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Social exclusion evolved and changed as much as societies did with the re-establishment of de-
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quality of services produced. High-quality public regulation is crucial for determining which of
these two impacts is greater.
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sophisticated targeting needs to be complemented with civil registration campaigns to avoid
excluding targeted groups from the benefits of these programs.
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Social inclusion is a process aimed at actively promoting social, economic, and cultural equality.
Inclusive public policies affect not only the results of public policy and the outcomes obtained
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by excluded groups, but also how these results and outcomes are achieved. Inclusive public
policy changes the basic normative framework, the institutions that operationalize the basic
norms, and the policies and programs that these institutions implement. Political leadership
and an active civil society are essential drivers of this process.  

CHAPTER 14
The Inclusion Process in Motion in Latin America and the Caribbean  . . . . . . . . . . . . 215

Progress towards inclusion in the region requires efforts both to comprehend the forces that
create exclusion and to understand how the public policy process can significantly advance in-
clusion. Public policy knowledge and experience in regard to attacking exclusion is very limited,
but elements of public policies and programs being implemented in the region today can help
guide the needed rethinking of the problems and possibilities of inclusion processes. Ulti-
mately, however, policy recommendations in this area must be the product of civic participation
and democratic processes that are at the core of any set of national initiatives for inclusion.
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The 2008 edition of the Report on Economic and Social Progress deals with the chang-
ing patterns of social inclusion and exclusion, one of the most pressing concerns
faced by policymakers in Latin America and the Caribbean. In fact, much of the

lively debate on the economic and social policies needed to attain sustainable and
equitable growth hinges on the issue of social inclusion. What this report shows is that
attaining social inclusion demands not only redressing past injustices with resource
transfers and affirmative action programs, but also, and more importantly, changing the
way decisions are made, resources are allocated, and policies are implemented.

Social exclusion is the most dangerous threat that democracy faces in Latin America
and the Caribbean. The advent of democracy in our region was the result of a dramatic
social struggle that engaged the majority of the population under the banner of creating
more modern, more prosperous, and fairer societies. Indeed, the past quarter century
has witnessed significant progress that made our political systems more democratic,
confronted the corrosive effects of rampant inflation, and integrated our economies
into the world market. Yet progress has not been limited to politics and economics:
life expectancy, health, literacy, and other indicators of well-being have improved and
continue to improve. But poverty, inequality, and lack of good jobs and opportunities
to facilitate social mobility for the majority represent areas in which a great deal of work
remains to be done—and in which Latin American and Caribbean societies are more
than ever demanding results.

At the same time, social exclusion cannot be addressed by short-term or simple
“fixes” because it is a complex phenomenon with many interrelated and mutually re-
inforcing features. Violence, crime, social protests, lack of integration into the financial
system, and lack of access to the health and education systems, among other limitations,
can condemn members of excluded groups to lives of poverty and squalor. Transforming
societies into ones in which the color of a person’s skin or the wealth of a person’s par-
ents does not determine the fate of present and future generations is a complex process
aimed at promoting the integration of the majority into the mechanisms and institutions
that allow included groups to work, do business, and prosper.

Promoting social inclusion requires well coordinated and carefully considered ac-
tions on the part of both governments and civil society to advance the rights of excluded
groups. This includes changing both the wider rules by which societies operate and
the specific ways in which programs and policies are implemented. The Inter-American
Development Bank, as an international financial institution, can aspire to collaborate in
this process in multiple ways. The Opportunities for the Majority initiative, in which the
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x

Bank is investing significant resources and effort, aims at expanding the opportunities
of the excluded majority and improving their access to the institutions and resources
that can empower them to take charge of their destiny and to prosper in an economy
and a society in which success depends on effort and ability, and not on one’s circum-
stances at birth.

I sincerely hope that this report contributes to our understanding of the complexi-
ties of social exclusion and of the potential of public policy to promote social inclusion
and combat social exclusion.

Luis Alberto Moreno
President
Inter-American Development Bank
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OUTSIDERS? 1

The Changing Patterns

of Inclusion and Exclusion

PART I
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Latin America and the Caribbean has undergone immense societal transformations 
in the past twenty-five years. The re-establishment of democracy during the mid-
1980s changed both politics and policies in the region and gave rise to fresh expec-

tations about a future of more modern, more prosperous, and fairer societies. 
As sweeping as these changes have been, however, they have yielded only mixed 

results. The region is today more prosperous and modern than it was twenty-five years 
ago, after languishing for years under the watch of dictatorial, sometimes messianic, and 
often corrupt generals. Macroeconomic stability has been achieved and still prevails in 
spite of repeated adverse financial shocks. The combined impact of economic liberal-
ization (a national decision) and globalization (a global phenomenon) has allowed the 
region to integrate itself into the world economy, an inexhaustible source of riches in 
the best circumstances, and at worst a shackle on distortionary domestic policies. The 
interventionist and centralized states whose fiscal crisis marked the decade of the 1980s 
have gone through a “silent revolution” that has transformed beyond recognition the way 
they relate to the population (Lora, 2007). On the other hand, poverty and highly skewed 
distributions of assets (including human capital) and income are an obstacle on the path 
to fairer societies in the region. Social exclusion, historically rooted in different forms 
of stigmatization of groups traditionally identified by race, ethnic origin, or gender, has 
changed as much as the region itself has changed and is now affecting much more diverse 
and growing groups among the population, especially those who eke out a living in pre-
carious jobs without any prospect of improvement. Their exclusion does not result from 
being “outside,” isolated, left out, but rather from their interactions with more modern 
and prosperous societies.

These changes in the dynamics of inclusion and exclusion do not lend themselves 
to simplistic interpretations. There have been advances in the inclusion of some groups, 
at least in some dimensions, and there have also been regressions that have deepened 
exclusion. For instance, women have been included in some dimensions (formal political 
representation and education) but are still segregated in worse jobs than men. Contrast-
ingly, entire sectors of the population have been excluded from formal jobs and their as-
sociated social insurance protection by slow growth and unemployment. Then again, the 
dynamism of civil society and the rise of social movements have made certain excluded 
groups (like landless peasants in Brazil, the unemployed in Argentina, and indigenous 
peoples in Bolivia) important actors in the political arena. 

Exclusion and inclusion are complex and dynamic processes that operate in every 
dimension of social life. Exclusion in one dimension (for instance, lacking identity docu-
ments) leads to exclusion in multiple other dimensions (for instance, from opening a 

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



CHAPTER 1 4

savings account or participating in formal politics). Social exclusion manifests itself in 
multiple social maladies (poverty, informal employment, political unrest, crime, and lack 
of access to health and education, to mention just a few), all of which limit the ability of 
large sectors of the population to participate fruitfully in a market economy and therefore 
diminish their well-being. 

A look at society through the eyes of the excluded themselves offers a sobering les-
son about the interrelated and complex nature of the deprivations they suffer and the 
ways they find to face them. The microdocumentaries “Faces of Exclusion” that comple-
ment this report (www.iadb.org/res/ipes/2008/videos.cfm?language=en) attempt to pro-
vide the reader with such a vision. They offer a striking illustration of lives that are lived 
not somewhere else, but on the streets through which we walk and by people with whom 
we interact in the pursuit of our daily chores. 

The “outsiders” of yesterday (marginalized, rural, ill-nourished, poor, and isolated) 
were safely out of sight. Exclusion among these groups has not disappeared. Modern 
forms of servitude, often bordering on slavery, still thrive in rural areas of the region. 
Gaspar, the subject of one of the microdocumentaries, is a 78-year-old rural worker in 
Brazil who lacks identity papers, has never been registered with Brazilian labor au-
thorities, and is therefore excluded from a government-financed old-age pension for 
rural workers (Aposentadoria Rural). In another of the microdocumentaries, indigenous 
Matsiguenga communities’ lack of access to health facilities stands in striking contrast to 
the riches produced by the Camisea gas field, which is located on their ancestral lands 
in the Peruvian Amazon. These stories offer stark illustrations of the mechanisms and 
consequences of traditional forms of exclusion.

But social exclusion today has become more urban and visible, its victims people 
who are not “outside,” but whose exclusion results from their disadvantaged interactions 
with the institutions and resources that enable the mainstream to prosper in a market 
economy. The stories depicted in the “Faces of Exclusion” microdocumentaries are a 
testimony to these disadvantaged interactions. Peddling candy or cellular minutes or 
performing circus acts on street corners while the red light stops traffic becomes a source 
of income when one cannot find a decent, well-paying job. Collecting recyclables from 
garbage cans, squatting in abandoned buildings, sleeping on the same streets that their 
more affluent neighbors use to go to work and play are some of the survival strategies 
of these urban excluded. The inhabitants of poor, crime-ridden areas of the region’s cit-
ies, excluded from the protection of police and the judiciary, create their own forms of 
organization to contain violence and protect victims, providing, as they do so, a lesson 
in dignity and compassion. 

In the midst of all these multiple deprivations the excluded struggle to make a living 
with their limited resources. Their daily life is hampered by institutions that are unre-
sponsive to their needs and rights as citizens and by their lack of access to resources as 
mundane as telephones to receive a call for a job interview, or as dramatic as medical 
services denied to them by overwhelmed public health facilities. They are left out of 
the paths towards inclusion that more privileged members of society enjoy, yet they are 
not outsiders, as their exclusion arises from their participation in social life with limited 
resources and within rules that are often biased against them by embedded discrimina-
tion and prejudice.
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OUTSIDERS? 5

Exclusion is at the source of the growing sense of disengagement and dissatisfac-
tion that affects the population of countries in the region and creates a fertile ground 
for populist experiments that erode the economic, social, and political institutions of 
democracy. This disengagement has grown in spite of reasonable progress over the 
medium term on life expectancy, health, literacy, and other indicators of well-being, as 
shown by the United Nations Economic Commission for Latin America and the Caribbean 
(ECLAC) in its recent (2007) report on social cohesion. Politicians all along the political 
spectrum now mention the fight against social exclusion as the main task of development 
and substantive democratization. As Goodin (1996: 343) points out, “‘Social exclusion’ is a 
catchy phrase, and it catches much of what is substantively of concern to us. Indeed, the 
great value of the concept lies in its promise to link together so many of our other social 
concerns, tracing them to common (or anyway cognate) causes and prescribing identical 
(or anyway integrated) cures.”

For all the political nuances and overtones with which the term has been used, the 
notion of social exclusion provides a powerful political rallying cry for anybody who wor-
ries about the plight of the worst off in society. However, as normally happens with effec-
tive mobilizing notions that need to mean different things to different groups, there is no 
clarity regarding what is meant by social exclusion. Even if the ambiguity of the concept 
of social exclusion is useful as a mobilizing tool, the design and adoption of inclusive 
policies is hindered by the lack of conceptual clarity about the nature of exclusion and 
the forces that produce and reproduce it.

THE CONCEPT OF SOCIAL EXCLUSION

Social exclusion is an inefficient and dysfunctional dynamic social, political, and eco-
nomic process whereby individuals and groups are denied access to opportunities and 
quality services to live productive lives outside poverty. Following Sen (1999), this report 
argues that those social, political, and economic processes of societies limit the function-
ings of certain individuals or groups, resulting in their diminished well-being.1 Those pro-
cesses might affect the behavior, command of resources, or access to institutions of the 
excluded individuals or groups in ways that limit their ability to function and, therefore, 
to acquire or use capabilities that are valuable in a market economy. 

Functionings take place in a social space in which individuals and groups engage 
in “transactions” through behaviors that express their choices based on their command 
of resources under the set of formal and informal rules that regulate those transactions. 
Social capital, norms, and collective action deserve special mention within this set of 
formal and informal rules. They improve collective welfare, especially in circumstances 
in which the state is weak and cannot respond appropriately to people’s needs. Exclu-
sion, in contrast, erodes trust and hinders collective action. When trust among economic 

1 The notion of “functionings” comes from Sen’s Development as Freedom (1999). It is different from the concept of 
opportunities, in that functionings refer to the social interactions and exchanges in which individuals or groups 
engage in order to achieve a certain outcome, rather than to the ability (exercised or not) to engage in those 
interactions; it is different from the concept of capabilities in that functionings refer to a particular realization of 
the (unobservable) set of capabilities. 
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CHAPTER 1 6

agents is not at its fullest, transactions costs inflate, and the scope for economic trades is 
reduced. As a result, society suffers a welfare loss. Public policies can shape formal and 
informal institutions that promote (or hinder) the intrinsic motivations of individuals and 
the self-management possibilities within civil society, thereby affecting trust, reciprocity, 
and willingness to cooperate.

The term “social exclusion” was coined in the 1970s in France to describe the situa-
tion of those groups excluded from the benefits of employment-related safety nets and 
other groups locked in social ostracism by drug use and other forms of dysfunctional 
behavior (Lenoir, 1974). However, social exclusion applied to the Latin American and Ca-
ribbean context is both a larger (in terms of scale and type of people affected) and more 
multidimensional concept. 

Exclusion is by nature a multidimensional, dynamic social process and therefore is 
not the “consequence” of some particular “cause” (in the sense of an event that precedes 
an outcome, without which the outcome would not have happened) (Burchardt, Le Grand, 
and Piachaud, 2002). We all participate in multiple interactions in our daily social life in 
which we exchange our labor for a salary with an employer, use that salary in transactions 
with producers and sellers to buy goods and services, vote in elections, recur to the po-
lice and the justice system to solve economic and noneconomic disputes, pay (or evade) 
taxes, participate in community organizations and churches, go to a government office 
to obtain licenses and permits, and do innumerable other things. All of these exchanges 
occur within a certain set of social, economic, and political institutions (formal and infor-
mal) that provide opportunities and services required to obtain outcomes valuable in a 
democratic market society. Social exclusion arises when a set of those formal and infor-
mal rules constrain the functionings of certain individuals or groups.2

Social exclusion has been used to conceptualize the restrictions that hindered the 
functionings (Tsakloglu and Papadopoulos, 2001) and access to opportunities (Behrman, 
Gaviria, and Székely, 2003) of certain specific groups (women, indigenous peoples, Afro-
descendants, the handicapped). Buvinić and Mazza (2004: 6) state that “exclusion is 
produced if belonging to a certain group has a considerable impact on the individual’s 
access to opportunities, and if the interactions between social groups happen in the 
frame of an authority/subordination relationship.” Exclusion in this view is considered to 
be a group phenomenon and therefore leads to the development of inclusion policies 
geared towards increasing the opportunities and access of specific groups of the popula-
tion. An example within this family of policies is the 2002 Brazilian National Program of 
Affirmative Action (Programa Nacional de Ações Afirmativas), which introduced, begin-
ning in that year, affirmative action quotas for Afro-descendants and indigenous peoples 
in a range of different areas, including public sector hiring and contracting, higher educa-
tion, and parliamentary seats. 

More recently, social exclusion in Latin America and the Caribbean has come to 
be seen as either an (undesirable) outcome of the economic reforms of the 1990s or a 
mechanism that prevents important segments of the population from benefiting from the 

2 The report departs here from the notion of “no participation” as the criterion of exclusion. In fact, the intent is 
to highlight that the excluded do participate, albeit in disadvantaged circumstances, or with rules biased against 
them, or both.
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OUTSIDERS? 7

macroeconomic prosperity that the region has recently been experiencing. Therefore, it 
has become a recurring theme in alternative economic policies that place a high value on 
income and asset redistribution. Under this view the focus of inclusion policies moves to 
fundamental changes in economic and social policies that seek to redress inequality and 
poverty for all people, whether part of an excluded group or not.

Material deprivation is one of the crucial outcomes of exclusion but is just one as-
pect of the deprivations suffered by the excluded. Furthermore, material deprivation 
is highly correlated with other dimensions of deprivation that affect the capacity of the 
excluded to obtain outcomes desirable in a market economy. Lack of (or low-productiv-
ity) employment results in low incomes and poverty, but also restricts the participation 
of those unemployed and in low-productivity jobs in social institutions, such as unions 
and other forms of worker organizations geared at improving their working conditions. 
Political and electoral systems that exclude disadvantaged groups of the population 
diminish these groups’ ability to influence government actions and thus reduce invest-
ment in the provision of high-quality services (such as schools) needed by the excluded 
to improve their lot. Geographical segregation increases the exposure of disadvantaged 
groups to crime and violence, both because the rich retreat into gated communities with 
private security and because the disadvantaged lack the social, economic, and political 
resources needed to access the preventive and corrective forces of the judicial system 
and the police.

Focusing on social exclusion aims at expanding the analytical and policy focus from 
poverty specifically into a broader range of concerns. Poverty focuses on outcomes such 
as measurable income; is based on the analysis of cross-sectional, static data; and looks 
at individuals and households. Exclusion, instead, focuses on processes, sheds light on 
the multidimensional nature of deprivation and the interactions between those dimen-
sions, understands deprivation as a dynamic phenomenon, and looks at individuals and 
households in the framework of a community (Burchardt, Le Grand, and Piachaud, 2002).

Multidimensional deprivation is one outcome of exclusion, but as such needs to 
be distinguished from the process that produces and reproduces the exclusionary 
outcome. Poverty, unemployment, informality of employment, lack of political engage-
ment, and dysfunctional forms of social interaction are outcomes of exclusion but should 
not be confused with the process that generates them. Compensatory policies such as 
income transfers or subsidized public employment can reduce poverty, and the ensu-
ing reduction of material deprivation will, it is hoped, affect all the other outcomes of 
exclusion. However, to the extent that such transfers do not have an impact on the forces 
that constrain the functionings of the excluded, the process of exclusion will continue 
unabated.

The excluded do not inhabit a social universe devoid of interactions and exchanges 
from which they are to be rescued by inclusion. Rather, the outcomes of exclusion are 
the product of particular interactions and exchanges through which the excluded are 
denied access to resources that would enable them to participate actively in the market 
economy and the formal and informal institutions that provide social services and op-
portunities to others. Neither are the excluded passive objects of exclusion; instead, they 
organize and develop individual and collective actions to change the social features that 
generate exclusion. Often this results in an “alternative” set of behaviors and institutions 
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CHAPTER 1 8

that serve to replace the outcome (access to the financial system) denied by exclusion. 
Exclusion is also at the root of contentious politics and street protests that draw attention 
to issues important to groups excluded from political representation.

AN OVERVIEW OF THIS REPORT

The outcomes of exclusion (unemployment and underemployment, poverty, disengage-
ment from the state, and “bad” integration with the community) have traditionally been 
understood as the result of decades, if not centuries, of discrimination and stigma. Dis-
crimination is crucial as a force of exclusion because it lies at the heart of individuals’ 
“transactions.” 

Traditionally, particular attention has been paid to the role of ethnic origin as the 
main culprit in discrimination. It has been documented that indigenous peoples and 
Afro-descendants have less capacity to generate income because of their lower levels of 
human capital (i.e., formal education or training), lower remuneration in the labor mar-
ket, and less access to high-quality jobs. This leads to a notoriously higher incidence of 
poverty among these groups, which persists despite the overall improvement of other 
groups in society, and lower returns to assets (physical and human capital, public assets, 
and social capital) that affect income generation strategies. 

Latin Americans do believe that discrimination is alive and well, but do not believe 
that it operates only, or mostly, against traditionally discriminated-against groups (indig-
enous peoples, Afro-descendants, women). Recent opinion surveys such as Latinoba-
rometer report that most people in the region believe that the poor, the uneducated, and 
those who lack social connections are the groups that suffer the most discrimination. 

Beliefs, however, are informative only to the extent that they influence the economic 
decisions and outcomes of individuals engaged in market transactions. The fact that 
different individuals obtain different outcomes in their economic transactions could be 
explained by differences in the observable productive characteristics of the individuals, 
and by various factors that are unobservable for the researchers (such as entrepreneur-
ial attitudes, motivation, and work ethic) but that can easily be “seen” by an employer 
or another relevant actor in the markets in which these individuals participate. Recent 
advances in the economic literature using highly controlled experiments geared towards 
obtaining information on unobservable traits show that stereotyping (which vanishes 
when information flows reveal the “true” productive capabilities of individuals) and self-
discrimination (which does not vanish) largely explain discriminatory outcomes. This is 
not to deny the evident differences in human capital and financial and social assets asso-
ciated with gender, race, ethnic origin, and class distinctions. What this literature reveals 
is that these differences do not necessarily reflect overt discrimination; rather, they may 
result from differences in endowments of various groups within the population. Markets 
may simply act as resonance boxes that reflect these differences in endowments. This 
suggests that the automatic attribution of differential outcomes to discrimination may be 
misleading and a pernicious departure point for the design of remedial policies.

But there is much more to exclusion than discrimination. Focusing on interactions 
and exchanges makes it possible to move beyond group affiliation (e.g., according to 
gender, race, ethnicity, religion) towards a more general understanding of exclusionary 
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OUTSIDERS? 9

outcomes as a product of constraints on the functionings of the excluded that do not arise 
from discrimination alone. From this point of view, exclusion is a moving target. Looking 
at exclusion through the lenses of groups that have persistently been excluded from the 
benefits of social services or the opportunities of political participation would obscure 
multiple other forms of exclusion that affect the disadvantaged, even if they do not be-
long to stigmatized groups.

The long period of sustained growth and modernization in Latin America and the 
Caribbean from 1930 through the debt crisis of the 1980s resulted in substantial growth 
in productivity (Thorp, 2007). The contemporary expansion of public employment and 
the industrialization process served to create paths for integration of a lucky few, mostly 
through employment in public or manufacturing jobs that gave them access to social 
security and other benefits of a truncated version of the welfare state. In this context, 
basic citizens’ rights became attached to formal sector jobs, rather than developing in-
dependently of place of employment (Gordon, 2004). The debt crisis in the region in the 
1980s and the economic policy reforms of the 1990s disrupted those paths of integration 
and made those left behind (in unemployment, job informality, or simply poverty) more 
vulnerable to the traditional forces of exclusion. 

Globalization, democratization, and macroeconomic stabilization changed the capa-
bilities of the state to propel and sustain social integration and the mechanisms for doing 
so, thus altering the patterns of inclusion and exclusion. Democratization has exposed 
corruption and waste in the public sector, but a new equilibrium between political legiti-
macy and administrative efficiency has yet to be reached. Stabilization has restricted the 
capability of the state to fund excessive public expenditure through inflationary financ-
ing, whereas globalization (through both trade libereralization and technological change) 
has threatened employment and tested the limits of income protection and social secu-
rity policies. These forces have not only changed the nature of the state, but also made a 
larger part of the population vulnerable to the traditional forces of exclusion.

Although the effect of these societal changes encompasses multiple dimensions of 
social life, the labor market is a crucial place where these new forces of exclusion manifest 
themselves. The labor market has been one of the social loci where “modern” exclusion-
ary forces (largely economic and social in origin) associated with globalization, democ-
ratization, and economic stabilization have expanded, both in magnitude and scope, the 
impact of the traditional forms of exclusion that persist unchecked in the region. Under 
these conditions, having a job is not necessarily a means of escaping material depriva-
tion and poverty, and in most cases it does not offer access to mechanisms of social 
protection, insurance, and participation that could create a path towards social inclusion 
for workers who have jobs and their families. 

As labor is the main, if not the only, source of income for most of the population, 
low wages mean material deprivation for workers and their families. A worker in a low-
productivity job is likely to be excluded in at least two dimensions (from consumption 
because of a low wage and from access to social security because of job informality) 
but is not in this state of exclusion necessarily as a result of discrimination in the labor 
markets. An economy growing slowly and generating more bad jobs than good is likely 
to have a substantial number of people from the mainstream (i.e., those not traditional 
victims of discrimination) in bad jobs. Not having a job or having a precarious job severs 
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CHAPTER 1 10

the connection between workers and the provision of social services linked to formal 
wage relations. Having a formal job makes workers subject to payroll taxes, and their tax 
contributions entitle the workers and their families to insurance against medical prob-
lems, old age, disability, and death risks. Because bad jobs “do not exist” as far as the 
region’s labor authorities are concerned, there is no possibility for workers in these jobs 
to present grievances or to form or belong to a union, thus making them vulnerable to 
exploitation and unsafe working conditions.

Exclusion resulting from nonemployment or employment in the informal sector has 
grown in importance in urban areas during the last decade and a half and has resulted in 
an increase in the percentage of the population excluded from the benefits associated 
with formal employment. Such exclusion is more acute for groups traditionally consid-
ered vulnerable (women, youth, the unskilled), but is increasingly affecting prime-age, 
educated males normally considered part of the mainstream. The dynamics behind this 
growth in bad jobs have been shaped by at least two sets of factors. On the one hand, 
the region’s lackluster economic performance since the late 1990s, which has shown itself 
in rising unemployment in some countries, mediocre employment growth in most, and 
rising demand for education (associated with larger imports of capital goods and technol-
ogy), has increased the share of low-wage employment in total employment. On the other 
hand, the change in the sectoral structure of employment and the increase in women’s 
participation have had small effects and have sometimes (as in the case of a declining 
share of agriculture in total employment) gone in the direction of reducing the share of 
low-wage work.

Individuals excluded from good jobs for reasons unrelated to their qualifications and 
effort are likely to see their interests as diverging from those of society at large. This feel-
ing is bound to be stronger if hopes and expectations for the future, both for the present 
and for subsequent generations, are low. Two societies with identical income distribu-
tions may have different levels of welfare depending on their degree of social mobility. In 
societies with very low mobility, the family in which one is born and the education level 
of one’s parents are more important than one’s own effort in determining one’s present 
income and welfare and those of one’s descendants. 

The picture that emerges from measurements of social mobility in Latin America 
and the Caribbean is not that of a region advancing towards equality of opportunities 
for all, independent of social origin. Most individuals in the region feel that they are 
unlikely to see significant improvement in their income or social position or that of their 
children, regardless of effort or ability. It therefore should not be surprising that under 
these conditions, incentives to work, to acquire skills, and to participate fully in social 
and political activities are weak. In contrast, the small group of the population belonging 
to the middle and upper classes of income and welfare, who have income and opportu-
nities comparable to those in the developed world, are very unlikely to see their situa-
tion deteriorating. This excess of security stunts innovation and risk taking and leads to 
the perception that public officials and entrepreneurs are more interested in the status 
quo than in the public welfare.

Social capital and trust levels across society are one of the most notorious victims of 
this grim panorama of exclusion, immobility, and inequality of opportunities. Cooperat-
ing with other individuals or groups in society and trusting them involves significant per-
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OUTSIDERS? 11

sonal risks given the uncertainty regarding the actions of the other parties involved and 
the characteristics of the institutional context in which these interactions occur. Social 
exclusion may increase these risks both because the stakes are higher (making uncer-
tainty more important) for those who are excluded, and because exclusion decreases the 
ability of the institutional context to channel to each individual involved in a particular 
transaction valuable information about the behavior and incentives of other individuals 
engaged in the transaction.

In order to fully gauge the burden that social exclusion imposes on social capital and 
trust, the researchers involved in this report turned to the tools of experimental econom-
ics. A representative sample of individuals in six capital cities in the region were engaged 
in a series of games in a tightly controlled setting that allowed for an understanding of 
what incentives and mechanisms affect the possibility of group formation for different 
social groups. The researchers found that Latin Americans are as willing to cooperate as 
individuals in other parts of the world, but that their willingness to cooperate decreases 
as the gap in social traits (class, income, education) increases among individuals. This 
has an important economic cost in terms of foregone opportunities to engage in mutually 
beneficial transactions. The actual gains that accrued to players in the games fell short 
of their full potential in magnitudes that vary between 22 and 72 percent, indicating the 
enormous welfare losses that exclusion produces for everyone, not just the excluded, as 
a consequence of the associated erosion of trust and incentives to cooperate.

As noted previously, exclusion is multidimensional, and deprivation in one sphere 
interacts with deprivation in other areas to deepen the limits on the functionings of the 
excluded. Understanding exclusion as a process that constrains the functionings of every-
body, not only the excluded (rather than looking at the outcomes of excluding features of 
society, as the traditional deficit-focused analysis does), makes it possible to integrate a 
wide variety of social phenomena within a unified conceptual framework that highlights 
social interactions as sources of exclusion. 

Yet this report does not pretend to offer a conclusive, much less a complete, enu-
meration of the functionings of individuals and groups engaged in the social, political, 
and economic exchanges that shape social exclusion, its determinants, and its dynamics. 
Rather, the chapters in Part II of this report attempt to develop some examples of the 
ways that looking through the lens of exclusion enables one to question a number of ac-
quired beliefs about the impact of policies and social phenomena. It is hoped that these 
examples will help other researchers and the policy community to deepen the collective 
understanding of the mechanisms of social exclusion and the remedies on which to rely 
in order to advance towards a more inclusive and fair society.

State actions such as privatizations, regulations to increase access to financial ser-
vices, and provision of identification documents to the population look quite different 
in the eyes of the excluded, because their access to resources and institutions is more 
restricted than that of those in the mainstream that policymakers have in mind when 
designing policies. Privatizations, which have an exclusionary impact on employees 
who are laid off from the privatized public enterprise, might at the same time have an 
inclusionary effect by expanding service to previously unserved sectors of the excluded 
population. Programs aimed at inclusion, such as conditional cash transfers, may never-
theless have an exclusionary impact on those members of excluded groups who do not 
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CHAPTER 1 12

have the proof of identity required to register for the programs. On the other hand, those 
programs might still produce an inclusive outcome for their beneficiaries by giving them 
access to the financial sector via the debit card through which program disbursements 
are made. 

Street protests and other forms of contentious politics that disrupt the normal op-
eration of the political system can be seen both as a sign of a deficit and as a source 
of increased democratic representation. When looked at through the lens of exclusion, 
contentious politics highlights both the absence of channels of influence through which 
the excluded can obtain changes in resource allocation from the political system and the 
opportunities for inclusion when the political system integrates street demands into its 
own programmatic agenda. Crime and violence, which have a destructive impact on the 
social environment in which the excluded live and work, make daily life more difficult 
for the excluded, who do not have the access to political influence, justice, and police 
services that the mainstream has. 

The multiple angles of social exclusion examined here, and the multiplicity of dimen-
sions that have not been addressed or even mentioned, show quite clearly that social 
inclusion is a moving and very complex target. An inclusive society is not necessarily de-
void of poverty and social ills but is a society where the color of one’s skin or the wealth 
of one’s parents are not key determinants of whether one is poor or receives a quality 
education or proper medical care. Equality of opportunities, increasingly representative 
political representation, and high mobility are characteristics of inclusive societies. 

Inclusive policies are not just a matter of outcomes, but more fundamentally a matter 
of processes that affect who makes decisions and how they are made. Inclusion is central 
to democracy, and greater inclusion deepens democracy. For this reason the inclusion 
process is dynamic and interrelated across the many dimensions of social life. Inclusion 
in one aspect (such as the inclusion and high achievement of women in education) can 
very well coexist with exclusion in another one (such as a high degree of occupational 
segregation for women in domestic and clerical work).

For these reasons inclusion is not an end point or an objective in the usual sense of 
the word. Inclusive public policies result from a dynamic policy process aimed at actively 
promoting social, economic, and cultural equality of opportunities, at addressing the 
impact of past discrimination and exclusion, and at achieving diversity. Inclusive policies 
need to address the changing nature of societies that continually alter the pattern of 
exclusion and inclusion for different groups. 

Advancing inclusion requires changes in the normative framework that governs the 
fair treatment of citizens on a nondiscriminatory basis, in the operation of the institutions 
that design and administer laws, policies, and programs, and in the programs and poli-
cies that ensure greater equality for excluded populations. Inclusion processes encom-
pass both governments and societies at large in the quest for a fairer, more equitable, 
and more dynamic society that can offer equal opportunities and access to all of its 
members independent of the privilege of their birth or the color of their skin.
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OUTSIDERS? 13

MAIN MESSAGES

Exclusion is a dynamic, changing process that interacts with social, cultural, economic, and 
political societal changes.

Exclusion is neither the consequence of dysfunctional economic policies nor a fringe phe-
nomenon that growth and modernization are going to eliminate. The changing patterns of 
exclusion and inclusion in the region are part of the deep social, cultural, economic, and 
political transformations that democratization, economic stabilization, and integration 
with the world economy have brought to Latin American and Caribbean societies. 

Exclusion affects changing and more diverse groups of the population.

Stigmatization of and discrimination against groups easily identifiable by observable 
characteristics such as ethnicity, race, gender, or disability have been the traditional 
sources of exclusion in the region. Modern forces of exclusion, largely economic and 
social in origin, are currently affecting more diverse and visible groups within the popu-
lation defined not by their ethnic or racial identity, but by the processes (such as unem-
ployment or lack of access to land) that produce and reproduce their exclusion. 

Exclusion is a multidimensional phenomenon, and those multiple dimensions are 
interrelated.

Material deprivation is one of the salient outcomes of exclusion but is just one aspect 
of the deprivations suffered by the excluded. Material deprivation is highly correlated 
with other types of deprivation (lack of access to justice and high-quality education, 
disengagement from political participation, and reduced feelings of safety resulting from 
higher crime, among others), and each of these aspects of deprivation interacts with the 
others (as, for example, when legitimate business or employment opportunities are very 
scarce in a crime-ridden neighborhood), augmenting the limitations on the functionings 
of the excluded.

Exclusion reduces social capital and welfare for the entire population.

Trust and cooperation are reduced by social distance. A set of experiments conducted in 
six large cities in the region found that the larger the social distance (measured by dif-
ferences in income or education) within a group, the less individuals in the group coop-
erated with one another. This lack of cooperation in an experimental setting diminished 
the welfare of the whole group (not just the disadvantaged) in magnitudes between 22 
percent and 72 percent relative to the potential welfare that could have been obtained 
with full cooperation. Though these figures should not be literally interpreted as GDP 
losses, they are an indication of the social welfare that Latin American societies fail to 
generate as a result of limitations on trust and willingness to cooperate associated with 
social exclusion.
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CHAPTER 1 14

Historically, inclusion processes have been driven by an active social and political 
leadership.

History shows that inclusion drives (such as the civil rights movement in the United 
States in the 1960s or Malaysia’s New Economic Policy in the 1980s; see Chapter 14) have 
been accomplished through the interaction between an active civil society and its orga-
nizations and a sympathetic political leadership. Inclusion does not happen “naturally” 
as a consequence of economic growth or institutional modernization but requires deci-
sive social and political leadership.

Inclusion is not just about changing outcomes, but crucially about changing the processes 
that produce and reproduce exclusionary outcomes. 

Inclusive policies represent a significant transformation regarding the way resources are 
apportioned, political institutions are governed, and opportunities are accessed. Inclu-
sion aims to achieve equality of access and opportunities for the excluded by bringing 
them into the social, institutional, and political structures that make decisions regarding 
access and opportunities. Inclusive policies are thus not merely a matter of creating new 
ministries or designing new programs; rather, they are about changes in the ways social, 
economic, and political decisions are made.

Inclusive public policies involve more than changes in the protection of rights of excluded 
groups. 

Changes at the normative level are needed to protect and advance the rights of excluded 
groups. But the institutional framework needs to overcome embedded discrimination 
and stigmatization of excluded groups that has arisen from and continues as a result of 
these institutions’ own past practices. In order to make normative changes effective, in-
stitutions must change the ways in which they operate, hire employees, and enforce laws 
and regulations. This in turn materializes as changes in the implementation of programs 
and policies, which hopefully produce more inclusive outcomes that feed back into the 
process, strengthening the position of excluded groups to induce changes at the norma-
tive, institutional, and policy levels. 
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Traditional Excluding Forces:
A Review of the Literature2C

H
A
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ER

Latin America and the Caribbean is the region with the most unequal income dis-
tribution in the world. This income inequality is linked to the unequal distribution 
of human and physical assets and differential access to key markets and services. 

Poverty, deficient access to health care, poor educational outcomes, poor working condi-
tions, and lack of political representation are more the norm than the exception for sub-
stantial pockets of the region’s population. Inequalities in these areas are a major factor 
in the social tensions that have wracked the region throughout its history. Nonetheless, 
another key ingredient in these social tensions is the existence of traditional excluding 
forces that worsen outcomes for the excluded groups. The pockets of the population that 
are typically on the “unfavored” side of the distribution of outcomes are largely identi-
fied by observable characteristics such as ethnicity, race, gender, and physical disability. 
This chapter reviews what is known about these traditionally excluded groups. 

Everyone participates in multiple exchanges in his or her daily life, and these ex-
changes occur within a certain set of social, economic, and political institutions (for-
mal and informal) that provide opportunities and services needed to obtain valuable 
outcomes in a market society. Social exclusion arises when those formal and informal 
institutions constrain the functioning of some groups of agents: the excluded. These insti-
tutions are the transaction points, which are connected to outcomes (namely, discrimination, 
housing segregation, lack of access to education, etc.) that reflect the exclusion suffered 
by these groups. These outcomes have been described in the academic literature on 
excluded groups. This survey attempts to (a) identify the transaction points where dif-
ferent actors in Latin American societies suffer exclusionary processes, (b) document 
the outcomes that arise from those processes, and (c) describe the literature that has 
addressed these issues for traditionally excluded groups. 

Who are the traditionally excluded sectors that this survey will address? Social ex-
clusion in Latin America and the Caribbean predominantly affects indigenous peoples, 
Afro-descendants, persons with disabilities, and those living with the stigma of HIV/
AIDS. Given the paucity of studies on HIV/AIDS-infected people, this analysis deals 
with only the first three of these traditionally excluded populations. The literature on 
gender differentials is given only cursory treatment and is reviewed only to the extent 
that it simultaneously addresses differentials in other individual characteristics (indig-
enous peoples, Afro-descendants, etc.). In the section “Labor Markets and Exclusionary 
Outcomes,” the survey devotes special attention to migrants, who confront particularly 
daunting barriers for labor market insertion.

The markets or transaction points considered have been clustered into three catego-
ries: (a) relative deprivation in terms of income, education, land and housing, physical 
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CHAPTER 216

infrastructure, and health; (b) labor markets as a transaction point that both produces 
exclusionary outcomes and serves as a resonance box for inequities in other markets; 
and (c) other transactions in the political and social arena (political participation, social 
protection, and security/crime). As in any classification effort, the boundaries between 
these clusters are not clear-cut, and some pieces (or ideas) were harder to classify than 
others.

Because of the importance of the matter, the literature on this topic has been vast 
and diverse, with contributions from an interesting variety of disciplines. However, this 
survey limits itself to presenting the main ideas discussed in academic economics papers 
that address the issues of traditionally excluded groups from a quantitative perspective. 
An extensive bibliography that encompasses the sources for these ideas appears at the 
end of this report, and the online version of this chapter (www.iadb.org/ipes) contains 
hyperlinks to the electronic versions of the references cited within. Box 2.1 provides basic 
definitions for some of the terms used in this chapter.

RELATIVE DEPRIVATION AND EXCLUSION

Multidimensional deprivation is one outcome of exclusion, but to thoroughly under-
stand it demands knowledge of the process behind the exclusionary outcome. The 
transaction points addressed in this section include the processes of accessing sources 
of income, educational opportunities, a place to live, health services, and physical 
infrastructure. The papers on which this section is based form part of the literature 
on outcome differentials that derive from exclusionary processes functioning in these 
transaction points.

Income Deprivation

Income deprivation is only one of the outcomes of exclusion, but it is clearly one of the 
most crucial. Furthermore, material deprivation is highly correlated with other dimen-
sions of deprivation that affect the capacity of the excluded to obtain desirable outcomes 
in a market economy. Lack of employment (or employment at low productivity) results in 
low incomes and poverty but also restricts the unemployed and those in low-productivity 
jobs from participating in social institutions such as unions and other worker organiza-
tions geared toward improving working conditions (Gaviria, 2006).

Poverty and limited access to income are probably among the most-studied top-
ics in the social exclusion literature on Latin America. There are at least three reasons 
for this focus. First, the literature dealing with these topics for Latin America tends to 
replicate, with some lag, previous applications in developed countries. Second, data on 
income are widely available through household surveys in most countries. Finally, and 
most importantly, many of the problems of limited access reviewed in this chapter (e.g., 
health, education) may actually arise from lack of income generation opportunities. If this 
is indeed the case, policies targeted to solve differential access to income sources may 
also help to improve other aspects of segregated groups’ living conditions.

The literature reveals at least two approaches to defining poverty: one with poverty 
measured as low income and the other focusing on unsatisfied basic needs (e.g., running 
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TRADITIONAL EXCLUDING FORCES: A REVIEW OF THE LITERATURE 17

water, education). Nonetheless, there is also the view that poverty among indigenous 
peoples varies according to the perceptions, actual conditions, and priorities of each 
indigenous group. Indigenous peoples are aware and proud of their cultural and ethnic 
identities, languages, social organization, and ancestral knowledge, and none of these 
aspects are captured by the traditional measures of human poverty (Coba, 2005). 

Whether basic income statistics are presented alone or the impact of a specific ex-
clusionary characteristic (e.g., ethnicity or disability) on income is estimated, the results 
are largely the same: the poverty statistics for indigenous peoples and Afro-descendants 
reveal a worse situation than that of the rest of the population in almost the entire region 
(Costa Rica and Haiti are two important exceptions). When poverty rates are estimated 
by race, Afro-descendants constitute 30 percent of Latin America’s population but rep-
resent 40 percent of the region’s poor. In general, indigenous peoples and Afro-descen-
dants, in different magnitudes, have lower income levels compared to the rest of the 
population (Machinea, Bárcena, and León, 2005; Busso, Cicowiez, and Gasparini, 2005; 
Bello and Rangel, 2002; Dade and Arnusch, 2006). 

