conditions of the | Growth of the share of micro-
Expansion of micro-credit. micro-enterprise sector. credit.
Democratization of credit.
2000 Customs Act: Customs Reform. To increase oustwllection and | Reduction in smuggling.

Source: Government of Bolivia, 2001
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Graph 1: Total Deficit (1990-2005)
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Graph 2: Level of internal public debt
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Graph 3: Inflation
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Graph 4: GDP Growth
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Graph 5: Foreign Direct Investment
1200.0
1000.0 [

800.0 - / \\

600.0
4000 /

200.0 /

0.0 i O I BRI | \\\\\
-200.0 \\
-400.0

1980 1983 1986 1989 1992 1995 1998 2001 2004(p)
Afos
Source: Dossier UDAPE, 2006.
Graph 6: Social Expenditure
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Graph 7: Contribution of different Factors to GDP Growth
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Table 2 a) Income from the Primary Activity of the Employed Population(in 1991

Bolivianos).
Description 1989 1993 1997 1999 2002
Income from Primary Activity n.d n.d 438,9 370,9 345,7
Urban Area n.d n.d 662,4 563,3 534,8
Capital Cities 636,4 629,8 727,4 584,4 546,3
Rural Area n.d n.d 195,6 131,6 117,6

Source: Jiménez, Wilson and Landa, Fernandgoiivia: Crecimiento “Pro pobre” entre los afios 89-2010

Table 2 b) Bolivia — Capital Cities: Average Incomdrom Primary Activity of the
Employed Population, by Economic Sector of Activityin 1991 Bolivianos)

Branch of Activity 1989 1993 1997 1999 2002
Total 636,4 629,8 727,4 584,4 546,3
Agricultura 1036,2 984,6 1355,3 376,6 604,8
Extractive 712 998,1 1231,8 1455,9 632,4
Industry 548,8 558,2 588,1 436,3 384,3
Electricity, gas and water 902,8 1007,6 1925,9 1012,6 2170,5
Construction 651,8 551,4 700,7 678,7 4927
Trade 585,5 530,3 625,8 499,1 480,2
Transport 927 810,3 1002,9 735,5 640,7
Financial 992,6 1403,7 1170,4 11614 1082,5
Services 581,3 573,7 666,2 546,8 587,1

Source: Jiménez, Wilson and Landa, Fernandgoiivia: Crecimiento “Pro pobre” entre los afios 89-2010
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Graph 8: Open Unemployment Rate in the Capital Cites and GDP per capita
Growth Rate
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Table 3: Participation in the Labour Market by Gender and Place of Residence

Year National Urban Rural Men Women
1996 66,3 56,9 81,3 73,9 59,2
1997 63,0 53,4 79,5 72,1 54,3
1999 64,2 55,9 80,0 72,0 56,8
2000 62,4 56,1 74,6 71,8 53,7
2001 67,8 60,6 80,9 75,9 60,1
2002 64,6 58,0 76,2 73,2 56,3
2003 66,0 57,8 80,2 74,2 58,2
Source: Dossier UDAPE, 2006.
Table 4: Unemployment Level by Gender and Place &esidence
Year National Urban Rural Men Women
1996 2,1 3,8 0,2 2,1 2,2
1997 2,1 3,7 0,2 2,1 2,0
1999 4,3 7,2 0,5 3,7 51
2000 4.8 7,5 0,9 3,9 5,9
2001 5,2 8,5 0,8 45 6,2
2002 55 8,7 1,2 4,3 6,9
2003 5,5 8,7 1,4 4.4 6,7

Source: Dossier UDAPE, 2006.
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Graph 9: Informality, Underemployment and Unemployment
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Table 5: Bolivia — Estimates of Pro-Poor Growth byPlace of Residence

Cieiln [REHE Total 198?62?102 Rural
Average -3,45 -3,13 -3,42
Median 4,77 -7,39 -2.69
Average of all Percentiles -5,75 -5,14 -5,19
Incidence of Poverty at the Beginning 63,47 51,36 84
Pro-Poor -6,05 -5,19 -6,00