When income statistics are considered over time, overall there has been a reduction 
in poverty in the region, but the share of indigenous and Afro-descendant poor is still 
larger than the share of nonindigenous non-Afro-descendant poor. Interestingly, indig-
enous peoples have largely been unaffected by either increases or declines in national 
poverty rates in Mexico, Bolivia, Ecuador, and Peru. The conclusion is that the income 
sources of indigenous peoples are less affected by macroeconomic shocks, whether 
positive or negative. Moreover, analysis of data for Ecuador and Mexico during their last 
crisis-and-recovery episodes has shown that indigenous peoples were less affected by 
the crises as they unfolded, but their recovery was so slow that the net impact on them 
was worse than for nonindigenous populations. When two basic ways of reducing pov-
erty to attain the Millennium Development Goals—growth in the mean and reduction 
in inequality—were evaluated, it was found that even small income redistributions from 
wealthy individuals to nonwhites would be equivalent to relatively large annual growth 
rates through 2015 (Busso, Cicowiez, and Gasparini, 2005; Espinosa, 2005a, 2005b; Gacitúa 
Marió and Woolcock, 2005b; Hall and Patrinos, 2005; Patrinos and Skoufias, 2007; Escobal 
and Ponce, 2007; Benavides and Valdivia, 2004; Borja-Vega and Lunde, 2007; Borja-Vega, 
Lunde, and García-Moreno, 2007; Contreras, Kruger, and Zapata, 2007).

Overall, there is agreement in the literature that the lack of access to income on the 
part of excluded groups is a widespread phenomenon in Latin America and the Carib-
bean (Ponce, 2006; Telles and Lim, 1998; Montaño, 2004; Hall and Patrinos, 2005; Dudzik, 
Elwan, and Metts, 2002; Hernández-Jaramillo and Hernández-Umaña, 2005; Sánchez, 
2006). 

Education Differentials

Income deprivation, as reviewed in the previous subsection, can both cause and be 
caused by deprivation in other dimensions, most notably education. The opportunity 
cost for low-income families of sending their children to school may preclude them from 
investing in schooling and condemn these youngsters to low productivity, low wages, 
and poor-quality jobs. Income deprivation is partially the cause of differentials in educa-

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



CHAPTER 218

tion, but these differentials in education also perpetuate disparities in income. In order 
to integrate excluded groups, it is necessary to break this vicious circle. The exclusion 
phenomenon in its purest form is evident when, even after different income levels are 
controlled for, there are still differences in education outcomes, or the converse, when 
even after education levels are controlled for, there are still differences in income levels. 
The transaction points in these cases are the school system and the labor market.

The literature has analyzed various aspects of the education experience for different 
groups. Some authors argue that the key differentials are at the initial steps in formal 

In this box we provide basic definitions 
for some of the terms used in this chap-
ter. Recognizing that many of these terms 
have evolved (to use Pinker’s [2002] term, 
they have been running the “euphemism 
treadmill”), we provide, wherever needed, 
the different names under which the same 
concept is known. Of course, we have made 
our best attempt to use the current politi-
cally correct terms (although sometimes it 
is not an easy task to stay current on the 
treadmill).

Afro-descendants, Afro-Latinos, peo-
ple of African descent. In Latin Amer-
ica, people of African descent are citizens 
of Latin American countries who are de-
scended from African slaves brought to 
America as part of the slave trade.

Conditional cash transfers. Condi-
tional cash transfer (CCT) programs are a 
type of poverty alleviation intervention in 
which poor families receive cash subsidies 
conditional on specific actions, such as 
sending some of their family members to 
preventive health care centers and send-
ing their children to school.

Displaced individuals. Displaced in-
dividuals are those who have been forced 
at some point to leave their city, region, or 
country.

Indigenous, indigenous peoples. The 
indigenous peoples of the Americas are the 
pre-Columbian inhabitants, their descen-
dants, and many ethnic groups who identify 
with those historical peoples.

Labor segmentation. Labor segmenta-
tion refers to the fact that individuals of cer-
tain groups face obstacles to finding good 
jobs (in terms of access to social security, 
benefits, paid vacations, job security, and, 
in general, formality) that are not related to 
their ability or productive characteristics. 

Mestizos, mestizo population. Mestizo is 
a term of Spanish origin used to designate 
people of mixed indigenous and European 
ancestry.

Millennium Development Goals. The 
Millennium Development Goals (MDGs) are 
eight goals that United Nations members 
have engaged to work together to achieve by 
the year 2015: (1) eradicate extreme poverty 
and hunger, (2) achieve universal primary 
education, (3) promote gender equality and 
empower women, (4) reduce child mortal-
ity, (5) improve maternal health, (6) com-
bat HIV/AIDS, malaria, and other diseases, 
(7) ensure environmental sustainability, and 
(8) develop a global partnership for devel-
opment.

Box 2.1 Glossary
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education, reporting evidence of lower probabilities of attending school as well as lower 
graduation rates for primary school. Others estimate differences between Afro-descen-
dants and indigenous peoples and the rest of the population and find that restricted 
participation in the secondary education system is one of the main exclusionary factors 
interfering with the development of these groups. Higher education levels have received 
less attention. Scattered evidence does show that the disabled have less access to educa-
tion than the rest of the population (Filmer, 2005; Sánchez and García, 2006; Beckett and 
Pebley, 2002; García-Aracil and Winter, 2006; World Bank, 2005; Lémez, 2005).

Minorities, excluded groups, discrimi-
nated-against groups. These terms include 
people of African descent, indigenous peo-
ples, and displaced individuals, as well as 
people with disabilities, migrants, and those 
suffering with the stigma of HIV/AIDS. None-
theless, note that, in some countries of the 
region, those who suffer exclusion are not nu-
merical minorities. 

Oaxaca-Blinder decomposition. The 
Oaxaca-Blinder decomposition is an econo-
metric technique for measuring the extent 
to which the differences in outcomes be-
tween two groups can be explained by dif-
ferences in their average observable char-
acteristics (and for determining what is left 
unexplained by these differences).

Occupational segregation. Occupational 
segregation refers to the fact that individuals 
of certain groups tend to cluster in certain 
occupations. The most common example 
is the existence of male-dominated and fe-
male-dominated occupations.

Statistical discrimination, group-based 
discrimination. Statistical discrimination 
arises when there are differences in the 
amount or quality of information available 
about the characteristics of groups. For in-
stance, suppose a manager who belongs to, 
say, an indigenous group is more culturally 

attuned to the applicants from her group 
than to applicants from others and therefore 
has a better idea of the likely productivity of 
the applicants of her own group. Even in the 
absence of preference-based discrimination, 
such a manager will rationally bid more for 
an applicant of her own group. This concept, 
as well as that of taste-based discrimination, 
is explored more deeply in Chapter 3.

Taste-based discrimination, prefer-
ence-based discrimination. Taste-based 
discrimination takes place when some peo-
ple simply dislike a particular group of peo-
ple and are willing to pay a cost to avoid in-
teractions with them. 

Unsatisfied basic needs. Census and 
household surveys typically report a number 
of welfare statistics (access to health care, 
access to running water, etc.). The term un-
satisfied basic needs refers to a situation in which 
there are insufficient levels of at least some 
of these indicators.

Western societies, occidental societ-
ies. The definition of Western societies is of 
a somewhat subjective nature, depending 
on whether cultural, economic, or political 
criteria are used. From a cultural and socio-
logical approach, the term Western societies en-
compasses all cultures that are derived from 
those of European countries. 
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Several authors document differences in test scores, grade repetition, and other tra-
ditional educational indicators for disabled people, indigenous populations, and different 
racial and ethnic groups (Hernández-Zavala et al., 2006; Patrinos and Psacharapoulos, 
1992; Porter, 2001; Solano, 2002; Ñopo, Saavedra, and Torero, 2004).

Illiteracy is the most blatant form of education deprivation. Its evolution does not 
seem to be homogeneous in the region, with reports of decreasing illiteracy rates and 
literacy gaps for indigenous peoples in Bolivia but no significant changes over time for 
Afro-descendants in Ecuador. Differences in literacy rates between indigenous men, in-
digenous women, and the general population are also reported for Panama (Mezza, 2004; 
Ponce, 2006; Coba, 2005).

Returns to education in the form of differences in job opportunities are the key 
transmission mechanism that perpetuates education and income differentials. Since 
excluded groups have lower education levels than the rest of the population, in order for 
them to close the salary gap, the quality of schools available to excluded groups must be 
improved and access to them must be increased. But if returns to education vary among 
groups, as seems to be the case,1 that will not be enough (Patrinos and García-Moreno, 
2006).

Providing a broader picture of the challenges in the area of education, studies show 
that language barriers seem to be an important factor behind continued social exclusion. 
The lower educational performance of indigenous children in Mexico is mostly due to 
the lower outcomes of those who are monolingual, whereas bilingual indigenous children 
perform almost equivalently to their nonindigenous counterparts. In rural Peru, after eco-
nomic and linguistic differences between students are adjusted for, the disparity in per-
formance between rural and urban schools disappears. Similarly, between one-half and 
two-thirds of the differences in grades between indigenous and nonindigenous students 
in Bolivia and Chile can be attributed to variations in school quality; also, between one-
fourth and two-fifths of the same gap can be attributed to family characteristics (Parker, 
Rubalcava, and Teruel, 2005; Cueto and Secada, 2004; McEwan, 2004).

Policy-oriented papers highlight the need to improve educational opportunities for 
excluded groups. For the problems of access and attendance rates, the issue of peda-
gogic pertinence of school curricula to students’ needs and environment is of consider-
able importance, and the challenges of designing a multicultural approach (e.g., bilingual 
schools) are significant as well. The region needs to improve strategies for promoting 
bilingual/multicultural practices in areas with higher proportions of indigenous popula-
tions (Hopenhayn and Bello, 2001; Bello and Rangel, 2002; Peredo, 2004).

Breaking the intergenerational transmission of disadvantages has to do with, among 
other things, better access to education for excluded groups. It is urgent to reduce in-
equalities in primary school. In general, there has been substantial progress towards the 
Millennium Development Goals in primary education, but indigenous peoples and Afro-
descendants have lagged behind (Buvinić, 2004; Ocampo, 2004; IDB, 2003b; Bouillon and 
Buvinić, 2003; Buvinić and Mazza, 2005). 

1 See “Labor Markets and Exclusionary Outcomes” in this chapter.
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Health Disparities

The concept of health in Western societies often varies from that for indigenous peoples 
or Afro-descendants in Latin America and the Caribbean. In the Western tradition, the 
right to health can be defined as being able to achieve the highest possible level of 
physical and mental health and access to public health services (Sánchez and Bryan, 
2003). By contrast, for many indigenous peoples, for example, health is an integral con-
cept associated with emotional, spiritual, and physical elements in people’s relationship 
with their surroundings. In other words, health is understood as having a good relation-
ship with Mother Nature. The difference in concept is not only academic. The cause of 
poor health conditions among indigenous peoples may reflect differences between oc-
cidental medicine and traditional ancestral treatments, and there may be an analytical 
bias against traditional medicine in favor of Western medicine (Sánchez and García, 2006; 
World Bank, 2005; Bernal and Cárdenas, 2005; Peredo, 2004). 

The research on access to health care and health outcomes often ignores the fact that 
different personal and group characteristics, rather than race or ethnicity, may be behind 
differential health outcomes. In particular, the rural-urban dimension explains a sizable 
part of the health gap between ethnic minorities and whites. Even though the literature 
has not presented formal, indisputable evidence of discrimination against indigenous 
peoples or Afro-descendants with respect to health outcomes, many papers argue that 
such discrimination does exist. In Guatemala, characteristics of the indigenous popula-
tion (geographic location, education, household size, etc.) have been found to be unable 
to account for lower height-for-age scores and to point to unobserved factors, including 
discrimination (Dade and Arnusch, 2006; Sánchez and Bryan, 2003; Marini and Gragno-
lati, 2003; Hopenhayn and Bello, 2001; Coba, 2005; Ribando, 2005; Peredo, 2004; Bello 
and Rangel, 2002; Robles, 1999).

When infant mortality rates for indigenous-urban, nonindigenous-urban, indigenous-
rural and nonindigenous-rural are disaggregated, two important conclusions emerge. 
First, indigenous populations in urban areas have lower infant mortality rates than indig-
enous (and nonindigenous in some cases) populations in rural areas. Second, indigenous 
populations have higher infant mortality rates than nonindigenous populations living in 
their same area (urban or rural). Thus, the larger share of indigenous populations living in 
rural areas is an important determinant of worse indigenous health outcomes but cannot 
account for the entire differential. It is an open question whether including other factors 
(education, income level) could close the gap and preclude a discrimination interpreta-
tion (Machinea, Bárcena, and León, 2005; Coba, 2005).

Finally, there is an incipient literature on stigmatization and access to health care for 
people with physical or mental disabilities. This literature argues that failure to ensure 
that people with disabilities receive effective educational services results in exclusion 
from the labor market and contributes to poor health (Dudzik, Elwan, and Metts, 2002; 
Acuña and Bolis, 2005).
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Land and Housing Differences

Geographical segregation increases the disadvantage of excluded groups because both 
quality of housing and access to public services tend to be deficient in the areas where 
these groups are concentrated. Although there is an old and broad literature on hous-
ing differentials, researchers interested in Latin America and the Caribbean have only 
recently begun to focus on these issues and discuss them in two dimensions: access to 
land or housing, and housing quality, which includes many health-related issues like run-
ning water, garbage disposal, and adequate sanitation (Gaviria, 2006).

International organizations have pushed the idea of providing access to land titles for 
the poor as a cost-effective poverty alleviation policy. However, the case of Mexico shows 
that although access to land can raise household welfare significantly in rural areas, it 
would not be enough to lift most of the indigenous population out of poverty. Moreover, 
Afro-descendants have been much less successful in obtaining collective land rights 
than indigenous peoples. Only the constitutions of Brazil and Colombia (and then only 
since 1988 and 1991, respectively) mention the cultural and agrarian land rights of their 
Afro-descendant populations (Finan, Sadoulet, and de Janvry, 2005; Dade and Arnusch, 
2006; Ribando, 2005).

Most Afro-descendants have been integrated into the mestizo culture and therefore 
do not possess the racial/cultural group identity or specific relationship to the land that 
would allow them to receive privileged access to land. A notable exception is the Garifuna 
community, descendants of escaped slaves from St. Vincent, which won communal land 
rights in Honduras and Nicaragua by proving that its language, religious beliefs, and tradi-
tional agriculture techniques are inextricably linked to its notion of land (Ribando, 2005). 

With respect to ownership ratios, indigenous peoples and Afro-descendants seem 
to be at least as well off as the rest of the population. In addition to issues regarding 
ownership, significant housing quality problems (e.g., overcrowding, unsatisfied basic 
needs) exist among the indigenous populations in Costa Rica and Panama. The evidence 
shows that the housing conditions of the indigenous population living in rural areas are 
not very different from those of the nonindigenous living in the same area. The differ-
ences in the aggregates are strongly affected by the different percentages of individuals 
from indigenous and nonindigenous groups living in urban and rural areas. Similarly, in 
the Limon province of Costa Rica (home to most Costa Rican Afro-descendants), Afro-
descendants and non-Afro-descendants live in similar housing conditions. This does not 
imply the absence of housing problems for the indigenous or Afro-descendant popula-
tion. Rather, given where they live, Afro-descendants and members of indigenous groups  
live in conditions similar to those of their neighbors; the question of why they live in 
these areas and why these areas lack access to public services remains unanswered 
(Benavides, Torero, and Valdivia, 2006; Ponce, 2006; González, 2006; Solano, 2002; Coba, 
2005; Putnam, 2002).

According to the literature, there are three main issues with respect to land access for 
indigenous peoples: (a) gender-differential treatments, (b) the impact of major develop-
ment projects (e.g., oil drilling in Colombia and Venezuela, hydroelectric and other types 
of power stations in Chile, deforestation in the Venezuelan and Brazilian Amazon), and 
(c) migration to cities. 
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A few decades ago, the majority of the indigenous population lived in rural areas. 
There are still sizable “ancestral” lands, but the migration of individuals from indigenous 
populations to the cities has created new problems. It has been argued that the liberal 
reforms of the nineteenth century that introduced the idea of private land ownership are 
the cause of indigenous poverty. Most countries overlook the common law rights tradi-
tionally used by indigenous peoples to allocate land use. The relationship of indigenous 
peoples with the land is not only economic; it includes many social, cultural, and religious 
aspects as well (Bello and Rangel, 2002).

Many times the combination of a country’s legal framework with major development 
projects forces indigenous migration to the cities. There are two reasons why such mi-
gration places indigenous women in a particularly vulnerable situation. First, they are 
traditionally specialized in the management of natural resources, and after migration 
they face stronger challenges adapting to urban environments. Second, according to 
indigenous customs, land ownership is typically passed to male family members in the 
understanding that women will get married and gain access to land through their hus-
bands. Because indigenous women cannot work in their traditional specialities in cities 
and dissolution of families is more common among those who migrate to cities, migrant 
indigenous women are at greater risk for being cut off from assets. For instance, this is the 
case for the Aymara and Quechua communities in Bolivia (Peredo, 2004).

As with the indigenous populations, the Afro-descendant population of Colombia is 
also undergoing an important urban migration process. These migrants (many forcefully 
displaced) end up living in lower-quality houses in neighborhoods with poor access to 
public utilities. Similar results have been found for Honduras, Ecuador, and two locations 
in Argentina. However, the evidence in Peru points in the opposite direction. Afro-de-
scendants there have better building quality and better access to public utilities than 
the general public (Sánchez and García, 2006; González, 2006; Ponce, 2006; Universidad 
Nacional de Tres de Febrero, 2006; Benavides, Torero, and Valdivia, 2006).

How important is access to land for indigenous and Afro-descendant populations? 
According to a World Bank report (2005), although its cultural connotations are not the 
same for indigenous peoples and rural Afro-descendants in Colombia, territory seems 
to be the essential element for improving well-being. Afro-descendants in rural areas 
perceive access to land as a guarantee of subsistence and continuity of cultural tradi-
tions. Indigenous peoples see in territory the basic pillar of quality of life, and collective 
ownership of territories implies the recognition of ancestral rights.

Disparities in Access to Physical Infrastructure 

The literature reports that Afro-descendants and indigenous peoples have lower ac-
cess to public utilities and that investment in infrastructure in areas populated by these 
groups is below “ideal” levels. As emphasized previously, the differences in access 
reported among ethnic and racial groups are not attributed to ethnic discrimination. 
Rather, these are the consequence of other characteristics of the ethnic groups (e.g., 
urban vs. rural) (Ponce, 2006).

According to most sources, Latin American governments invest very little or do not 
invest at all in infrastructure and services in areas mostly populated by Afro-descen-
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dants. This has negative consequences for the marketing of agricultural products and 
ecological resources. Sample statistics for the Afro-descendant population in Brazil and 
Colombia are telling. For instance, the municipality with the highest percentage of Afro-
descendants in Colombia has the lowest per capita level of government investment in 
health, education, and infrastructure. Moreover, the lack of access to infrastructure is not 
gender neutral. As a result of the traditional gender-based division of labor in the region, 
rural female workers and indigenous women live under harsher conditions because of de-
ficiencies in access to running water, electricity, and transportation (Sánchez and Bryan, 
2003; Ribando, 2005; ECLAC, 2000).

In Colombia, access to and quality of public services are the main determinants of 
the lower levels of well-being among the Afro-descendant population. However, Afro-
Peruvians have significantly greater access to public infrastructure than the average 
citizen and the indigenous population. In Ecuador, in terms of sewerage system cover-
age, access to running water, and telephone, electricity, and garbage disposal services, 
the indigenous population systematically has the worst statistics, followed by Afro-de-
scendants and the white population (e.g., 10.9 percent of indigenous households have 
telephones at home compared to 17.7 percent of Afro-descendant households and 42.1 
percent of white households). Consideration of whether these ethnic differences reflect 
different shares of urban and rural settlements among ethnic groups leads to the con-
clusion that the condition of the Afro-descendant population cannot be explained by 
geographic location alone (Sánchez and García, 2006; Benavides, Torero, and Valdivia, 
2006; Ponce, 2006).

LABOR MARKETS AND EXCLUSIONARY OUTCOMES

In terms of exclusion, labor markets act as resonance boxes for inequities or for exclu-
sion mechanisms already exercised in other social spheres. Labor markets convert into 
earnings differentials variations in access to health care services, educational quality, 
and basic living conditions. These earnings differentials are, in turn, the main channel 
through which differences in health, education, and basic living conditions persist. Dif-
ferences in human capital characteristics such as education and health, discussed earlier 
in this chapter, are also a major determinant of the labor market performance of tradi-
tionally discriminated-against groups. Labor markets are not necessarily the culprits of 
exclusion, but the extent to which they work as catalysts for the execution of exclusion 
mechanisms is an issue that must be addressed.

Limited Access to Labor Markets

Much of the literature on limited access to labor markets focuses on migrants and people 
with disabilities. Although today’s world is characterized by high global mobility and 
fewer restrictions on migration of high-skilled workers, international labor markets remain 
segmented in a way that limits the international migration of poor and unskilled workers. 
People migrate in the hope of attaining better working and living conditions in their new 
home. However, other variables—including racial, social, and cultural discrimination—in-
terfere when immigrants try to find a job in their country of destination. 
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Migration occurs both within Latin America and the Caribbean and, more predomi-
nantly, from this region to more developed countries. Migration effectively reduces the 
labor supply in the home country. Self-selection by skill appears to be very important. 
Migrants suffer many difficulties in labor markets that locals do not, ranging from eco-
nomic to cultural, social, psychological, and linguistic problems. Gender, for instance, 
is often a limitation on migrants’ access to labor markets. In Chile, Peruvian immigrants 
are mainly women and greatly concentrated in the domestic service and the informal 
sectors, despite their educational attainment. While the educational level of immi-
grants varies widely, this heterogeneity is not reflected in their occupations. Extensive 
labor segmentation limits the access of trained people to jobs suitable to their prepara-
tion. However, a study of gender differences among cross-border migrants in Argentina 
found no differences between males and females in occupational status, earnings, and 
unemployment levels (Clark, Hatton, and Williamson, 2003; Pellegrino, 2002; Bello and 
Rangel, 2002; Stefoni, 2002; Cacopardo and Maguid, 2001; Mazza, 2004).

Access to labor markets is also limited for people with disabilities. Disabled 
people participate less in the labor market than the rest of the population because of 
transportation obstacles and the costs they face in reaching the workplace and in being 
productive once there. From the point of view of labor demand, sometimes employers 
view a disability as a sign of lower productivity (or additional workplace costs), trig-
gering “statistical” discrimination. In general, the disabled participate in low-skill jobs, 
agriculture, and service-related industries. In the developing world (although data in 
this area are scarce), people with disabilities are much less likely to be economically 
active (either employed or unemployed) than the population overall. Policy changes 
to combat labor market discrimination against those with disabilities require access 
to better data as a first step. Improved accessibility for the disabled and greater re-
habilitation technology would also increase the possibilities of social and economic 
inclusion of these people (Hernández-Licona, 2005; Elwan, 1999; Montes and Massiah, 
2002; Álvarez, 2000).

In principle, an efficient labor market with perfectly rational players is largely 
“race blind.” However, statistics suggest that this is not the reality. An examination of 
factors that influence workplace decisions suggests that race and ethnicity play signifi-
cant roles in determining job placement and career opportunities. A report on an IDB 
(2001b) conference summarizes key facts about differentials in economic opportunity 
among different ethnic groups in Argentina, Brazil, Peru, and Bolivia. It concludes that 
the mechanisms through which such differentials may arise are persistent educational 
gaps and discrimination in the labor market. In Guatemala, ethnicity has been found 
to have a surprisingly small effect on female labor force participation. However, non-
Afro-descendant workers earn more than double the income of Afro-descendants 
(male and female) in Brazilian metropolitan areas. Unemployment is also drastically 
higher among Brazilian Afro-descendants than among Brazilian non-Afro-descendants. 
In rural Mexico, indigenous men are substantially less likely to be wage earners than 
nonindigenous men, and wage gaps between the two groups are around 15 percent in 
agricultural wage jobs and 35 percent in self-employment, both favoring nonindigenous 
individuals over their indigenous peers (Arends, 1992; Roland, 2001; de Janvry, Finan, 
and Sadoulet, 2005; Fazio, 2007).
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Limited Access to Formal Jobs

The literature on formality and traditionally excluded groups has not been abundant. In 
Peru, even though the percentage of Afro-descendants outside the economically active 
population is higher than the national figure, the percentage of Afro-Peruvians working in 
the formal sector is higher than that of the rest of the population. Also, the average labor 
earnings of Afro-Peruvians are not different than the average for the rest of the popula-
tion (although the average per capita income is significantly lower). There is, however, a 
high degree of occupational segregation, as 40 percent of Afro-descendants work in low-
skill jobs (requiring low levels of qualifications) (Benavides, Torero, and Valdivia, 2006; 
Duryea and Genoni, 2004).

Interestingly, an individual’s migratory condition is a characteristic that overlaps 
with ethnicity and gender. The gender and migratory condition of laborers were found 
to determine the seasonal labor recruitment patterns of plantations in Guatemala. Large 
plantations preferred hiring migrants over cheaper female laborers because hiring mi-
grants inhibited the development of workers’ solidarity. In general, migrants work under 
poor conditions. Guatemalan migrant workers in the Chiapas area are mostly males (90 
percent) and dedicated to agricultural labor (98 percent); almost one-third of them are il-
literate, and hence they are limited in the working conditions they can achieve. Bolivians 
working abroad, particularly in neighboring countries, are predominantly undocumented 
and illegal immigrants in the countries where they reside; thus, they are subject to abuse 
and exploitation, working under precarious conditions (Bossen, 1982; Angeles and Rojas, 
2000; Farah and Sánchez, 2003).

Segregation and Discrimination

The literature on segregation of and discrimination against traditionally excluded groups 
in Latin American labor markets has been abundant. The dramatic increase in female 
labor force participation in the region is perhaps the most notorious change in labor 
markets since the 1970s. On the other hand, segregation of indigenous peoples and 
Afro-descendants within occupations related to domestic service has not changed sub-
stantially. Similarly, indigenous populations, especially indigenous women involved in 
agricultural production, still work under very precarious conditions (Peredo, 2004; Coba, 
2005; Solano, 2002).

A family of papers using wage decompositions à la Oaxaca-Blinder reveals a noticeable 
wage gap between the public and private sectors in Brazil. There is also a wage gap by skin 
color and an even greater one by gender in the public sector. Earnings differentials that 
cannot be attributed to differences in human capital increase with job responsibilities, 
regardless of the skill level (Marconi, 2004; Arias, Yamada, and Tejerina, 2002; Contreras et 
al., 2006; Barrón, 2006; Leite, 2005; Campante, Crespo, and Leite, 2004; Guimarães, 2006).

Among the disabled, earnings and employment gaps in Chile and Uruguay are 
substantial. Depending on the intensity of the disability, the earnings penalty ranges 
between 18 percent and 26 percent in Uruguay and between 20 percent and 37 percent 
in Chile. On the other hand, the employment rate gaps are between 30 percent and 57 
percent in both countries. 
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Another body of research studies earnings gaps in the region. In Lima’s labor mar-
kets, discrimination has been found to play almost no role in wage differences between 
locals and migrants. In Bolivia and Peru, discrimination is estimated to account for 28 
percent of the ethnic wage gap observed, whereas in Guatemala and Mexico it represents 
up to 50 percent of the overall earnings differential. In Brazil, the income gap between in-
digenous and nonindigenous workers widens with increased schooling. Noticeable gaps 
were found to exist in employment and earnings between Afro-descendants and other 
workers in six metropolitan areas in Brazil in the late 1990s; in São Paulo and Salvador, it 
reached as high as 100 percent (non-Afro-descendants earning, on average, twice as much 
as Afro-descendants). In Ecuador, about half the earnings gap between indigenous and 
nonindigenous workers as well as between women and men is explained by educational 
attainment and half by discrimination. The main determinants of a child’s enrollment in 
school are the educational level of the mother, the father’s profession, the household’s 
wealth (for boys), child labor, and the opportunity cost for indigenous children. There is 
a significant difference in returns to schooling by ethnicity but not by gender. In another 
kind of market, the Uruguayan soccer market, there is evidence of racial discrimination 
against Afro-descendant players in the national league but not with respect to interna-
tional promotions (Barrón, 2005; Ñopo, 2004; Patrinos, 2000; Roland, 2001; García-Aracil 
and Winter, 2006; Gandelman, 2006).

As far as the relationship between earnings and racial differences is concerned, in 
Peru there is a statistically significant premium for whiteness on earnings among wage 
earners, but not among the self-employed, suggesting the existence of employer dis-
crimination (Ñopo, Saavedra, and Torero, 2004).

SOCIAL AND POLITICAL EXCLUSION

Political and electoral systems that exclude disadvantaged groups reduce the ability of 
those groups to influence public policies and programs, which results in lower invest-
ments in precisely the services they need to prosper (i.e., high-quality educational and 
health services). Most of the literature reports underrepresentation of indigenous peo-
ples and Afro-descendants, but the results are not unanimous. For instance, one study 
finds that there are statistically significant differences among ethnic groups in socioeco-
nomic status and subjective well-being but not in political participation, social capital, 
or social mobility (Gaviria, 2001). However, this result differs from those of the remaining 
studies, which find differences by ethnic group in political participation.

Latin America has a good track record in the area of educational quotas and quotas 
to increase women’s participation in representative government bodies. By 2005, eleven 
countries had adopted such quotas. However, there are still only incipient efforts to 
incorporate quotas for excluded populations such as Afro-descendants and indigenous 
peoples. According to data from Nicaragua and Brazil, Afro-descendants are very poorly 
represented politically. In 2003, only 27 of 594 Brazilian congressmen (roughly 5 percent) 
identified themselves as being of African descent, even though 45 percent of Brazil’s 
population is of African descent. Furthermore, there is not a single Afro-descendant in 
Nicaragua’s national assembly, even though Afro-descendants make up 9 percent of the 
country’s population. In general, excluded groups have very little political representation 
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in the region (Buvinić, 2004; Dade and Arnusch, 2006; Peredo, 2004; Benavides, 2006; 
Bouillon and Buvinić, 2003).

Little has been written about the access of excluded groups in Latin America to 
social protection programs such as social security, conditional cash transfers, and other 
poverty reduction strategies. One study has found that Afro-descendants in Honduras 
have greater access to basic social services than indigenous peoples, perhaps because 
they tend to live in more economically prosperous regions than indigenous peoples, who 
are being left behind geographically. The study’s recommendation is for more efficient 
spending on public services, in particular, education and health; the introduction of 
evaluation programs for public services; and economic incentives for school attendance 
(e.g., lunch programs, transportation). A policy-oriented analysis argues that social exclu-
sion manifests itself in Latin America mostly through the high level of income inequality; 
this should be combated, according to the analysis, with a long-term social policy that 
addresses inequality and promotes inclusion through more educational opportunities, 
labor policy, and social security rather than using segmented protection and social policy 
as a compensatory tool. A review of the situation of Afro-descendants in the region re-
veals a vicious circle in which limited access to goods, services, and opportunities plus 
low education levels lead to educational and labor market discrimination. Lack of govern-
ment intervention in this area exacerbates the problem (Bouillon and Buvinić, 2003; ESA 
Consultores, 2005; Ocampo, 2004; Sánchez and Bryan, 2003).

Another important aspect of exclusion is whether it can lead to political instability 
and social conflict. Attempts to explain social disorder and inequality in Peru find that 
social exclusion (defined here as limited access to human capital), but not discrimination 
(defined here as unequal pay for the same levels of human capital), promotes the exis-
tence and persistence of horizontal inequalities (inequalities among culturally defined 
groups), leading to further inequality. Ethnicity does not seem to be the prime mover 
of social disorder in Peru. In Ecuador, however, both social exclusion and discrimination 
play a role, and ethnicity appears to be a prime mover of social disorder. Neither migra-
tion, intermarriage, collective actions nor government policies constitute mechanisms of 
social equalization in either country (Figueroa and Barrón, 2005; Figueroa, 2006; Sánchez, 
2005).

In terms of security and violence, most of the literature about vulnerable groups con-
centrates on gender-related violence (mostly domestic violence). Regarding the excluded 
groups referred to in this study, the literature focuses mainly on the case of displaced 
individuals in Colombia, who are largely Afro-descendants and indigenous peoples. In 
a new kind of study of patterns of discrimination against indigenous populations in war, 
with evidence from the civil war in Peru during the 1980s and 1990s, there is evidence of 
taste-based discrimination in war crimes (World Bank, 2005; Castillo and Petrie, 2005).

CONCLUSION

This chapter has attempted to summarize the prolific production of the last three de-
cades in the area of economic analysis of exclusion in Latin America and the Caribbean. 
As in any inventory effort, this survey may suffer from omission problems, although the 
research team has attempted to minimize that possibility. The review of the literature 
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presented here suggests that the academic community has not devoted equal attention 
to all dimensions of exclusion in the region. Lack of access to income and education and 
labor market outcomes have received much more attention than political representation, 
social protection, and security. 

In terms of excluded groups, Afro-descendants and indigenous peoples have been 
the most studied, while migrants and the disabled have been relatively neglected. In 
part because of the lower proportion of Afro-descendants and indigenous peoples in 
their populations, a few countries (e.g., Uruguay and Argentina) are largely absent from 
the analysis, while Colombia and Panama have been the most studied countries in regard 
to exclusion of specific groups. 

From a data perspective, it is rewarding to observe that all countries in Latin America 
and the Caribbean conduct periodic surveys of their populations (household surveys, 
censuses, etc.) with standards that guarantee valuable and useful inputs for research. 
Unfortunately, however, in some cases these surveys do not properly identify tradition-
ally excluded groups. Overall, there is a need for more and better data on traditionally 
excluded sectors of Latin American and Caribbean society. This is particularly important 
when one considers that a full understanding of exclusion requires an analysis that, 
beyond outcomes, must explore the processes and channels through which exclusion 
occurs.

From a methodological point of view, the quality and approaches of the academic 
production are rather heterogeneous. Given the data supply that the academic commu-
nity faces, the emphasis has naturally been on the documentation of differentiated out-
comes for traditionally excluded groups. Only recently has the emphasis begun to shift, 
in at least two dimensions. On the one hand, the emphasis on documenting differences in 
average outcomes between the excluded and the nonexcluded has moved to document-
ing variations in the distributions of such outcomes. On the other hand, the emphasis on 
differences in outcomes has shifted to differences in processes. In terms of the latter, 
the advances in the experimental literature have been of extreme importance. The next 
chapter focuses on recent methodological developments as it seeks an understanding of 
a particular and extremely important aspect of exclusion: discrimination.
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Discrimination in Latin America: 
The Proverbial Elephant 
in the Room?3C

H
A

PT
ER

Discrimination is believed to be a powerful force for exclusion, because it limits 
the ability of individuals to engage in transactions and access institutions that 
allow non-discriminated-against groups to achieve socially valuable outcomes. 

It is quite obvious to any casual observer of the region that there are substantial differ-
ences in economic and social outcomes that are associated with gender, racial, ethnic, 
and class distinctions. Understanding how much of these differences is due to discrimi-
nation, as well as the channels through which such discrimination operates, is a crucial 
first step in our analysis of social exclusion.

According to conventional wisdom, Latin American societies are highly discrimina-
tory. This belief is hardly surprising given the prevalence of ethnic and class conflicts 
in the region that are rooted in history and the plethora of anecdotal information that 
reinforces this notion. However, whereas it cannot be argued that many societies in the 
region do not, in fact, discriminate, crucial questions have barely been broached. Un-
derstanding the extent of such discrimination as well as the channels through which it 
operates deserves special attention.

How widespread is discrimination in Latin America? The quintessential opinion sur-
vey of the region, the Latinobarometer, explores perceptions of discrimination for repre-
sentative samples of eighteen countries.1 As shown in Figure 3.1, when individuals were 
asked in 2001 who they think suffers the most from discrimination, they consistently—
and overwhelmingly—highlighted the poor. Indigenous peoples and Afro-descendants 
were ranked second and third, respectively, on the same question. Interestingly, this 
pattern is consistent across countries of the region. In all the countries surveyed, poverty 
is perceived as being the main driver of discrimination. In particular, the responses vary 
from 14 percent in the case of Panama to 49 percent in the case of Nicaragua. Figure 3.2 
illustrates these results for the countries surveyed.

However, these results are not entirely consistent with the answers to a similarly 
worded question asked only a few years later. Starting in 2004, the same Latinobarom-
eter survey asked Latin Americans why they think people in their country are not treated 
equally. Echoing the 2001 survey results, one out of every three Latin Americans pointed 
toward poverty as the culprit in unequal treatment. However, in a departure from the 
earlier poll, individuals did not identify ethnic and racial characteristics as the second 
and third top reasons for discrimination. Rather, in 2004, lack of education and connec-

1 The countries surveyed by the Latinobarometer are Argentina, Bolivia, Brazil, Colombia, Costa Rica, Chile, 
Dominican Republic, Ecuador, El Salvador, Guatemala, Honduras, Mexico, Nicaragua, Panama, Paraguay, Peru, 
Uruguay, and Venezuela. 
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CHAPTER 332

tions were blamed for unequal treatment. One interpretation of these results is that 
Latin Americans now consider “economic” factors more important than “social” factors 
in explaining unequal treatment. Figure 3.3 shows the ranking of reasons for the whole 
region in 2004 and 2005. Figures 3.4a through 3.4e show how five reasons for unequal 
treatment vary in terms of perceived prevalence or importance from one country to an-
other. Whereas the Dominican Republic and Nicaragua top the list of countries reporting 
poverty as the number-one cause of discrimination, Guatemala is the country with the 
highest percentage of respondents citing lack of education as the most prevalent reason 
for discrimination. Mexico, Colombia, and Panama head the list of countries in which not 
having connections is given as the main factor leading to discrimination. Skin color raises 
important concerns in Brazil and to a lesser extent in Bolivia. The percentage of respon-
dents who answered, “Everyone is treated equally in (country)” varies from 16 percent 
in Peru to 2 percent in Mexico, Paraguay, and Chile. The cases of Paraguay and Chile are 
interesting, as they do not rank near the top of the lists for any of the discriminatory 
factors depicted in Figure 3.4 (with Paraguay even appearing last in the list for unequal 
treatment resulting from skin color), yet very few people in these countries state that 
everyone is treated equally there. Thus, it would appear that the survey does not capture 
well the subtleties of discrimination in these two countries.

The most recent Latinobarometer survey, for 2006, further complicates the picture. 
In addition to the reasons for unequal treatment cited in the survey for 2004 and 2005, 
a new alternative allowed individuals to state that they don’t feel discriminated against 
at all. Interestingly, nearly 24 percent of the surveyed individuals chose this response, 

0

Figure 3.1
Most Discriminated-Against Groups in the Region, 2001

5 10 15 20 25 30

Percent

Arabs
Whites

Religious groups
Chinese, Japanese, Asians

Jewish
Mulattos, mestizos

HIV-positive
Those belonging to an interest group

Those belonging to a particular political party
Women

Young
Homosexuals

Illiterate people
Disabled

Immigrants
Elders

There is no discrimination
Others

Afro-descendants
Indigenous peoples

Poor

Source: Latinobarometer (2001).
Note: Figure presents responses to the question “Which groups do you think are the 
most discriminated against, or do you think that there is no discrimination?” 
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DISCRIMINATION IN LATIN AMERICA 33

making it the new top an-
swer (Figure 3.5). The rela-
tive ranking of the rest of the 
reasons for unequal treatment 
remained almost unaltered. 
The only difference, if any, is 
that being old ranked ahead 
of not having connections for 
the first time in 2006. As be-
fore, skin color, gender, and 
disabilities were not ranked 
high as characteristics causing 
individuals to suffer from dis-
criminatory behaviors on the 
part of others. 

In Europe, as opposed 
to Latin America, the char-
acteristics that the popula-
tion perceives as being the 
drivers of discrimination (or 
disadvantaged treatment) are 
more “social” than “economic” 
in nature. Eurobarometer, the 
European opinion survey, 
dedicated a recent special 
issue (European Commission, 
2007) to exploring discrimina-
tory perceptions in the EU25. 
The four groups ranked by 
surveyed respondents as the 
most disadvantaged were 
the disabled, the Roma (i.e., 
Gypsies), those over age 50, 
and those of a different eth-
nic group than the majority of 
the population. These results 
come closer to what conven-
tional wisdom would dictate 
in terms of characteristics of 
discriminated-against groups.

The fact that the characteristics typically linked to discrimination register low on the 
opinion surveys in most countries in Latin America is in itself quite remarkable. Perhaps 
societies in the region do not discriminate on the basis of ethnicity, race, or gender as 
much as conventional wisdom suggests. Perhaps the individuals surveyed are being “po-
litically correct” and thus are reluctant to reveal their true beliefs for fear of retaliation. Or 

10 150 5 20 25 30 35 40 45 50

Source: Latinobarometer (2001).

Percentage of People Who Think Poverty Is the Main Reason 
People Are Not Treated Equally

Figure 3.2

Panama
Guatemala

Peru
Ecuador

Bolivia
Uruguay

Mexico
Brazil

Costa Rica
El Salvador

Colombia
Honduras

Venezuela
Argentina

Chile
Paraguay

Nicaragua

0

Figure 3.3
Reasons for Discrimination That Most Affect Population, 
2004 and 2005

5 10 15 20 25 30 35 40

Percent

Being disabled

Being an immigrant

Don't know or no response

Being “nobody”

Being a woman

Everyone is treated equally

Being old

Skin color

None

Not having connections

Not having enough education

Being poor

2005 2004

Source: Latinobarometer (2004, 2005).
Note: Figure reflects responses to the question “Out of all the reasons 
for which people are not treated equally, which one affects you most?”
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100 20 30 40 50
Percent

a. Poverty

Mexico
Costa Rica

Uruguay
Chile

Venezuela
Argentina

Brazil
Guatemala

Colombia
Ecuador

Paraguay
Panama

Peru
Bolivia

Honduras
El Salvador

Nicaragua
Dominican Republic

100 20 30 40 50
Percent

b. Not having enough education

Dominican Republic
Argentina

Uruguay
Brazil

Venezuela
Paraguay

Bolivia
Chile

Nicaragua
Panama

Costa Rica
Mexico

Ecuador
El Salvador

Colombia
Honduras

Peru
Guatemala

100 20 30 40 50
Percent

c. Not having connections

Bolivia
Guatemala

Paraguay
Honduras

El Salvador
Brazil

Nicaragua
Dominican Republic

Uruguay
Argentina

Chile
Costa Rica

Peru
Venezuela

Ecuador
Panama

Colombia
Mexico

100 20 30 40 50
Percent

d. Skin color

Paraguay
El Salvador

Nicaragua
Venezuela
Costa Rica
Honduras

Chile
Argentina

Guatemala
Uruguay

Colombia
Mexico

Peru
Panama

Dominican Republic
Ecuador

Bolivia
Brazil

Figure 3.4
Reasons for Unequal Treatment, 2005

Source: Latinobarometer (2005).
Note: Percentage of people who responded that poverty (panel a), lack of sufficient education (panel b), lack of con-
nections (panel c), or skin color (panel d) is the reason why people are not treated equally, or that everyone is
treated equally (panel e). 
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e. Everyone is treated equally

Mexico
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the problem may be that 
the factors that opin-
ion polls indicate lead 
to the highest levels 
of discrimination are 
those that, indeed, cap-
ture not poverty per se 
but characteristics that 
respondents associate 
with poverty. In fact, 
perhaps the perception 
of discrimination on the 
basis of poverty may be 
highly correlated with 
other variables such as 
the general economic 
condition of the popula-
tion or with categories 
that are more tradition-
ally linked with variables 

that influence discriminatory practices. In countries that are relatively homogeneous in 
terms of race, the perception of poverty as a key discriminatory problem is relatively 
low. For instance, this is the case in Uruguay, where only about 20 percent of Latinoba-
rometer respondents link discrimination with poverty. By the same token, in countries 
that have more racial diversity, Latinobarometer respondents indicate that poverty is a 
crucial discriminatory issue. This is the case of Peru, for example, where nearly 41 percent 
of Latinobarometer respondents cite poverty as the most important reason for unequal 
treatment. Figures 3.6 and 3.7 show scatter plots of simple correlations between basic 
economic variables and perceptions of discrimination. Figure 3.6 shows that the per-
ception of discrimination on the basis of poverty is accentuated in poorer economies. 
Conversely, Figure 3.7 suggests that people in societies that are less unequal in terms of 
income are more apt to view their environment as nondiscriminatory.

Given the above, select countries in the region have recently made efforts to im-
prove on previous methodologies to gain more precise knowledge about the perceptions 
of discrimination. For example, researchers in Peru adapted the discrimination scales of 
the Detroit Area Study of 1995 (National Survey on Exclusion and Social Discrimination; 
DEMUS, 2005) and found that 88 percent of a representative sample of Peruvians had 
experienced at least one instance of discrimination. In Mexico, the results of the First Na-
tional Survey on Discrimination in Mexico (SEDESOL, 2005) show that nine out of every 
ten individuals with disabilities, an indigenous background, or homosexual orientation 
or who are elderly or members of religious minorities think discrimination exists in their 
country. The Survey of Perceptions of Racism and Discrimination in Ecuador (Secretaría 
Técnica del Frente Social, 2004) reveals that 62 percent of Ecuadorans accept that there 
is racial discrimination in their country, but only 10 percent admit to being openly rac-
ist. Afro-descendants are the group perceived to suffer the greatest discrimination in 

0

Figure 3.5
Reasons for Unequal Treatment That Most Affect Population, 2006

5 10 15 20 25 30

Percent

Being male
Being an immigrant

Religion
Being disabled

Being “nobody”
Being homosexual

Being female
Being young

Don't know or no response
Skin color

Everyone is treated equally
Not having connections

Being old
Not having enough education

Being poor
Don't feel discriminated against at all

Source: Latinobarometer (2006).
Note: Figure reflects responses to the question “Of all the reasons for which
people are not treated equally, which one affects you most?”
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CHAPTER 336

Ecuador. These are three prominent 
examples of approaches in the region 
to measuring perceptions of discrimi-
nation using ad hoc surveys. How-
ever, these surveys and most related 
ones, while specialized, suffer from 
potentially confusing biases similar to 
those described previously (Bertrand 
and Mullainathan, 2001).

Interestingly, Latin Americans’ 
perceptions of discrimination are 
also reflected in the public discourse. 
Soruco, Piani, and Rossi (2007) docu-
ment the intricacies of discriminatory 
attitudes toward migrants (or their 
families) present in the media in 
Cuenca and San Fernando, Ecuador. 
In analyzing the content of newspaper 
articles referring to migration during 
September 2005 and February 2006, 
they find much discriminatory dis-
course. According to these authors, 
the traditional discrimination against 
peasants and the indigenous popula-
tion has taken a new form as discrimi-
natory attitudes against migrants who, 
after returning home, bring back from 
abroad “Westernized” attitudes and 
behaviors. 

This panorama of perceptions and 
public discourses about discrimina-
tion in Latin America is an important 
step towards understanding the mag-
nitude of the problem, but it is still 
only relatively useful in understand-
ing the mechanisms through which 
discrimination occurs and its welfare 
costs. Nonetheless, as Figures 3.6 
and 3.7 suggest, perceptions of dis-
crimination (or the lack of it) may be 

associated with economic outcomes such as the size of the economy and income distri-
bution. An economic analysis of discrimination, beyond perceptions, is much needed. An 
appropriate understanding of the mechanisms through which discrimination takes place 
as well as the economic implications of the related processes becomes a must for the 
appropriate design of policies.

GDP per capita 2005 (constant 2000 US$)

Sources: Latinobarometer (2005) and World Bank (2007). 

Figure 3.6
Perceptions of Discrimination on the Basis of 
Poverty Are Stronger in Poorer Countries
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Figure 3.7
Perceptions of No Discrimination Are Stronger in 
Less Unequal Societies
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BEYOND OPINION POLLS

In order to analyze discrimination from an economic perspective, it is not enough to use 
information on the perceptions of individuals. Such data are informative only to the extent 
that these perceptions may exert influence on individuals’ economic decisions, actions, 
and outcomes. It is precisely in relation to outcomes that the economic literature has ad-
vanced the understanding of discrimination. As a preface to the subsequent discussion 
of efforts to identify discrimination and its channels, it is worth outlining a few working 
definitions of discrimination from the international economics literature. This will aid in 
expositional clarity and put into perspective the studies that this section will describe. 

Discrimination is a process that may take place under different circumstances (or, 
using economic language, in different markets; or, using this report’s language, at differ-
ent transaction points) and based on different characteristics that give rise to discrimina-
tion (race, ethnicity, gender, disability, and migratory status, to name a few). Altonji and 
Blank (1999: 3168) provide a definition of discrimination as it applies to labor markets: 

a situation in which persons who provide labor market services and 
who are equally productive in a physical or material sense are treated 
unequally in a way that is related to an observable characteristic such as 
race, ethnicity, or gender. By “unequal” we mean these persons receive 
different wages or face different demands for their services at a given 
wage. 

This is the unequal treatment for the same productivity definition, which outside of labor markets 
would read unequal treatment for the same characteristics. Some characteristics, of course, are 
harder to observe than others. One avenue to better understanding discrimination along 
these lines would be to design studies aimed at uncovering the unobservables as much 
as possible. Before delving into this further, it is useful to distinguish between preference-
based discrimination (people treating members of certain groups differently simply because 
they do not like them) and statistical discrimination (people using group membership as a 
proxy measure for unobserved characteristics). The latter corresponds to the popularly 
held notions of stigmatization or stereotyping. 

An example clarifies the idea. Assuming that a given group has abilities to perform 
certain manual tasks and not necessarily others of an intellectual nature, some employ-
ers may not offer the same opportunities for white-collar jobs to members of that group. 
This could be a situation in which a group member does not even get in the door for an 
equal comparison of observable human capital characteristics between himself or herself 
and somebody else. Stigmatization in this sense constitutes a form of discrimination that 
complements the notion of unequal treatment for the same characteristics.

Enriching the discussion, the National Research Council’s Panel on Methods for 
Assessing Discrimination (2004: 39), although confined to racial discrimination, comple-
ments the previous definition by extending it beyond labor markets. The panel

use[s] a social science definition of racial discrimination that includes 
two components: (1) differential treatment on the basis of race that disadvan-
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CHAPTER 338

tages a racial group and (2) treatment on the basis of inadequately justified factors 
other than race that disadvantages a racial group (differential effect). Each 
component is based on behavior or treatment that disadvantages one 
racial group over another, yet the two components differ on whether the 
treatment is based on an individual’s race or some other factor that re-
sults in a differential racial outcome. (italics in original)

This second component serves to scrutinize certain hiring and promotion practices, for 
example, as elements that unintendedly introduce (or accentuate) discriminatory out-
comes. Under the lens of this distinction, economic attempts to measure and disentangle 
discrimination have focused on the first component, unequal treatment.

The literature for the region has tried to quantify discriminatory outcomes in differ-
ent ways, beyond opinion polls. The topics of interest have been diverse, ranging from 
income differences to limited participation in labor markets (limited access to human 
capital, segregation, differences in returns to human capital characteristics, limited ac-
cess to jobs, and informality); limited access to health care services, education, and 
physical infrastructure and housing; and lack of political representation, social protec-
tion, and security (victimization). Chapter 2 surveyed the literature that addresses dif-
ferences in the topics mentioned above with respect to race, ethnicity, migratory status, 
disabilities, and gender (as a cross-cutting category). 

To put things in context, it is worth discussing a typical example of the literature: 
studies of discrimination in labor income generation. In this case, efforts have focused on 
documenting earnings differentials between females and males, or between indigenous 
and nonindigenous populations, or between Afro-descendants and whites. Comparisons 
of hourly labor earnings (wages or self-employment income) suggest the existence of 
notorious gaps. Depending on the estimates, nonindigenous workers earn between 80 
percent and 140 percent more than indigenous ones. However, nonindigenous workers 
also exhibit human capital characteristics that are, on average, more desirable than those 
of indigenous workers. The most notorious of these characteristics is education (school-
ing), but differences have also been found in labor market experience and field of spe-
cialization. In a panorama like this, to attribute the whole earnings gap to the existence 
of labor market discrimination in pay would be misleading. At least one component of 
the gap involves differences in observable human capital characteristics that the labor 
market rewards and, hence, cannot be attributed to the existence of discrimination. With 
econometric techniques the literature has been able to identify, to some degree, the 
magnitude of this component. For the example of racial earnings gaps, the literature has 
shown that these differences in human capital characteristics account for more than one-
half of the documented earnings gaps.2

The evidence of discrimination (or, more precisely, earnings gaps that cannot be 
explained by differences in productive characteristics of individuals) that this type of 
study has found is notoriously smaller than what a simple comparison of earnings would 

2 For more details surrounding these issues, see Chapter 2, which exhaustively documents the studies that 
have conducted this type of analysis for the region, considering different transaction points and different social 
groups.
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suggest. Nonetheless, these studies have been subject to criticism. The most common 
has been their failure to truly identify discriminatory behaviors as a result of the pres-
ence of “unobservable characteristics.” That is, these studies can typically analyze only 
those human capital characteristics that are easily observable (years of schooling, labor 
market experience, field of specialization, sector choice, etc.), but there are others, not 
as easily observable, that also help to explain earnings gaps. Good examples of these 
unobservable characteristics would be education quality, entrepreneurship attitudes, 
motivation, work ethic, commitment, and assertiveness. A researcher typically cannot 
capture these characteristics in a survey (and in that sense, cannot “observe” them), but 
an employer, or more generally, the relevant actors in the labor market can see them and 
act accordingly. If there are regular differences between the indigenous and nonindig-
enous populations in some of these “unobservable characteristics,” the components of 
the earnings gaps attributable to discrimination will be overestimated. The literature has 
moved then towards different attempts to “observe the unobservables,” that is, towards 
trying to capture, through research methods, the richest possible set of information to 
which the relevant actors in the markets have access in making their decisions. 

CAN UNOBSERVABLES BE OBSERVED?

Recent research focusing on Latin America and the Caribbean has found mixed evidence 
for the unequal treatment definition of discrimination. There have also been attempts 
to disentangle preference-based and statistical discrimination, and the evidence sug-
gests that Latin Americans do not engage in discrimination of the former type. One 
interesting attempt to assess social class discrimination with a rich set of data is a study 
by Núñez and Gutiérrez (2004). These authors utilized administrative records of alumni 
of a university in Chile where they had access to school performance variables in addi-
tion to the human capital variables that studies have traditionally used. This allowed 
them to uncover some elements of individual productivity previously considered to be 
unobservable. To assess class differences, they asked a pool of individuals to rate, using 
a five-point scale, the extent to which they believed a surname belonged to a high-class 
or a low-class category. Their results suggest the existence of some sort of “classism” in 
Chile. Individuals with surnames perceived as being part of the upper class had earnings 
significantly above those of individuals with surnames perceived as being from the lower 
class, even after human capital characteristics, including school performance indicators, 
were controlled for. Bravo, Sanhueza, and Urzúa (2006b), following the same approach of 
scrutinizing college alumni, studied gender differences in labor market earnings among 
graduates from programs in business/economics, law, and medicine at the same univer-
sity. They found evidence of unjustified gender differences in earnings, though only in 
the law profession. The gender differences they found in the business/economics pro-
fession vanished after family conditions were controlled for. Gender differences among 
alumni of the medical school vanished after hours worked, firm size, and geographic 
region were controlled for.

Along a different line, Bravo, Sanhueza, and Urzúa (2006a) replicated in Santiago, 
Chile, the standard hiring audit study by mail (see Riach and Rich, 2002). They sent 
resumes of fictitious applicants to the job postings that appeared in the Santiago news-
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CHAPTER 340

papers of wider circulation. “Synthetic” resumes were created such that for each job 
posting, they sent resumes for female and male applicants, with high-class and low-class 
surnames, and from wealthy and poor municipalities (neighborhoods). With these varia-
tions by gender, surname, and municipality, they randomly created human capital char-
acteristics as well as labor market histories for their fictitious applicants. Between March 
and August 2006, they sent 6,300 resumes in response to job postings and recorded the 
callbacks received by their fictitious applicants. They found no systematic differences in 
callback rates by gender, surname, or municipality. This surprising result contrasts with 
the other results obtained by Bertrand and Mullainathan (2004), who originally applied 
this methodological approach and found substantial differences in callback rates for 
fictitious applicants with “black-sounding” and “white-sounding” names to job advertise-
ments in Chicago and Boston. The result suggests that Chilean employers, or at least 
those who post their job vacancies in the newspapers, do not act discriminatorily in 
regard to applicant gender, surname, or municipality in the first rounds of their process 
to fill their vacancies.

Moreno et al. (2004), inspired by the same audit study methodology, designed a 
field experiment to detect discrimination in hiring in Lima. Instead of creating a sample 
of synthetic resumes to be sent in response to job postings, they monitored the func-
tioning of the job intermediation service of the Ministry of Labor. The enriched design 
improved on traditional audit studies by measuring actual job offers and not just call-
backs. In assessing discriminatory outcomes in job hiring by race and gender, they found 
no significant differences across groups. Males and females as well as white-looking and 
indigenous-looking applicants were equally likely to get job offers in the three occupa-
tions of the study: salespersons, secretaries, and (administrative and accounting) assis-
tants. The design of the study also allowed the authors to interview the applicants before 
their job interviews. In these interviews, the researchers were able to capture a rich set 
of human capital characteristics that were used as controls for the results of the study. 
One of the aspects explored in the researchers’ interviews, expectations/motivations, led 
to an interesting result. When the researchers asked individuals, “How much would you 
like to earn at this job for which you are applying?” they found no race differences but 
significant gender differences. Females asked for wages that were between 6 percent and 
9 percent lower than those asked for by their male competitors, even after a rich set of 
observable characteristics were controlled for. This reveals some sort of self-discrimina-
tion or self-punishment in labor markets (for similar evidence in the United States, see 
Babcock and Laschever, 2003).

A study by Cárdenas et al. (2006) provides another example of an application of the 
experimental economics literature to understanding discrimination. Cárdenas and his 
colleagues had their research participants (a sample of people involved in the provi-
sion of social services, on both sides of the counter: beneficiaries and public officials) 
complete a survey that asked about their values, then engage in a series of games (dic-
tator, distributive dictator, ultimatum, trust, and third-party punishment).3 To properly 
measure the behavior of public officials, they also gathered information on non–public 

3 A full description of these games, as well as the field protocols and precise operative definitions of the concepts 
studied (altruism, trust, and social punishment), can be found in Cárdenas, Chong, and Ñopo (2007).
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DISCRIMINATION IN LATIN AMERICA 41

officials in order to be able to generate the appropriate counterfactuals of interest. Within 
this setup, they tried to measure the extent to which individuals who work in the provi-
sion of social services to the poor discriminate against the beneficiaries of the services. 
Across the board, they found an interesting paradox in study participants’ prosocial be-
havior. Public officials claimed to have higher levels of fairness—in the areas of altruism, 
trust, and social punishment—compared to non–public officials. However, when facing 
real monetary incentives to put in action the preferences they stated in the values sur-
vey, they acted in less prosocial ways than their non–public official peers. Both public 
officials and the control group favored women and households with lower education and 
more dependents (especially if the dependents were children). On the other hand, ex-
combatants, street recyclers, street vendors, and individuals cohabiting (without being 
formally married) received less favorable treatment.

Castillo, Petrie, and Torero (2007), in another experimental setup, detected some 
stereotyping of fellow participants among a representative sample of young Lima 
residents; this stereotyping vanished, however, after information about their fellow par-
ticipants’ performance on certain tasks was publicly revealed. Using a repeated public 
goods game, the researchers measured the extent to which people trust each other and 
engage in reciprocal behavior.4 In this game, each participant was given a twenty-five-
token endowment and asked to decide how to divide it between a private and a public 
investment, which had different returns that depended not only on the individuals’ 
decisions but also on the decisions of their peers. They found that people do consider 
personal characteristics of others when given the opportunity to choose partners, with 
study participants showing evidence of stereotyping in favor of women and tall and 
white-looking people. However, when the participants were given information about the 
past performance of other players, the information that was previously used to stereo-
type no longer seemed to matter. The information inflow about performance of individu-
als overrode participants’ previous beliefs. Or, more technically: in the presence of an 
information shortage, performance-optimizing individuals relied on observable charac-
teristics as proxy measures of performance, stereotyping their peers accordingly. When 
such stereotyping proved to be suboptimal for their performance-maximizing objectives 
(in this case, as the result of an additional information inflow), these same individuals 
stopped using it.

Along similar lines, within a simplified setup, Elías, Elías, and Ronconi (2007) per-
formed a study of group formation and popularity among adolescents in Argentina. In 
experiments conducted in a sample of same-gender and mixed-gender classrooms in 
Buenos Aires and Tucumán, they asked students to rank their classmates according 
to their preferences in forming a team. The students were also asked to assess the at-
tractiveness of their classmates. This subjective information about students was then 
complemented with information, gleaned from administrative records, about grades, dis-
ciplinary actions, participation in scholarship programs, and tenure at the school; school 
administrators were also interviewed as a source for further information. Interpreting 
the aggregate rankings of the students as measures of popularity, they found no role for 

4 This public goods game and three other related games are explored further in Chapter 7, within the context of 
a broader experimental project undertaken in six capital cities of the region.
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CHAPTER 342

ethnicity, skin color, parental wealth, or nationality as explanatory factors. The only factor 
they found to be important in determining popularity was academic performance. Attrac-
tiveness was found to be important only in mixed-gender schools. Interestingly, they also 
found preferences for assortative mating in that there was a strong correlation between 
the students’ academic performance and that of their corresponding top choice in the 
rankings. Similarly, preferences for assortative mating were also found for attractiveness, 
parents’ level of education (as reported by the students), and gender.

Along a different line, testing the hypothesis of differential treatment in the courts 
on the basis of gender, Gandelman, Gandelman, and Rothschild (2007) went into the 
field to document cases of housing-related discrimination in Uruguay. Using data for 2,437 
cases involving foreclosure proceedings, annulment of purchase agreements, actions 
in rem (actions for the delivery of a possession), annulments of promissory purchase 
agreements, and evictions, they analyzed the role of the gender composition of the de-
fendant household in the duration of the process. They found, after controlling for a set 
of covariates, a strong correlation between the presence of women in the household and 
the granting of time extensions in the processes. Judges were found to be more lenient 
with women across the board.

CONCLUSIONS

Discrimination is well-rooted in the Latin American collective subconscious. Most of the 
individuals in the region think there is some sort of discrimination. Nonetheless, when 
asked about the reasons for this discrimination, most people in the region do not believe 
that it operates in regard to the traditionally discriminated-against groups (indigenous 
peoples, Afro-descendants, and women, to cite the most prominent historical examples), 
but that the poor are the ones who suffer the most from discrimination. After the poor, 
Latin Americans believe that the uneducated and those who lack significant social con-
nections are those who suffer discrimination the most. These perceptions about the 
identity of the discriminated-against groups pose interesting and challenging questions 
for the research agenda. They point towards the existence of some sort of discrimina-
tion on the basis of economic reasons, rather than others of a biological or sociological 
nature.

But an economic analysis of discrimination requires more than information about 
perceptions. It is necessary to explore economic decisions and their outcomes. The 
economic literature in regard to the region has advanced towards an understanding of 
discrimination by analyzing outcomes. Examples of discrimination have been demon-
strated in the labor market (wages/earnings, occupations, formality), in access to public 
goods and services (education, health, security), and in political representation, among 
other areas. There are now well-documented differential outcomes in most of the region’s 
markets according to gender, race, and ethnicity, with an emphasis on the unfavorable 
situation of minority groups. However, documentation of differentiated outcomes is 
not necessarily a proof of discrimination. The presence of unobservable factors limits 
researchers’ ability to assess discrimination along these avenues. As it is very difficult 
to properly identify discrimination (as there are too many unobservable elements), it is 
even more problematic to attempt to quantify its economic impact. 
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This chapter has shown the results of recent empirical research towards the goal of 
understanding discrimination in the region and its channels, using tools that emphasize 
efforts to “observe the unobservables.” Interestingly, many of the results obtained from 
controlled experimental setups seem to contradict the idea that today’s Latin Americans 
act discriminatorily. The evidence points towards the existence of stereotyping that 
vanishes when additional information is revealed about those at whom the stereotyping 
is directed. To some extent, there is also evidence that some sort of self-discrimination 
partially explains discriminatory outcomes. Both stereotyping and self-discrimination 
are behaviors that may simply be outcomes resulting from equilibrium situations in 
which agents in markets show up with substantial differences in endowments. Under 
these kinds of circumstances, labor markets (or the other transaction points analyzed 
in this section) simply operate as resonance boxes that amplify differences that exist in 
other spheres. These are areas in which more research needs to be conducted in order 
to enable us to understand the mechanisms underlying these behaviors.

How can these generalized perceptions about discrimination coexist with the lack 
of evidence of discriminatory behaviors? Is there a way to reconcile this apparent mis-
match? This chapter closes with two proposed explanations to the puzzle. On the one 
hand, it could be that in many other transaction points, not yet analyzed by the ex-
perimental literature, there is evidence of discriminatory behavior. Along these lines it 
should be emphasized that for the experimental literature, in order to develop a deeper 
understanding of the functionings and to be able to “observe the unobservables” as 
much as possible, there is a cost to be paid. The gains in specificity achieved by such 
studies come at the cost of bounds on the possibilities of generalizing the results (re-
duced external validity). The sample of studies outlined here does not exhaust either the 
set of relevant transaction points or the intergroup interactions. Hence, more research 
is needed.

On the other hand, it is absolutely true that what most Latin Americans observe in 
their daily activities are substantial differences in human, physical, financial, and social 
assets that are associated with gender, racial, ethnic, and class distinctions. However, 
these differentiated outcomes do not necessarily emerge as a result of the discrimina-
tory practices of Latin Americans today. Unfortunately, the confusion of differentiated 
outcomes with discrimination has been commonplace in the academic discussion. This, 
in turn, has automatically been transferred to public discourse and to collective memo-
ries. The extremely unequal distribution of wealth and assets in the region reinforces 
the generalized notion that there is discrimination in Latin America. An important step 
towards understanding the issues and the proper design of policies that will effectively 
address discrimination is recognizing the differences between these two concepts, as 
they require different responses from governments, states, and societies. It is important 
to clarify the discussion in order to move forward.
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State Reform and Inclusion:
Changing Channels 
and New Actors4C
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The nature of exclusion changes over time. Some social groups, such as racial minor-
ities and women, have faced persistent exclusion or discrimination in education 
and labor opportunities or have been deprived of the possibility of influencing 

political decisions in their communities or countries. But analyzing patterns of social in-
clusion and exclusion only from this point of view would be a mistake, because it leaves 
out many other forms of exclusion that mainly affect the poor—whether or not they are 
racial minorities or women—and that have an impact on the way Latin Americans of all 
economic classes perceive how society, the economy, and politics work. 

This chapter analyzes the impact on patterns of inclusion and exclusion of three 
enormously important phenomena that have affected most Latin American countries in 
the last three decades: democratization, macroeconomic stabilization, and globalization. 
Obviously these are not the only phenomena that have influenced the constantly chang-
ing patterns of inclusion and exclusion in the region. They have been chosen because 
they have emerged relatively recently and involve a sufficiently large number of coun-
tries, making it possible to deduce their most important effects. 

One important consequence of these three phenomena has been that they have al-
tered the way the state functions, as well as many of the channels of political, economic, 
and social inclusion. To a large extent, democratization, economic stabilization, and par-
ticipation in international trade and financial flows revealed the crisis into which Latin 
American states had fallen in the early 1980s. The crisis of the state in Latin America 
was not only fiscal, but also a crisis of administration and legitimacy. It made a decisive 
contribution to the collapse of autocratic governments, to the reduction of inflation and 
control of the immense associated fiscal disorder, to the opening to international trade, 
and to the exposure to international capital flows following the dismantling of controls on 
external financing and barriers to foreign direct investment. The crisis also set in motion 
a large number of state reforms, ranging from the way the three branches of government 
function and relate to one another to the institutions and policies of economic interven-
tion and provision of social services. This “silent revolution” in the Latin American state 
(Lora, 2007), which is still under way, has changed and will continue to change the pat-
terns of political, economic, and social inclusion and exclusion. 

The three sections that follow this introduction analyze how democratization, mac-
roeconomic stabilization, and globalization have expanded the economic, social, and 
political possibilities of some groups in Latin America and reduced those of others. The 
last section focuses on the fiscal expressions of the three phenomena, emphasizing the 
importance of taxation and public expenditure for patterns of inclusion and exclusion in 
the region. 
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CHAPTER 446

DEMOCRATIZATION AND POLITICAL REFORMS 

In 1977 only four Latin American countries (out of nineteen presidential countries) could 
be considered democratic (or semidemocratic), with leaders elected in free (although 
not necessarily fair or clean) elections. Thanks to the wave of democratization that began 
in the late 1970s and continued through the 1980s until the mid-1990s, all countries in the 
region can now be considered democratic or semidemocratic (Smith, 2005, chap. 1). De-
mocratization processes and the political reforms of the last three decades have opened 
channels of political participation for a variety of social groups and altered the balances 
of political power, which is now less socially and regionally concentrated, although very 
permeable to the influences of special interests and economic power. 

Working Classes and Indigenous Populations in the Democratization 
Process

The democratization processes in the region were driven by social pressure from groups 
with growing economic and political power, mainly the organized working and middle 
classes. Strikes and demonstrations by the working classes in Peru and Argentina were 
decisive in ousting military governments in 1977 and 1983, respectively. In Chile a mul-
tiparty alliance was formed that defeated President Augusto Pinochet in the historic 
plebiscite of 1988. In Brazil, the famous metalworkers’ strike of 1980 and the formation of 
the Workers Party aligned the working class with the business sector to form a common 
front that eventually led to the removal of the country’s military government in 1985. Latin 
America’s middle classes gave their support to these antiauthoritarian fronts and broad-
ened demands to include human rights, freedom of social organization, and corruption 
control. The varied forms of expression and organization of “civil society” were crucial in 
replacing armed confrontation with electoral competition in El Salvador, Guatemala, and 
Nicaragua in the 1990s and in the Mexican democratic opening in 2000. Consequently, 
democratization processes essentially sprang from pressure from previously excluded 
groups under the risk of being left out of political power.1

Although the working classes played a decisive role in democratization in the region, 
in the long run they did not maintain their political influence. Surprisingly, many of the 
economic reforms contrary to the interests of the organized working class were adopted 
by governments led by parties traditionally allied with them, such as the Justicialista 
Party in Argentina, the Liberal Party in Colombia, and Acción Democrática in Venezuela. 
The liberalization of international trade, privatizations, and certain labor reforms, which 
were part of a strategy of economic liberalization and participation in the world economy, 
weakened the power of the working classes and contributed to the general feeling of 
disillusionment and frustration with traditional political parties. 

1 The role of the elites in democratic transitions should be mentioned. Karl (1990) found that the most common 
form of democratic transition in Latin America in the twentieth century was activated and agreed to by the elites. 
This pattern is associated with the democratic transitions in Colombia, Costa Rica, and Venezuela between 1948 
and 1958; in contrast, the elites played a very minor role in the democratic transitions of the last thirty years in 
Argentina, Nicaragua, and Peru. See also Burton, Gunther, and Higley (1992) for a discussion of this subject. 
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Democratization also opened spaces for political activism by indigenous popula-
tions in some countries.2 Indigenous movements faced a dilemma of identifying politi-
cally with campesino (small farmer) or worker social segments or uniting around their own 
indigenous identity (see Chapter 10). This is a crucial disjunction that leads, in the first 
case, to emphasizing social justice for reasons of equality with other groups or, in the sec-
ond, to emphasizing their differences from the rest of society. Faced with this dilemma, 
it is not surprising that in countries with relatively small indigenous populations, these 
groups have mostly taken the first option, whereas the purely indigenous option has 
been adopted in countries—like Bolivia, Ecuador, and Guatemala—where indigenous 
populations are relatively sizable (see Box 4.1). But the second option has been a costly 
conquest, which is still in progress, and not the automatic product of democratization. 

Gender Quotas in Legislatures 

Between the 1920s and 1960s universal suffrage spread to all of Latin America. In 1929, 
Ecuador was the first Latin American country to permanently give the vote to women, 
and Paraguay was the last in 1961 (Smith, 2005: 186). Women’s right to vote was fully rec-
ognized in the democratization processes beginning in 1977. However, this has not been 
sufficient to guarantee the vigorous influence of women in the region’s political life. It was 
not until the 1990s that measures were taken to increase the political inclusion of women 
in Latin American countries, specifically guaranteeing their participation in legislatures 
(see Figure 4.1). About half of Latin American countries adopted gender quota laws in 
the 1990s, partly for domestic reasons to attract votes among women, as in the case 
of Argentina in 1991, and partly as a result of international pressure resulting from the 
Fourth World Conference on Women held in Beijing in 1995, which decided to promote 
the adoption of quotas to reduce the systematic underrepresentation of women in legis-
lative bodies. As a result, in Argentina, women’s participation in the Chamber of Depu-
ties (lower house) rose from 5 percent to 27 percent, exactly in line with the standard, 
and in the Senate (upper house) from 3 percent to 36 percent. Costa Rica’s 1997 law was 
also very effective in increasing women’s participation in the country’s single chamber, 
from 14 percent to 35 percent (although the quota specified by the conference was 40 
percent). For the region as a whole, the adoption of quotas in the 1990s raised women’s 
participation in legislative bodies by eight percentage points. Quotas are more effective 
in countries where they are compulsory, where the position of candidates is specified on 
the electoral list (so that women candidates’ names are not relegated to the end), and 
where noncompliance (such as loss of the party’s seats in the legislative body) is penal-
ized (see Smith, 2005: 249–53, and Htun, 2004). 

Perhaps more significant than the number of women members of congress is par-
ticipation in cabinet and senior government posts. In 1990 women held only 9 percent 
of ministerial positions in the region; ten years later their share had risen to 13 percent. 
In some of the region’s countries—Chile, Colombia, Costa Rica, El Salvador, Honduras, 
Panama, Venezuela—between a fifth and a quarter of cabinet posts are currently filled 

2 This section is based on Smith (2005: 254–62). See also Peeler (2003).
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CHAPTER 448

In Bolivia, during the transition to democracy 
(1978–1982), indigenous groups began to ex-
plore new forms of organization, splitting 
from the National Revolutionary Movement 
(Movimiento Nacional Revolucionario, or 
MNR), which represented campesino inter-
ests. The Tupac Katari Revolutionary Libera-
tion Movement (Movimiento Revolucionario 
Tupac Katari de Liberación, or MRTKL), 
which emerged in the 1980s as an arm of the 
Katarista movement of indigenous inspira-
tion, formed alliances with the country’s tra-
ditional parties and actively participated in 
government between 1993 and 1997 in coali-
tion with MNR. In 1999, the MRTKL split into 
Quechua and Aymara factions. The latter 
gave rise to the Movimiento al Socialismo 
(MAS) in 2001 under the leadership of Evo 
Morales, one of the few indigenous presi-
dents in Latin America, who was elected in 
2005. His administration has been marked 
by a dilemma similar to that of the indig-
enous populations themselves: whether to 
identify with a dispersed and conflictive set 
of interests and national identities or with 
the indigenous populations. Because of this 
dilemma, the social demands of Bolivia’s in-
digenous populations have not been chan-
neled through the formal institutions of the 
central government.

With many decades of activist tradition, 
but split by the agrarian reform policies of the 
1960s and 1970s, the indigenous campesinos 
of Ecuador succeeded in reunifying in 1986 
under the Ecuadorian Confederation of In-
digenous Nationalities (Confederación de 
Nacionalidades Indígenas del Ecuador, or 
CONAIE). Using its capacity for organization 
and protest, in the 1990s CONAIE trans-
formed national politics in the country, with 

the transformation culminating in the over-
throw of President Jamil Mahuad in 2000. 
Through the Pachakutik Plurinational Unity 
Movement (Movimiento de Unidad Pluri-
nacional Pachakutik, or MUPP), created by 
CONAIE, which has participated in congress 
since 1996, the Ecuadoran indigenous move-
ment has combated discrimination in social 
policies and employment and gained impor-
tance as a decisive force and not simply as a 
force with veto power. 

The indigenous peoples of Guatemala, 
who were brutally repressed in the 1970s 
and 1980s, have gained political influence 
since democratization. As in Bolivia and 
Ecuador, they moved from identifying with 
campesinos to uniting around their own in-
digenous identity. Under the Nueva Granada 
Democratic Front in 1995, and still in the 
midst of repression, members of indigenous 
groups won six seats in Congress, including 
two Maya women. In 1996 during the Álvaro 
Arzú administration, which was supported 
by other Maya groups, indigenous peoples 
reached several peace agreements with the 
Guatemalan government. However, Guate-
malan society has not yet fully adopted the 
indigenous cause. In a 1999 referendum, a 
majority (53 percent versus 47 percent) of 
the population rejected recognition of Gua-
temala as “a multicultural, ethnically plural 
and multilingual state.” Some of the peace 
agreements have not been implemented, es-
pecially those relating to increasing the tax 
burden to allocate more resources to social 
expenditure. The full political and social in-
clusion of indigenous peoples in Guatemala 
remains a task for the future. 

Source: Based on Smith (2005). 

Box 4.1 Political Inclusion of Indigenous Populations in Bolivia, 
Ecuador, and Guatemala 
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by women. In Chile, Colombia, and 
Mexico, women have held the posi-
tions of foreign affairs and defense 
ministers. And of course, in Argen-
tina, Nicaragua, Panama, and cur-
rently in Chile, the presidency has 
been in women’s hands (although, 
strictly speaking, only in the last 
case on their own political merits 
rather than by extension of their hus-
bands’ power) (Smith, 2005: 249–53). 

Patterns of Electoral 
and Political Inclusion 
and Exclusion 

Regular elections are the key com-
ponent of democracy, although they 
do not by themselves guarantee its 
proper working. Effective exercise 
of the right to vote in Latin America 
is far from being total, although it is 
very high in presidential elections, in 
which over 70 percent of registered 
voters usually participate in most 
countries. Uruguay, Peru, Bolivia, Chile, and Brazil are, in that order, the countries with 
highest voter turnout, whereas Colombia and Guatemala are at the opposite extreme 
(see Figure 4.2). Empirical evidence shows that the first elections to establish (or re-
establish) democracy in a particular country generate an electoral enthusiasm that later 
tends to fade. Compulsory voting increases turnout by ten percentage points, although it 
is difficult to define the impact because its effectiveness depends very much on the sanc-
tions attached to the requirement. Moreover, the percentage varies from one election 
to another. In general, presidential elections attract more voters than parliamentary or 
local elections. Turnout is also higher when election campaigns are hard-fought or when 
elections are dominated by a single issue. It does not seem to be linked to institutional 
factors (civil rights, political stability, development of parties, political fragmentation), 
demographic factors (age distribution of the population), or education levels (literacy 
rates or percentage of the population that has completed secondary studies). In short, 
turnout patterns in elections remain largely unexplained. It is probable that they are 
closely related to cultural or historical factors that influence patterns of economic and 
social inclusion. In this respect, turnout does not seem to be very different from interper-
sonal trust or any other form of social capital (IDB, 2000, chap. 4).

Since voter turnout in the region is far from total, the question is: Do voter turnout 
patterns differ systematically from one social group to another? If they do, this will de-
termine whether the groups’ interests are taken into account by the political system. 

Figure 4.1
Participation by Women in the Legislative Branch, 
1990 and 2000

2000 1990

Source: Smith (2005).
aNo data are available for El Salvador and Honduras for 1990.
bIn the case of countries with bicameral legislatures, the per-
centage relates to members of the lower house.
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CHAPTER 450

However, the fact that chan-
nels of political influence are 
not limited to the act of vot-
ing also has to be considered, 
since casting a vote is only one 
form of political participation. 
Other forms are also impor-
tant: citizens who are better 
informed or have more direct 
contact with parties and can-
didates are more likely to in-
fluence decisions. It could be 
that turnout and other forms 
of political participation mutu-
ally reinforce each other, which 
means that the groups that are 
not heard or have no channels 
of influence in the political sys-
tem are the same as those ex-
cluded from the act of voting, 
forming a vicious circle of po-
litical exclusion that is difficult 
to break. 

Patterns of political participation by education and economic group were studied in 
a previous edition of this report based on the Latinobarometer opinion polls in seven-
teen countries in the region (IDB, 2000, chap. 4). It is worth summarizing the report’s con-
clusions in regard to these patterns. By education level, differences are small for turnout 
but large for other forms of participation, such as watching and listening to political news, 
talking about politics with friends, trying to influence other people’s political opinions, 
or working for a political candidate. For example, people with at least some college-level 
education are twice as likely to talk about politics as people who have had only primary 
school, but the probability of voting among the former group is only slightly higher than  
among the latter. The trend is somewhat similar for patterns of political participation by 
income group. There are no discernible differences in voter turnout according to income, 
but there are for other forms of participation, which tend to increase with income levels. 
The IDB study also analyzed participation patterns by age group. Surprisingly, participa-
tion in the region varies only slightly from one age group to another, although it is found 
to be slightly lower in younger groups. 

It is important to note the relationship between voter turnout patterns and the weak-
ness of political parties. If parties do not represent interests that unite broad sections of 
the population, then the link between turnout and political inclusion is weak.3 In coun-
tries where political parties are programmatic—such as Chile, El Salvador, Nicaragua, 
and Uruguay—the population can expect to feel included as a result of the act of voting 

Figure 4.2
Voter Turnout in Presidential Elections in Latin America,
Various Years

Source: International Institute for Democracy and Electoral Assistance
(IDEA).
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3 This is closely linked to the degree of institutionalization of political parties (see IDB, 2005: 34).
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for the party that most represents their political interests. In contrast, in countries where 
parties are more prone to clientelism—such as Bolivia, Colombia, Guatemala, Peru, and 
Venezuela—voting is not sufficient to achieve broad political inclusion, because close 
links have to be maintained with politicians to obtain the benefits of participation (IDB, 
2005: 34).