Source: Jiménez, Wilson and Landa, Fernandgoiivia:

Crecimiento “Pro pobre” entre los afios 89-2010
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Graph 11: Evolution of Moderate and Extreme Povertyat the National Level and in

the Capital Cities
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Graph 12: Evolution of Poverty by Unsatisfied BasidNecessities
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Graph 13 a) Human Development without Income
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Graph 13 b) Evolution of the Human Development Indg
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Table 6: Poverty by Area and Ethnic Group

INDICATORS 1999 2000 2001 2002 2003 *
BOLIVIA
Incidence of poverty (%) 63,5 66,4 63,1 63,3 63,1
Indigenous 73,1 76,0 69,4 71,0 70,1
Non-Indigenous 45,1 54,1 51,9 53,3 49,1
Incidence of extreme poverty
(%) 40,7 45,2 38,8 39,5 34,5
Indigenous 50,6 56,1 46,0 48,7 42,0
Non-Indigenous 21,8 31,1 25,9 27,5 19,4
URBAN AREA
Incidence of poverty (%) 51/4 54,5 54,3 53,9 54,4
Indigenous 60,8 62,2 59,1 60,5 61,7
Non-Indigenous 40,7 48,2 48,2 48,1 43,7
Incidence of extreme
poverty (%) 23,5 27,9 26,2 25,7 22,9
Indigenous 30,2 34,1 29,3 31,6 29,0
Non-Indigenous 15,0 22,9 22,2 20,5 14,1
RURAL AREA
Incidence of poverty (%) 84/0 87,0 77,7 78,8 77,7
Indigenous 85,8 89,8 81,4 81,9 80,7
Non-Indigenous 72,1 78,0 64,1 70,2 66,4
Incidence of extreme
poverty (%) 69,4 75,0 59,7 62,3 53,7
Indigenous 71,8 78,3 65,7 66,7 58,3
Non-Indigenous 57,6 64,3 38,1 50,1 36,4

* Calculated with the support of the Program foe ttmprovement of Surveys and the Measurement oingyiv
Conditions in Latin America and the Caribbean (MBQ)Y)2003-2004
Source: Dossier UDAPE 2006.
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Table 7 a) Poverty profile with selected variables

CHARACTERISTICS | 1999 | 2000 2001 2002 2003 *
By Level of Schooling Reached
None 82,7 85,6 77,7 78,1 75,9
1 to 5 years of schooling 73,3 75,4 72,2 71,2 70,8
6 to 8 years of schooling 63,7 68,0 64,2 63,2 61,3
9 to 12 years of schooling 49,1 52,6 49,1 50,4 51,7
Over 12 years of schooling 19,4 22,6 22,9 21,7 18,8
By Activity
Employed 61,1 63,0 59,3 60,2 58,4
Unemployed 55,6 75,6 63,7 62,6 65,8
Inactive 57,1 61,3 59,1 59,2 60,8
By Branch of Activity
Agriculture, Silviculture, Hunting
and Fishing 82,4 89,5 81,6 81,7 80,4
Extraction from Mines and Quarriey 58,8 47,3 44,9 44,9 35,2
Manufacturing Industry 61,2 54,0 51,8 55,3 52,8
Electricity, Gas and Water 53,6 18,4 21,2 15,5 36,6
Construction 49,5 61,3 58,5 57,9 62,9
Trade 40,9 46,9 46,4 44,1 48,6
Transport and Storing 41,6 40,7 43,3 40,0 42,5
Finances 23,9 21,4 23,6 20,3 27,7
Services 35,1 38,4 31,9 34,0 35,8
By Occupational Category
Worker 61,7 58,2 52,2 61,9 52,8
Employee 31,4 32,8 28,6 29,8 30,8
Self-employed 62,1 67,6 63,5 61,8 64,2
Employer or Partner 32,5 31,6 37,3 45,9 40,9
Family Worker 81,6 85,8 79,7 83,3 78,9
Domestic Help 495 57,3 56,7 58,6 53,6

* Calculated with the support of the Program foe timprovement of Surveys and the
Conditions in Latin America and the Caribbean (MBG)Y22003-2004

Source: Dossier UDAPE 2006.