Patterns of political participation in Latin America do not differ substantially from 
those in other regions of the world, except perhaps that political participation is distrib-
uted more uniformly in Latin American countries than in the United States. In European 
countries participation patterns are practically identical to those in Latin America. 
Consequently, based on differences in voter turnout or the other forms of political par-
ticipation mentioned, it cannot be said that there are very pronounced biases in favor of 
certain social or economic groups and against others. However, no definite conclusions 
should be drawn from this analysis because of the difficulty in determining the relative 
effectiveness of the various forms of participation and because perhaps the most impor-
tant channels of political influence in Latin America are not captured by opinion polls. In 
particular, small but economically powerful groups with well-defined interests can have 
a disproportionate influence on political decisions in the region, since they can organize 
more easily than larger groups with less economic power and more dispersed interests.

Whether these powerful interest groups can effectively displace other less-organized 
social groups in a country depends on whether the country’s political system creates in-
centives for politicians to respond to regional, sectoral, or class interests. For example, 
soft regulations on election campaign finances facilitate the influence of powerful groups. 
The same can be said of electoral institutions that oblige politicians to overrespond to 
geographical interests, because this opens the way for the influence of geographically 
very concentrated economic sectors. Likewise, some voting systems create incentives 
for politicians to cultivate personal groups of supporters instead of following their party 
directives, which presumably represent broader national interests. 

According to an index that quantifies the incentives created by voting systems for 
politicians to cultivate relations with voters or with their party leaders, in Latin America 
politicians have more incentive to stay on good terms with party leaders than in any 
other part of the world (IDB, 2000: 193–95). As a result, regional interests generally have 
little influence on the working of Latin American political systems. Political systems are 
more susceptible to influences from interest groups that organize nationally in order to 
reach party decision-making centers directly. Consequently, powerful economic groups 
with very defined and concentrated national interests can exclude the regional, sectoral, 
or social interests of groups that do not have national organizing capacity. However, this 
conclusion has to be balanced with at least three considerations. 

First, the electoral systems of some countries do create incentives for cultivating per-
sonal relations with the electorate rather than with party leaders. The best-known case 
is Brazil, where candidates do not have to be nominated by their parties to run election 
campaigns using the party name and voters can express their preferences for individual 
candidates on the proposed lists. Second, the election systems of some countries have 
undergone major reforms. The general trend has been to exchange closed lists for open 
lists in which voters may choose among candidates of the same party, which increases 
incentives for politicians to respond more to voters and less to party hierarchies (Payne 
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CHAPTER 452

and Perusia, 2007). Third, the most important change in the channels of influence of re-
gional interests has been political decentralization. 

Political Decentralization 

Previously, Latin American central governments named officials at lower levels of gov-
ernment and controlled a significantly higher proportion of total public expenditure 
(Wiesner, 2003). Under this system, local authorities had more incentives to respond to 
the demands of the central government than to the preferences of the people of their 
locality. The central government was the body that made most decisions on expenditure, 
even in local cases. This arrangement reinforced the bias in favor of agents that had na-
tional capacity to organize and exert pressure. Public sector labor unions, particularly in 
the areas of health and education, are a clear example (IDB, 2005; Daughters and Harper, 
2007).

The deepening of decentralization in Latin America in the 1990s had two special 
features that changed the patterns of inclusion and exclusion associated with decentral-
ization. First, the rate of decentralization was not equal among all public expenditure 
items. The services decentralized between 1996 and 2004 were largely nutrition, public 
hospitals, maintenance of interurban highways, urban transport services, and regional 
universities. The second significant characteristic of the recent decentralization process 
in the countries of the region (with the exception of Brazil) is the local taxation lag. Local 
authorities now have a series of expenditure responsibilities, but their capacity to levy 
taxes is very limited, because of very small local tax bases or legal restrictions on design-
ing an independent tax policy (Daughters and Harper, 2007). 

Both transformations have had a dual effect on inclusion of the population. Although 
it is true that election of local authorities and devolution of certain expenditure decisions 
have involved previously excluded segments of the population, it is also true that this 
process has been limited because of the low level of local tax collection in the region. 
In other words, inclusion of the population in local public policymaking in Latin America 
has been partial: people can now influence the spending decisions of mayors and gov-
ernors, but there is little concern about the sources of revenue needed to cover such 
expenditure. 

An additional effect of political decentralization has been the strengthened role 
of nongovernmental organizations and community organizations. (Angell, Lowden, and 
Thorp, 2001, document this phenomenon very well for Colombia and Chile.) Under cen-
tralist schemes, local governments had no need to develop independent administrative 
capacity; with political decentralization the need exists, particularly on issues related to 
institutional strengthening and community development. The result is that nongovern-
mental organizations and community organizations are now participating in the execu-
tion and design of local public policies. 
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STABILIZATION AND MACROECONOMIC POLICIES 

Inflation and Economic Populism 

In the 1970s and 1980s, Latin America was characterized by persistently high inflation and 
quite a few cases of hyperinflation (conventionally defined as monthly inflation rates over 
50 percent). Populism was the characteristic of the macroeconomic policies of a number 
of administrations, such as those of Juan D. Perón in Argentina between 1973 and 1974, 
Salvador Allende in Chile between 1970 and 1973, and Alan García in Peru between 1985 
and 1990 (Kaufmann and Stallings, 1991). The economic policies typical of populism pro-
duced very marked patterns of exclusion and inclusion of the population, as described 
below. 

In general, populist governments in Latin America during this time assumed power 
with strong electoral support from the middle classes of formal urban workers in both 
public and private sectors. These governments argued that the low level of economic 
activity was a problem of repressed demand. Raising wages was expected to create a 
virtuous circle of high demand, higher production, and higher wages. For this reason, the 
starting point of populist measures was significant wage hikes for public and private sec-
tor employees (Cardoso and Helwege, 1991). To contain inflationary pressures, govern-
ments froze prices and, in some cases, fixed the exchange rate. In the short term, these 
measures benefited the urban middle classes at the cost of other segments of the popu-
lation. Higher real wages in the cities—a consequence of nominal wage increases, frozen 
prices, and appreciation of the real exchange rate—had a counterpart in their impact on 
agricultural producers, both suppliers of the domestic markets and exporters (Kaufmann 
and Stallings, 1991). Up to this point it can be said that populist governments kept their 
political promises in the short term: what they intended and achieved was to favor the 
social class that supported them politically. 

However, monetization of fiscal deficits and the depletion of international reserves 
revealed the unsustainable nature of these policies. Inflationary pressures put an end 
to price controls and reversed the trend in real urban wages. The initial economic boom 
fueled by these measures was followed by deep economic crises, which rapidly wiped 
out the increase in real income. For example, the real wage of industrial workers in Chile 
rose 20 percent in real terms between 1970 and 1971, then plunged 11 percent in 1972 and 
38 percent in 1973. Real wages in the manufacturing sector did not return to their 1970 
level until 1981 (Larraín and Meller, 1991). 

The pattern of inclusion and exclusion induced by populist measures responds to 
criteria of political economy. The poorest population segment in Latin America is con-
centrated in rural areas, but this group did not have sufficient voice or organization to 
exercise political pressure and was excluded from public policy decisions. In contrast, 
the middle class, characterized as urban with formal employment in the public and pri-
vate sectors, had the organization and voice required to demand measures in its favor, 
although these measures had only short-term effects (Cardoso and Helwege, 1991). 

Another way of interpreting the segmentation produced by economic populism is 
as a political struggle to determine the social distribution of the inflation tax (which re-
sults from the loss of purchasing power of the currency held by the public, as a result of 
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CHAPTER 454

excessive increases in money supply). This tax was very important in Latin America in 
the 1970s and 1980s: on average 4.4 percent of gross domestic product (GDP) between 
1973 and 1983 and 10.8 percent between 1983 and 1987 (Edwards and Tabellini, 1991). 
In a situation in which a country’s monetary authority can grant unlimited credit at no 
cost to the central government, how the inflation tax is distributed is decided by those 
in power. The costs are possibly shared regressively, because the poorest segments of 
the population and small businesses have no access to financial instruments to protect 
them from this tax. 

These populist experiments financed by inflation taxes seem to be a thing of the 
past. At the end of the 1980s, eleven Latin American countries had inflation rates over 20 
percent, and four suffered price increases of more than 1,000 percent annually. In con-
trast, over the 2001–2005 period, no Latin American country had an average inflation rate 
over 20 percent, and only five reported inflation above that figure in any one of these 
years (with a 41 percent maximum in Argentina in 2002). 

A decisive factor in the macroeconomic stabilization processes in Latin America was 
the granting of independence to central banks to make their own decisions on monetary 
policy, with the predominant objective (and in some countries the only one) of reducing 
inflation. Between 1988 and 1996, the central banks of twelve Latin American countries 
were reformed by law or constitutionally, being granted more independence in the de-
sign and conduct of monetary policy as a guarantee of price stability. In this process, 
governments gave up their discretionary power to finance themselves directly from the 
central bank, which eliminated the main cause of the inflation tax. As will be shown in 
the following section, the independence of countries’ monetary authorities also had 
important effects on the patterns of inclusion and exclusion associated with credit and 
exchange rate policy. 

The End of Directed Credit 

Prior to the macroeconomic stabilization of the 1990s, the central governments of Latin 
America had considerable ability to direct credit to influential economic sectors or 
groups. This was feasible because public banks were very important within the financial 
system, because the central bank was an important intermediation agent, or because the 
government strictly regulated allocation of credit by private banks. In the late 1980s, a 
significant percentage of total lending in Latin America was directed by the government 
using one of these three mechanisms: around 30 percent in Colombia, 35 percent in 
Mexico, and 40 percent in Argentina, and up to 80 percent in Brazil (Morris et al., 1990). 
In these financial systems in which the government played a central role, access to credit 
was determined by the ability of economic agents to exert political pressure. Agents 
that were unable to exert pressure were excluded and had to pay high financing costs 
(Edwards, 1995). 

Brazil represented the region’s most extreme case of discretionary directed credit. 
First, public banks were and still are central players in the country’s financial system: in 
2002, 43 percent of the total assets of the Brazilian financial system were held by public 
banks (Galindo, Micco, and Panizza, 2007). Moreover, in the 1970s and 1980s, national de-
velopment banks, particularly the Brazilian National Development Bank (Banco Nacional 
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de Desenvolvimento Econômico e Social, or BNDES), allocated a large amount of funds 
to the industrial sectors, which were protected at that time. In general, credit was granted 
to the most powerful sectors in the economy, especially heavy manufacturing, finance, 
and large-scale agriculture (Frieden, 1991). Under the argument that these sectors were 
fundamental for national development, these policies excluded highly profitable projects 
in other sectors. 

In recent years, the trend toward directed credit in the region has been reversed, 
and market mechanisms have been given a greater role. Privatization of public banks, the 
independence granted to central banks, and deregulation of private lending have cut off 
old, vocal industrial groups from cheap or subsidized credit. At the same time, new credit 
options have emerged, such as microcredit or lines of credit for small- and medium-sized 
enterprises, including sectors previously excluded from the financial system (IDB, 2004). 
Another recent phenomenon in Latin America has been the development of local bond 
markets. Here two opposing forces have come together, because there is evidence that 
growth of public debt bonds has stimulated bonds of private origin. However, an exces-
sive level of domestic public debt is simultaneously crowding out the borrowing capacity 
of the private sector (IDB, 2006b, chap. 7), which excludes formal companies from this 
nonintermediated financing mechanism. 

Exchange Rate Policy 

Exchange rate policy has undergone a transformation similar to that of credit policy, 
and the patterns of exclusion and inclusion that it generates have also changed. To un-
derstand this transformation, it should be borne in mind that a country’s exchange rate 
system affects each population group differently. Regimes with fixed or fairly inflexible 
exchange rates can be expected to produce low inflation rates and real appreciation, 
which benefits the urban middle and upper classes by increasing their purchasing power. 
This scenario, however, harms agro-exporters and other producers of tradable goods. A 
flexible exchange rate regime, accompanied by moderate inflation and real appreciation, 
produces the opposite effect (Blomberg, Frieden, and Stein, 2005). 

Some empirical works have found that trade liberalization has been a breaking point 
in the relation between exchange policy and the interests of different sectors in Latin 
America (Frieden, Ghezzi, and Stein, 2000). In the previous context of high tariffs, the 
protected economic sectors had no interest in pressuring for an exchange rate policy in 
their favor. After losing their tariff protection as a result of trade liberalization, the sectors 
were interested in compensating for the loss by pressuring for more flexible exchange 
rate policies with a trend toward real depreciation. Frieden, Ghezzi, and Stein (2000) 
found a positive relation between the weight of manufacturing industry in output and the 
probability that a country had a flexible exchange rate system. This relation has strength-
ened in recent years as barriers to international trade have been removed. 

In conclusion, before the effects of globalization, the objective of exchange rate 
policy in Latin America was to protect the real income of the urban middle and upper 
classes, without taking into account the economic sectors protected by trade policy. As 
trade protection declined, these sectors’ power to determine exchange rate policy in-
creased, and the interests of the urban middle and upper classes lost ground. 
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CHAPTER 456

Transformation of Industrial Policy 

Public ownership of companies and privatization processes are one aspect of relations 
between the state and the productive base; another is industrial policy, which has 
changed drastically, particularly as a public policy response to the globalization process. 
The transformation of industrial policy in Latin America and the impact of the change on 
social exclusion and inclusion are briefly described below. 

Industrial policy prior to the globalization process was very uniform among the 
countries of the region in the framework of import substitution policy (Melo, 2001). As 
mentioned earlier, its main instruments were tariff protection, directed credit, direct 
subsidies, and exchange rate controls. Its center of attention was the manufacturing sec-
tor, especially heavy industry, and its objective was to develop previously nonexistent 
economic activities to supply domestic markets. 

Under the old industrial policy, the main beneficiaries were business owners and 
formal employees linked to the protected sectors. Urban in origin, both segments of 
the population succeeded in protecting companies and formal jobs at the cost of high 
domestic prices, valuable fiscal resources, and a bias against the agricultural and export 
sectors (Melo and Rodríguez-Clare, 2007). 

The transformation of this industrial policy into that which exists today in the coun-
tries of the region was not a gradual or linear process. Structural adjustment policies in 
the late 1980s and early 1990s led to temporary abandonment of the type of interven-
tion represented by the old industrial policy in most Latin American countries. Later, in 
the mid-1990s, industrial policy in the region began a slow recovery that is still evident  
(Peres, 2005). However, unlike those under the import substitution model, the new indus-
trial policies are characterized by (a) being much more heterogeneous across countries 
and (b) having the clear purpose of stimulating potential export sectors. In other words, 
there has been no return to the previous industrial policy model (Machinea and Vera, 
2006; Ramos, 1996). 

Melo (2001) and Peres (2005) offer a typology of the new spectrum of industrial 
policies in the region.4 A group of countries, among which Brazil is a good example, have 
focused on supporting the economic activities in which they have clear dynamic com-
parative advantages (for example, biotechnology) or have technological externalities that 
could be very valuable for the national productive base (for example, information tech-
nology in Costa Rica). In both cases, the ultimate objective is not to supply the domestic 
market, but to develop new exports. Another group of countries, of which Mexico and 
Colombia are good examples, support existing clusters of productive activities. The ob-
jective is to raise competitiveness and embrace the international competition that these 
activities face without granting direct subsidies to the companies involved. A third and 
last group, of which Chile is the outstanding example, has applied horizontal or neutral 
industrial policies across sectors. The objective is to stimulate the productivity of the 
largest number of economic activities without interfering in factor markets for allocation 
of resources.

4 Garay (1998) describes in detail the new industrial policies in place since the mid-1990s in Argentina, Brazil, 
Mexico, and Venezuela.
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The diversity of current industrial policymaking in the region is reflected in the 
resulting change in patterns of exclusion and inclusion. Neutral policies and policies to 
promote sunrise sectors, unlike cluster policies, are less likely to be captured by busi-
ness groups and can be more equitable in sectors that did not previously receive public 
support. Nonetheless, cluster promotion policies are much more inclusive than the old 
industrial policies because they are targeted at sectors other than manufacturing and 
because they are not based on protectionist measures such as tariffs or market quotas. 
Even so, current industrial policies, particularly those targeted at clusters, have very few 
elements that promote investment in human capital in the sectors that receive support. 
It could be said, then, that modernization of the labor force is the great challenge for 
modern industrial policy in Latin America. 

Although it is true that Latin America’s new industrial policies are more inclusive 
than the ones they replaced, it is also true that old patterns of exclusion persist as a 
result of the concentration of economic power. Such is the case of the business class in 
Guatemala, which, thanks to its voice and cohesion, has succeeded in retaining generous 
tax exemptions, another way of capturing industrial policy (IDB, 2005). 

Relations between the state and companies in Latin America are reflected in the 
trend in informal employment in the region.5 There is evidence of a secular increase in 
this type of employment in the region in recent decades, which demonstrates the state’s 
inability to create the necessary incentives for formal companies to assimilate the grow-
ing supply of workers, either under the old protectionist model of industrial policy or 
under the current model in any of its variants. According to Thorp (1998), in 1950 only 8.7 
percent of urban manpower in Latin America was linked to informal employment. At that 
time, companies and formal employment were covered by protectionist policies, and 
demographic pressure stemming from urbanization had not materialized. Two decades 
later, this proportion had increased to 11.5 percent, threatening employment security in 
the region. 

The World Commission on the Social Dimension of Globalization (2004) documents 
the rapid growth of informal employment in the region in the 1980s and 1990s. Accord-
ing to the commission, the percentage of self-employed workers in Latin America in the 
1980s in activities other than agriculture was 29 percent, only three percentage points 
above the world average.6 In the next decade, this percentage increased to 44 percent, 
twelve percentage points above the world average and very close to the average in Africa 
(48 percent, according to the information in Figure 4.3). Protected urban companies did 
not succeed in growing sufficiently to absorb the flow of migrants from rural to urban 
areas. Combined with the high costs associated with formal employment, this factor has 
turned informal and badly paid jobs into a persistent phenomenon. 

According to figures from the Economic Commission for Latin America and the Ca-
ribbean (ECLAC, 2006b) in its latest report on the social panorama of the region, this 
trend has reversed itself slightly in some countries in this decade (especially Argentina, 

5 Carr and Chen (2004) synthesize the International Labour Organization’s conceptual framework of informal em-
ployment.
6 However, the criteria used to define informality in Thorp (1998) are not the same as those used to define self-
employment according to more recent data. 
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CHAPTER 458

Chile, and Costa Rica) but has 
continued in others (Colombia, Ni-
caragua, Paraguay, and Venezuela 
being the most extreme cases). 
Even more worrisome is the fact 
that the income of people in this 
class of activities plummeted dur-
ing the last decade in almost all 
countries of the region, with only 
Chile, Ecuador, El Salvador, and 
Panama excepted.7 These prob-
lems are studied in more detail in 
Chapter 5. 

GLOBALIZATION AND 
TRADE LIBERALIZATION 
POLICIES 

In the 1990s, the increased par-
ticipation of Latin American eco-
nomies in international trade, fi-

nance, and technology flows and, to a lesser extent, international migration flows affected 
wages, employment, and social security conditions and exposed workers and their fami-
lies to more opportunities, as well as to higher risks, than in the past. As happened with 
the phenomena of democratization and stabilization, globalization altered patterns of 
economic and social inclusion and exclusion for the benefit of some groups, but to the 
detriment of others. 

Trade Liberalization and Its Effects on Labor Exclusion and Inclusion8

To benefit from the possibilities of growing international trade and obtain the blessing of 
investors and international creditors once again interested in Latin America after resolu-
tion of the region’s debt crisis, in the mid-1980s Latin American governments began to 
put in place a set of reforms to open their economies to trade, finance, and investment.9

The central element of this external liberalization was reduction of import barriers, which 
protected local production, especially in the industrial sectors. Between the mid-1980s 
and early 1990s, all of the region’s countries began trade liberalization programs with 
reductions of at least fifteen points in the average tariff rate. Tariffs dropped from aver-

100 20 30 40 50 60

Figure 4.3
Self-Employed Workers in Sectors Other Than 
Agriculture, 1980s and 1990s

1990–2000 1980–1989

Africa

Latin America

Asia

Developed countries

World total

Source: World Commission on the Social Dimension of Global-
ization (2004).

Percentage of employees in sectors other
than agriculture

7 This statement is based on a measure of average income of the urban population in low-productivity sectors: 
ECLAC (2006b), Table 28.
8 This section is based on IDB (2003a, chap. 5).
9 The Brady Plan, which was set up in 1989 to convert Latin American government debt with international banks, 
was the decisive factor in reviving the interest of investors and creditors. However, several countries had already 
adopted important opening and liberalization measures.
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age levels of 48.9 percent in the years prior to the reform to 10.7 percent in 1999. Nontariff 
restrictions, which applied to 37.6 percent of imports prior to the reform, affected only 6.3 
percent by the mid-1990s.10 But the lower tariff and nontariff restrictions fueled imports, 
which grew as a proportion of GDP in most countries. For the region overall, import pen-
etration grew from 22.6 percent in the 1983–1985 period to 36.2 percent in the 1998–2000 
period. Export indicators also rose, although much less steeply, from 23.3 percent to 29.6 
percent of GDP between the two periods.

Although in popular opinion, trade liberalization and overall unemployment are 
closely linked phenomena, this belief lacks empirical support. Unemployment rates in 
the region did not increase following the liberalization measures or as a result of the 
increased entry of imported products into economies. Likewise there is no basis for stat-
ing that total employment fell. However, this does not mean that liberalization did not 
have destructive effects on jobs in specific sectors, as in fact it did. Surprisingly, however, 
these destructive effects were relatively modest. Changes in the sectoral composition of 
employment were very small in comparison with the size of the measures and what all 
studies preceding the enactment of the liberalization measures had predicted. 

Since reallocation of employment between sectors as a result of trade liberalization 
was very low, companies could be expected to adjust to liberalization in some other 
way. In part they did so by improving their efficiency and redirecting their production 
into more profitable activities. But most of the adjustment fell on workers through lower 
wages. In the case of Mexico, in companies affected by a forty-point tariff cut, real wages 
fell by an estimated 8–10 percent. For the overall manufacturing sector, tariff cuts at the 
end of the 1980s produced an estimated 3–4 percent fall in wages. Elimination of quanti-
tative controls on imports may have had an even greater effect that is difficult to quantify 
(Revenga, 1997). In Colombia, where the average tariff dropped from 50 percent in 1984 to 
13 percent in 1998, the effect on the average wage in the manufacturing industry was also 
3–4 percent11 (for the initially more protected industrial sectors, it was up to 7 percent). 

It is surprising that the effects of trade liberalization on wages have been relatively 
severe in comparison with modest changes in employment and its composition. The most 
probable explanation for this phenomenon is that workers shared the rents (and inef-
ficiencies) that protection gave to companies. Tariff reduction could be accommodated 
without great changes in employment by improving productivity and eliminating these 
rents. The disappearance of protection rents also weakened the power of unions, which 
lost influence in wage negotiations and in maintaining or expanding industrial employ-
ment. Not surprisingly, in most countries of the region, union participation rates fell in 
the 1990s to only 16.3 percent of the labor force in 1991–1995 from 20.1 percent a decade 
earlier or 25 percent in the second half of the 1970s.12 However, there were other phenom-
ena that contributed to the loss of union influence, especially reduction of employment 
in the public sector, expansion of temporary employment, and changes in legislation that 
governs the operation of unions.

10 For eleven countries for which information is available. For a more detailed description see IDB (1997), Part II. 
11 The calculation reported by Attanasio, Goldberg, and Pavcnik (2004) is 4 percent but assumes elimination of the 
tariff. 
12 These are median figures for the countries for which data are available (see IDB, 2003a, chap. 7).
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CHAPTER 460

Traditional forms of hiring in the region have been partly displaced by new arrange-
ments, such as outsourcing of services and temporary employment.13 However, increased 
international trade has played at most a marginal role in this process, which on the 
demand side of labor has been driven by technological and organizational change, and 
on the supply side by the demand for greater flexibility, especially for women workers.14

Evidence suggests that increased international trade has produced more informality only 
in countries with more rigid labor regulations.

Although competition from imported products has reduced wages in the affected 
sectors (and in some countries may have contributed to increasing informality), the 
emergence of new export sectors has created new labor opportunities in Latin America. 
Contrary to fears on this issue widely covered by the international press, studies con-
clude that workers in new agricultural export sectors or in maquiladora companies receive 
higher pay and have better working conditions than workers in any alternative available 
job. These conclusions are confirmed by the workers themselves in export zones of non-
traditional crops in Guatemala or in the maquiladoras of Chihuahua and Ciudad Juárez in 
Mexico, to mention only two examples.15

Technological Change and Wage Gaps 

While increased trade penetration has tended to depress workers’ wages in the affected 
sectors, technological change, which has accelerated with globalization, has benefited 
Latin America’s more-skilled workers. The widening wage gap between skilled and un-
skilled workers has been one of the phenomena that has generated the most reaction 
against globalization in the region. 

Although the widening of wage gaps between workers according to education level 
has been an important phenomenon in Latin America, it has been less pronounced 
than is often claimed. A comparison of the wage income of workers who had completed 
tertiary studies with those who had completed secondary studies reveals an 18 percent 
increase (average for twelve countries in the region) in the income gap between the two 
groups during the 1990s: the ratio of the income of workers with tertiary education to 
that of those with secondary education increased in Latin America from 2.3 in the early 
1990s to 2.8 in the early part of this decade.16 If the comparison is between workers with 
completed tertiary studies and workers with completed primary studies, the increase in 
the gap is 7 percent. In contrast, if the calculation is between workers with completed 
secondary and completed primary education, the gaps narrowed slightly during the de-
cade. 

These trends are not common to all countries. For example, considering the gaps 
between incomes of workers with tertiary and secondary education, Argentina and Nica-
ragua show important increases (53 percent and 24 percent, respectively), whereas Brazil, 

13 For the case of Mexico, see Maloney (1999). 
14 The trend toward increased temporary and seasonal employment in agriculture is common to all of Latin 
America and dates from at least the 1980s. It is associated with expansion of agro-industry and seasonal export 
products, such as fruits and vegetables (Kay, 1995). 
15 A more complete summary is available in IDB (2003a, chap. 5). 
16 IDB Research Department calculation based on household surveys.
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Honduras, and Panama show modest reductions. In several countries the trend toward 
expanding gaps at the start of the trade liberalization process has halted or reversed 
itself in recent years. In Mexico, the trend ended in 1994, when the North American Free 
Trade Agreement (NAFTA) entered into force, and in Colombia the gap worsened se-
verely in the early part of the 1990s but reversed completely in later years. 

Numerous studies have analyzed the causes of widening wage gaps in Latin America. 
Although several have found some relation with trade liberalization processes, most tend 
to conclude that the trend is due to technological changes associated with certain types 
of imports. A study that included Argentina, Brazil, Chile, Colombia, and Mexico found 
that wage gaps by manufacturing subsector had common patterns for technological rea-
sons.17 In synthesis, technological change seems to be a much more important cause of 
wage inequality than international trade.

The gender wage gap has followed a different path than gaps by education level 
(Table 4.1). Some studies show that the gap in remuneration for work between men and 
women with similar skill levels has narrowed or has remained stable for the last twenty 
years (see Tenjo Galarza, Ribero Medina, and Bernat Díaz, 2004, for the cases of Argen-
tina, Brazil, Colombia, Honduras, and Uruguay; Ñopo, 2006, for the case of Chile). Even 
so, gender differences in wages persist (see Chapter 2). 

FISCAL INCLUSION AND EXCLUSION 

The previous sections of this chapter showed how democratization, stabilization, and glo-
balization changed the patterns of inclusion and exclusion of social groups in Latin Amer-
ica. Democratization opened spaces for political participation by the working classes, 
indigenous groups, and women, but also strengthened the influence of interest groups 
with ability to organize at the national level or exert direct influence on political parties. 
Stabilization limited the access to cheap credit enjoyed by certain sectors and privileged 
groups, but also reduced the influence of the urban middle classes, whom price controls, 
artificial fixing of exchange rates, and increases in minimum wages of earlier periods had 
tried to benefit, albeit only in the short term. Trade, financial, and technological globaliza-
tion helped erode the power of the urban middle classes, especially low-skilled workers, 
while strengthening the influence of workers with higher levels of education and owners 
of capital. 

Democratization, stabilization, and globalization also changed the way a country’s 
social and economic groups relate to the country’s tax administration and public expen-
ditures. This is no surprise, since fiscal policy is the way the state distributes resources 
to all sectors of society for collective purposes and for the needs and interests of specific 
groups. Consequently, participation by all the different social and economic groups in 
collection and allocation of fiscal revenue is a decisive factor in patterns of inclusion and 
exclusion. 

17 First, wage gaps widened inside subsectors and in the same subsectors in all countries. Second, the intensity 
of the phenomenon was related to the penetration of imports of inputs and capital goods in these subsectors. 
Third, the widening of wage gaps was much more sensitive to the technological content of imports than to their 
penetration (Sánchez-Páramo and Schady, 2003). 
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The most important influence 
of democratization on fiscal systems 
should have been the adoption of 
strongly redistributive tax systems, 
as the median voter theory predicts. 
This theory predicts that if everyone 
voted, taxes and the size of govern-
ments would be greater in more 
unequal societies. Because of the 
income concentration effect, in Latin 
America there is in fact a tendency 
to impose high tax rates on individu-
als, with higher rates in countries 
with more inequality, also consistent 
with the median voter theory. There 
is also evidence that rates of income 

tax collection are higher in countries with greater inequality, even after the effects of 
differences in income per capita and voter turnout are isolated (Lora, 2006). However, 
collection rates in the region are very low by world standards and increased very little 
with democratization, possibly because of the influence of high-income groups on the 
design and application of tax rules. As is very well summarized by Richard Bird (2003: 41), 
a recognized expert on Latin American tax systems, the rich in Latin America have many 
ways to avoid paying direct taxes: “First, they can block progressive legislation; they can 
introduce incentives and exceptions to dilute its effects (always with the argument of 
‘national interest’); they can corrupt the tax administration or use their resources to tone 
down or delay its applications in legal ways; or they can escape with their funds from the 
jurisdiction.” Also, as will be discussed later in this chapter, financial globalization has 
weakened the treasury’s capacity to tax internationally mobile capital, and trade global-
ization has eroded taxes based on international trade. Governments have been forced 
to shift to higher indirect taxes, particularly value-added taxes (VATs), which is not an 
expected consequence of democratization. 

Regarding public expenditure, democratization seems to have had a deeper effect, 
consistent with raising the share of social spending in total expenditure. At the world 
level, democratization processes have led, with a lag of some years, to an increase in 
social spending of 3 percent of GDP (Baqir, 2002). This phenomenon has also occurred in 
Latin America. Average public social spending in the region, as a percentage of GDP, grew 
around three percentage points between 1990 and 2003, from 9.6 percent to 12.8 percent, 
and real levels per capita increased substantially. In the early 1990s, the countries of the 
region allocated an average of US$314 per person (in constant 2000 dollars)18 for items of 
public social spending. Thirteen years later, average spending per capita was 45 percent 
higher: US$457 per capita (ECLAC, 2006a). 

18 Education and health expenditures only. Social security public expenditure also increased, as will be discussed  
later in the chapter.

Table 4.1 Wage Gap between Men 
and Women (percentage)

1981 1989 1998

Argentina 43.5 36.5 34.7
Brazil 62.9 55.9 40.3
Colombia 38.7 28.7 14.7
Costa Rica 16.7 32.2 21.0
Honduras n.d. 9.4 7.1
Uruguay 62.7 59.8 52.2

Source: Extracted from Tenjo Galarza, Ribero Medina, 
and Bernat Díaz (2004).
Note: n.d. = data not available.
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However, the influence of democ-
ratization on the distribution of the 
benefits of this social spending is less 
clear.19 In Chile, where social spending 
is currently very progressive, democra-
tization has been a decisive factor (see 
Box 4.2). However, in the rest of Latin 
America, there is no evidence that de-
mocratization or later political reforms 
have altered the distributive patterns 
of social spending, which tend to be 
approximately equal by income level. 

With stabilization, the monetary 
sources of financing enjoyed by Latin 
American treasuries were closed, re-
ducing the discretionary power of cen-
tral banks (and through them central 
governments) to allocate resources, as 
shown earlier, but also imposing disci-
pline on spending demands by legisla-
tures. Adoption of fiscal responsibility 
laws in several countries,20 which put 
caps on expenditure, the fiscal deficit, 
or both, also strengthened fiscal dis-
cipline. 

When the sources of monetary 
financing disappeared, alternative 
ways to cover expenditure had to be 
found. Financial globalization, which 
accelerated with the Brady Plan in 1989 
(conversion of long-term government 
debt instruments after the crisis of 
the 1980s), opened the possibility of 
external financing of fiscal deficits, at least temporarily. At the same time, financial glo-
balization limited the possibilities of taxing capital income because of increased capital 
mobility and the need to compete for foreign direct investment. Consequently, the posi-
tion of large national and international owners of capital was strengthened against other 
sectors in taxation decisions. For its part, trade globalization imposed very narrow limits 
on taxes on international trade, which in many countries were an important source of fis-
cal revenue. To compensate for these adverse trends and respond to growing pressure 

Box 4.2  The Chilean Fiscal Pact 

The return of democracy to Chile in 1990 
brought with it an important reform of the 
tax system and targeting of public social 
spending. Unlike most tax reforms in Latin 
America, which are designed to increase 
receipts, the Chilean tax reform in the early 
1990s was another mechanism for expand-
ing social spending on the country’s poor-
est population. In the end, it was one of the 
main campaign promises that brought the 
Concertación to power. 

After negotiations with the Concer-
tación’s opposition, it was agreed that in-
come tax rates would be raised from 10 
percent to 15 percent and the general VAT 
rate from 16 percent to 18 percent and that  
a commitment would be made to target 
new fiscal resources at the lowest income 
quintiles of the population. The main con-
sequences of the implementation of these 
reforms are shown in Table 4.2 and Figure 
4.4: Chile has the most progressive public 
social spending in Latin America and has a 
low level of tax expenditure, at least regard-
ing indirect taxes. 

Source: Based on Lora (2006).

19 Except in the case of conditional cash transfer programs such as Oportunidades in Mexico, as discussed later in 
the chapter. 
20 Argentina (1999), Brazil (2000), Peru (2000 and 2003), Panama (2002), Ecuador (2002), Colombia (2003), and Ven-
ezuela (2003). In Guatemala a fiscal pact was signed in 2000 that sets numerical targets but is not legally binding. 
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CHAPTER 464

for spending generated by democratization and other factors,21 governments had to turn 
to other sources of tax revenue, particularly VATs, and maintain or increase taxes on and 
payroll contributions by formal workers. In some countries with relatively mature social 
security systems, such as Colombia, workers’ contributions to the system were raised 
considerably to cover the large deficits that resulted from the need to pay generous 
pensions to growing numbers of pensioners whose contributions had been insufficient 
or badly managed.22

Who Pays Taxes and Who Does Not? 

The changes in the tax structures in Latin America as a result of the forces of democrati-
zation, stabilization, and globalization primarily involved composition rather than size. 
On average, tax receipts (not including social security contributions) totaled 16.3 percent 
of GDP in 2003, practically unchanged since the mid-1980s (15.4 percent) despite numer-
ous reforms. The tax burden in Latin America is 6.8 percentage points of GDP lower than 
world standards. Brazil and Argentina, with tax burdens of 21 percent and 18 percent, 
respectively, are the two countries with the highest receipts; Guatemala, Panama, and 
Paraguay, with burdens of approximately 10 percent of GDP, have the lowest tax burdens. 
The main shift in composition has been in favor of VATs. Whereas receipts from direct 
taxes in the region have averaged around 4 percent of GDP in the last two decades (and 
are 3.5 points below the world level), VAT receipts rose from 2.9 percent of GDP at the 
end of the 1980s to 5 percent in 2003, offsetting the decline in taxes on international trade 
and numerous minor taxes. Total indirect taxes collected in Latin America (7.9 percent of 
GDP) do not differ from the world average.

As a consequence of these changes in composition, Latin America’s lower and middle 
classes now experience the impact of the tax burden more directly. In the past, the ef-
fect of taxes (and other forms of protection) on imports strongly affected the purchasing 
power of these segments in relation to consumer goods, but not directly as in the case of 
VATs. For this reason, and because of the widely held opinion that the VAT is by nature 
a regressive tax, the middle and lower classes in the region have begun to have a politi-
cally important weight in the tax debate which they did not have in the past. In response, 
congresses have generally preferred to exclude the main items in popular consumption 
baskets from the VAT base or to tax them at lower rates. This is reflected in the high tax 
expenditure of indirect taxes in Colombia, Ecuador, Guatemala, and Mexico, where lost 
revenue resulting from VAT noncollection and specific tax exemptions exceeds 25 per-
cent of potential tax collections (see Table 4.2). The resistance of the middle and lower 
classes to VATs has led to a constant search for other sources of tax revenue or to a cap on 
government spending. It may also have been an important factor in establishing spend-
ing programs targeted at the poor, for example, the conditional cash transfer programs, 

21 Demands on public spending tend to be higher in countries with higher levels of income per capita and to in-
crease with the average age of the population. See IDB (1998a, chap. 8). 
22 Traditional (pay-as-you-go) social security systems are based on intergenerational transfers: current workers’ 
contributions pay today’s retirees’ pensions. As the pay-as-you-go systems consolidated around Latin America, fi-
nancial sustainability problems arose because of insufficient contributions during the early years of the systems. 

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



STATE REFORM AND INCLUSION: CHANGING CHANNELS AND NEW ACTORS 65

such as Oportunidades in Mexico and Bolsa Familia (Family Grant) in Brazil, that have 
been adopted in nine countries. What is perhaps even more important: the visibility 
of VATs may have created incentives for the lower and middle classes to increase their 
vigilance over the use of public funds and participate more actively in political life. As 
previously noted, in Latin America there are no pronounced biases in patterns of politi-
cal participation by social class. There (as in the rest of the world), higher tax burdens 
tend to be associated with increased political participation.23

Those in the working classes with medium or high income from employment in the 
formal sector have also begun to perceive the fiscal and parafiscal burdens more directly. 
Through income withholding, wages are relatively easy to tax. This mechanism is applied 
to workers who earn above the taxable minimum, which on average in Latin America is 
230 percent of income per capita. The formal working classes are also taxed with contri-
butions to pension systems, which have increased in most countries. Based on averages 
from eleven countries, contributions to pension systems increased from 22.7 percent of 

Table 4.2  Tax Expenditures on Direct and Indirect Taxes

Direct taxes  Indirect taxes
(income)  (VAT and specific)

Tax Tax Tax Tax
Receipts expenditure expenditure Receipts expenditure expenditure

Percentage   Percentage
of of 

Percentage Percentage potential Percentage Percentage potential
Year of GDP of GDP receipts of GDP of GDP receipts

(a) (b) (b / (a + b)) (a) (b) (b / (a + b))

Argentina 2005 4.3 0.7 14.7 7.7 1.9 19.4
Brazil 2004 5.4 1.0 15.0 9.6 0.4 4.4
Chile 2005 4.4 3.3 42.9 10.4 0.9 7.8
Colombia 1999 4.2 3.2 43.2 4.9 6.0 55.1
Ecuador 2000 3.0 2.3 43.4 6.1 2.6 29.9
Guatemala 2000 2.2 2.0 48.2 5.5 5.3 48.8
Mexico 2005 5.1 3.4 40.1 5.6 3.3 37.0
Peru 2003 3.8 0.9 18.5 7.3 1.7 18.4

Sources: Cetrángolo and Gómez Sabaini (2006) and Lora (2007).

23 After income level is controlled for, the correlation between tax receipts and voter turnout in a cross-section 
of seventeen Latin American countries is 0.547 (significant at the 5 percent level). This correlation is maintained 
when inequality (nonsignificant) and a fictitious variable for countries with compulsory voting (nonsignificant) 
are controlled for. With compulsory voting controlled for, the significance of voter turnout rises from 5 percent to 
10 percent. (For developed economies, see Franzese, 2002.) This correlation reflects a relation of mutual causal-
ity (direct and indirect) between the two variables: societies with higher turnout are possibly societies whose 
citizens exercise more supervision over politicians’ activities, which contributes to controlling corruption. When 
people have more confidence in their country’s political system and consider public funds to be well used, they 
are more willing to pay taxes, which results in higher public expenditure and creates more incentives for electoral 
and political participation. 
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CHAPTER 466

gross wages in the region before the reforms to 26.6 percent afterwards.24 In addition to 
the parafiscal burden imposed by contributions to pension systems, in some countries 
other payroll taxes are imposed to fund transfers to training institutes and other social 
service programs. The case of Colombia, where the total parafiscal burden is more than 
50 percent of wages, is exceptional among countries of the region (see Bernal and Cárde-
nas, 2003).

However, as discussed in Chapter 5, growing fiscal and parafiscal burdens on wages 
have contributed to the informalization of employment in the region. Informal workers 
are by definition excluded from fiscal policy with respect to tax and social security ben-
efits. In fact, only 27 percent of the Latin American labor force is affiliated with social 
security systems, and only one-quarter of those over age 65 receive pensions. Since rates 
of social security membership are higher in the higher income groups, expenditure on 
pensions is the most regressive of all types of social spending. The most extreme case 
is again Colombia, where 80 percent of pensions are paid to the richest quintile of the 
population. The most equal pension spending among the countries of the region is in 
Costa Rica, which has an effective system of family-wide social security membership with 
broad coverage.25

The coverage patterns in Latin America show two different social inequality mecha-
nisms that complement one another. The first one is social security benefits concentrated 
among the richest. This goes hand in hand with the exclusion of poor people from both 
contributions and benefits of the social security system. The second is generational seg-
mentation of the population, in which older generations create tax pressures on younger 
ones and there is no guarantee that younger generations will receive the same social 
security benefits as the previous ones have.26 Both exclusion processes are illustrated in 
the inconclusive fiscal comedy depicted in Box 4.3.

There has been little success in incorporating owners of capital into payment of 
taxes, as a result of globalization and the influence that companies and high-income 
individuals have on decision making and implementation of tax policy. The Economic 
Commission for Latin America and the Caribbean (ECLAC) estimates that foregone tax 
revenues (tax expenditures) due to exemptions from direct taxes represent more than 
40 percent of potential receipts in Chile, Colombia, Ecuador, Guatemala, and Mexico (see 
Table 4.2).27 The sectors that benefit most from these exemptions are usually those with 
high percentages of exporters, especially in the maquiladora sectors, and companies 
with foreign investment. However, a wide range of sectors enjoy exemptions, depending 
on the country.28 Moreover, most studies conclude that tax breaks and exemptions play 

24 The eleven countries are Argentina, Bolivia, Chile, Colombia, Costa Rica, Dominican Republic, El Salvador, 
Mexico, Nicaragua, Peru, and Uruguay. Average based on authors’ calculations using information from Gill, Pack-
ard, and Yermo (2005). 
25 The regressivity of expenditure on social security is not a universal pattern. In developed countries, partici-
pation rates are very flat by income level and fiscal transfers are progressive, especially where they are low in 
relation to the average income of the population (Australia, Canada, United States, Norway, and Switzerland). See 
Mueller (2003). 
26 For a more detailed analysis of social security systems in Latin America, see Mesa-Lago and Márquez (2007).
27 Again, note that in some cases the calculations also include exemptions from payroll taxes.
28 See the lists of sectors benefiting from tax breaks in IDB (2001a, chap. 17), Cetrángolo and Gómez Sabaini 
(2006), and Hernández et al. (2000). For a more detailed analysis of such breaks in Argentina, Brazil, and Chile, 
see Pessino and Fenochietto (2004). 
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a very modest role in corporate investment decisions and are not the best use of fiscal 
resources (see Cetrángolo and Gómez Sabaini, 2006; Hernández et al., 2000).

Who Benefits from Public Spending and Who Is Excluded?

It is not easy to determine who benefits from expenditure in areas such as security, en-
vironment, justice, or investment in infrastructure, because these services are nonexclu-
sive public goods, in the sense that the benefit that some individuals receive does not 
exclude others from benefiting as well. In other cases, there may be exclusive benefits 
(for example, use of road infrastructure), however, there is no available information that 
relates spending to beneficiaries. 

Most analyses of the impact of public expenditure concentrate on the social services 
of education, health, and social security and on some subsidies for utilities.29 On public 
social spending, the most general conclusion that can be extracted is that it tends to be 
distributed more or less equally among income groups, which is to say that social spend-
ing is inadequately targeted to the lower classes. With the exception of Chile, where 
social spending is clearly progressive, total spending on education and health in Latin 
American countries reaches all large social groups equally (see Figure 4.4). In general, 
spending on primary education is progressive, but at other levels of education, expen-
diture tends to be concentrated on higher income groups because of the higher dropout 
rate in lower income groups. In health, distribution of spending differs greatly from one 
country to another: it is clearly progressive in Argentina, Chile, Costa Rica, El Salvador, 
and Honduras, approximately flat in Colombia and Uruguay, and strongly regressive in 
Bolivia. These distributive patterns were not very different a decade ago, which suggests 
that higher social spending has not been accompanied by increased participation in so-
cial services (IDB, 1998a). 

Worse than the distribution of social spending on basic education or health in the 
region is that of spending on university education and subsidized utilities charges (IDB, 
1998a, chap. 8), because consumption of these services is naturally concentrated in the 
middle and upper classes. But the fact that social spending and subsidies are not concen-
trated on the poor, or even that they benefit the middle and upper classes rather more 
than the lower classes (regressive distribution), does not necessarily mean that they 
aggravate disparities in income distribution. This happens only when the distribution of 
benefits is more concentrated than income distribution, as in the case of pension expen-
diture in some countries, for example, Colombia, where 80 percent of pensions benefit 
the richest quintile (see Figure 4.5). 

Analyses of the impact of social spending assume that all benefits of such spending 
are received by users of social services. But this is not necessarily so. The beneficiaries 
of social spending, and public spending in general, are also teachers, doctors, nurses, and 
other public officials who receive wages, which are the most important component of so-
cial spending. Public sector payrolls are another case, like that of pensions in some coun-

29 ECLAC (2006a, chap. 2) offers a recent compilation of the redistributive effects of social spending on the coun-
tries of Latin America. This publication compiles statistics and studies on distribution of spending on education, 
health, and social security by income quintile and country.
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CHAPTER 468

tries, in which expenditure tends to 
benefit the middle and upper classes 
substantially more, to the point of 
increasing income concentration in 
most Latin American countries.30

This, of course, largely reflects the 
fact that public employees in the re-
gion have higher than average levels 
of education. However, for their levels 
of study, experience, and dedication 
to work, they are also better paid than 
their counterparts in the private sec-
tor. For example, Panizza (1999) found 
that in the mid-1990s, the average pay 
of public employees in eight Latin 
American countries31 was 14 percent 
higher than that of their equivalents 
in the private sector. Jobs in public 
service in the region have other fea-
tures that make them more attractive 
than other jobs, such as stability, at-
tractive retirement conditions, and 
social benefits. Consequently, they 
offer an example of exclusion, be-
cause workers who are outside public 
service have very limited possibili-
ties for access to these benefits. The 
few statistics available on jobs and 
pay suggest that public employment 
in the region may have become even 
more exclusive in recent decades. 
According to a study by the Bank’s 
Dialogue on Transparency and Public 
Management, public employment in 
the region overall fell from 5.4 percent 
of the population in 1995 to slightly 
over 4 percent in 1999. However, the 
reductions in employment were not 
accompanied by a reduction in the 
value of the payroll: in most coun-

Argentina (1998) Bolivia (2002) Brazil (1997)
Chile (2003) Colombia (2003) Costa Rica (2000)
Guatemala (2000) Mexico (2002) Nicaragua (1998) 
Peru (2000) Uruguay (1998) 

Quintile 1

Figure 4.4
Distribution of Public Social Expenditure on
Education and Health in Latin America, Various Years 
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Figure 4.5
Distribution of Public Spending on Social Security
(Pensions) in Latin America, Various Years
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30 More exactly, the quasi-Gini of spending on public employee pay in eleven of the region’s countries averages 
0.61, whereas the income distribution Gini in the same countries averages 0.51. See IDB (1998a, chap. 8).
31 The eight countries are Colombia, Costa Rica, El Salvador, Honduras, Mexico, Panama, Paraguay, and Peru.
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tries expenditure on the public payroll actually increased after staff reduction measures 
(Echebarría and Cortázar, 2007). 

In conclusion, fiscal policy in Latin America in the wake of the democratization, stabi-
lization, and globalization processes has favored the inclusion of some groups, especially 
the lower classes, which have begun to participate in some of the benefits of spending 

First Act. It is election day in a very unequal 
society. There is much popular rejoicing, 
although not all those who are on stage go 
to vote. At the end of the day, the party that 
proposed the heaviest taxes on the rich to 
finance higher social spending for the ben-
efit of all has been elected. 

Second Act. While the politicians are hand-
ing out beer to some campesinos in one cor-
ner of the stage, small groups of rich people 
are discussing how to arrange not to pay the 
new taxes: some decide that they will bribe 
tax officials; others that they will talk to the 
politicians to obtain an exemption because 
they are convinced that their companies 
are crucial for press freedom, generation of 
jobs, or exports; still others leave the stage, 
never to return. 

Third Act. Public sector employees and 
workers in the largest companies realize 
what is happening and organize a demon-
stration to demand that the rich practice 
civic solidarity and the politicians keep 
their election promises. Scared, the politi-
cians offer to set up a social security system 
with very low contributions in exchange for 
the promise of very generous pensions for 
all who want to join. The politicians explain 
to the demonstrators that until the day they 
retire, the money will be used to finance the 
promised general spending programs. The 

demonstrators are not at all convinced, but 
they leave the stage, some laughing, others 
threatening with sticks. 

Fourth Act. Workers of all types are scat-
tered around the stage. A team of tax collec-
tors arrives on the right, demanding higher 
contributions from all who are close by. A 
few, mainly dressed as office workers, cour-
teously give in to the demands, but others 
leave gradually by the left side of the stage. 

Fifth Act. The group of workers who agreed 
to pay contributions has aged and are now 
accompanied by their grown-up children, 
who are dressed as office workers as their 
parents were before. Suddenly they begin 
to argue with the tax collectors and politi-
cians who are at the back of the stage (their 
faces are not seen), demanding to be paid 
the pensions they were promised. The col-
lectors try to explain that the only way to 
pay them would be to raise the taxes paid 
by themselves or their children, because al-
most all the other actors have disappeared 
from the scene without paying their taxes. 
The comedy is inconclusive, but those still 
on stage decide that a social pact would be 
the only reasonable way of bringing the oth-
ers back on stage. Will they return? Will they 
reach an agreement? Will they find a way to 
put the agreement into practice? 

Box 4.3 Fiscal Exclusion: An Inconclusive Comedy in Five Acts
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CHAPTER 470

and perceive tax burdens more directly. However, the richest families and owners of 
capital have maintained or strengthened their tax privileges, while the middle and upper 
working classes have increasingly split into an included group and another group that is 
excluded from both sides of the fiscal equation. These processes of fiscal exclusion and 
inclusion are a truly inconclusive social comedy (Box 4.3). How this comedy is resolved 
will depend on how Latin American societies solve their serious problems of fiscal exclu-
sion.
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Bad Jobs, Low Wages,
and Exclusion5C

H
A

PT
ER

The last decade and a half has witnessed profound changes in Latin America’s labor 
market. Growth in gross domestic product (GDP) per capita has been slower than 
in developed countries, deepening the divergence in income levels, and the labor 

force has continued growing at a relatively fast pace. Additionally, the changes brought 
about by democratization, economic stabilization, and globalization1 have disrupted the 
traditional patterns of integration through public and formal employment without pro-
ducing an alternative channel of social integration through the labor market. And even 
though unemployment surged to very large numbers in only five countries in the region 
during this time period, increasing informality and a slow rate of wage growth mean that 
most jobs being created are “bad” jobs that are precarious and low-paying.

A country’s labor market plays a major role in social inclusion in that country. As labor 
represents the primary (if not only) source of income for the vast majority of the country’s 
population, unemployment, bad jobs, or low wages mean material deprivation for work-
ers and their families. Furthermore, employment in the formal sector is a condition for 
access to social insurance and social security, which link workers with the tax and social 
services systems, and the workplace provides a social space for participating in social 
and political organizations, including unions. Not having a job, or having only a precari-
ous job, severs those links and makes the unemployed (or the precariously employed) 
and their families more vulnerable to the risks that the social security system aims to 
cover. 

The trend toward increasing informality reduces the size of the group of workers who 
enjoy the protection of the local truncated version of the welfare state and generates new 
patterns of exclusion. Moreover, since their precarious jobs do not officially exist, these 
workers are vulnerable to exploitation and unsafe working conditions because they can-
not present grievances or engage in union activities. The available evidence does not 
permit a determination of whether the problem is that employers prefer not to pay into 
public programs—or rather that workers themselves, pressed by budget constraints or 
other reasons, opt out of such programs. Regardless of the source, however, low participa-
tion is likely to result in poor access to medical care and low levels of coverage against 
old-age poverty, which, compounded with low wages, places workers in a difficult and 
vulnerable situation of exclusion. 

Currently existing labor market institutions and regulations are often forces of exclu-
sion. Social security taxes that are excessively high, inducing evasion and informality, 

1 For further discussion of these issues, please see Chapter 4.

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



CHAPTER 572

and rules regarding hiring and firing that are too rigid and create incentives for formal 
employers to reduce their hiring are, among others, forces of exclusion in the labor mar-
ket. But the increase in the share of low-wage jobs and the growth of informality create 
not a more adaptable, better-functioning labor market, but rather one that is hostile to 
productivity and income growth and increases the vulnerability and exclusion of a grow-
ing fraction of workers. Precarious jobs are also characterized by very low productivity 
and correspondingly low wages, often condemning workers and their families to poverty. 
Low wages and poverty are different phenomena, but they largely affect similar groups 
(two-thirds of low-wage workers live in poor households) and move along a common path 
(the evolution of poverty headcounts is largely determined by the performance of the 
labor market). 

Although the issue of bad jobs has attracted a great deal of attention, most of the 
research in this area has concentrated on workers whose per capita family income falls 
below the poverty line. Such an approach, however, fails to distinguish between workers 
in low-wage jobs and workers in households with low participation rates (i.e., few mem-
bers in the labor force). This chapter attempts to identify bad jobs through objective and 
measurable criteria that relate earnings to productivity, independent of family size, as 
well as to address the relationship between bad jobs and social exclusion.

The risk of holding a bad job is much more widespread today in Latin America and 
the Caribbean than at the beginning of the 1990s, as shown by the reduced difference 
in the incidence of low-wage jobs between the mainstream and those population groups 
traditionally considered vulnerable, such as women, youth, and low-skilled workers. Al-
though the gulf between high- and low-wage jobs is expanding, the difference between 
the holders of good and bad jobs, in terms of human capital and related characteristics, 
is narrowing. Furthermore, workers in low-wage jobs are more likely than others to drop 
out of the labor force, and they have a higher risk of unemployment. Their ability to enjoy 
all the benefits of the society in which they live and to contribute to that society are thus 
seriously diminished. 

Combating exclusion requires more than a description of the workers who suffer 
from it in the labor market. The recent increase in the number and incidence of bad 
jobs occurred while the region’s economies were in a period of dramatic transformation. 
Conventional wisdom dictates that tight fiscal and monetary policies, along with privati-
zation and trade liberalization, are the main culprits in the disappointing performance 
of the region’s labor market. A careful consideration of the available evidence shows that 
the factors behind the increase in the incidence of bad jobs are more complex. Rising 
unemployment, mediocre levels of growth, and increasing demand among employers 
for workers with higher levels of education are the most important drivers of bad jobs, 
dwarfing the impact of other phenomena like changes in the structure of employment 
and increasing female participation.

WHAT IS A BAD JOB?

Discussion of the concept of “decent work,” led by the International Labour Organization 
(ILO), has called into question the notion that a job—any job—is a solution to poverty. 
The ILO-sponsored World Commission on the Social Dimension of Globalization (ILO, 
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BAD JOBS, LOW WAGES, AND EXCLUSION 73

2004) stated that poverty in the devel-
oping world is associated not with lack 
of employment, but rather with the low 
productivity of existing jobs, and that 
such low productivity explains a slowing 
rate of poverty reduction in the 1990s. 

There are two main approaches to 
defining bad jobs (see Márquez and 
Prada, 2007, and references therein). 
The first approach, job-based defini-
tions, focuses on jobs with character-
istics that lead to working poverty and 
sluggish wage growth. The second and 
more common approach, worker-based 
definitions, emphasizes the character-
istics of workers (or potential workers) 
themselves, including gender, educa-
tional levels, and household poverty 
status. 

It is important to remember that not 
all of the working poor hold low-wage 
jobs. For instance, a worker in a high-
productivity, high-paying job might still 
be considered working poor if he or she has to support several other members of a 
household. Identifying low-productivity jobs thus requires measuring productivity inde-
pendent of family size and structure. The concept of “bad jobs” used here assumes that 
wages generally reflect productivity; the hourly wage therefore serves as an indicator 
of productivity.2 The threshold for defining “working poor” is the wage that would allow 
a worker in a family of average size and participation rates to earn a per capita fam-
ily income above the moderate poverty standard of US$2 per day (Duryea and Pagés, 
2003).3

As shown in Figure 5.1, although workers in low-wage jobs account for almost a quar-
ter of the region’s labor force, almost half of those workers do not live in poor households. 
Households in which workers have few dependents and/or in which most if not all house-
hold members work allow families to escape from or remain out of poverty in spite of 
having low-wage jobs. Nonetheless, almost two-thirds of the poor work in low-wage jobs 
that do not allow them to keep or lift their families out of poverty. 

Figure 5.1
Poor Workers and Low-Wage Workers: Average, 
Latin America, 1998–2004

Poor but 
no low 
wages (8%)

Not poor 
and no

low wages 
(69%)

Poor with 
low wages 
(13%)

Not poor
with low wages (10%) 

Source: Márquez and Prada (2007).
Note: Statistics represent percentage of the labor force 
between ages 15 and 64 that is employed and reflect the 
simple average for the period 1998–2004 for the following 
sixteen countries: Argentina, Bolivia, Brazil, Chile, Colom-
bia, Costa Rica, Ecuador, El Salvador, Honduras, Mexico,
Nicaragua, Panama, Paraguay, Peru, Uruguay, and Vene-
zuela.

2 See Mincer (1974) and Corcoran and Duncan (1979) for a more extensive discussion. While labor markets gener-
ally do not function free of imperfections such as discrimination and segmentation, empirical evidence generally 
supports a positive relationship between productivity and wages. For example, Lazear (1996) finds that when 
output per worker rises, half the productivity increase is passed on to workers in the form of higher wages.
3 A thorough description of the methodology is presented in Márquez and Prada (2007).
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CHAPTER 574

Trends

Figure 5.2 displays the evolution of the incidence of low-wage employment in fifteen 
countries of the region. With the exception of Chile (since 1990), Costa Rica (since 1991), 
El Salvador (since 1996), Mexico (since 1996), and Brazil (since 1999), the share of work-
ers in low-wage jobs increased throughout the region during the years covered in the 
figure. The rise was particularly notable in Argentina, which showed an increase from a 
negligible share in 1992 to 8 percent in 2003. The proportion of low-wage workers also 
increased substantially in Uruguay after 2000, in Colombia after 1994, in Paraguay after 
2000, and in Venezuela after 1998, and particularly after 2001. Trends were less pro-
nounced in Honduras, where the share declined until 1998 and increased afterwards; in 
Bolivia, where it increased until 2000 and stabilized until 2002; and in Nicaragua, where 
the three observations available suggest an increase from 1993 until 1998 and a decline 
from 1998 to 2001.

Figure 5.2 also illustrates that there is a very high correlation between the incidence of low-wage 
employment and national poverty headcount estimates. This correlation is equal to or above 0.9 in 
four countries and 0.7 or higher in eight out of ten countries for which national poverty 
data are available. An important implication of this finding is that in most countries, the 
evolution of poverty headcounts is largely determined by the performance of the labor market, and in 
particular by the evolution of earnings. Factors such as income transfers to poor households, 
changes in participation patterns, and changes in household formation are less important 
influences on poverty. An important exception is Brazil, where a decline in low-wage em-
ployment between 2002 and 2003 coincided with a large increase in poverty. 

WHO HAS LOW-WAGE JOBS?

There is a broad consensus on the main characteristics of workers in low-wage jobs. Stud-
ies in the United States and in Europe find that workers in low-wage jobs are dispropor-
tionately female, young, and without a college education.4 A similar situation prevails in 
Latin America. 

Márquez and Prada (2007) analyzed the changes in the pattern of incidence of low-
wage jobs for different population groups in Latin America, comparing the early 1990s 
and the period after 1997, including the first years of this century.5 They found that female 
workers, in all countries and in both periods analyzed, were more likely to hold low-wage 
jobs compared to their male counterparts and were thus overrepresented among workers 
in low-wage jobs. Women, for example, accounted for nearly 45 percent of all workers in 
bad jobs, even though they constituted only 36 percent of all workers in the sixteen coun-
tries for which data are available for the early 1990s. Women remained overrepresented 

4 Examples for the United States include Bernstein and Hartmann (2000), Carnevale and Rose (2001), Mishel, Ber-
nstein, and Schmitt (2001), Mitnik, Zeidenberg, and Dresser (2002), and Schochet and Rangarajan (2004). Duryea 
and Pagés (2003) and Duryea et al. (2006) review Latin American cases. Salverda et al. (2001), Marx and Salverda 
(2005), and Blázquez Cuesta and Salverda (2006) discuss European countries’ experiences.
5 Márquez and Prada’s study is based on an unbalanced panel for sixteen of the region’s countries for the period 
1990–2004: Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Ecuador, El Salvador, Honduras, Mexico, Nica-
ragua, Panama, Paraguay, Peru, Uruguay, and Venezuela.
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in the low-wage workforce in the late 1990s and the first years of this century, even when 
the increase in female participation in the labor force between the two time periods is 
taken into account.

Although there was a higher incidence of low-wage jobs among women in all countries 
in both periods, in the second period the gap between men and women shrank in ten of 
the sixteen countries for which data exist. The gender difference increased only in Mexico 
and El Salvador, remaining largely unchanged in Chile, Costa Rica, and Peru.

Across countries and periods, young workers (aged 15–24) were found to be more 
likely to hold low-wage jobs than either prime-age adults (aged 25–49) or, with a few 
exceptions, older workers (aged 50–64). Such a difference is typical and arises because 
workers’ productivity and hence their wages increase over time as they accumulate human 
capital and experience (Borgarello et al., 2006; IDB, 2003a). In the early 1990s, young work-
ers represented nearly one-third of the total employed in low-wage jobs, even though they 
accounted for only 22 percent of the labor force. Younger workers remained overrepre-
sented among low-wage workers in the late 1990s and the first years of this century, though 
their share in both the low-productivity and total labor forces decreased. These changes 
reduced the difference in the incidence of low wages between youth and the rest of the 
population in most countries of the region, with the exceptions of Argentina and Chile.

Not surprisingly, in every country in both periods, the incidence of low-wage jobs 
was found to decrease as education levels increase. Nonetheless, the results show that 
the gap between skilled and unskilled workers is closing in most countries of the region.6

This change, however, is generally not beneficial, as it is the result of an increase in the 
share of skilled workers in low-wage jobs rather than the share of unskilled workers in 
higher-paying jobs. Márquez and Prada (2007) found that after each group’s participation 
in the labor force is controlled for, workers with lower educational levels are more likely 
to hold low-wage jobs than the rest of the labor force. However, they also report that the 
likelihood of having a low-wage job increased for workers of all educational levels be-
tween the two periods studied, with only isolated exceptions. 

When area of residence is considered, Márquez and Prada (2007) found the expected 
concentration of low-wage jobs in rural areas compared with urban areas. This can be 
explained by the structural differences in the two labor markets and the relative impor-
tance of nonmonetary labor income in rural areas, a factor not considered in Márquez 
and Prada’s (2007) analysis. The gap in incidence between rural and urban areas is clos-
ing in most countries, according to Márquez and Prada’s findings, but widening in Chile, 
Honduras, and Bolivia. The evolution of this gap in some countries, such as Colombia and 
Nicaragua, is highly affected by migration from rural to urban areas. 

6 Unskilled workers are those with no education, those who have not completed primary education, and those 
who have completed primary but not secondary education; as a consequence, skilled workers are those who have 
completed secondary education and some tertiary. The mapping of specific grades into schooling levels varies 
across countries as well as across time within a particular country. The categorization of education groups used 
in this chapter applies the same definition across time for each country. For most countries, primary and second-
ary school are classified according to the “older” systems, since these are applicable to the cohorts analyzed. 
More details can be found in the appendix of IDB (2003a) and Sociometro’s documentation at http://www.iadb.
org/sociometro.

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b

http://www.iadb.org/sociometro
http://www.iadb.org/sociometro


CHAPTER 576

a. Argentina

Figure 5.2
Evolution of the Incidence of Low-Wage Employment and Headcount Poverty

(continued)
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c. Brazil
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b. Bolivia

P
e

rc
e

n
ta

ge
 o

f  
w

o
rk

e
rs

 in
 lo

w
-w

ag
e

 jo
b

s

P
e

rc
e

n
ta

ge
 o

f p
o

o
r 

p
e

o
p

le

30

35

40

45

50

55

60

65

70

19
97

19
99

20
00

20
01

20
02

Correlation
coefficient: 0.66

25

26

27

28

29

30

31

32

33

34

35

36

37

0

5

10

15

20

25

30

35

40

45

0

5

10

15

20

25

30

35

40

45

Percentage of workers in low-wage jobs National poverty headcount C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



BAD JOBS, LOW WAGES, AND EXCLUSION 77

g. Ecuador

Figure 5.2 (continued)
Evolution of the Incidence of Low-Wage Employment and Headcount Poverty
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h. El Salvador
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CHAPTER 578

m. Peru

Figure 5.2 (continued)
Evolution of the Incidence of Low-Wage Employment and Headcount Poverty

Sources for national poverty estimates: Argentina, Bolivia, Brazil, El Salvador, Nicaragua, Peru, and Uruguay: National
Institutes of Statistics. Ecuador, Honduras, and Mexico: Economic Commission for Latin America and the Caribbean
(ECLAC), Social Panorama, 2005. Additional sources (by country): Bolivia: Centro de Estudios Distributivos Laborales
y Sociales (CEDLAS). Chile: Ministerio de Planificación y Cooperación (MIDEPLAN). Colombia: Departamento
Nacional de Planeación (DNP). Costa Rica: Estado Nación. Honduras: Pan American Health Organization (PAHO).
Paraguay: Urban data from Secretaría Técnica de Planificación del Desarrollo (STP-DGEEC). Venezuela: Fundación
Escuela de Gerencia Social (FEGS).

Note: For all countries except Venezuela, national poverty estimates measure the percentage of people living in
households with a standard of living beneath national poverty lines; for Venezuela, the estimates correspond to the
percentage of poor (by national poverty standards) households. In the case of Honduras (panel i), ECLAC national
poverty estimates, which measure the percentage of people living on less than the equivalent of US$1 per day, are 
used instead of national poverty data, for which only a small number of observations are available. Where years are
missing from a particular panel, no data are available for that country for those years. NR = not reported.
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In summary, workers in low-productivity jobs in Latin America are disproportionately 
female, young, rural, and without a college education—groups traditionally considered 
vulnerable.7 Nonetheless, the difference in incidence of low-wage employment by gen-
der, age, education, and geographic area is closing, because workers in other groups are 
becoming more vulnerable as well. Taken together, these two findings suggest that the 
incidence of low-productivity jobs is increasing and that low-productivity jobs are be-
coming a general phenomenon extending well beyond groups traditionally considered 
vulnerable (women, youth, unskilled workers).

CHARACTERISTICS OF LOW-WAGE JOBS

Individual earnings depend not only on workers’ traits, but also on the characteristics of 
the firms that employ them. For example, Hachen (1992) and Haveman and Cohen (1994) 
find that firms with different characteristics vary their wage policies according to firm 
size, business strategies, production methods, and different sets of regulatory systems, 
among other characteristics. 

Whether one is an employee, an employer, or a self-employed person influences 
one’s chances of being in a low-wage job. Márquez and Prada (2007) find that in their 
sample of countries, the share of low-wage jobs held by formal employees and employers 
is smaller than these groups’ share in total employment. Therefore, these groups have 
the lowest relative risk of being in a low-wage job. 

The risk of having a low-wage job is higher for informal wage earners in Latin America, 
even though the evolution of this risk has been mixed, decreasing in some countries 
while increasing in others. The region’s self-employed are more likely than other workers 
to have low-wage jobs, a tendency that increased between 1997 and 2004. 

Salaried employees in low-wage jobs generally lack social security in the form of em-
ployment-based pension system affiliation or medical insurance. Between 1997 and 2004, 
81 percent of workers holding low-productivity jobs did not participate in employment-
based social security (Márquez and Prada, 2007). Again, even if some of these workers 
have chosen not to participate, their low wages compound their difficulties in planning 
for retirement and insuring themselves and their families against disability, illness, and 
death. 

In most countries of the region, the share of low-wage jobs among informal wage 
earners increased in 1997–2004 relative to the early 1990s. This percentage increased in 
the later period even in Costa Rica and Chile, the countries with the lowest percentage 
of informal workers in low-wage jobs in the earlier period. 

In those Latin American countries where the incidence of low-productivity jobs 
among all workers decreased between the two periods (Chile, Costa Rica, Mexico, and 
El Salvador), it also fell for workers without access to social security. In Brazil, Nicaragua, 
and Peru, the incidence of low-productivity jobs decreased from the earlier to the later 
period only for formal workers. The difference between the likelihood of being in a low-

7 Research on other regions, including the United States and Europe, suggests that the characteristics of vulner-
able groups such as low-wage workers, the working poor, and low-skilled workers are largely the same around 
the world.
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CHAPTER 580

wage job for an informal and a formal wage earner increased between the two periods 
for every country except Venezuela, El Salvador, and Colombia (Márquez and Prada, 
2007). 

Low-wage jobs in Latin America are concentrated in a few industries. In the fourteen 
countries for which national data are available, low-wage jobs are concentrated princi-
pally in the agricultural sector (Figure 5.3), followed by retail trade and services (the last 
two in varying order across countries). The share of agriculture in low-wage jobs is larger 
than its share in total employment in all fourteen countries. Either services or retail trade 
holds a distant second place, depending on the country. As the link with agriculture 
suggests, low-wage jobs are likewise concentrated in rural areas, which are themselves 
disproportionately affected by social exclusion. 

This panorama changes when the analysis is limited to urban areas (Figure 5.4), 
which makes it possible to consider more countries (because of greater data availability), 
as well as to control for the structure of employment in urban areas.8 Since agriculture 
provides few jobs in urban areas, services and trade instead represent the majority of 
low-wage jobs there. 

100 20 30 40 50 60 70 80 90 100

Percentage of Low-Wage Jobs by Sector, 
National, 1998–2004

Figure 5.3

Venezuela
El Salvador

Brazil
Ecuador

Chile
Costa Rica

Mexico

Peru
Bolivia

Honduras
Nicaragua

Guatemala
Jamaica

Agriculture Trade Services

Manufacturing Others

Source: Márquez and Prada (2007).
Note: “Agriculture” includes agriculture, hunting, min-
ing, and fishing; “Trade” includes wholesale and retail 
trade, restaurants, and hotels; “Services” includes com-
munity, social, and personal services; "Others" includes 
construction, transport, storage, and communication,
electricity, gas, water, financial services, real estate, and 
business services.

Colombia

100 20 30 40 50 60 70 80 90 100

Percentage of Low-Wage Jobs by Sector, 
Urban, 1998–2004

Figure 5.4

Construction and Transport Trade

Services Manufacturing Others

Source: Márquez and Prada (2007).
Note: “Services” includes community, social, and per-
sonal services; “Trade” includes wholesale and retail 
trade, restaurants, and hotels; "Construction and Trans-
port" additionally includes storage; and "Others" in-
cludes agriculture, electricity, gas, water, financial ser-
vices, real estate, and business services. 

Paraguay
Chile
Brazil

Uruguay
Panama
Jamaica
Mexico

Costa Rica
Colombia
Honduras

Bolivia
Guatemala
Nicaragua

El Salvador
Ecuador

Peru
Argentina

8 Venezuela is the only country in Márquez and Prada’s study for which urban data are unavailable.
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That said, even though agriculture accounts for less than 15 percent of low-wage jobs 
in urban areas, in the urban areas of almost every country in Márquez and Prada’s study, 
agricultural workers are still more likely than other urban workers to hold low-productiv-
ity jobs. Urban workers in retail trade have become more likely to hold low-wage jobs 
in every country studied but Mexico. In contrast, employees working in personal and 
community services are less prone to have a low-wage job than the average worker in 
the same country. Thus, the high concentration of low-wage jobs in services is driven 
by the increase in employment in the sector, rather than by a particular increase in the 
incidence of low-wage jobs in service activities.

Márquez and Prada (2007) also report that low-wage workers in Latin America work 
on average 4.4 more hours per week than others, though that gap varies considerably 
from country to country. Within these groups, approximately 10 percent of all employees 
and nearly 8 percent of workers in low-productivity jobs work less than thirty hours per 
week. Although in all countries, the majority of the labor force works more than forty-
eight hours per week, workers in low-productivity jobs are less likely to hold a full-time 
job. This suggests that a significant and perhaps growing portion of the region’s labor 
force holds two or more bad jobs rather than one good job. 

In summary, in the countries of Latin America, low-wage jobs are mostly held by 
informal wage earners and the self-employed. Most of these jobs do not provide access 
to social security and the associated mechanisms of social insurance. The sector with the 
highest concentration of low-wage jobs in the region is agriculture, and the incidence of 
low-wage jobs in rural areas is much higher than in urban areas. In urban areas, though 
agriculture is still the sector with the highest incidence of low-wage jobs, most low-wage 
jobs are concentrated in personal services and trade.

THE DYNAMICS OF LOW-WAGE JOBS 

The welfare consequences of holding a low-wage job vary according to the pattern of 
mobility in and out of bad jobs in the economy.9 Workers in low-wage jobs tend to have a 
weaker attachment to their present job than their high-wage counterparts; however, tran-
sitions out of bad jobs generally do not lead to better jobs, but rather to unemployment 
or dropping out of the labor force.10 As a consequence, workers in low-wage jobs have 
intermittent working lives, with periods of nonemployment between jobs. 

As shown by data from Argentina, Mexico, and Venezuela, workers in high- and low-
wage jobs differ in two particular ways in their transitions between employment and 
nonemployment and between employment/wage states within each occupational cat-

9 For a more general and comparative description of the patterns of mobility in Latin American labor markets, 
see Duryea et al. (2006).
10 In discussions of economic and labor issues, it is often useful (as here) to make a distinction between “unem-
ployed” (which describes someone who currently lacks a job but is in the market for one) and “out of the labor 
force” (which means that one not only lacks a job, but is not seeking one). Throughout the chapter, “unemployed,” 
“unemployment,” and related terms should be taken to refer to this more limited, formal economic definition. The 
term “nonemployment” encompasses both of these states.
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CHAPTER 582

egory (formal and informal wage 
earner and self-employed) and 
wage level (high- and low-wage 
jobs).11 First, the percentage of 
workers in low-wage jobs who 
move to other employment/
wage states in each period is 
higher than the percentage of 
their high-wage counterparts 
who move to another state (Fig-
ure 5.5).

A second difference is that 
for a large fraction of workers 
in low-wage jobs, these move-
ments are towards nonemploy-
ment status (unemployment 
or exiting from the labor force) 
(Figure 5.6). Workers in low-
wage jobs show a much lower 
attachment to the labor force 
than their high-wage counter-
parts. In other words, workers in 
low-wage jobs (with the excep-
tion of those in formal salaried 
jobs) are more likely to move 
to nonemployment (exiting the 
labor force or unemployment) 
than workers in high-wage jobs. 
Furthermore, between the two 
nonemployment options, the 
more likely course for workers 
in low-wage jobs is dropping 
out of the labor force altogether 
rather than becoming unem-
ployed. In contrast, workers in 
formal low-productivity jobs are 
much less likely to drop out of 
the labor force than informal 
workers, behavior more in line 
with their high-wage counter-

100 20 30 40 50 60 70 80 90 100

Persistence in High- and Low-Wage States by Country and 
Occupational Category, Early 1990s versus 2000s 

Figure 5.5

Argentina Venezuela Mexico

Source: Márquez and Prada (2007).
Note: The number of observations for Argentina in the “Low-wage
jobs, Formal” category is too small to permit a valid estimate.
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Figure 5.6

Argentina Venezuela Mexico

Source: Márquez and Prada (2007).
Note: The number of observations for Argentina in the “Low-wage jobs, 
Formal” category is too small to permit a valid estimate.
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11 See Duryea et al. (2006) for data de-
scription. 
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parts. Regarding the pattern of transitions between employment/productivity states, the 
data show that workers in low-wage jobs who do not drop out of the labor force tend to 
move between high- and low-wage employment within the same occupational status, as 
opposed to moving to another occupational status. 

This pattern of transitions suggests that most low-wage informal employees and self-
employed who leave low-wage jobs in the informal sector do not move to a high-produc-
tivity informal job but instead either drop out of the labor force or become unemployed. 
This confirms observations regarding the weaker labor force attachment of workers in 
low-productivity jobs. 

The relationships between transitions and workers’ characteristics are for the most 
part unsurprising. Although low-productivity workers’ transitions are generally not af-
fected in a substantial way by age—a possibly unexpected result—women’s attachment 
to the labor force is overall lower than men’s. Regardless of skill level, workers in low-
productivity jobs display weaker labor force attachment than other workers (Márquez 
and Prada, 2007). 

The picture that emerges from these transitions is troubling. Workers in low-produc-
tivity jobs, who are often already subject to other dimensions of social exclusion, have 
unstable work lives and often drop out of the workforce altogether. Although it can be 
argued that this pattern may be the result of individual preferences, it is likely that many 
workers are trapped in a life of bad jobs, poor employment opportunities, low and un-
stable earnings, and no social protection.

WHAT EXPLAINS THE EVOLUTION OF LOW-WAGE EMPLOYMENT?

The increase in low-wage work in Latin America has occurred during a period of wide 
economic fluctuations and profound structural transformations worldwide. Although the 
early 1990s were years of relatively high growth, subsequent financial crises (the Tequila 
crisis in Mexico, as well as crises in Russia, East Asia, Brazil, and Argentina) brought 
growth to a halt throughout the region. In almost all Latin American countries, economic 
performance in the late 1990s was at best mediocre, and the economies of some coun-
tries, such as Argentina, contracted greatly in the early years of the twenty-first century. 
Such deep economic fluctuations might explain an upward trend in low-wage employ-
ment. It is therefore important to assess whether such wide fluctuations in economic 
activity actually do account for the increase in low-wage work in Latin America between 
the early 1990s and the late 1990s/early years of this century.

In addition to being a time of economic turbulence, the 1990s were also years of rapid 
international trade liberalization. Most countries in the region reduced tariffs consider-
ably, both for intermediate and final goods. The simultaneity of this process with the 
increase in low-wage and informal employment raises the question of whether increasing 
international trade is affecting the quality of jobs in the region. Another potential candi-
date for explaining the increase in low-wage work in the region is the well-documented 
decline in demand for unskilled labor in both developed and developing economies 
(see, for example, de Ferranti et al., 2004, and IDB, 2003a).

Two other important transformations may also account for the increase in low-wage 
work in Latin America. The first is the shrinking ranks of workers in manufacturing jobs 
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CHAPTER 584

and the growing ranks of workers in the service sector. As wages in rapidly expanding 
sectors, such as retail and wholesale trade or personal and community services, are quite 
low, the growth of these sectors could account for the region’s growth in low-wage em-
ployment. The second transformation is the rapidly growing participation of women in the 
region’s labor force. As female workers tend to receive lower wages relative to males, and 
an important fraction of low-wage employment is occupied by women, rapidly expanding 
female participation could also account for the region’s increase in low-pay work. 

The coincidence in time of a large number of factors that can, in principle, be associ-
ated with the rising incidence of low-wage work means that it is necessary to determine 
which of those factors, if any, have been more important than the others. 

Economic Fluctuations

The rise in the share of low-wage employment that occurred in the middle and at the end 
of the 1990s in a number of Latin American countries coincided with a sharp decelera-
tion of economic activity. This is particularly evident in Argentina and Uruguay during 
the financial crisis of 2001–2002, in Colombia during the period of growth deceleration 
after 1994, in Mexico during the Tequila crisis (1995), in Panama in 2000, and in Venezuela 
during 2001–2003 (Figure 5.7). Economic theory would predict an association between 
economic fluctuations and low-wage employment. Assuming that the supply of labor is 
fixed, or that it responds positively to higher wages, greater economic growth results in 
higher demand for low-wage workers and a rise in wages, which in turn can imply a reduc-
tion in low-wage employment. Note, however, that if unemployment or underemployment 
is high, a higher demand for labor may have little effect on wages, as firms can find extra 
workers without having to raise wages. The link between economic growth and growth in 
low-wage employment will also be less important if growth is not associated with a higher 
demand for the goods produced by low-wage workers. 

Figure 5.7 shows that the correlation between the incidence of low-wage employ-
ment and economic growth is low in most countries. Not all the spikes in low-wage 
employment in the figure correspond to periods of deceleration in growth, nor does 
low-wage employment fall quickly when economic activity picks up. 

Another indication that economic fluctuations cannot account for the bulk of the 
growth in low-wage employment emerges from a comparison of the incidence of the lat-
ter phenomenon across two years of similar economic performance. The results reported 
in Table 5.1 indicate that in most countries, the share of low-wage work increases even 
when data across years of similar economic growth are compared. Thus, the change in 
the proportion of low-wage employment is very similar whether one compares the aver-
age incidence in the period 1990–1997 against the average in the period 1998–2004 or 
the change in incidence across years of similar growth in each period. The only exception 
is Brazil, where the original data show a 2 percent increase between the two periods, 
whereas the cyclically comparable figures show a 1 percent decline. 