Graph 14: Incidence of poverty by years of schoolp
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Graph 15: Poverty Gap among Indigenous People by A&a of Residence
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Table 8: Income Elasticity per capita — of Educatia
1997 1999
Small Large Small Large
Rural Cities Cities Rural Cities Cities
Household Head
Primary 0,34 0,27 0,38 0,25 0,34 0,18
Secondary 0,53 0,45 0,53 0,39 0,61 0,32
Adult Education NS NS 0,35 NS NA NS
Teacher College 0,98 0,75 0,64 0,55 0,98 0,47
Technical Training 0,56 0,55 0,72 0,99 0,86 0,56
Military and other 0,57 0,53 0,66 1,14 0,93 0,31
University 1,14 0,89 0,97 0,62 1,08 0,73
Spouse
Primary 0,13 NS NS 0,13 NS NS
Secondary 0,11 0,16 NS 0,38 NS NS
Adult Education 1,36 0,36 0,33 NS NA NS
Teacher College NS 0,37 0,21 0,58 NS NS
Other NS 0,27 0,35 0,87 NS 0,46

Source: World Bankpoverty Diagnostic, 2000
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Table 9: Income Elasticity per capita —Branch of Pimary Activity

1997 1999 (NOV)
Small Large Small Large
Rural " " Rural s "
Cities Cities Cities Cities

Primary Activity of Household Head
Mining NS 0,36 NS 0,44 NS 0,49
Manufacturing and

Industry 0,44 0,13 NS NS NS NS
Construction 0,34 0,3 NS 0,17 0,38 0,28
Trade 0,67 0,33 NS NS 0,52 NS
Transport 0,91 0,43 NS 0,4 0,36 NS
Services 0,45 NS NS NS NS NS

Primary Activity of Spouse
Manufacturing and

Industry NS 0,38 NS NS 0,61 NS
Trade/ Transport NS 0,48 NS NS 0,91 NS
Services NS 0,3 NS 0,32 0,61 NS

Source: World Bankpoverty Diagnostic, 2000

Table 10: Main Education Indicators

Indicator 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 2((284
Average Years of Schooling (Population 15 yearsider)

National 7,1 7,2 n.d. 7,6 7,7 7,6 7,5 7,5 7,7
Indigenous n.d. n.d. n.d. 6,1 6,0 6,6 6,3 6,3 6,9
Non-Indigenous n.d. n.d. n.d. 10,0 9,7 9,4 8,9 9,7 9,1

Urban 9,0 9,0 n.d. 9,5 9,4 9,3 9,2 9,1 9,0
Indigenous n.d. n.d. n.d. 8,2 8,0 8,3 8,3 7,9 8,2
Non-Indigenous n.d. n.d. n.d. 10,6 10,5 10,4 10,0 10,5 10,1

Rural 3,8 4,0 n.d. 3,8 4,2 4,5 4,4 4,7 5,3
Indigenous n.d. n.d. n.d. 3,6 3,8 4,3 4,2 4,5 5,1
Non-Indigenous n.d. n.d. n.d. 51 5,3 51 5,2 6,0 6,0

Percentage of the Population (15 years or oldeh) &ior more Years of Schooling

National 45,3 47,0 n.d. 50,7 51,5 50,4 49,4 50,8 51,6
Indigenous n.d. n.d. n.d. 37,5 36,0 41,2 38,1 40,0 44,3
Non-Indigenous n.d. n.d. n.d. 72,7 69,7 66,1 62,7 70,5 65,2

Urban 62,9 64,1 n.d. 67,5 67,7 66,0 64,8 65,1 63,1
Indigenous n.d. n.d. n.d. 56,4 53,8 57,3 54,9 54,4 55,2
Non-Indigenous n.d. n.d. n.d. 78,4 77,8 76,2 72,5 77,6 74,3