These findings suggest that the increase in low-wage employment has causes that 
go beyond fluctuations in economic activity. Although the economic deceleration of the 
late 1990s was associated with an increase in the incidence of low-wage employment, the 
incidence of this phenomenon did not decline once economic growth picked up, provid-
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a. Argentina

Figure 5.7
Evolution of Low-Wage Employment and GDP Growth
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g. El Salvador

Figure 5.7 (continued)
Evolution of Low-Wage Employment and GDP Growth
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ing some clues to the seemingly structural nature of the increase. This is not to imply that 
economic growth and economic fluctuations do not have any effect on low-wage work. 
Pagés and Prada (2007) assess the average effect of economic growth and unemployment 
on low-wage employment in Latin America.12 According to their estimates, a 1 percent 
reduction in GDP per worker leads to a 1.5 percentage point increase in the incidence of 
low-wage employment.13 Similarly, a 1 percentage point increase in the unemployment 
rate is associated with a 3 percent increase in low-wage employment. To get a sense of the 
economic relevance of the magnitudes of these percentages, it is useful to compute how 
much of the (percentage) change in low-wage employment is accounted for by changes 
in unemployment rates and changes in GDP per worker. The results of this exercise are 
shown in Figure 5.8.14 Although in a few countries, most notably Argentina and Colombia, 
rising unemployment rates account for an important share of the increase in low-wage 

12 Pagés and Prada’s study includes an unbalanced panel for fourteen of the region’s countries for the period 
1990–2000: Argentina, Bolivia, Brazil, Chile, Colombia, Ecuador, El Salvador, Honduras, Mexico, Panama, Peru, 
Paraguay, Uruguay, and Venezuela. The data used for low-wage employment are those presented in Figure 5.7. 
Data for unemployment are obtained from the Economic Commission for Latin America and the Caribbean; data 
on GDP are from the Penn World Tables.
13 These results are obtained by regressing the share of low-wage employment on a set of country fixed effects, 
total unemployment rates, and GDP per worker. Very similar effects are found if, in addition to these variables, 
time effects are also included as controls.
14 Changes are computed for the first and the last year for which data on incidence of low-wage work, GDP per 
worker, and unemployment rates are available. Although the dates change across countries, the data tend to start 
in the early 1990s and finish in the year 2000.

m. Uruguay

Figure 5.7 (continued)
Evolution of Low-Wage Employment and GDP Growth

Source: Pagés and Prada (2007). 
Note: Figure displays real GDP growth between selected years (those years for which low-wage employment esti-
mates are available). Where years are missing from a particular panel, no data are available for that country for those
years.
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employment, in the rest of the region’s 
countries, the effect of unemployment 
is small. Similarly, with the exception 
of Colombia and Chile, changes in GDP 
per worker account for either a nega-
tive or a small share of the increase in 
low-wage employment.

As in developed countries, there 
is a negative relationship between un-
employment rates and the incidence 
of low-wage work within the sample 
of Latin American countries (Figure 
5.9). Thus, although in a given country
increases in unemployment are as-
sociated with higher incidences of 
low-wage work, countries with higher 
unemployment rates have lower inci-
dences of low-wage employment com-
pared to other countries. Most likely, 
countries with high unemployment are 
those whose institutional environment 
or labor policies reduce the incidence 
of low-wage work. 

In sum, although economic fluc-
tuations have an impact on low-wage 
employment, they cannot fully explain 
the large increases in the incidence of 
low-wage employment in the last de-
cade in many countries of the region. 
The data also suggest a possible trade-
off between lower unemployment and 
a higher incidence of low-wage jobs 
across countries.

Trade Liberalization

There is an ongoing debate over the 
effects of trade liberalization on wage 
levels, relative wages of skilled and 
unskilled labor, and worker conditions 
(see IDB, 2003a, and the references 
therein). 

Traditional trade theory postu-
lates that trade liberalization increases 
the relative price of unskilled labor in 

0

Figure 5.9
Relationship between Unemployment and 
Low-Wage Employment in Latin American
Countries, 1999–2000
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Source: Pagés and Prada (2007).
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CHAPTER 590

economies with a relative abundance of unskilled workers while producing the opposite 
effect in economies with abundant skilled labor. If that is the case, given that a large 
share of low-wage workers are unskilled, in Latin America and the Caribbean trade liber-
alization would be expected to be associated with a declining share of low-wage work. 

These predictions, however, do not square with the empirical evidence. A rapidly ex-
panding literature has documented an increase in the returns to education in the region 
during the 1990s.15 Wages of workers with higher levels of education (tertiary) increased 
at a faster rate than those of workers with secondary education, despite the growing rela-
tive supply of workers with tertiary education. At the same time, and consistent with ris-
ing demand for skill, the wages of workers with secondary education remained constant 
relative to the wages of workers with primary education, even though the growth of the 
population with secondary education outpaced that of the population with only primary 
education. This increasing demand for education is driven not by the reallocation of em-
ployment across sectors—as would be the case if changes in the demand for skill were 
due to trade—but rather, by an increase in the demand for skilled labor within each sec-
tor (de Ferranti et al., 2004; Sánchez-Páramo and Schady, 2003; Attanasio, Goldberg, and 
Pavcnik, 2004).

A number of studies have proposed alternative channels to those provided by trade 
theory to explain these facts. One way to reconcile the facts with the theory is that in 
many Latin American and Caribbean countries, protection tended to be concentrated 
in sectors with a high relative use of unskilled labor. As protection declined with the 
progression of trade liberalization, wages in these sectors declined as well, increasing 
wage differentials between skilled and unskilled labor (Revenga, 1997; Hanson and Har-
rison, 1999; Attanasio, Goldberg, and Pavcnik, 2004). There is a growing consensus, how-
ever, that the influence of liberalization on the wage gap between skilled and unskilled 
workers has been modest and at most indirect, and that the rise in wage inequality can 
be better explained by other factors, such as the acceleration in technological change, 
which in turn leads to higher demand for workers with college education. 

If increasing trade openness is associated with a rise in the proportion of low-wage 
work, this effect might be more visible in tradable sectors such as agriculture and manu-
facturing than in the service sectors. Table 5.2 presents evidence that this is not the case. 
The table shows the percentage change in the incidence of low-wage employment among 
unskilled workers in Latin America from the early 1990s to the early years of this century, 
distinguishing between a number of tradable (manufacturing, agriculture) and nontrad-
able (construction and all service) sectors.16 Low-wage work increased in manufacturing 
more than in other sectors in only two countries (Argentina and Ecuador). In the five 
countries in which the incidence of low-wage employment increased (Colombia, Ecuador, 
Paraguay, Peru, and Uruguay), the largest increase occurred in the service sectors, and in 
particular, in the construction and transportation sectors. Among the countries in which 
the incidence of low-wage work declined, only in El Salvador did the incidence fall less 
in manufacturing than in other sectors. In the rest, the incidence fell more in the tradable 

15 See, for instance, de Ferranti et al. (2004), IDB (2003a), and the references within.
16 This analysis is restricted to unskilled labor in order to control for changes in the price of skill and their associ-
ated differential effects on low-wage employment across sectors with different skill intensities.
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than in the nontradable sectors (with the exception of Honduras, where the incidence 
increased substantially in the agricultural sector). Thus, Argentina and Ecuador were the 
only two countries where the incidence of low-wage work increased more in manufactur-
ing than in the rest of the economy. This evidence, however, does not rule out the pos-
sibility that trade liberalization is affecting wages in all sectors; after all, changes in one 
sector can quickly spread to others. Pagés and Prada (2007) assess this issue by examin-
ing the relationship of low-wage employment to trade liberalization, using a measure of 
liberalization that summarizes changes in tariffs and tariff dispersion across countries of 
the region (Lora, 2001). They also control for technological change, as well as economic 
fluctuations and factors that affect female participation, in order to disentangle various 
causes of the rise in low-wage employment. They find that, with all these other factors 
controlled for, trade liberalization reduces the incidence of low-wage employment.17

There is therefore little evidence that trade liberalization has a direct adverse effect 
on low-wage employment. As will be discussed later in the chapter, however, trade liber-

Table 5.2  Percentage Change in the Incidence of Low-Wage
Employment by Sector, Unskilled Labor, Early 1990s versus 2000s

Tradables Nontradables

  Construction and  Other
Country Agriculture Manufacturing Transportation Trade Services

Argentina 11.4 317.2 227.5 200.7 205.2
Bolivia 13.8 19.7 56.7 15.7 1.0
Brazil 4.6 18.7 29.3 14.1 –0.6
Chile –50.7 –65.6 –51.1 –62.0 –63.9
Colombia 26.8 43.0 76.7 37.3 10.4
Costa Rica –15.2 –24.1 –15.3 –1.6 –17.7
Ecuador 14.9 36.6 24.1 20.1 15.2
Honduras 7.5 –33.3 –13.0 –17.8 –8.7
Mexico 5.0 –1.3 5.2 –0.2 16.5
Panama 82.9 –0.3 65.1 6.5 –12.5
Peru 12.4 0.6 14.9 31.1 11.3
Paraguay –23.3 34.7 88.3 62.4 –2.5
El Salvador –12.6 –0.1 –9.6 –8.8 –4.9
Uruguay 1.7 16.2 42.4 20.3 –13.9
Venezuela 29.7 58.2 58.6 50.6 15.5

Source: Pagés and Prada (2007).
Note: In this table unskilled labor refers to workers with up to secondary education.

17 The magnitude of this effect is not small. It is found that a trade liberalization that resulted in a 10 percent in-
crease in the trade liberalization measure (approximately equivalent to one standard deviation of this variable) 
would lead to a 10 percent decline in low-wage employment. 
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CHAPTER 592

alization may have an indirect adverse ef-
fect. This relates to the role of increased 
trade openness in facilitating imports 
of more modern capital and machinery, 
which in turn may facilitate the substi-
tution of machines for low-wage work-
ers, while increasing the demand for 
high-skilled workers who operate such 
technology. This effect would go in the 
direction of increasing the relative de-
mand for skilled versus unskilled labor. 
The next section turns to the changing 
demand for skill and its effects on low-
wage employment. 

Skill-Biased Technological 
Change

As stated above, the consensus has 
been shifting toward another explana-
tion for the increasing wage gap be-
tween skilled and unskilled labor. Most 

studies attribute this increasing gap to technological changes, such as the emergence 
of information technology, that favor the demand of highly skilled workers. However, 
even if trade cannot directly explain the observed patterns in skill demand, a number 
of studies have found an indirect association between trade and increasing demand for 
skill: industries that became more exposed to foreign competition as a result of trade 
liberalization in the region in the 1990s underwent a faster process of retooling and a 
higher increase in the demand for skilled labor. De Ferranti et al. (2003) explain these 
patterns by stating that increasing trade liberalization through the 1990s prompted firms 
to invest in new technology as competition in the goods market increased and, at the 
same time, declining tariffs made imports of foreign technology and capital goods more 
affordable. This, in turn, would have prompted a substitution of machines for low-skilled 
workers, and an increase in the demand for high-skilled workers who could operate more 
sophisticated technology. 

If the shifting demand for skill caused the rise in low-wage employment in the last 
decade and a half, one would expect a greater increase in such employment among un-
skilled workers. Figure 5.10 shows, however, that the proportion of low-wage employment 
has increased at a higher rate among the skilled. This is particularly the case in Argentina, 
Nicaragua, Colombia, and Paraguay.

Another indication that the incidence of low-wage employment increased more 
rapidly among skilled workers is that the share of skilled employment increased faster 
among low-wage than among overall employment in the 1990s and early years of this 
century (Figure 5.11). It is unclear what was driving this phenomenon. Attanasio, Gold-
berg, and Pavcnik (2004) report an increase in the variance of earnings of skilled labor in 
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Figure 5.10
Percentage Change in Share of Workers in
Low-Wage Jobs by Skill Level, 1990–1997
versus 1998–2004
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Colombia during the 1990s, and Pagés, 
Pierre, and Scarpetta (2007) report the 
same phenomenon for a wider group of 
countries from the early 1990s to the 
early years of the twenty-first century. 
Increasing demand for some professions 
requiring a college-level degree may be 
driving up the wages of some workers 
while driving down the wages of workers 
who hold a college-level degree but do 
not have the skills appropriate for these 
high-demand professions. 

Another possible explanation may 
reside in the rapid increase in the num-
ber of universities in Latin America dur-
ing the last fifteen years. If the degrees 
awarded by some institutions have little 
value in the market, an increasing num-
ber of university-educated workers may 
end up in low-paying jobs. This suggests 
that skill-biased technological change is, 
at best, only part of the story. Instead, 
the results presented here indicate that factors that require further exploration are caus-
ing an important rise in low-wage work among workers who traditionally are less vulner-
able to this phenomenon.

Nonetheless, and despite the recent increase, the incidence of low-wage work among 
skilled workers is much lower than among the unskilled. For example, at the end of the 
1990s, the incidence of low wages among college-educated workers in Latin America was, 
depending on the country, between 5 percent and 25 percent of that among workers who 
had completed only primary education. Because of this disparity, the rise in low-wage 
employment among the skilled accounted, on average, for only 4 percent of the overall 
increase in low-wage employment in the region in the 1990s. The countries in which the 
incidence of low wages among the college-educated accounted for a higher share of the 
increase in low-wage work overall are Bolivia and Argentina, where it explained, respec-
tively, 9 percent and 7 percent of the total increase.18

Pagés and Prada (2007) explore the importance of technological change and, in par-
ticular, the effect of openness in facilitating the spread of technological change to Latin 
America and thereby on the evolution of low-wage employment. With other possible de-
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Figure 5.11
Percentage Change in Share of Skilled 
Workers in Low-Wage versus Total
Employment, 1990–1997 versus 1998–2004
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18 This number is computed by decomposing the total increase into three components: (a) how much of the total 
increase is accounted for by the rising incidence of low-wage employment within each skill group, (b) how much is 
accounted for by the change in the shares of each skill group, and (c) how much is accounted for by a cross-term. 
Each of these components can be further decomposed within different education groups: primary, secondary, 
and college education. The statistics reported here are given by how much of the total is accounted for by the 
subcomponent in (a) that refers to college education. For more information on these decompositions, see Pagés 
and Prada (2007).
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terminants of the evolution of low-wage work (economic fluctuations, trade liberalization, 
and supply shocks) controlled for, technological change is found to have a positive and 
statistically significant effect on low-wage employment. 

In sum, trade has had two differentiated and opposite effects on low-wage employ-
ment in Latin America. On the one hand, a direct effect, possibly through an increased 
demand for unskilled labor, has led to a reduction in low-wage work. This is also reflected 
in the fact that, depending on the country considered, low-wage work increased less (or 
declined more) in the tradable than in the nontradable sector over the last fifteen years. 
On the other hand, trade may also have facilitated the importation of better technology, 
which in turn may have led to an increase in the demand for skilled labor and a decline in 
the relative demand for workers with lower levels of educational attainment. The second 
effect is likely to have been the dominant one in most countries. 

The Rising Importance of the Service Sector

Since the early 1990s, most Latin American and Caribbean countries have experienced a 
decline in agriculture and manufacturing employment, while employment in the service 
sector has expanded considerably. The exceptions to this general trend are El Salvador, 
which saw a relative increase in employment in manufacturing between the early 1990s 
and the early years of this century; Bolivia, in which agricultural employment increased; 
and Nicaragua, in which agricultural employment increased and service sector employ-
ment declined (Figure 5.12). 

To assess how much of the change in the incidence of low-wage employment is 
explained by this phenomenon, it is useful to decompose those changes into three 
components: how much of the overall change is accounted for by the rising incidence of 
low-wage employment within each sector of activity (the “within effect”); how much is 
owing to the shifting weight of the different sectors (the “shift effect”); and finally, how 
much is accounted for by a cross-term that assesses whether the sectors that expanded 
in terms of employment were also the sectors in which the incidence of low-wage employ-
ment increased (the “cross-effect”). The results of such a decomposition for countries in 
Latin America, presented in Figure 5.13, indicate that most of the increase in low-wage 
jobs in the region derives from increases in the share of low-wage jobs in each sector (the 
“within effect” in Figure 5.13).

Sectoral shifts (changes in the weight of each sector in total employment) are found 
to account for a negligible part of the rise in the incidence of low-wage employment 
but to account for some of the reduction in the countries in which the incidence has de-
clined. Thus, with the exception of Peru and Bolivia—where these effects are somewhat 
more important—sectoral shifts account for a minor share of the total increase in low-
wage work in Latin American countries. Yet they contribute to a larger share of the total 
change in countries that have experienced a decline in low-wage employment. This is 
particularly the case in El Salvador and Honduras, where sectoral shifts explain close to 
50 percent of the decline. In fact, with few exceptions, sectoral shifts tend to reduce the 
incidence of low-wage work. This reduction is mostly driven by changes in the share of 
agricultural employment in total employment (Figure 5.14). Since wages in agriculture are 
lower than in other sectors, a reduction in the share of employment in this sector contrib-
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CHAPTER 596

utes to a decline in low-wage employment. 
This phenomenon accounts for about 10 
percent of the decline in the share of low-
wage employment in Costa Rica, Honduras, 
and Mexico and a higher percentage of the 
decline in El Salvador. An increase in the 
share of employment in agriculture also ac-
counts for about ten percentage points of 
the increase in the incidence of low-wage 
work in Peru and Bolivia. 

In comparison, changes in the share of 
other sectors in total employment account 
for a very small percentage of the total 
change in low-wage employment (Pagés 
and Prada, 2007). Thus, for example, al-
though in all but two countries studied, 
an increasing share of retail and wholesale 
trade sectors in total employment is asso-
ciated with an increase in the share of low-
wage work, the changes are of very small 
magnitude. Results from Pagés and Prada 
(2007) also indicate that sector shifts are 
not statistically significant in explaining 
changes in low-wage employment.

Increasing Female Participation

Finally, supply shocks can also, at least in principle, account for the increasing share of 
low-wage employment in Latin America in recent years. While steady improvements in 
educational attainments in the region would have gone in the direction of reducing the 
share of employment in low-wage jobs, the substantial increase in female participation 
could have produced the opposite effect, as women tend to earn lower wages than men.

To investigate the quantitative importance of these composition effects, it is possible 
again to decompose the total increase in low-wage employment into a shift effect, which 
measures how much of the total increase is accounted for by increasing female partici-
pation; a within effect, which reflects whether low-wage employment increased for both 
males and females; and a cross-term effect, which measures whether female participation 
has increased in countries where low-wage employment has also increased. 

Figure 5.15 presents the results of this decomposition. It is evident that the large rise 
in female participation in Latin America can account for only a very small fraction of the 
increasing share of low-wage employment. Moreover, the rising participation of women 
does not imply a faster increase in the proportion of low-wage employment for women as 
compared to men. On the contrary, Figure 5.16 shows that the share of low-wage employ-
ment increased more for men than for women in most countries of the region between 
1990–1997 and 1998–2004. In fact, in at least three of the region’s countries, the share of 
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Figure 5.13
Decomposition of Changes in Low-Wage
Employment Incidence by Effect, 1990–1997
versus 1998–2004
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Source: Pagés and Prada (2007).
Note: Because of the magnitude of the Argentine data,
they are not included in the figure. The data for Argen-
tina are as follows: within effect = 214.90; shift effect = 
–4.28; cross-effect = 14.02.
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low-wage employment increased for males while it decreased for females, suggesting 
poorer outcomes for male workers. Further evidence of these better outcomes for women 
is that the proportion of women in employment increased faster during the period in most 
of the region’s countries than the proportion of women in low-wage jobs (Figure 5.17).

Still, increasing female participation may have depressed wages for both men and 
women. In that case, increasing female participation could have led to lower wages and a 
rising share of low-wage employment for women and for men. Pagés and Prada (2007) ex-
amine this issue and find that variables associated with increased female participation, 
such as lower fertility rates, lead to an increase in low-wage work. This effect, however, 
is very small. A decline in fertility of one standard deviation leads to an increase in low-
wage work of 0.16 percent. 

CONCLUSIONS

Politicians, employers, and workers in Latin America may share few complaints, but they 
are unanimous in their concern about the performance of labor markets in the region. 
The public’s preoccupation with this issue is revealed on a daily basis in the press, and 
surveys such as Latinobarometer show that loss of employment and low wages are among 
the most pressing problems for the region’s population. 

For a growing share of that population, the labor market in the last decade and a half 
has not been part of a path of social integration, but rather a source of social exclusion. 
The labor market not only has acted as a resonance box in which discrimination and 

a. Countries in which low-wage employment
increased

Figure 5.14
Decomposition of Changes in Low-Wage Employment Incidence by Effect within the Agriculture 
Sector, 1990–1997 versus 1998–2004

Within effect Shift effect Cross-effect

Source: Pagés and Prada (2007).
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CHAPTER 598

inequality in the acquisition of human 
capital is translated into earnings dif-
ferentials, but also has excluded workers 
from employment and from well-paying 
jobs. The fact that social insurance and 
social protection are linked to formal 
employment has made the surge of un-
employment and the explosion in the 
number of low-wage jobs the principal 
source of exclusion for the region’s pop-
ulation, exclusion that is affecting groups 
usually considered protected by labor 
regulations (male, prime age, skilled 
workers).

The deficiencies of labor markets’ 
performance are rooted in a multiplicity 
of factors that have affected the pattern 
and speed of growth in the region. Ris-
ing unemployment, mediocre economic 
growth, and increasing demand for edu-
cation, prompted by increasing imports 
of capital goods and technology, all con-
tributed to swelling the share of low-wage 
employment over the last decade and a 
half. In comparison, the effects of the 
changing structure of employment and 
the increasing participation of women 
in the labor force have been small, and 
in some instances, such as the declining 
share of agriculture in total employment, 
they have actually gone in the direction 
of reducing low-wage work. 

The dynamics of low-wage work 
track the dynamics of poverty and ex-
clusion. This has a number of implica-
tions for economic and social policy in 
the region. First, it implies that labor 
market developments, and in particular 
developments in the low-wage labor 
market, determine to a very large extent 
developments in poverty. Second, it also 
means that employment is not sufficient 
to escape poverty: many jobs do not pay 
enough to lift a standard-sized family 
out of poverty. 
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Figure 5.15
Decomposition of Changes in Low-Wage
Employment Incidence by Gender,
1990–1997 versus 1998–2004

–60 –40 –20 0 20 40 60

Percentage change low-wage employment incidence

El Salvador

Panama

Chile

Honduras

Paraguay

Costa Rica

Mexico

Brazil
Uruguay

Bolivia

Nicaragua
Peru

Ecuador

Colombia
Venezuela

Within effect Shift effect Cross-effect

Source: Pagés and Prada (2007).
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Figure 5.16
Percentage Change in the Share of Workers
in Low-Wage Jobs by Gender,
1990–1997 versus 1998–2004
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This implies that other policies will 
have to meet this need. Two groups 
of policies must be considered. The 
first group is concerned with increasing 
labor earnings. Better education poli-
cies for school-age children and access 
to adult education, for those past school 
age, are an important part of the pack-
age. Training policies, while providing 
some benefits in term of earnings, are 
in comparison much less effective and 
often end up helping only those with a 
comparatively better education. On the 
demand side, policies to promote the 
growth of higher-paying activities and 
rising minimum wages have some po-
tential; however, such policies may also 
lead to unemployment, another form of 
exclusion in the labor market. The perti-
nence of their implementation has to be 
studied carefully in each case, and once 
in place they must be monitored care-
fully to ensure that the benefits outweigh the costs. 

The second group of policies deals with government transfers and other public 
programs geared to increasing nonlabor earnings of poor families, whose visibility and 
importance is rapidly increasing in the region. These policies are important tools for al-
leviating the material deprivation that families suffer and can be very effective in raising 
their incomes and boosting their consumption of human-capital-building services (health 
and education in particular). However, government transfers act on the outcome (income) 
that families and workers receive from having a low-wage job or being unemployed. To 
the extent that the more complex dynamics that affect the pattern and speed of growth 
and generate the increase in the share of low-wage jobs in total employment remain un-
changed, the more educated and healthier children of the beneficiaries of these transfers 
will end up working in the same low-wage jobs that excluded their parents in the first 
place (Levy, 2006).

–15

Figure 5.17
Percentage Change in Share of Female 
Workers in Low-Wage and in Total 
Employment, 1990–1997 versus 1998–2004
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Source: Pagés and Prada (2007).
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Social Mobility 
and Social Exclusion6C

H
A

PT
ER

Social mobility—or the lack thereof—occupies a unique place in the discussion of 
social exclusion. Whereas most measures of social exclusion depend on readily 
observed indices of well-being at discrete points in time, social mobility addition-

ally involves largely intangible but undeniably powerful factors such as the memories, 
hopes, and expectations of individuals and families over time. Two societies with similar 
income distributions, for example, can have different welfare levels depending on the 
degree of social mobility; poverty and other manifestations of social exclusion are more 
bearable when individuals have a reasonable expectation of improvement in their own 
circumstances—or those of their children. On the basis of this understanding, the eco-
nomic analysis of social mobility aims to track the evolution of income distributions over 
time, considering individuals over the course of a lifetime (intragenerational mobility) 
and families over generations (intergenerational social mobility). 

These concerns are particularly important in Latin America and the Caribbean, which 
has, as shown in Figure 6.1, the greatest income inequality of any region in the world. 
Of course, the data in the figure represent only “snapshots” of conditions at one point 
in time. Over the longer term, income distributions may change much differently across 
countries because of economic growth; changes in human capital among different groups 
and in the population as a whole; changes in returns to assets, including human capital; 
and changes in labor market opportunities. All of these developments may systemati-
cally benefit or harm certain groups of the population and thus prevent societies from 
ensuring equal opportunities for all. 

Depending on the importance of inherited abilities—a much-debated issue—inter-
generational social mobility in a country is closely related to the degree of equality of 
opportunities in that country. Higher intergenerational mobility is expected to decrease 
the influence of socioeconomic background on economic achievement in adulthood. As 
Friedman (1962) points out, income inequality is much more of a concern in a rigid system 
in which families stay in the same position in each period than in societies that have the 
same degree of inequality but also have greater mobility, equality of opportunity, and 
dynamic change.

The perceived fairness of social mobility can present major challenges to social co-
hesion. If “winners and losers” or “haves and have-nots” owe their status to causes largely 
independent of ability and effort, economic growth is likely to be slowed as a result of 
inefficient allocation of human and other resources, and inequity in the distribution of 
income and other benefits is a contributing factor to political instability—and even vio-
lence—among citizens who do not feel that they have a stake in existing social arrange-
ments (see Chapter 10). 
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CHAPTER 6102

Holding total income 
and income distribution 
constant, relative social 
mobility can mitigate 
the effects of income in-
equality and poverty, as 
it implies that wealthier 
individuals change places 
with poorer individuals. 
As noted by Graham 
(2005a, 2005b) and Gra-
ham and Pettinato (2001), 
tolerance of inequality 
seems to be higher where 
there are perceived (even 
if not real) prospects for 
upward mobility. How-
ever, downward mobil-
ity is more likely to be a 
source of frustration and 
unrest than persistent poverty. 

This chapter analyzes social mobility in Latin America and the Caribbean and its 
impact on social exclusion. Of particular interest are the impact on social mobility of the 
expansion of education, urbanization, and the performance of labor markets. Although 
the chapter focuses primarily on intergenerational social mobility, intragenerational 
social mobility receives attention as well, as recent developments in labor markets and 
social policies have highlighted the dynamics of labor income. 

MEASURING SOCIAL MOBILITY

Social mobility is usually defined as the way individuals or groups move upward or 
downward from one status or class position to another within the social hierarchy. Soci-
ologists generally view social mobility in terms of movements between social classes or 
occupational groups. Although social class might provide a better overall measure of life 
chances, definitions of social class can lack precision and are prone to perceptual biases. 
Research in economics generally concentrates on earnings or income mobility, which 
represents a direct measure of resources, at least at a specific point in time, as do other 
quantitative measures such as educational attainment. It should be noted, however, that 
social mobility has no generally accepted definition other than a disruption in the link 
between initial conditions and individual outcomes. A more detailed discussion of these 
definitions is presented in Box 6.1. 

0.0

Figure 6.1
Income Inequality in Latin America and the Caribbean and
Other World Regions 

0.1 0.2 0.3 0.4 0.5 0.6

Gini coefficient (0–1 scale)
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East Asia and the Pacific

Latin America and the Caribbean

Source: ECLAC (2006b) and World Bank (2006).
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SOCIAL MOBILITY AND SOCIAL EXCLUSION 103

WHAT IS THE LEVEL 
OF SOCIAL MOBILITY 
IN LATIN AMERICA 
AND THE CARIBBEAN?

Although data on intergen-
erational social mobility are 
widely available only for de-
veloped countries, research on 
the basis of available data in 
Brazil, Chile, and Peru suggests 
that social mobility in Latin 
America and the Caribbean is 
lower than in developed coun-
tries, including those with the 
lowest levels of mobility, the 
United States and the United 
Kingdom. Estimates for these 
three countries, as well as 
for developed countries, are 
presented in Figure 6.2. In-
tergenerational social mobility 
is usually measured by how 
much of the difference across 
permanent incomes in a par-
ent generation persists across 
the incomes of their children 
in adulthood (more techni-
cally, how large is the inter-
generational income elasticity 
between cohorts of children 
and parents). Additional evi-
dence for Chile shows that, 
as a result either of increased 
mobility or of life cycle effects 
on earnings, mobility seems to 
be higher for younger cohorts 
(see Figure 6.3). Dunn (2003, 
2004) finds a similar pattern 
for Brazil. 

Caution must be exercised, however, in interpreting Figure 6.2 to gauge differences 
in social mobility across countries using intergenerational income elasticities. Countries 
differ significantly in the extent to which family economic status is related to children’s 
labor market outcomes. From the child’s perspective, however, the relationship between 

0.0

Figure 6.2
Intergenerational Income Elasticities for a Sample of
Developed and Latin American Countries
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Sources: For developed countries, Corak (2006). For developing 
countries, Brazil: Ferreira and Veloso (2004); Chile: Núñez and Mi-
randa (2007); Peru: Grawe (2001).

Son cohort

Source: Núñez and Miranda (2007).

Figure 6.3
Estimates for Intergenerational Income Mobility 
Elasticities for Different Son Cohorts, Chile, 2004–2006
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CHAPTER 6104

parents’ and children’s labor market outcomes provides a useful indicator of the persis-
tence of social exclusion within a particular country. 

An important caveat must be interjected at this point. Most research to date on 
intergenerational income mobility has focused on the relationship between fathers’ and 
sons’ incomes. This is because women’s income can be biased, given issues of labor force 
participation as well as women’s entrance into and exit from the labor market because 
of maternity and other life cycle issues that frequently require women to take on addi-

As defined by Behrman (1999), social mobil-
ity refers to movements on socioeconomic 
status indicators by specific entities (e.g., 
individuals, families, or population groups) 
between periods. 

Timing

Changes in status take place either within 
an individual’s life or across generations. 
Intragenerational mobility considers the lives 
or adulthoods of individuals within the 
same generation. For example, individuals’ 
social status at a given point in their lives 
can be analyzed relative to their social 
status at an earlier point in their lives. The 
intervals chosen for these studies are gen-
erally months or years (five-year intervals 
are a particularly common choice). Inter-
generational mobility considers families over 
more than one generation. The analysis 
focuses on dynasties, tracking social indi-
cators of the parent and the child. A variety 
of periods and social indicators are used, 
depending on which aspect of mobility is 
of interest. 

Indicators of Socioeconomic Status

Diverse variables are used to measure so-
cioeconomic status, including continuous 

(income, earnings, and consumption), dis-
crete (years of schooling), and categori-
cal (occupation and marital status) ones. 
Some studies use a composite measure of 
socioeconomic level, which includes con-
sumption of durable goods and educational 
attainment instead of income and wealth 
measures. The choice of the indicator is 
crucial for the type of mobility that is being 
measured. Income is the primary indicator 
of interest in this chapter. 

Entities

The entities examined in social mobility re-
search are generally individuals or families 
or subgroups of the former selected accord-
ing to demographic or cultural characteristics 
such as gender, race, ethnicity, and religion. 
There is also interest in mobility of individu-
als, with personal/behavioral characteristics 
such as years of education, marital status, 
number of children, and labor force par-
ticipation controlled for. There is a strong tie 
between entities, timing, and the choice of 
the socioeconomic status indicator.

Movements in the Mobility Context

The meaning of “movements” can create a 
great deal of confusion in the definition of 

Box 6.1  Understanding the Definition of Social Mobility
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SOCIAL MOBILITY AND SOCIAL EXCLUSION 105

tional work in the home, such as taking care of an elderly parent or ill family member. As 
argued by Chadwick and Solon (2002: 335), the “neglect of daughters has stemmed partly 
from unconscious sexism and partly from a recognition that, in a society in which married 
women’s labor-force participation rates are lower than men’s, women’s earnings may often 
be an unreliable indicator of their economic status.” 

social mobility.a Movements can be total 
(absolute) or relative. 

Total movements indicate changes in 
the income of all individuals with no change 
in the share of income that belongs to each 
individual or in individuals’ relative posi-
tion in the income distribution (Behrman, 
1999).b In contrast, relative mobility implies 
changes in the position and share of indi-
viduals in the income distribution.c

Relative movements can be classified 
as one of two types: positional movements 
and share movements. A positional movement 
occurs when a person changes position in 
an overall income distribution. Positional 
movements are usually measured through 
changes in an individual’s rank or percentile 
or in the decile or quintile of the income 
distribution to which he or she belongs. 
This notion is relative, since it is possible 
for an individual to experience relative in-
come mobility even if there is no change in 
income.d A share movement occurs when an 
individual changes his or her share of total 
income. A share movement does not neces-
sarily imply a change in position within 
the distribution. Both positional and share 
movements are examples of relative or ex-
change mobility.

Symmetric and directional movements 
are more concerned with total income than 

income share or income position. Symmetric 
income movement focuses on the magnitude 
of income changes but not on the direction, 
and directional income movement treats income 
gains and losses separately. It provides 
a measure of the number of people who 
had income gains and losses, focusing on 
quantifying total (or absolute) change. Since 
symmetric and directional movements are 
not the object of this report, they are not 
discussed further here.

Relative measures of mobility do not 
take into account changes in income level. 
Many researchers have argued that a so-
ciety where all incomes are growing—that 
is, a society experiencing total mobility—is 
more dynamic and mobile even if there is no 
relative mobility (i.e., there is no change in 
rank orders) (Galiani, 2006). 

a This section borrows extensively from Behrman 
(1999), Fields (2000), and Galiani (2006). 
b This is not the mobility concept of interest here, 
and thus less attention will be devoted to total 
mobility.
c Total or absolute intergenerational mobility may 
reduce poverty without changing the relative posi-
tion of each individual in the income distribution. 
d The underlying assumption here is that relative 
movements require a predefined measurement 
of position, which can be deciles or quintiles or 
even a rank. 
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CHAPTER 6106

Persistence at the Extremes

Levels of mobility in a society vary 
among income groups. Whereas higher 
levels of upward and downward social 
mobility exist in the middle ranges 
of income distributions, there is far 
less mobility among the richest and 
poorest groups. Lack of upward mo-
bility among the poorest populations, 
which may be associated with poverty 
traps, is particularly prevalent among 
excluded populations (such as Afro-
descendants in Brazil, as illustrated in 
Table 6.1) and in poorer regions. Such social immobility can be associated with exclusion 
from basic services and markets, resulting from geographical isolation, segregation, or 
labor market discrimination. In addition, because investment in children depends upon 
family resources, the credit constraints of poorer families reinforce immobility. 

Lack of downward mobility among the richest segment of the population is likewise 
clearly associated with certain traits, such as membership in a historically privileged ra-
cial or ethnic group (such as whites in Brazil) and residence in more-developed regions. 
The richest part of the population further enjoys greater access to better-paying jobs 
through greater access to higher education and “positive discrimination” in the form of 
various social networks. Social immobility at the high and low ends of the income distri-
bution in Chile and Brazil, with comparable figures for other countries, is illustrated in 
Table 6.2. 

Brazil displays a strong intergenerational persistence of wages at both ends of sons’ 
conditional wage distribution. This implies that the wage mobility is low at both tails of 
the distribution. In the case of Brazil, the probability that the sons of fathers in the lowest 
quintile will remain in that quintile is 35 percent, whereas the probability that the sons 
of fathers in the richest quintile will remain in the richest quintile is 43 percent (Ferreira 
and Veloso, 2004). The lack of mobility at the tails of the income distribution may be a 
response to two sources of exclusion: the lack of opportunity for the children of the poor 
to acquire better skills and improve their employment prospects and the reproduction 
of socioeconomic privileges among the children of the “well-off.” These figures also imply 
that there is more upward mobility from the bottom of the earnings distribution than 
downward mobility from the top: it is more likely that a poor person will become richer 
than that a rich person will become poorer. 

Upper-tail immobility (inability to enter the upper classes) is usually linked to low 
levels of access to higher education opportunities or to segmentation in labor markets. 
Institutions such as credit markets, government loan guarantee programs, and public 
schooling are important in determining a society’s degree of income mobility. Ferreira 
and Veloso (2004) present nonlinear estimates of the persistence of wages to provide a 
better idea of mobility across generations. Their results indicate that 62 percent of sons 
whose fathers’ wages are below the median end up in the same wage group as their 

Table 6.1 Income Persistence in Bottom 
and Top Quintiles, by Race, Brazil

Bottom Top
Population group quintile quintile

All 0.35 0.43
Afro-descendants 0.47 0.23
Whites 0.25 0.50

Source: Ferreira and Veloso (2004).
Note: Table presents the coefficients of the correla-
tion between father and son incomes.
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SOCIAL MOBILITY AND SOCIAL EXCLUSION 107

fathers and that this fraction is much lower (53 percent) for sons whose fathers’ wages 
are above the median. This is consistent with the borrowing constraints theory, since 
rich families are less likely to be financially constrained in investing in their children. 
Andrade et al. (2003) also find that borrowing constraints play a large role in determining 
the extent of intergenerational mobility in Brazil. 

Additional Factors Related to Intergenerational Mobility

Other studies have identified further constraints on intergenerational mobility. Bourgui-
gnon, Ferreira, and Menéndez (2003) find that 20 percent of income inequality in Brazil 
(as measured by the Gini coefficient) is due to inequality of initial circumstances such as 
parental schooling, parents’ occupation, and race. Núñez and Tartakowsky (2006) find a 
similar magnitude for income inequality in Chile.

Benavides (2002) focuses on the labor market opportunities of sons compared to 
their fathers in urban Peru and finds that, even though increases in migration and the 
expansion of formal education were supposed to increase mobility, these factors have 
largely been neutralized by a lack of change in economic and cultural relations. Although 
there is considerable dynamism between and among the medium-low and low social 
classes, there is no significant movement between high and low social classes. 

Intragenerational Mobility 

A range of issues must be considered in analyzing intragenerational mobility. Measure-
ments of such mobility usually focus on earnings mobility, which is closely linked with 

Table 6.2 Comparative Evidence on Income Persistence in 
Bottom and Top Quintiles and Quartiles

  Bottom Bottom Top Top
Country Study quartile quintile quartile quintile

Developed countries
Canada Fortin and Lefebvre (1998) n.d. n.d. 0.32–0.33 n.d.
Sweden Österberg (2000) n.d. n.d. 0.25 n.d.
United Blanden, Gregg, and Machin 0.37 n.d. 0.40 n.d. 

Kingdom (2005)
United States Peters (1992) n.d. n.d. 0.36–0.40 n.d. 
  Grawe (2001) 0.40 n.d. 0.41 n.d.

Latin America and the Caribbean
Brazil Ferreira and Veloso (2004) n.d. 0.35 0.55–0.56 0.43
  
Chile Núñez and Miranda (2007) 0.39a–0.50 0.30a–0.37 0.54–0.55a 0.47–0.57a

Note: Table presents coefficients of correlation between father and son incomes.  n.d.= no data
aEstimated from predicted income distribution.
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CHAPTER 6108

the economic cycle, especially over short periods of time. The macroeconomic framework 
is thus crucial in determining earnings mobility, even after individual characteristics are 
controlled for. Any analysis must further take into account that high levels of intragenera-
tional mobility are not necessarily desirable, as they imply high risk and variability in 
labor earnings. Likewise, very low levels of mobility may be related to poverty traps and 
are undesirable as well. 

Several other factors must also be assessed. First, it must be assumed that adults will 
accumulate little or no human capital beyond what they currently have. Second, it must 
be borne in mind that individuals with the highest human and physical capital addition-
ally have access to political and social connections as well as credit. Third, individuals 
and groups with low levels of education are vulnerable to poverty traps and are likely 
to remain at their (low) current social levels. Fourth, individuals aim to keep their con-
sumption as smooth as possible, avoiding too much variance (or at least decline) in their 
lifetime income. Finally, in a globalized and technology-dependent world, there is an 
increase in demand for high-skilled workers, which can increase opportunities for some 
members of the population but intensify the exclusion of others (see Chapter 5).

Research on intragenerational mobility in the region finds no large-scale trend. Con-
sidering Argentina and Mexico from 1988 to 1996, Wodon (2001) finds no evidence of in-
creased mobility overall in either country through time, although mobility in Mexico has 
increased among the young and the less educated. In recent work on Argentina, Mexico, 
and Venezuela, Fields et al. (2005) compare income mobility patterns during positive and 
negative growth spells and find no evidence to support the hypothesis that the groups 
that experience large earnings gains when the economy is growing are the same ones that 
experience losses during recessionary periods. Additionally, they attempt to determine 
whether individuals who start from a privileged position are those who experience the 
greatest gains in good times and the greatest losses in bad times. This appears to be the 
case in Mexico, but not in Argentina and Venezuela. 

CURRENT PERCEPTIONS OF SOCIAL MOBILITY AND MERITOCRACY

Given that people respond to incentives, perceptions of social mobility and meritocracy 
are fundamental for the long-run prospects of economies and societies. Rational individu-
als will have little incentive to work hard and invest in human and physical capital if they 
do not believe that they have good chances of moving upward in society. Individuals who 
feel trapped in a situation with no prospect for improvement have fewer disincentives to 
engage in dysfunctional and antisocial behavior, since they have little or nothing to lose. At 
the same time, without investment in human capital and hard work, there are no chances 
for these individuals to move upward, which means that the poor will remain poor.

Figure 6.4 shows the relationship between social mobility and income inequal-
ity (measured with a Gini coefficient adjusted to be comparable among countries). As 
argued by Andersen (2000), there is no clear relationship between social mobility and 
inequality. However, Brazil, Colombia, Ecuador, and Guatemala are among the most “un-
fair” countries, with high inequality and low mobility.

Under these circumstances, it is hardly surprising that Latin Americans are generally 
pessimistic about their prospects for mobility and generally do not believe that their 
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SOCIAL MOBILITY AND SOCIAL EXCLUSION 109

societies are meritocratic. An analysis 
of the Latinobarometer opinion sur-
vey by Gaviria (2005) presents some 
of the more telling statistics from this 
annual poll of seventeen countries 
in the region. As shown in Table 6.3, 
74.1 percent of individuals surveyed 
in 2000 indicated that opportunities 
to overcome poverty are unequal, 
and 63.6 percent thought that poverty 
is not a consequence of lack of hard 
work. Conversely, 71.5 percent of the 
survey sample attributed success to 
personal connections. 

Figure 6.5 presents perceptions 
of past and future mobility. Accord-
ing to the figure, Latin Americans 
believe that the past generation (i.e., 
their parents) was somewhat better 
off than the current generation. For 
perceptions of “past” mobility, the bars in the figure represent the difference between 
how one perceives oneself compared to one’s parents. On the other hand, for “future” 
mobility, the bars show the difference between the social status of the next generation 
(one’s child) compared to one’s own social status. As the figure indicates, there are ex-
pectations among Latin Americans of upward social mobility for the future generation. 

WHAT MAKES LATIN AMERICA AND THE CARIBBEAN LESS MOBILE? 
DETERMINANTS OF SOCIAL MOBILITY IN THE REGION

The level of intergenerational social mobility in a society is determined by a wide range 
of factors. Known influences include the following: 

• Variance of effort. Some individuals work harder, for longer hours, or more ef-
fectively than others. Effort can be affected by many other factors, however, 
and measurements and perceptions of effort can be affected by observers’ 
biases.

• Degree of inherited ability. Separating inherited ability from other factors poses an 
ongoing challenge, and both social science and biology continue to address 
the roles of “nature” and “nurture.” Nonetheless, the role of inherited abilities 
cannot be disregarded in areas of endeavor such as music and sports, and real 
if less obvious inherited abilities may be expected to influence other activities 
as well. 

• Importance of family background. The term “family background” encompasses 
a wide variety of factors such as parental education, parental income, and 
cultural background, factors that can be reinforced across generations by 

Social mobility index (based on teenagers, 13–19 years) (0–1 scale)

Source: Andersen (2000).
Note: Statistics for Argentina and Uruguay are based on urban
samples only.

Figure 6.4
Social Mobility and Inequality in Latin America
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CHAPTER 6110

assortative mating (i.e., marriage and parenthood among individuals of the 
same social class and/or income level). These factors can influence cognitive 
and noncognitive abilities, human capital accumulation, and employment op-
portunities. The means for transferring advantages and disadvantages across 
generations encompass such disparate factors as prenatal and infant nutrition, 
home environment and education, and access or lack of access to social net-
works. 

• Market failures (especially in financial markets) and credit constraints. Families whose 
members cannot borrow to finance education, business start-ups and expan-
sions, or housing remain “stuck” from one generation to the next in a subopti-
mal equilibrium of low earnings and investment.

• Exclusion from the supply of basic services and access to markets. Families subject to 
geographical isolation or various forms of discrimination are likely to have ac-
cess to a low quantity and quality of services, including education and basic 
infrastructure, and enjoy only limited access to labor and other markets. 

• Segmentation in job creation in each occupational stratum. Labor market segmentation 
can reduce mobility, as individuals belonging to excluded groups have less ac-
cess to clusters of jobs characterized by higher job quality, earnings, benefits, 
and union coverage.

• Lack of safety nets and compensatory programs. Families who lack the protections of 
unemployment insurance and social security mechanisms must restrict their 
consumption and investment in response to shocks, including unemployment, 

Table 6.3 Perceptions of Social Mobility in Latin America 
and the Caribbean (percent)

2000 1998 1996

Opportunities to overcome poverty
Same opportunities for all 25.9 n.d. n.d.
Unequal opportunities 74.1 n.d. n.d.

Causes of poverty
Lack of hard work 36.5 n.d. n.d.
Other 63.6 n.d. n.d.

Success depends on personal connections
Yes 71.5 71.3 76.4
No 28.5 28.7 23.6

Hard work leads to success
Yes 46.2 45.1 44.4
No 53.8 54.9 55.6

Source: Latinobarometer data, processed by Gaviria (2005).
Note: Table presents percentages for each response among Latinobarometer respondents in the year 
specified.  n.d. = no data.
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SOCIAL MOBILITY AND SOCIAL EXCLUSION 111

illness, and natural disasters. The resulting missed opportunities for education, 
savings, and investment have ripple effects that can extend for generations. 

It is almost impossible to estimate the influence of each of these factors, even in devel-
oped countries, in a rigorous way. Some factors, though, are particularly relevant to Latin 
America and the Caribbean: the role of education and the effects of the expansion of 
education coverage and education opportunities, urbanization and certain patterns of 
regional development, and the effects of recent labor market developments (macroeco-
nomic stabilization, globalization, and technical change).

Education 

Many Latin American countries have expanded educational coverage and access to 
formal education for all social levels. Nonetheless, quality matters as well, and the low 
quality of public education, together with the opportunity cost of going to school, results 
in high failure and dropout rates in the early years of secondary education. 

Peru, for example, has undergone a massive expansion of its educational system. 
Benavides (2004) argues, however, that the country is experiencing only a weak version 
of meritocracy, with little benefit for social mobility; education, though directly linked 
with job placement, is not completely independent from social origins. Furthermore, as 
pointed out by Escobal, Saavedra, and Torero (1998), there are significant differences in 
access to education among social classes in Peru, especially in rural areas.

Subjective perception of social mobilitySubjective perception of social mobility

Source: Gaviria (2006).
Note: Subjective social mobility is the difference perceived by the respondent between the economic status of his
or her generation and that of either the previous (past) or next (future), each expressed as a value on a scale from 1 
(lowest) to 10 (highest). The values −9 through 9 result from subtracting the value assigned by the respondent to his
or her own economic status from that assigned to his or her parents (in panel a), or from subtracting the value
assigned to his or her children’s economic status from that assigned to his or her own (in panel b).

a. Past

Figure 6.5
Perception of Social Mobility in Latin America
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CHAPTER 6112

Although data remain scarce for Latin America and the Caribbean, some research-
ers have attempted to study social mobility by using educational indicators. If family 
background is important in determining educational outcomes, one can argue that low 
social mobility results from the role of family background in providing opportunities for 
obtaining higher education. Even though educational mobility is only one of the channels 
through which earnings mobility is transmitted across generations, it is one of the main 
determinants of social mobility in meritocratic societies. 

Not surprisingly, evidence from the region shows that children from high-income and 
more-educated parents are more likely to do better in life. One of the most widely used 
indicators of intergenerational educational mobility is estimates of schooling elasticity 
(the coefficient of the correlation between child and parent educational attainment, 
which measures the association between the educational achievement of cohorts of sons 
and fathers). As shown in Table 6.4, almost all available coefficients for Latin American 
and Caribbean countries are higher than those for developed countries, indicating that 
levels of mobility are lower in the region than in developed countries. The exception 
in the region is Chile (Table 6.5), where schooling elasticity has been decreasing, which 
implies more mobility for younger cohorts. 

Other studies echo these results. Studying sixteen countries in the region, Dahan 
and Gaviria (2001) find that the correlation between parents’ and children’s education is 
1.8 to 3 times higher in Latin America than in the United States. Andersen (2001) assesses 
social mobility via a measure of the importance of family background for the educational 
level of teenagers in eighteen countries of the region, using an indicator equal to one 
minus the coefficient of the correlation between family background and child schooling 
gap (higher values of the indicator imply less correlation). She finds that, as shown in 
Figure 6.6, Chile, Argentina, Uruguay, and Peru display higher social mobility, whereas 
Guatemala and Brazil are among the least mobile societies. 

Behrman, Gaviria, and Székely (2001) also infer lower levels of social mobility in the 
region by finding low levels of educational mobility compared with those of the United 
States. They examine the intergenerational transmission of educational attainment in 
four Latin American countries and the United States. Their results indicate that the in-
tergenerational transmission of educational attainment in Brazil, Colombia, Mexico, and 
Peru is higher than in the United States (see Figure 6.7). The results of Behrman, Gaviria, 
and Székely are corroborated by Gaviria (2005) using data from the Latinobarometer and 
the U.S. General Social Survey (see Figure 6.8). Behrman, Gaviria, and Székely also illus-
trate gender differences in educational mobility in the region compared with the United 
States (see Figure 6.9). Their estimates for the intergenerational transmission of educa-
tional attainment are higher for men in Brazil and Colombia, indicating that women are 
more mobile in these two countries. Men tend to be more mobile in the United States, 
Mexico, and Peru, though there is no great variance between the estimates for men and 
women in the United States and Brazil. 

Trends in the distribution of intergenerational educational mobility for Mexico show 
that parents’ education plays an important role in children’s education, though some 
changes may be occurring. Binder and Woodruff (2002) argue that in urban Mexico, for 
example, the evidence on educational mobility is mixed. On one hand, the decrease in 
the intergenerational educational correlation in cohorts presented in Table 6.6 suggests 
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an increase in intergenerational mo-
bility over time; on the other hand, 
that rate of increase appears to slow 
or even reverse for the cohorts 23–29 
years of age. An additional interest-
ing pattern derives from a gender 
comparison for urban Mexico, as older 
women are revealed to have greater 
intergenerational mobility when com-
pared to men. 

Returns to education are very 
high in Latin America, which implies 
that differences in schooling even-
tually translate into differences in 
earnings. For example, for the case of Brazil, there is evidence that returns to education 
increase with levels of parental schooling (Lam and Schoeni, 1993). These factors are 
linked to family connections and better employment opportunities, which indicates that 
the intergenerational correlation for earnings can be even higher than that for levels of 
schooling. For Brazil and Colombia, Behrman, Gaviria, and Székely (2001) find very low 
educational mobility for children of parents with low levels of education (see Table 6.7). 

Educational Quality and Cognitive Outcomes

Most studies on the relationship between education and intergenerational social mo-
bility look at years of schooling completed. However, increasingly the evidence for the 
region shows important gaps in educational quality and cognitive outcomes between 

Table 6.4 Schooling Elasticity Estimates

Country Elasticity

Developed countries
Germany (Grawe, 2001) 0.43
United States (Grawe, 2001) 0.26
United States (Behrman, Gaviria, and Székely, 2001) 0.35
United Kingdom (Grawe, 2001) 0.19

Latin American countries
Brazil (Behrman, Gaviria, and Székely, 2001) 0.70
Chile (Núñez and Miranda, 2007) 0.21
Colombia (Behrman, Gaviria, and Székely, 2001) 0.70
Mexico (Behrman, Gaviria, and Székely, 2001) 0.50
Peru (Grawe, 2001) 0.60
Peru (Behrman, Gaviria, and Székely, 2001) 0.50

Table 6.5 Schooling 
Elasticity by Cohort, Chile

Son cohort Father–son schooling elasticity

23–34 0.15
35–44 0.15
45–54 0.24
55–65 0.41
Entire sample 0.21

Source: Núñez and Miranda (2007).
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CHAPTER 6114

high- and low-income children. Re-
searchers and policymakers are 
thus considering “equality of op-
portunities” in order to identify the 
causal processes determining the 
long-term labor market outcomes of 
children. Generational earnings mo-
bility, understood in the context of 
equality of opportunities, thus of-
fers an overall indicator of children’s 
social inclusion. In practical terms, 
there is a need for measurements 
of the extent to which children have 
equal opportunities in life regard-
less of their social status or fam-
ily background (see, for example, 
Corak, 2006, and Roemer, 2004). 
Since children start building the 
bases for human capital accumula-
tion and development of cognitive 
abilities in early childhood, the ef-
fects of parental income on early 
childhood development, and in turn 
on human capital accumulation and 
productive capacity, must be taken 
into account. 

Many studies have found that 
household economic resources, vari-
ously defined, are important de-
terminants of children’s health, 
which influences children’s edu-
cational attainment. Rubalcava 
and Teruel (2004) find that mater-
nal cognitive ability is an impor-
tant factor in determining children’s 
height—a proxy for overall health—
and early childhood health is in 
turn eventually linked with school-
ing. Studying Mexican households, 
Mayer-Foulkes (2004) likewise finds 
that early childhood health and nutri-
tion are strongly associated with the 
probability of continuing schooling 
later in life. Early childhood devel-
opment also affects the productive 

Figure 6.6
Social Mobility Index
(Based on Teenagers, 13–19 Years)

Source: Andersen (2001).
Note: Figure depicts point estimates and 95 percent confidence 
intervals. Statistics for Argentina and Uruguay are based on ur-
ban samples only.
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capacity of adults through the effects 
of infant malnutrition and early infec-
tion on cognitive ability and various 
adult ailments.1 Moreover, the medical 
literature suggests that deficits in early 
childhood are difficult if not impos-
sible to offset later in life, particularly 
because of irreversible processes in 
brain formation. 

Urbanization and Regional 
Development

Although recent research has not em-
phasized the importance of spatial 
issues (see, for example, Cass, Shove, 
and Urry, 2005), exclusion that results 
from a combination of urbanization, 
geographical isolation, inadequate 
transportation, and limited means 
of communication reinforces the ex-
istence of mobility traps in certain 
regions. The lower dynamism of rural 
and isolated poor areas, for instance, 
should imply relatively low levels of 
income mobility, and countries with 
higher percentages of rural population 
should similarly be expected to have 
lower levels of income mobility. Al-
though the urbanization process and 
increased opportunities for migration 
from poorer areas may be expected to 
promote higher mobility, this expecta-
tion can be frustrated by development 
that is concentrated in certain regions 
and not accompanied by adequate 
migration opportunities into these re-
gions from poorer areas. 

Parents’ years of schooling

Source: Gaviria (2005), using data from Latinobarometer (2000) 
and National Opinion Research Center (various years).

Figure 6.8
Educational Mobility in Latin America
and the United States
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Figure 6.9
Gender Differences in Intergenerational 
Transmission of Educational Attainment
(Urban Populations)
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Source: Behrman, Gaviria, and Székely (2001).
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1 Diseases and conditions included in the review 
by Mayer-Foulkes (2004) include chronic bron-
chitis, acute appendicitis, asthma, Parkinson’s 
disease, multiple sclerosis, chronic pulmonary 
disease, cardiovascular disease, coronary dis-
ease, and stroke. 
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CHAPTER 6116

Problems of this nature have attended Brazil’s “conservative modernization” pattern, 
characterized by the nonintegration of large segments of the population into modern sec-
tors of the economy, society, and political system (see, for example, Gacitúa Marió and 
Woolcock, 2005a). The effects extend to regional development; one can identify distinct 
mobility patterns according to regional development and urbanization. These patterns 
seem to translate into lower social mobility in less-developed regions, as Ferreira and 
Veloso (2004) (see Table 6.8) find that income persistence varies substantially across 
regions.

Figure 6.10 depicts the positive relationship between social mobility and urbaniza-
tion rates. This positive relationship may arise from the fact that for highly urbanized 
countries, it is easier to promote social mobility through access to education and labor 
market opportunities when children and workers are clustered in urban areas. Migrants 
to urban centers, especially those from isolated rural areas, tend to have broader eco-
nomic and human capital opportunities than their parents, which should translate into 
upward social mobility. It is important to take into account, however, that urbanization 
is not a panacea, as it does not necessarily help all population groups. Using a social 
mobility index based on educational attainment levels of teenagers in eighteen coun-
tries, Andersen (2001) finds that, with the exception of those in Bolivia, urban teenagers 

Table 6.6 Measures of Intergenerational School Mobility: 
Mexico and Other Countries

Father–child Percentage
educational exceeding

Child’s attainment parent’s education
characteristics correlations level

Men Women Men Women

Mexico, 1994 (urban areas)
   All cohorts 23–69 years of age 0.498 0.528 76 68
   Cohort 1 50–69 years of age 0.569 0.588 64 49
   Cohort 2 40–49 years of age 0.481 0.538 75 63
   Cohort 3 30–39 years of age 0.425 0.491 80 73
   Cohort 4a 23–29 years of age 0.491 0.493 79 78
   Cohort 4b Eventual schooling 0.497 0.489 83 80
Germany, 1984 19–26 years of age 0.237 0.016 n.d. n.d.
Malaysia, 1988 8–50 years of age 0.194 0.226 n.d. n.d.
Panama, 1983 18+years, living with father 0.570 n.d. n.d. n.d.

Father of above 0.680 n.d. n.d. n.d.
United States, 1984 20–30 years of age 0.418 0.402 n.d. n.d.

Source: Binder and Woodruff (2002).
Note: Measures for Mexico use sample weights. Figures for cohort 4b are calculated using ascribed schooling 
attainments for those still in school as follows: twelve years of schooling are ascribed to students with fewer 
than twelve years of schooling, and eighteen years of schooling are ascribed to those with twelve or more 
years of schooling.  n.d. = no data.
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are not necessarily more mobile than 
their rural counterparts; that is, rural 
and urban teenagers are affected in 
approximately the same way by fam-
ily background.

Labor Market Developments 

The most important determinant of 
social mobility is the human capital 
that individuals bring to the labor 
market. However, labor market dy-
namics can also alter levels of social 
mobility, as returns to human capital 

vary with changes in the supply of and demand for certain groups of workers, either 
strengthening or weakening the effect of greater education opportunities on mobility. In 
addition, discrimination and labor market segmentation can lower social mobility, even 
in countries with ample access to education, by reducing the labor returns of educated 
but excluded groups. 

Prospects for improved social mobility are further complicated by the fact that, with 
some exceptions, the region’s labor markets have in recent decades suffered from stag-
nant wages, rising wage inequality—mostly associated with high returns to education—
and increasing levels of unemployment. Possible explanations for these phenomena have 
been explored in the previous two chapters of this report. Researchers generally agree 

Table 6.7 Intergenerational Education Transition Matrices (percent)

Primary Some At least
Education of parents or less secondary Secondary some higher

Colombia, 1997
Primary or less 51.2 24.2 14.1 10.5
Some secondary 12.6 26.2 25.4 35.9
Secondary 9.1 17.3 25.4 48.2
At least some higher 2.2 6.5 14.2 77.1
Total 41.7 23.2 16.2 18.8

Brazil, 1996
Primary or less 60.2 23.9 10.8 5.1
Some secondary 13.2 32.0 29.2 25.7
Secondary 5.5 19.0 32.7 42.9
At least some higher 3.5 11.9 19.9 64.7
Total 54.6 24.0 12.8 8.8

Source: Behrman, Gaviria, and Székely (2001).

Table 6.8 Intergenerational Income 
Elasticity in Brazil, by Region

Region Elasticity

National 0.58
Northeast 0.73
Southeast 0.54
South 0.62
Midwest 0.55

Source: Ferreira and Veloso (2004).
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CHAPTER 6118

that the region’s low wage growth 
stems primarily from an absence of 
growth in productivity, particularly 
among low-skilled workers. 

Changes in labor markets have 
had a variety of effects on social 
mobility. As shown in Figure 6.11, 
national changes in the inequality 
of household income (i.e., the in-
come of all members of a particular 
household) have displayed varying 
patterns, decreasing in some coun-
tries (Brazil, Colombia, El Salvador, 
Honduras, Panama, and Uruguay), 
increasing in others (Argentina, Ec-
uador, Costa Rica, Paraguay, and 
Venezuela), and remaining relatively 
constant in still others (such as Mex-
ico and Chile). On the other hand, 
inequality in wages (i.e., the labor 
income of individual workers) has 
increased in the majority of countries 
in the region (Figure 6.12), decreas-
ing only in Brazil and Colombia, and 
remaining unchanged in Argentina, 
Chile, Guatemala, and Honduras.2

For purposes of simplicity, inequal-
ity in wages, rather than household 
income, is emphasized here. 

Given that most of the region’s 
population depends on labor income 
as its primary source of income, it is 
important to determine the condi-
tions under which changes in income 
inequality, and more specifically 
in wage inequality, translate into 
changes in social mobility. Whether 
worsening inequality will correspond 
to lower social mobility clearly de-

pends on the conditions underlying changes in labor mobility and how they affect families 
at different socioeconomic levels. 

Social mobility index (based on teenagers, 13–19 years) (0–1 scale)

Source: Andersen (2000).
Note: Data for Argentina and Uruguay are based on urban 
samples only.

Figure 6.10
Social Mobility and Urbanization Rates

100

90

80

70

60

50

40
1.000.900.800.70

P
e

rc
e

n
ta

ge
 o

f p
o

p
u

la
ti

o
n

 li
vi

n
g 

in
 u

rb
an

 a
re

as

Brazil

Nicaragua

Ecuador
Bolivia

Colombia

Guatemala Costa Rica

El Salvador

Panama

Dominican Republic

Paraguay
Honduras

Mexico
Peru

Chile

Venezuela

Uruguay Argentina

Gini coefficient in 1990 (0–1 scale)

Source: ECLAC (2006b).

Figure 6.11
Household Income Inequality in Selected 
Latin American Countries, 1990–2005
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result from household demographics (assortative matching and fertility), female labor force participation, and 
transfers (government transfers and remittances).
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Although data on these issues 
remain limited, some hypotheses 
can be advanced. With respect to 
returns to education, under low 
levels of intergenerational mobil-
ity in educational attainment, a 
widening gap of returns to skills 
should increase inequality and re-
duce social mobility as the advan-
tages in labor market outcomes for 
some families increase over time. 
An increase in intergenerational 
educational mobility, on the other 
hand, should ameliorate the ef-
fects of widening gaps in returns 
to skill. 

The available evidence sug-
gests that the widening of gaps 
in returns to skills contributes to 
increased income inequality in 
some of the countries of the region 
that have experienced increases 
or no changes in wage inequality; 
in Mexico, for instance, the wid-
ening gap in returns to education 
explains 25 percent of the increase 
in income inequality between 1984 
and 1994 (Legovini, Bouillón, and 
Lustig, 2005). In contrast, reduc-
tion in wage inequality in Brazil 
is associated with a decrease in 
both inequality of educational at-
tainment in the labor force and the 
gap in returns to education (IPEA, 
2006). As Figure 6.13 indicates, 
wage inequality decreased in Bra-
zil between 1987 and 2004, and the 
ratio of skilled to unskilled workers’ 
wages fell by 14.3 percent between 
1987 and 1995 (Ferreira, Leite, and 
Wai-Poi, 2007); Gonzaga, Menezes 
Filho, and Terra (2006) found simi-
lar results when analyzing the skill 
premium in manufacturing. 

Initial year (around 1990)

Source: ECLAC (2006b).
Note: Wage inequality is measured as the variance of the 
logarithm of hourly wages in urban areas.

Figure 6.12
Wage Inequality in Latin American
Countries,1990 and 2002
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Figure 6.13
Skill Wage Premium and Share of Skilled Workers
in Total Employment, Brazil, 1987–2004
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There are several explanations for the occurrence of these changes in Brazil. First, 
there was a reduction in the gap in wage returns by educational level, especially the 
gap between those with no education and those with primary education (IPEA, 2006), 
which may be attributed to the expansion of the country’s primary education system. In 
addition, from 2001 onward, even returns to postsecondary education over no education 
started falling. Second, trade liberalization during the 1988–1995 period also contributed 
to the reduction in wage inequality in the country. Protection in Brazil had been particu-
larly strong for skilled-worker-intensive industries and, unlike the experience in Mexico, 
Chile, and Colombia, trade liberalization in Brazil seems to have promoted wage gains at 
the bottom of the distribution. Liberalization efforts in the latter country have led to both 
productivity gains and wage gains for the poor and have promoted mobility, as well as 
reducing poverty and inequality (Ferreira, Leite, and Wai-Poi, 2007). 

A more general explanation, for many countries in the region, is that increases in wage 
inequality have not translated directly into increases in household income inequality be-
cause of increased female labor force participation and lower fertility rates. Reductions in 
inequality arising from these factors thus do not necessarily translate into higher social 
mobility.

CONCLUSION

The measurement of social mobility in Latin America and the Caribbean is still in its in-
fancy, but what is known so far presents a troubling scenario. Aside from limited progress 
in some countries and among some groups, most individuals in the region are unlikely to 
see significant improvements in their income or social position, or that of their children, 
regardless of effort or ability. Incentives to work, acquire skills, or refrain from socially 
undesirable behavior are seriously constrained when there is no clear path out of social 
exclusion. 

Conversely, the much smaller portion of the population that enjoys income and oppor-
tunities comparable to those of the developed world’s middle and upper classes displays 
little downward mobility, again regardless of (lack of) effort or ability. The consequences 
of this situation may not be apparent in the short term, but the long-term consequences 
cannot be ignored. With notable exceptions, privileged and more fully “included” citizens 
who have little chance of losing their means or status are unlikely to engage in innovation 
or risk taking that leads to economic growth and other forms of social dynamism. These 
privileges and advantages of fully included citizens may even lead to claims that members 
of more privileged groups, including public officials, are more concerned with maintaining 
their status than furthering the public good. 

The region’s low level of social mobility thus presents policymakers with an array of 
challenges. The first is to design policies and programs, and possibly to undertake legal 
reforms, that will equip individuals to participate in both the benefits and responsibilities 
of society. Improvements in educational quality and access, health care and nutrition, and 
access to credit represent only a few possible areas for improvement. Second, labor insti-
tutions, social security systems, and macroeconomic conditions must ensure that effort, 
talent, and socially desirable behavior are rewarded both immediately and across genera-
tions. Third, policymakers would be ill-advised to address insufficient social mobility with 
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SOCIAL MOBILITY AND SOCIAL EXCLUSION 121

short-term redistributions of wealth that, though initially popular, may ultimately prove 
ineffective in improving the socioeconomic status of recipients in the long term. Policies 
must therefore emphasize equality of opportunities through the development of human 
and social capital rather than short-term attempts to equalize outcomes. Finally, policy-
makers and politicians must find ways to convince the electorate and their colleagues that 
these policies are ultimately in their own interest and build support for their proposals 
accordingly. This may prove the hardest task of all. 
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To What Extent Do Latin Americans 
Trust and Cooperate? Field 
Experiments on Social Exclusion 
in Six Latin American Countries7C

H
A

PT
ER

The puzzle of cooperation among humans remains central and relevant. In fact, in 
2005 Science magazine listed “How did cooperative behavior evolve?” as one of 
the twenty-five most relevant scientific puzzles to be solved in the next quarter 

century. However incompletely understood, cooperation and collective action have 
represented pervasive and ubiquitous features of human experience across time, place, 
and income level. Cooperation—and the failure to cooperate—have affected societies 
in ways that range from the organization of hunters and gatherers and “tragedies of the 
commons” in the use of shared resources to automobile traffic control and responses to 
global warming. Moreover, many social interactions involving cooperation risk losses of 
efficiency as a result of externalities or problems with the provision of public goods, and 
some individuals “free-ride” on the contributions of others. When there is a lack of trust 
such free-riding intensifies, thus reducing opportunities to produce socially efficient out-
comes and accentuating inequalities in the distribution of outcomes. 

Free-riding and lack of coordination represent daily challenges in the lives of com-
munities. For instance, when the state fails in the performance of its expected functions, 
communities attempt to solve collective action problems themselves, and in multiple 
ways. Households contribute labor to starting or maintaining local projects that benefit 
their neighborhoods, and neighborhoods contribute local funds that pay for security or 
playground maintenance. Child care, recreation parks, water provision, and street clean-
ing are all examples of projects for which groups contribute privately to public goods. 
Groups additionally organize to deal with problems other than those that arise from col-
lective action, such as risk management involving credit, natural disasters, political vio-
lence, and crime. In these cases the formation of groups to deal with risk involves in itself 
a collective action problem, and payments for cooperation can be distributed across the 
group. Vulnerable groups in societies are more likely to face the challenges of collective 
action, either because they are left out of the regular channels that societies use to co-
operate or because they face more vital risks in their daily lives and have a greater need 
to pool than members of other groups. 

Free-riding and coordination problems have been studied by sociologists, psycholo-
gists, and more recently by economists. The last have engaged in highly controlled ex-
periments involving relatively small groups of individuals whose members are typically 
given a particular sum of money and allowed to invest in a group exchange or keep the 
money. If participants invest in the group exchange, the returns on that investment will 
depend on what the group as a whole invests in. The experiment is designed so that 
the private return from keeping the money exceeds the private return from the group 
exchange; the social return of the group exchange, however, is higher than that of keep-
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CHAPTER 7124

ing the money. This experiment yields a dominant strategy in which an individual will 
contribute zero to the group exchange while hoping that the individuals will invest in 
the group exchange, even though that does not represent an optimal allocation (see An-
dreoni, 1988, and Marwell and Ames, 1979, among others). In other words, experiments 
try to replicate cooperation and related dilemmas as predicted by economic theory. 

Economic experiments in this area have so far yielded two key results. First, eco-
nomic theory overestimates the prevalence of free-riding. In fact, even though experi-
ments find that outcomes are closer to the free-riding result (where nobody contributes) 
than to the socially optimal one (where everybody contributes), experiments show that 
individuals still contribute more than would be implied by pure self-interest (Rabin, 
1993; Andreoni, 1995). This is particularly true in “one-shot,” nonrepeated games, which 
contrasts with predictions based on a strong version of the free-riding hypothesis (Dawes 
and Thaler, 1988). A second and similar result is that violations of dominant strategies di-
minish with repetition and with game experience (e.g., Andreoni, 1988; Isaac and Walker, 
1988; Kim and Walker, 1984). These findings have led researchers to explore possible 
explanations including “kindness,” concern with reputation, and confusion on the part of 
individuals in regard to the rules of the game and the consequences of their decisions 
(Palfrey and Prisbrey, 1997). 

This chapter attempts to build on existing research by studying the microfoundations 
and mechanisms that may affect the possibility of collective action and group formation 
by different social groups. Of particular note is the reporting of results from a field ap-
proach, using survey and experimental methods, that focuses on the behavioral aspects 
of the collective action problem while taking into account the social and economic con-
texts in which microinteractions happen. The research summarized here has involved 
the direct observation of individuals facing problems of trust, collective action, and 
uncertainty under different levels of social heterogeneity and exclusion. The experimen-
tal design of this project thus captures key dimensions of problems at the intersection 
of trust and exclusion and makes it possible to derive lessons on collective action and 
group-oriented behavior in societies.

COOPERATION AND SOCIAL EXCLUSION

Over time human societies have attempted to minimize losses resulting from problems 
of collective action by harnessing the conflict between individual and social outcomes 
through incentives, generally in the form of norms and laws.1 Although the possibility of 
cooperation within a group is determined by multiple factors, one of the most controver-
sial is group heterogeneity. Some argue that heterogeneity offers the additional incen-
tives necessary for a small subgroup to be interested in providing a public good (Olson, 
1965; Bergstrom, Blume, and Varian, 1986), yet others claim that heterogeneity creates 
difficulties in agreement and problem solving (Alesina and La Ferrara, 2000).

Since the benefits of economic and social progress are often unequally distributed, 
social heterogeneity is intrinsically linked to the problem of exclusion. Nonetheless, win-

1 This section further discusses collective action, behavior, and social exclusion issues and may be read indepen-
dently of the rest of the chapter.
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TO WHAT EXTENT DO LATIN AMERICANS TRUST AND COOPERATE? 125

ners and losers, haves and have-nots, and the included and the excluded can engage in 
mutually beneficial interactions if the collective action problem is solved. The impor-
tance of addressing this problem can hardly be overestimated, as few individuals have 
the option of living and working only with persons like themselves. Vulnerable individu-
als, for example, must interact with nonexcluded groups and individuals in environments 
including labor, housing, and informal and formal credit markets. Likewise, on other occa-
sions heterogeneous groups share common spaces and must make decisions that affect 
their common interests, quite often with asymmetric stakes across subgroups. Riding 
public transportation, using public parks, participating in debate on a public issue, and 
voting all represent instances in which members of a society must make decisions that 
result in varying benefits and costs depending on the actions of other group members. 
Social scientists often refer to decisions of this type as a game, in order to facilitate the 
study of behavior in these situations.

Cooperating or forming groups to produce a group-beneficial outcome is usually 
costly in monetary or other terms. Sometimes a coordination game is involved in which 
each individual will benefit more if everyone else behaves in a socially optimal way, and 
the resulting payments thus drive individuals towards the best outcome without conflicts 
between individual and group interests. Other instances involve collective action games 
in which the optimal individual behavior would be not to cooperate, although everyone 
in the group would benefit if everyone cooperated. In either case, the group needs to 
find—and create—conditions under which individuals will choose to make decisions that 
benefit all members of a group even when those decisions are individually costly. These 
conditions are defined by several behavioral issues. Individuals may make decisions, for 
instance, according to a sense of group or subgroup affiliation, or social distance from or 
sympathy toward others in the group. Their personal evaluation of the benefits and costs 
of forming a group or cooperating in a collective action dilemma may be mediated by 
their expectations of the actions of others as well as their valuation of the distributional 
and efficiency consequences of their actions. 

Formal and informal institutions play a major role in shaping individuals’ decisions, 
as they provide key information for a person who is bearing the cost of group-oriented 
action. Individuals use information from the context in which a game operates in order to 
inform their decisions and therefore provide the best possible benefits for every player. 
It should be noted that those benefits may include an increase in payments to others, 
an increase in social welfare, or a decrease in inequality, because his or her preferences 
involve prosociality as part of his or her interests. In any case, the individual will collect 
information from his or her personal, group, and social contexts and transform the rela-
tive payments of the game when making his or her decision. Figure 7.1 illustrates how 
such a cognitive process may operate (Cárdenas and Ostrom, 2006), involving layers of 
information obtained from various contexts. The bottom left layer of information in the 
figure (“static game layer”) involves the initial calculations about benefits and costs of a 
decision at a certain time t as a one-shot game, within the formal rules and action sets of 
the individual. Within our framework, individuals do not base their decisions to engage 
in collective action solely on this layer. They also consider the aspects of other elements, 
including dynamic aspects of the game in previous (t–1) and future (t+ 1) rounds (“dy-
namic game layer” in the figure) (e.g., whether the game will be repeated with the same 
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CHAPTER 7126

players, and previous experience with the same players). Also, players will consider the 
composition of the group with whom they are playing (“group context layer”) (e.g., an in-
dividual might be more willing to cooperate with certain players in his or her group than 
others, based on group membership, identity, or social distance). Finally, at the top right  
of Figure 7.1 (“identity layer”), the framework suggests that there might also be individual 
normative aspects or values that constrain the initial action set (e.g., certain values may 
eliminate antisocial or cheating behavior in games irrespective of their counterparts or 
the context). As will be shown in the results of our experiments, and as has been shown 
in previous behavioral literature, individuals seem to use these layers of information 
when deciding to trust others or to cooperate with others. The key proposition of this 
behavioral and institutional approach to the problem of collective action and group-ori-
ented behavior is that individuals use information from their personal, group, and social 
contexts to transform the game situation and make the best decision according to their 
own personal and other-regarding preferences. 

Solving the prisoner’s dilemma, the tragedy of the commons, or any collective action 
dilemma requires individuals to trust their partners in the interaction. Trusting others 
under incomplete contracts, however, involves the possibility that the trusting action 
results in receipt of no benefits from the trustees and creates net losses for the trusting 
person. If the trustees reciprocate, though, the group increases its social net welfare. 

Identity layer

Group context layer

Dynamic game layer

Static game layer

• Wealth, occupation, experience
• Other-regarding preferences
• Values relating to “state” 

versus “self-governance”
• Gender, age, education, skills
• Membership in civic organizations

i level data

g level data

TRANSFORMED (INTERNAL) GAME
FROM
(.) = U(.)

Decision to
cooperate

(Xcoop
tig)

t,(t±1) level data

t level data

• Shared norms
• Heterogeneity and inequality
• Group identity
• Cooperative or competitive setting

• Reputation (t−1)
• Reciprocity (t+1)
• Learning (t−1)
• Probability of a next round (t+1)

• Net payoff from each feasible strategy
• Feasible strategies
• Enforced laws and rules

Figure 7.1
Layers of Information from Individual, Group, and Social Contexts That Transform a Game

Source: Adapted from Cárdenas and Ostrom (2006). 
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TO WHAT EXTENT DO LATIN AMERICANS TRUST AND COOPERATE? 127

If the game is repeated, players can engage in a virtuous circle of trust and reciproc-
ity, building a reputation for being trusting and trustworthy and collecting information 
about the trust and trustworthiness of others in the group (Ostrom, 1998). If the game is 
played only once, players may still be willing to cooperate if institutions and personal 
characteristics provide sufficient positive information for players to involve themselves 
in group-oriented behavior.

The uncertainty of the intentions and actions of the other actors is a crucial part of 
the problem of collective action. Individuals may have information about past actions 
of specific individuals or more general patterns of past behavior by groups, as well as 
information on the social norms that usually guide the behavior of those interacting with 
them. As some uncertainty remains nevertheless, understanding the willingness to trust, 
cooperate, or engage in costly group-oriented behavior involves understanding individu-
als’ risk preferences (Bohnet and Zeckhauser, 2004; Ashraf, Bohnet, and Piankov, 2006).

The behavioral literature on collective action suggests that a number of factors feed 
the virtuous circle of trust, reputation, and reciprocity (Figure 7.2). Several of these fac-
tors are associated with social exclusion and group inequality. The seminal work of Olson 
(1965) discusses how heterogeneity may affect cooperation and collective action, and so-
cial exclusion may affect the cycle of trust, reciprocity, and reputation in several ways. Ac-
cording to Ostrom’s approach, exclusion may create not only different interests, but also 
different endowments and resources for those engaged in a group activity. Under these 
circumstances face-to-face communication may be more difficult or impossible if some 
individuals in the group are excluded, and in heterogeneous groups whose members 
know little about one another, there is likely to be only limited availability of information 

Figure 7.2
Factors That Affect the Virtuous Circle of Cooperation (Reputation, Trust, and Reciprocity)

Source: Ostrom (1998). 
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CHAPTER 7128

on the past actions of others. In-group and out-group effects thus make the development 
of shared norms across excluded and included groups particularly costly.

Equally relevant is the question of whether certain homogeneous groups are more or 
less likely to engage in cooperative behavior than others because of their socioeconomic 
level, wealth, or human capital. Some may argue that the poor are less likely to solve a 
collective action dilemma because their opportunity cost of cooperating is much higher 
than that for those less constrained by income or wealth. On the other hand, some would 
contend that the lack of assets or smooth income creates conditions for the poor to rely 
on their social networks and on others like them to provide key goods and services of-
fered by neither the state nor private providers based on their market possibilities.

EXPERIMENTAL SETUP

The research undertaken for this chapter attempts to study the interaction between so-
cial exclusion and collective action in Latin America using a field experimental approach. 
The project began with the identification of a representative sample of individuals from 
six cities in the region who were then asked whether they would be willing to participate 
in a set of experiments that involved economic incentives. The full sample consists of 
more than 3,000 observations, or roughly 500 individuals per city from different back-
grounds, socioeconomic levels, and age cohorts and both sexes in Bogotá, Buenos Aires, 
Caracas, Lima, Montevideo, and San José. 

A team of researchers with experience in survey and field methods was selected to 
undertake the experiments and surveys in each city, and to guarantee homogeneity in 
the application of experimental protocols, those researchers in charge of each city par-
ticipated in a training workshop at the launching of the project.2 This workshop provided 
participants with a uniform approach to implementation and related fieldwork details 
such as sampling procedures, timing of actions (i.e., invitations, presurvey, experiments, 
postsurveys), elements to be included in experimental sessions, and the construction of 
questionnaires. Each survey team agreed to conduct twenty-five experimental sessions 
with an average of twenty participants each.3

With the sampling quotas defined, the first step of the fieldwork consisted of inviting 
individuals to experimental sessions. The sessions were arranged so that at least three 
sessions per city included only individuals from high-income strata and at least three 
other sessions included only individuals from low-income strata; the rest combined indi-
viduals from all strata. Around thirty individuals were invited for each session, under the 
assumption that approximately one-third would not show up for the session, with each 
experimental session allowed to go forward with roughly twenty participants.