Rural 15,3 16,9 n.d. 17,4 18,9 21,7 21,3 25,1 30,6
Indigenous n.d. n.d. n.d. 16,2 16,6 21,0 19,4 23,2 29,1
Non-Indigenous n.d. n.d. n.d. 26,0 27,0 24,2 26,3 34,6 35,6

Percentage of the

population between 6-14 ) n.d. nd| 389 421 390/ 414 330 427

years with educational

delays

Urban 31,7 n.d. n.d. 28,2 32,8 32,9 36,2 25,7 40,0

Rural 51,2 n.d. n.d. 53,8 56,0 48,1 48,9 43,1 46,5

Source: Dossier UDAPE 2006.
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Table 11: Unemployment Rate by Gender, Age and Etha Group

Indicator 1999 2000 2001 2002 2003 (p)
TOTAL 7.21 7.46 8.50 8.69 8.71
Gender
Men 6.17 6.22 7.47 7.31 6.84
Women 8.49 8.99 9.67 10.32 10.98
Age
<25 years 14.2b 13.95 13.05 16.12 16.87
25-44 years 5.0B 5.84 7.52 7.00 6.42
>45 years 3.68 4.15 4.88 4.41 3.91
Ethnic Group
Indigenous 4.28 4.59 5.72 6.61 6.18
Non-Indigenous 8.24 8.44 10.97 10.55 11.18

Source: Canavire, Gustavo and Landa, Fern&ndacion del desempleo en el area urbana de Balivia
Un analisis de los efectos de niveles de instarcyicaracteristicas socioeconoémicas.

Table 12: Unemployment Rate by per capita income ahLevel of Schooling
Completed

Indicator 1999 2000 2001 2002 2003 (p)

Total 7.21 7.46 8.50 8.69 8.71

Quintile of per capita income

First quintile (poorest) 10.66  15.00 16.46 14.66 15.18
Second quintile 7.28 11.55 9.20 9.58 11.32
Third quintile 8.40 7.59 8.14 8.11 7.73
Fourth quintile 4.79 3.46 6.28 8.35 6.84
Fifth quintile (richest) 6.12 317 5.21 5.08 5.37

Level of Schooling Completed

Primary or less 5.2p 6.70 7.27 7.94 6.55
Secondary 10.7p 9.34 10.68 10.08 11.38
Higher 6.03 6.01 7.74 8.16 9.14

Source: Canavire, Gustavo and Landa, Fern&ndacion del desempleo en el area urbana de Baolivia andlisis de
los efectos de niveles de instruccion y caracieestsocioeconomicas.
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Graph 16: Discrimination by Gender
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Table 13: Segmentation of the Labour Market by Brarch of Activity
Total Urban Rural
Uncond. | Cond. Cond. | Uncond. | Cond.| Cond. | Uncond.| Cond. | Cond.
1) 2 (3) 1) (2 (3) 1) 2 (3)
Extent of
Segmentation 13.0 6.8 5.4 3.4 2.6 3.0 10.0 8.9 8.8
Average Salary by Branch of Activity (as a percgetaf average agricultural salary)
Mining 675.3| 545.8| 536.0 284.6| 257.3| 302.2| 461.4| 445.9| 563.5
Manufacturing
Industry 518.6| 393.1| 263.8 137.0| 137.4| 148.6| 456.8| 412.9| 3327
Electricity 1,025.7| 678.0| 4255 279.5| 220.1| 224.6 759.9| 627.1| 650.1
Construction 504.8| 430.6| 287.5 136.9| 149.5| 158.1| 435.4| 405.9| 408.8
Trade 536.6| 392.4| 252.2 138.4| 135.1| 142.3 622.8| 514.5| 444.2
Transport 569.7 430.2 289.8 143.0| 143.5 155.4| 1,000.4| 890.8 884.6
Finances 1,301.4| 584.2| 407.6 340.4| 206.9] 2275 691.7| 374.0/ 370.2
Administration 966.0| 494.8| 372.1 263.3| 180.9] 202.0] 819.9| 456.8| 4545

Source: Hernani, Wernéercado laboral, pobreza y desigualdad en Bolivia.
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Graph 18: Social Mobility for Adolescents between3 and 19 years
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Table 14: Differences in Well-being between Indigesus and Non-Indigenous

Groups: Selected Indicators?

Bolivia Ecuador | Guatemala| Mexico Peru

Indicator 20002 1998 2000 2002 2001
Poverty Measurements
1. Poverty (PO) 1.40 1.43 1.95 1.92 1.52
2. Extreme Poverty 1.88 2.21 1.81 4.60 2.34
3. Poverty Gap (P1) 1.82 1.85 1.96 3.09 1.98
4. Severity of Poverty (P2) 2.16 2.18 2.11 4.17 2.2]
Labour Market
5. Participating in Labour Force (Mem) 1.26 nd 1.06 nd nd
6. Percentage Working without Pay 2.15 nd 1.62 nd nd
7. Percentage Informal Employment 1.27 nd 1.26 nd ng
8. Years of Schooling 0.61 0.62 0.44 0.58 0.74
9. Salary Income? 0.71 0.50 0.53 0.37 0.55
10. Return on Educatién 0.68 0.88 0.85 0.82 1.13
Child Labour and Education

11. Percentage of Child Labour 2.58 2.15 1.73 2.27 ngd
12. Tasa de Culminacién Secundarig 0.46 0.32 0.2B 0.33 0.56

Source: Own Elaboration based on Hall and Pati{2064).
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Notes: (1) Compared are the indicators for thegedous groups in relation to the non-indigenousijgir¢2) Data only
from capital cities and El Alto; (3) Differencestiveen male salary incomes; (4) Estimated valuenefyear of
schooling to the salary income of an average male.

Table 15: Disaggregation of Earnings Differentialsbetween Indigenous and Non-

Indigenous People*

Percentage of the differential explained by:

Country Resources| Coefficients| Schooling | Profitability
1) ) 3 “4)

Bolivia 2000 — capital cities

. Evaluated in Indigenous Avg. 73.3 26.8 60% 83%

. Evaluated in Non-Indigenous Avg. 62.7 37.3 nd nd

Ecuador 1998

. Evaluated in Indigenous Avg. 55.4 44.7 nd nd

. Evaluated in Non-Indigenous Avg. 17.4 82.6 nd nd

Guatemala 2000

. Evaluated in Indigenous Avg.2 58.0 42.0 43% -4%

. Evaluated in Non-Indigenous Avg. 58.1 41.9 nd nd

Mexico 2002

. Evaluated in Indigenous Avg. 62.0 38.0 31% 12%

. Evaluated in Non-Indigenous Avg. 58.0 42.0 nd nd

Peru 2001

. Evaluated in Indigenous Avg.? 43.1 56.9 32% 9%

. Evaluated in Non-Indigenous Avg. 49.3 50.7 nd nd

Source: Hall and Patrinos (2004)

Notes: 1. Except in the case of Peru, the percentéeg@sources and coefficients) show the differéeteeen
indigenous and non-indigenous males. 2. Columned3ashow estimates for the sample of women. :dPeéaiges are
for both male and female workers together.

Table 16: Disaggregation of the Gaps in Test Score$ Indigenous Students in
Bolivia and Chile

Bolivia (1997) Chile (1999)
Third Grade Sixth Grade Fourth Grade Eighth Gradg
Spanish | Native | Spanish| Native | Spanish| Native | Spanish| Native
language language language language
Total 100% 100% 100% 100% 100% 100% 100p6 10Q%
Not 17% 20% 9% 5% 8% 13% 18% 14%
explained
Family/ 27% 26% 25% 23% 41% 40% 26% 239
Student
School/ 57% 51% 65% 72% 51% 48% 56% 639
Class-
room

Source: McEwan, 2005.
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