Potential participants were invited several days before the scheduled sessions, and 
at the time of invitation, individuals were asked a set of basic demographic questions 

2 The training workshop was held in Bogotá at the beginning of 2007.
3 The samples were selected in the cities using a stratified random sampling procedure. The strata were chosen 
on the basis of education, average family income of the districts or the territorial units that make up each city (in 
either quartiles or quintiles, depending on data availability), gender, and age (with four age groups: 17–27, 28–38, 
39–59, and 60–72). The goal of the sampling procedure was to obtain empirical distributions of individuals within 
these combinations resembling those of the populations in the cities.
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TO WHAT EXTENT DO LATIN AMERICANS TRUST AND COOPERATE? 129

in order to enable the researchers to fulfill the sampling quotas described previously.
Participants were additionally promised remuneration and provided with information on 
the expected monetary gains from their participation in the experiments. The day be-
fore each experimental session, the invited participants were reminded of the invitation 
with a phone call or home visit, and research staff worked with potential participants to 
arrange transportation if necessary. On the day of the sessions, the participants were 
welcomed by experimental teams, and at the appointed time, the sessions started. Fol-
lowing the experiments, participants in each session completed surveys designed to 
collect additional sociodemographic information and determine their attitudes, beliefs, 
and preferences regarding social exclusion, discrimination, minorities, and prosocial 
norms. To reduce the possibilities of idiosyncratic measurement error due to individuals’ 
reading ability, the surveys were administered by the monitors of the experiments and 
supported by a group of pollsters specially trained for this purpose. After participants 
completed the surveys, they were paid, based on the results of one of the experiments 
(randomly selected by the monitors).

As one of the main goals of the study is to observe the effect of social heterogeneity 
on individuals’ decisions, information on the socioeconomic composition of the groups in 
each particular session was made as salient and clear as possible. The participants met 
throughout the session in one room where they were able to see each other, although they 
were not allowed to communicate during the session. As the sessions progressed, partici-
pants received information about their peers, depending on the particular activity.

More than 3,000 people participated in 148 sessions in six cities, providing a unique 
data set that combines detailed data from their socioeconomic and demographic back-
grounds with behavioral data from their decisions during the experiments. Each of the 
city teams conducted sessions of various group sizes, from ten to thirty-nine people, and 
each session followed the same protocol, with the same sequence of activities. This is the 
most comprehensive experimental data set to date in Latin America, given the number 
of countries included and the replicability of the designs in each city. 

Table 7.1 provides basic demographic statistics of the sample, by city and overall, 
comparing it with a representative sample of individuals extracted from the national 
household surveys of the countries in the project (restricting the computation to the 
capital cities). The comparison reveals remarkable similarities between the experimen-
tal samples and those of the national household surveys; the only potential difference 
of note is that individuals in the experimental samples were slightly younger and more 
educated than the average individual in their respective cities. 

Interactions among participants took place in a controlled setting where it was pos-
sible to observe how incentives, institutions, and norms may affect behavior, and the ex-
periments were conducted in a manner that allowed measurement of how the degree of 
group heterogeneity affects individual decisions and group outcomes. The design follows 
the approach shown in Figure 7.3, which proposes a series of relationships among the key 
explanatory factors of collective action.4 In this framework the working hypothesis is that 

4 The experiments in this project are adapted from previous work and experimental literature surveys including 
Berg, Dickhaut, and McCabe (1995), Binswanger (1980), Holt and Laury (2002), Barr (2003), Marwell and Ames 
(1979), Isaac and Walker (1988), Carpenter, Harrison, and List (2005), Harrison and List (2004), Cárdenas (2003), 
and Carpenter and Cárdenas (forthcoming).
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exclusion may affect trust and prosocial behaviors such as group formation and collec-
tive action in various ways, according to the relationships in Figures 7.1 and 7.2. Exclusion 
may negatively affect trust and voluntary contributions to a group project, as it reduces 
the availability of information about past actions and implies more asymmetric interests 
among players. Exclusion also reduces the sense of belonging to a group-oriented activ-
ity and therefore can affect voluntary contributions and group formation. In-group/out-
group effects have additionally been reported (Marwell and Ames, 1979; Ostrom, 1998) 
as key factors in explaining collective action in groups.

The experiments provide key information about individual behavior and group out-
comes regarding the possibilities for and limitations of collective action in groups, as well 
as clues regarding individuals’ motivations and limitations in making decisions that may 
solve collective action problems. Ultimately, the results help to provide an understand-
ing of how social heterogeneity and social exclusion affect possibilities for actions that 
create greater benefits to groups. 

The experimental design was based on four activities (A.1–A.4) in which participants 
made individual decisions that had economic outcomes for themselves and for the others 
in their group.5 Participants were informed before the first activity began that they would 
receive a payment based on the outcome of one of the activities (randomly selected by 
the experimenter). The four activities were undertaken in a session of two to three hours. 
The sequence of activities was as follows:

• Experiment 1 (Trust Game): In this game all participants in each session 
were randomly assigned to pairs, half of the participants assuming the role of 
player 1 and the other half player 2. The two groups of players were located 
in different rooms. Identities were never revealed, but each player was given 
information about demographic characteristics of the other player in his or her 
pair: age, gender, education, and an indication of socioeconomic level of the 

Figure 7.3
Interaction of Mechanisms for Group-Oriented Actions: An Experimental Approach

Risk, ambiguity,
and loss

aversion (A.3) Voluntary
contributions and
group risk sharing

(A.2, A.4)

Trust (A.1)

Exclusion

Collective
action and

cooperation

 ( – ) 

 ( – ) 

 ( – ) 

 ( – ) 
 ( – ) 

 ( + ) 

 ( + ) 

5 See Candelo and Polanía (2007) for details on the protocols used for the four activities.
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CHAPTER 7132

neighborhood (high, medium, or low) where the player lived.6 Both players 
received an endowment, and player 1 was then asked to decide how much of 
this endowment to send to player 2. The amount sent was then tripled on its 
way from player 1 to player 2. In the other room, player 2 was asked to decide 
the amount to be returned to player 1 for each possible offer from player 1. 
Each player knew in full the rules governing the operation of the game before 
being asked to make his or her allocation decisions. Immediately before mak-
ing his or her decision, each of the players was asked to predict the decision 
that would be made by the other player. After both players had made their 
decision, the choice of player 1 was matched with the corresponding response 
for that amount by player 2, determining the outcome of the game. 

This experimental game permits the measurement of the extent to which an individual 
trusts another person of similar or different socioeconomic characteristics, and whether 
the actions and characteristics of that individual affect the response of his or her partner 
in the game. In short, the game measures trust and reciprocity. Higher offers by the first 
individual are interpreted as signals of trust, and higher returns from the second indi-
vidual are taken as signals of reciprocity. The game-theoretical prediction for this game 
is that player 1 will send an offer of zero, as there is no assurance that player 2 will return 
any amount. Replications of this game around the world have shown that people on aver-
age send half of the initial endowment to player 2, and that the returns from player 2 to 
player 1 generate a net positive return for player 1 of about 10–20 percent over what was 
originally sent. 

• Experiment 2 (Voluntary Contributions Mechanism): In a second experi-
ment, participants gathered in a single room and participated in a voluntary 
contributions mechanism (VCM) or public goods game. Each player was given 
a token that could be kept or invested in a group project. If a player kept the 
token, he or she earned an amount (e.g., $10). If the player invested the token 
in the group project (i.e., if he or she was a “cooperator”), his or her token and 
the rest of tokens in the group account each yielded a return of $1 to every 
participant in the group. A player who kept the token also received $1 times 
the number of tokens in the group account. Before they made their individual 
(private) decision whether to contribute to the group, the monitor announced 
orally and wrote on a board the gender, age, education, and socioeconomic 
composition (i.e., the number of individuals from high, medium, and low socio-
economic neighborhoods) of the group. Also, in order to capture expectations, 
the monitor requested that every participant write his or her prediction about 
the fraction of group members who would be cooperators. 

6 Characterization of neighborhood socioeconomic levels (districts or territorial units in which the cities were 
divided) was made on the basis of the average family income information that was gathered in the presampling 
stage.
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The public goods or VCM experiment captures a similar dimension of trust, though in this 
case regarding a group instead of an individual, by measuring willingness to contribute a 
token to a public good and provide benefits to all group members. The decision to con-
tribute to the group increases the benefits for all, but not contributing will always yield 
greater individual payments and thus provide an incentive to free-ride. Full cooperation 
yields greater payments to everyone than if full free-riding occurs, and the gains from 
cooperation increase with the number of players. A key element of the game is that no 
player knows in advance how many of the group members will contribute. The players 
know only general socioeconomic characteristics of the other players before making the 
decision. 

• Experiment 3 (Three Risk Games): Each player individually made decisions 
in three games measuring individual attitudes in regard to risk, ambiguity, and 
losses. 

o The first game, measuring risk aversion, offered the participants a choice 
among six 50/50 lotteries with known probabilities and known outcomes 
that ranged from a sure low payment to an all-or-nothing higher payment 
(with the lotteries in between increasing gradually in expected value and 
in the spread of the low and high payment). 

o The second game, measuring ambiguity aversion, offered the same pay-
ments for the six lotteries mentioned. In contrast to the first game, how-
ever, individuals did not know the exact probabilities but were informed 
only that at least 30 percent of the chances were for the low payment and 
also at least 30 percent for the high payoff. 

o The third game, measuring loss aversion, used six lotteries with 50 percent 
probabilities for each outcome but included the possibility of negative 
payments in some cases.7

The individual risk games are based on three components of risk behavior. These three 
games allow a distinguishing of risk attitudes in terms of risk aversion, ambiguity aver-
sion, and loss aversion. The first game measures risk aversion, based on known probabili-
ties and known outcomes for six 50/50 lotteries. Choosing lotteries with lower payments 
can be interpreted as greater risk aversion. The second game measures risk ambiguity, 
and the third, loss aversion. The purpose of this activity is to generate measures of risk 
behavior in order to link them with trust and cooperative behavior.

• Experiment 4 (Risk Pooling): Each player was given the opportunity to choose 
whether to form a group (i.e., a “subgroup” of the group participating in the 
session) to share equally the gains from another risk aversion game or to play 
the risk aversion game individually. Once players decided whether to form the 
group or not, the total number of people forming the group was announced, 

7 To avoid negative payments the players were endowed with a fixed amount in this game regardless of gains or 
losses.
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CHAPTER 7134

and the players then 
made their decisions 
in their individual 
risk game.

This game measures in-
dividuals’ willingness to 
join a group and to accept 
an even distribution of 
payments after choosing 
again a lottery like those 
available in the first of 
the individual risk games. 
As in the VCM game, the 
purpose of this game is 
to determine whether an 
individual will base his 
or her decision to join a 

group on the potential socioeconomic composition of the group (in this case, based on 
the socioeconomic composition of the group in the session). Again, players were not al-
lowed to communicate with one another and were given only basic information about the 
composition of the session group (age, education, gender, and socioeconomic composi-
tion). It should be noted that in this game the most profitable group outcome would occur 
when all players joined the group and chose higher-risk lotteries (at 50 percent chance 
of the high payment, the expected value should yield greater payments to everyone in 
the group).

At the end of the last activity the monitor randomly selected one of the activities 
to be paid, and while one monitor calculated individual earnings and privately called 
upon each participant to distribute them, the remaining monitors interviewed each par-
ticipant, filling out an individual survey with detailed information about socioeconomic 
characteristics and attitudes, beliefs, and preferences in regard to various dimensions of 
social exclusion.

BASIC SOCIOECONOMIC CHARACTERISTICS

Before turning to the experimental results, it is worthwhile to consider participants’ 
answers to the questions on attitudes, beliefs, and preferences in regard to trust, collec-
tive action, and exclusion that they were asked after the completion of the experimental 
activities. The participants in the six cities of the project reported low levels of par-
ticipation in organized groups (Figure 7.4). Cultural and athletic organizations accounted 
for the group participation of the largest number of participants, followed by religious 
groups; only about one out of seven individuals, however, reported participating in one 
of these types of organizations. Interestingly, state-sponsored and ethnic organizations 
had the lowest participant-reported participation rates among the choices.

0

Figure 7.4
Participation in Groups and Organizations

2 4 6 8 10 12 14 16

Percent

Ethnic organization

Other

State-sponsored activities

Labor union

Neighborhood watch association

Environmental management

Political movement or party

Building association

Charity (other than as beneficiary)

Community organization

Educational

Religious

Cultural or athletic

Source Cárdenas, Chong, and Ñopo (2007).
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a. Positive

b. Negative

Figure 7.5
Opinions about the Welfare State

Source  Cárdenas, Chong, and Ñopo (2007).

Afro-descendants who want to work should do so
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CHAPTER 7136

After the question regarding group participation, participants were asked to agree 
or disagree with a series of statements regarding the scope and scale of the welfare 
state. Figures 7.5a and 7.5b show the results, separating positive from negative state-
ments about the welfare state. In general, the positive statements that met with the most 
agreement involved equality of opportunities, lack of discrimination, and collective 
welfare. Statements proposing higher tax collection for redistributive purposes met with 
the least agreement among the positive statements. 

Participants were additionally surveyed in regard to unmet financial or career de-
sires (Figure 7.6). The most common unmet desire was buying a house, cited by one in 
three participants. Other important unmet desires were obtaining a bank loan, studying, 
and working, cited by one in every four participants. 

Participants’ perceptions of rights reveal areas of both frustration and satisfaction 
(Figures 7.7a and 7.7b). When participants were asked to identify areas in which they 
believed their rights had been violated, the top three choices from a list of twenty 
items were the opportunity to have a decent job, freedom of opinion, and justice and 
equal treatment under the law. The least cited areas were voting rights, freedom from 
torture, freedom of association, and the right to run for public office. As a matter of fact, 
almost 80 percent of participants reported having voted in their country’s most recent 
presidential election. When participants were asked why they believed their rights had 
not been respected on at least one occasion in the preceding five years (Figure 7.8), the 
most frequently cited reasons were lack of connections, lack of money, and age. These 
results are consistent with those found in other opinion surveys of the region (e.g., Lati-
nobarometer).

Regardless of their own situations, participants expressed a significant level of 
agreement on what groups in society are most vulnerable (Figure 7.9). Two-thirds of 

0

Figure 7.6
Exclusion from Social and Economic Activities
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Having a savings or other type of account

Participating in a social security system
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Studying
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Having one’s own house

Source: Cárdenas, Chong, and Ñopo (2007).
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those surveyed cited the elderly as the most vulnerable social group. Approximately 
one-third of respondents viewed children as the most vulnerable group.

Finally, the participant survey explored the notion of social distance and perceived 
causes of social conflict (Figure 7.10). Political differences, cited by almost half of re-
spondents, represented the leading perceived cause of conflict. Approximately one-
third of respondents cited differences in income and level of education as a cause of 
conflicts. 

a. Political and civil rights

b. Social rights

Figure 7.7
Rights Reported as Not Respected

Source Cárdenas, Chong, and Ñopo (2007).
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0

Figure 7.8
Explanations of Why Rights Were Limited or Not Respected

5 10 15 20 25

Percentage of respondents who felt their rights 
had been limited or not respected for this reason

Sexual preference
Ethnic origin

Being foreign
Disability condition

Region/province of the country that one comes from
Religion

Skin color
The way one dresses

Gender
Physical appearance

Education
Political ideas

The way one speaks
Age

Not having money
Not having contacts or connections

Source: Cárdenas, Chong, and Ñopo (2007).

Figure 7.9
Perceptions of Most Unprotected Groups
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Source: Cárdenas, Chong, and Ñopo (2007).
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LESSONS LEARNED FROM THE EXPERIMENTS 

The following sections describe the most relevant and robust results that emerged from 
the group-level and individual data generated by the experiments described in this 
chapter.8

Finding 1: Latin Americans Are Willing to Trust and Cooperate

Consistent with previous observed experimental behavior, the game-theoretical predic-
tion that people in the trust game would not send any amount as either player 1 or player 
2 is rejected. Only 12 percent of the observed decisions made by the individuals who 
participated as player 1 involved sending player 2 nothing. The average offer was 44 per-
cent of the initial endowment, and the median offer (made in 32 percent of the decisions) 
was 50 percent of the initial endowment. Although social efficiency is maximized when 
player 1 sends player 2 the entire endowment, letting player 2 decide the allocation of 
the tripled amount, this occurred in only 9 percent of the cases. An additional 15 percent 
of participants sent 75 percent of the initial endowment. 

With respect to players 2, the experimental results also reject the prediction of self-
ish behavior; the results confirm that reciprocity is the major driver of the behavior of 
players 2. Only 14 percent of players 2 decided to keep the entire amount in their hands 
after player 1’s decision; half of these were those who offered a zero return to player 1 
when player 1 had also offered them a zero amount. About 11 percent of players 2 did not 
return any amount to those players 1 who had sent them their entire endowment. 

0

Figure 7.10
Perceptions of Differences among People That Generate the Most Conflict

10 20 30 40 50 60

Percentage citing difference

Differences between people from different regions
Differences between displaced and not displaced
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People with disabilities versus people without
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Ethnic and racial differences
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Political differences

Source: Cárdenas, Chong, and Ñopo (2007).

8 The technical intricacies of the results summarized in this section are explored in more detail in Cárdenas, 
Chong, and Ñopo (2007).
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CHAPTER 7140

Expectations of the other 
player’s behavior largely explain 
the amounts sent by player 1 and 
the reciprocal responses of player 
2. Additionally, individuals’ behav-
ior in other games works as a good 
predictor of behavior (i.e., more 
risk-loving individuals both made 
higher offers as players 1 and re-
turned higher amounts as players 
2). When demographic character-
istics are analyzed, it is found 
that females sent slightly smaller 
amounts and also returned less 
than males, a result consistent 
with other findings in the eco-
nomics literature. Education and 
socioeconomic status do not seem 
to explain variations in behavior 
of players 1, but players 2 of low 
socioeconomic status tended to return a smaller percentage of the amount received than 
did other players. 

It should further be noted that approximately one out of every four participants in 
the VCM game opted to contribute to the public good, which rejects the zero-contribu-
tion hypothesis in this game as well. Individuals did, in fact, cooperate, a finding consis-
tent with other research. More interesting results emerge when the decision to contribute 
the token to the group account is explained as a function of game conditions, as well 
as of individual and group characteristics. First, behavior in this game was found to be 
consistent with behavior in other games. Decisions to cooperate in the trust game and in 
the risk-pooling game were significant predictors of the decision to cooperate in the VCM 
game. Similarly, expectations regarding trust and formation of groups largely explained 
cooperation in the public goods game. Socioeconomic characteristics do not seem to play 
important roles in the prediction of cooperation.

Finding 2: Even Though Latin Americans Trust and Cooperate, Social 
Distances Limit the Extent of Trust and Cooperation

A further important finding on the factors that drive trusting behavior on the part of trust-
ing individuals in the first activity is that wider gaps in education between players 1 and 
players 2 were linked to reductions in the amounts sent from the former to the latter and 
in the percentages reciprocally returned. Figure 7.11 clearly illustrates the point, as the 
bars on both extremes (corresponding to large education gaps between players, either 
positive or negative) are shorter than those in the middle (corresponding to smaller 
education gaps). The result persists after individuals’ characteristics (economic and 
demographic) are controlled for. Figure 7.11 also presents the average foregone social 

Education gap between player 1 and player 2 (years)

Source: Cárdenas, Chong, and Ñopo (2007).

Figure 7.11
Trust, Education Gap, and Welfare Generation
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welfare associated with each group 
of education gaps, measured as the 
percentage of the total endowments 
that a pair of players failed to earn as 
a result of less than complete trust. 
As the figure suggests, such foregone 
welfare is greater among pairs of 
players with larger schooling gaps.

Similar results are obtained in 
the VCM and risk-pooling games. At 
the session level, another proxy vari-
able for social heterogeneity, namely, 
the standard deviation of the years 
of education, shows negative correla-
tions with the fraction of cooperators 
in a session, as illustrated in Figures 
7.12 and 7.13. 

Finding 3: Lack of Trust 
and Cooperation Has Direct 
Consequences for the 
Collective Welfare Generated 

Although participants clearly dis-
played trust and cooperation in the 
experimental games, they did not 
do so to the maximum extent pos-
sible. Had participants performed at 
socially optimal levels, they would 
have increased their gains over ac-
tual results by 40 percent in the trust 
game, 71 percent in the VCM game, 
and 22 percent (in expected value) 
in the risk-pooling game. These 
percentages provide an idea of the 
magnitude of the social welfare that 
societies in the region fail to gener-
ate as a result of limitations on trust 
and willingness to cooperate. 

These limitations on socially op-
timal behavior could arise from many sources. Social distance (or specifically, differences 
in education), as noted above, represents one of these sources. In fact, that variable 
alone reduces the size of the resulting social welfare “pie” by approximately 9 percent of 
total wealth in the trust game, 15 percent in the VCM game, and 3 percent (in expected 
value) in the risk-pooling game.

Standard deviation of years of education per session

Source: Cárdenas, Chong, and Ñopo (2007).

Figure 7.12
Heterogeneity of Session and Likelihood of
Trust in Group
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Source: Cárdenas, Chong, and Ñopo (2007).
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Heterogeneity of Session and Likelihood of
Pooling Risk
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CHAPTER 7142

Finding 4: “Tit-for-Tat” 
Motivates Latin Americans 
to Trust and Cooperate

In the trust game, players 1 expect-
ing reciprocation made greater of-
fers to players 2, and players 2 who 
expected greater offers were also 
willing to return greater amounts to 
players 1. In fact, players 2 were will-
ing to allocate a return 2.5 times the 
size of 100 percent offers of initial 
endowments on the part of players 1. 
That return rate decreased with the 
amount sent by players 1. 

Finding 5: Expectations Are 
Largely Met

Expectations about prosocial or 
group-oriented behavior have pre-
dictive power in explaining results. In both the trust and the VCM games, the par-
ticipants were asked to predict the behavior of their peers in their sessions, based on 
demographic information about the groups’ composition. Only 10 percent of participants 
in the role of player 2 predicted that players 1 were going to send 0 percent of the initial 
endowment. Slightly more than 38 percent predicted they would be sent 50 percent, 
and 13 percent of players 2 predicted that player 1 would send them 100 percent of the 
initial endowment. The forecasts by players 2 proved remarkably accurate. On the other 
hand, participants in the VCM game predicted, on average, that 44 percent of players 
would contribute to the group account, and only 7 percent of participants predicted that 
no one would cooperate in the game. Participants were able to provide a rather accurate 
prediction of the actual rate of cooperation in the VCM game in their sessions and acted 
based on a reciprocal strategy. When players expected more people to cooperate in the 
game, they were more likely themselves to cooperate. Overall, the predicted fraction of 
cooperators could map the actual fraction of people contributing to the public good, as 
shown in Figure 7.14. 

Finding 6: Socialization, Trust, and Cooperation Are Remarkably 
Linked for Latin Americans

During the last activity, the risk-pooling game, an average of 48 percent of players de-
cided to join the income-pooling group, with participation rates in individual sessions 
ranging from 11 percent to 100 percent. More interestingly, the fraction of those willing 
to join the income-pooling group was highly correlated with the fraction of contributors 
to the group account in the VCM game, as shown in Figure 7.15. Although these games 

Expected percentage of contributors in the group account,
per session

Figure 7.14
Expectations of Cooperation versus Actual
Cooperation

90

80

70

60

50

40

30

20

10

–10

0

80 9060 7040 5020 30100
P

e
rc

e
n

ta
ge

 o
f p

ar
ti

ci
p

an
ts

 w
h

o
 a

ct
u

al
ly

in
ve

st
e

d
 in

 g
ro

u
p

 a
cc

o
u

n
t,

 p
e

r 
se

ss
io

n

R2 = 0.2804

San José
Montevideo
Lima

Caracas

Buenos Aires

Bogotá

Source: Cárdenas, Chong, and Ñopo (2007).

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



TO WHAT EXTENT DO LATIN AMERICANS TRUST AND COOPERATE? 143

are designed to measure different di-
mensions of group-oriented behavior, 
both might be driven by similar mo-
tivations such as in-group or sense of 
belonging effects. On average, groups 
who showed greater levels of contri-
bution also showed greater levels of 
group formation.

An examination of trusting be-
havior by players 1 in the trust game 
shows that those who contributed to 
the group account in the VCM game 
sent on average 50 percent of their 
endowment in the trust game, while 
those who did not contribute sent 
only 48 percent. Likewise, those who 
joined the income-pooling group in 
the risk-pooling game sent offers in 
the trust game that were about 8 per-
cent higher than the offers by those 
not joining the group. A similar pat-
tern is confirmed for players 2 in the trust game. Those contributing in the VCM game 
returned about 8 percent more to their player 1 partners in the trust game, and those 
who joined the income-pooling group in the risk-pooling game returned almost 6 percent 
more to their player 1 partners.

The results also suggest interesting differences in regard to the average behavior per 
city. Participants in Bogotá and Lima showed lower cooperative behavior compared to 
their counterparts in the other cities of the project. On the other hand, players in Caracas 
seemed to be, on average, more cooperative than players in the other cities, as shown 
in Figures 7.12 to 7.15.

CONCLUSIONS

The results from the series of experiments reported here provide new evidence on how 
group-oriented behavior can emerge among members of groups and what factors may 
help or constrain choices that benefit individuals and groups. Like those of previous re-
search, the present results show that trust, cooperation, and group formation are highly 
correlated. Experimental groups with clearly favorable conditions for trusting others were 
also those whose members were willing to contribute to a public good or to form a group 
to share income from an uncertain lottery. Finally, expectations regarding the behavior 
of others were found to be powerful predictors of actual behavior. 

The findings on expectations are of crucial importance, for various reasons. First, if 
people can predict with some accuracy the behavior of those in the same room, based 
only on a short observation of those in the room and listening to very basic data about 
the demographics of the group, this means that individuals do pay attention and condi-

Percentage of participants who decided
to share risk in risk-pooling game, per session

Figure 7.15
Link between Decision to Cooperate in Voluntary
Contributions Mechanism (VCM) and Risk-Pooling
Games
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CHAPTER 7144

tion their group-oriented behavior to the immediate context and not only to individual 
traits of the group members. Secondly, expectations are key informants of economic 
decisions, and as such they can also misguide people towards behavior that is not group-
beneficial, thus leading groups into traps or undesired equilibria.

Education, used here as a proxy measure of socioeconomic status, helps to explain 
the trusting and cooperative behavior of Latin Americans for several reasons. First, 
education in itself was found to be associated with higher levels of risk aversion among 
participants, as well as higher levels of trust and trustworthiness. (It did not, however, 
increase participants’ likelihood of contributing in the VCM game.) On the other hand, 
groups with higher degrees of heterogeneity in education showed reduced cooperation 
and group formation. In the trust game, pairs in which players displayed greater differ-
ences in education (education gaps) were characterized by lower amounts sent from 
player 1 to player 2. Thus, educational attainment on the part of some individuals is not 
an unmitigated benefit for groups. On the one hand, education can help to develop the 
cognitive skills required to overcome the limitations of risk aversion and thus can in 
turn enhance trust. On the other hand, education confers status, and differences in edu-
cational level can increase group heterogeneity, social distance, and out-group effects, 
while diminishing a sense of belonging; these factors can in turn hinder collective action. 
Consequently, if gaps in education within a group become a source of social distance, 
they can create barriers to trust and cooperation.

These differences in education, which were found to be linked to the cooperative 
and trusting behavior of Latin Americans, were in turn linked to possibilities for social 
welfare generation. Pairs of players with wider education gaps (in the trust game) and 
groups of players with higher heterogeneity in education (in the VCM and risk-pool-
ing games) generated social outcomes that were smaller than those of their peers with 
smaller education discrepancies.

From a policy perspective, the findings in this chapter are quite compelling. As 
extensive research in economics and related disciplines shows (e.g., Putnam, 1994; Fuku-
yama, 1995), cooperative behavior and group formation leading to social capital buildup 
and trust are beneficial to societies’ economic growth (Knack and Keefer, 1997). In this 
context, policymakers should not lose sight of the fact that inclusive policies will yield 
not only short-run benefits, but also long-term, more durable results. If anything, the key 
lesson of this chapter for policymakers is that inclusion policies are investment policies.

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



Beyond Material Deprivation

PART II

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



This page intentionally left blank 

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



Beyond Material Deprivation

Material deprivation is one of the crucial outcomes of exclusion, but it is just one 
aspect of the deprivations suffered by the excluded. As a dynamic process, so-
cial exclusion affects all dimensions of social life in ways that limit the ability of 

the excluded to function and, therefore, to acquire and use capabilities that are valuable 
in a market economy. Not only do the excluding features of societies affect the behavior 
of the excluded and curtail their access to and use of material resources, but they also 
restrict access to the formal and informal institutions that provide services and opportu-
nities to included groups.

This is not a recent discovery. Poverty studies use a poverty line that refers to an 
income level below which families cannot fully participate in society as a consequence of 
lack of resources, and the concept of multiple deprivations has been used at least since 
Townsend’s seminal 1979 study of poverty in Britain. However, as Burchardt, Le Grand, and 
Piachaud (2002) point out, even if it is clear that the excluded suffer deprivations for causes 
other than low incomes, most research in the area fails to reflect these other elements.

Facing the challenge of social exclusion and advancing inclusive policies requires 
a deeper understanding of these other dimensions of exclusion. Addressing all these 
dimensions, however, goes well beyond the scope of what this report and its authors can 
reasonably attempt. Rather than try to address comprehensively all of the dimensions, 
this section focuses a spotlight on the role played by certain policies and institutions in 
producing or combating social exclusion. 

The following chapters focus on five specific issues that, to some extent, have been 
considered key culprits in the “in or out” debate about social exclusion in policy circles. 
In particular, they focus on privatizations, social movements, crime and violence, access 
to financial services, and lack of documentation, and show how the dynamics in each case 
follow specific paths that are not necessarily consistent with conventional wisdom.

For instance, looking at policies such as privatizations, measures aimed at increasing 
access to financial services, and provision of documentation through the lens of social 
exclusion shows that there is often a failure to understand how the different dimensions 
of exclusion interact and change the impact of policies for excluded groups. Privatizations 
might have an exclusionary impact for the laid-off employees of privatized public enter-
prises, but also might have surprising inclusive impacts through the expansion of service 
coverage of the new private firms. Disbursing social transfers through debit cards can, 
under certain conditions, not only increase the income of recipient families, but also in-
crease the ability of these families to open and use savings accounts. More sophisticated 
targeting methods might have a surprising exclusionary impact in situations in which 
excluded groups of the population do not have access to civil registration.

PART II
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Political and electoral systems that exclude disadvantaged groups of the population 
reduce those groups’ ability to influence government actions through “normal” political 
channels and open the door to the emergence of contentious politics and social move-
ments. Geographical segregation increases the exposure of disadvantaged groups to 
crime and violence, both because the rich retreat into gated communities with private 
security and because the disadvantaged lack the social, economic, and political re-
sources needed to access the preventive and corrective forces of the judicial system and 
the police. 

It is hoped that these examples will help other researchers and the policy com-
munity deepen the understanding of the societal traits that shape social exclusion, its 
determinants, and its dynamics.
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Privatization and Social Exclusion 
in Latin America8C

H
A

PT
ER

After the widespread crises of the 1980s, most Latin American countries embraced 
institutional and economic reforms intended to reduce fiscal deficits and infla-
tion, liberalize economies, and modernize the state apparatus (Lora, 2007). These 

reforms inevitably changed the relationship between citizens and the state. Before the 
reforms the state was seen as a great and even paternalistic social benefactor, serving as 
both a large-scale employer and a provider of a vast array of goods and services through 
active participation in markets. This view has changed substantially in recent decades.

While the economic and institutional effects of reform in Latin America have been 
extensively analyzed, only recently has research focused on how reform has affected the 
way in which citizens relate to the state. Effects on particular groups and their social and 
economic inclusion are only now beginning to be considered. This chapter addresses 
these effects by assessing how one of the most important reforms, the privatization of 
state-owned enterprises (SOEs), has measurably changed both perceptions and realities 
of social exclusion. 

Latin Americans have generally disapproved of privatizations since the initial stages 
of structural reforms in the early 1990s. Nevertheless, opinion poll approval ratings for 
privatization have substantially increased in recent years as the benefits of specific 
privatizations have become more apparent. A growing majority of the Latin American 
population is able to enjoy the benefits of privatized enterprises, especially in improved 
access to and quality of basic services, which in turn improves access to a wide array of 
economic and social activities. Recent progress notwithstanding, approximately two out 
of every three Latin Americans take a negative view of privatizations. In the last round 
of polling by Latinobarometer (2006), covering seventeen countries, only 30 percent of 
Latin Americans said that they were “satisfied or very satisfied” with the results of the 
privatization of public services, “considering price and quality.” 

What shapes Latin Americans’ opinions of privatization? Gaviria (2006) has shown 
that support for privatization is closely linked with wealth and the perception of social 
mobility. The richest quintile of the region’s households are on average 8 percent more 
likely to approve of privatizations than the poorest quintile. Also, regardless of income 
level, households whose members perceive that they have experienced or may yet 
experience social mobility are much more likely than others to approve of privatiza-
tions. 

More subjective explanations for popular discontent—and perceptions that privati-
zation has exacerbated social exclusion—suggest that this discontent stems from a wide-
spread belief that privatizations have given private investors, who are seen as members 
of the economic elite, control over assets considered important for the country involved 
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CHAPTER 8150

(Birdsall and Nellis, 2002). These feelings became especially apparent during the priva-
tization of telecommunications in Mexico and Peru. 

Popular approval of privatizations is further diminished by the absence of a political 
consensus on which activities should be under government control. According to a 1998 
survey conducted by the Wall Street Journal Americas in fourteen Latin American countries, 
on average 31 percent of those interviewed thought that airlines should be under govern-
ment control, with 26 percent supporting government management of television stations 
and 61 percent believing that water services should be provided by the government. 

It should also be noted that public perceptions of who benefits from privatizations, 
at least in the short term, have some basis in fact. Those who approved of privatizations 
in the Wall Street Journal Americas poll were also those who identified themselves as belong-
ing to the political right, being in the higher deciles of the income distribution, and ac-
tively participating in as well as being the first beneficiaries of economic improvements 
in their countries. Though some may benefit more than others in the short run, there is no 
definitive answer to questions such as whether privatizations ultimately exclude groups 
that are already worse off in favor of wealthier interests. 

Most research on the effects of privatizations has evaluated the efficiency or produc-
tivity gains of private over public management. These gains, however, hold little immedi-
ate interest for the public at large, which is probably much more aware of direct welfare 
effects. This chapter therefore attempts to assess widespread claims that privatizations 
increase social exclusion and inequality. In particular, the chapter analyzes whether the 
effects of privatization per se can explain why it has found relatively little favor in the 
region.

PRIVATIZATION AND EXCLUSION IN THE SHORT RUN

It is generally agreed that privatizations in Latin America have brought significant gains 
in productivity and efficiency.1 This is notable because Latin America was a pioneer in 
promoting private participation in infrastructure projects; between 1990 and 2003, about 
half of the total US$768 billion private sector investment in developing countries was di-
rected to the region. The role of various sectors in the privatization process can roughly 
be gauged by their respective shares of total privatization revenue. In Latin America, 
75 percent of that revenue has been derived from the public service and infrastructure 
sectors, with 11 percent coming from the financial sector, and the rest from the fuel and 
manufacturing sectors. 

Nonetheless, the extent of privatization in Latin America has varied across indus-
tries, and in no country of the region have all SOEs been privatized. Most Latin American 
countries have privatized their telecommunications, electricity, and, to a lesser extent, 
water and sanitation services. In contrast, privatization of railway companies, airlines, 
airports, and expressways has been less widespread. Privatization of the financial and in-
dustrial sectors has not been substantial, because private participation in these sectors 
was already extensive. Most countries have maintained the presence of at least one offi-

1 See Brown, Earle, and Telegdy (2005) for an example.
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PRIVATIZATION AND SOCIAL EXCLUSION IN LATIN AMERICA 151

cial bank and retained government 
control over companies related to 
natural resources such as oil, natu-
ral gas, and copper. Even Chile, 
one of the countries that has most 
aggressively embraced the privati-
zation of state-owned enterprises, 
has maintained official control of 
companies in key sectors such as 
copper, oil, banking, the postal sys-
tem, railways, and ports. 

Within the overall trend toward 
privatization, its extent has differed 
greatly across countries. As shown 
in Figure 8.1, for example, some 
countries with large state sectors 
such as Costa Rica, Ecuador, and 
Uruguay privatized only a few com-
panies in the last decade of the 
twentieth century, whereas other 
countries, including Argentina, Bo-
livia, Panama, and Peru, sold off 
state companies with total values 
of more than 10 percent of gross 
domestic product (GDP). Uruguay was the only country that did not privatize companies 
in its electricity, oil, and telecommunications sectors over this period, perhaps because 
proposed privatizations were explicitly subject to a popular referendum, a mechanism 
used in no other country in the region. At the other extreme, Argentina underwent a 
privatization process that affected practically all infrastructure sectors as well other sec-
tors in which the state was involved; notable exceptions involve some provincial health 
companies as well as some national and provincial banks. 

In Latin America, state companies have been transferred to the private sector primar-
ily to achieve greater efficiency.2 Before privatization, Latin American SOEs had largely 
displayed failings common to firms managed according to political criteria: decisions 
were made in regard to employment, investment, location, or innovation that proved det-
rimental to profitability and efficiency, thus producing fiscal deficits and undermining in-
stitutional frameworks. Evaluating the microeconomic effects of privatization in five Latin 
American countries, Chong and López-de-Silanes (2005a, 2005b) found that privatization 
considerably improved companies’ profitability and efficiency. Typically, after privatiza-
tion, companies increased their net-income-to-sales ratio by fourteen percentage points, 
mainly through improved efficiency, as unit costs dropped by an average of 16 percent. 
Figure 8.2 summarizes the study’s main findings related to profitability. 

18161412100 2 4 6 8

Uruguay
Costa Rica

Bahamas
Ecuador

Barbados
Colombia
Honduras
Nicaragua

Chile
Trinidad and Tobago

Jamaica
Mexico

Dominican Republic
Venezuela

Belize
Guatemala

Brazil
El Salvador

Argentina
Guyana
Panama
Bolivia

Peru
Paraguay

Source: Chong and López-de-Silanes (2005b).

Figure 8.1
Privatization Revenues in Latin America and the
Caribbean, 1990–2000
(Percentage of GDP, 1999 dollars)

2 Although the revenues that governments derived from privatizations undoubtedly represented another signifi-
cant motivation, primarily fiscal issues lie beyond the scope of this report. 
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CHAPTER 8152

Other indicators yield similar re-
sults. For example, the sales-to-assets 
ratio increased on average 26 percent 
in Latin American companies that were 
privatized, and the sales per employee 
indicator rose notably as well. In Chile 
and Mexico, the two most outstanding 
cases, sales per employee doubled in 
privatized companies, and in certain 
companies the increases were several 
times larger. These results might at first 
glance seem to stem from simply lower-
ing costs and reducing the workforce. In 
fact, however, in the wake of privatiza-
tion, company production substantially 
increased even as the average sales-
to-assets ratio and sales per employee 
improved. Mexico and Colombia regis-
tered the greatest average production 
gains (of 68 percent and 59 percent, 
respectively). Brazil, which trailed the 
other countries in the study, increased 
production by a nonetheless impressive 
17 percent. 

Increasing productivity in these for-
merly state-owned enterprises, however, 
is generally perceived to have come 
at the cost of labor force reductions 

and social benefit cuts. In particular, it is commonly held that most workers dismissed 
from public enterprises in Latin America have been forced to enter the informal sector, 
thereby losing a stable source of income and access to social benefits. This view is not 
without a basis in fact: since public companies have often been used to create employ-
ment for political reasons, short-run job reduction has generally been necessary to make 
these companies viable as part of the privatization process.

The magnitude of job losses due to privatization in six Latin American countries is 
shown in Figure 8.3. Whereas industry-adjusted job losses in Chile averaged only about 
5 percent, in Peru and Argentina the industry-adjusted average of job reduction in priva-
tized SOEs was in excess of 37 percent. However, the effect of privatizations on unem-
ployment in Colombia seems to have been relatively modest, at least in the electricity 
sector, where most privatizations took place (Chong and López-de-Silanes, 2005b). 

These short-term findings, however, do not tell the whole story of privatization 
and employment. In the medium term, many firms ended up rehiring workers who had 
initially been fired during the privatization processes—once it became clear that the 
“wrong” workers had been dismissed. As shown in Figure 8.4, privatizations in Latin 
America have offered a prime example of this so-called adverse selection problem. 

Figure 8.2
Profitability Changes after Privatization in
Latin America
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PRIVATIZATION AND SOCIAL EXCLUSION IN LATIN AMERICA 153

Since some workers who were let go did in 
fact end up in the informal sector (Chong, 
López-de-Silanes, and Torero, 2007), it is 
clear that social exclusion as a result of 
privatization layoffs did occur, but this 
problem was in some cases mitigated by 
the rehiring of the laid-off workers. 

Whether the efficiency gains from 
Latin American privatization have been 
driven by productivity-enhancing invest-
ment, or by reductions in jobs and social 
benefits, remains unclear. Although in 
some large countries large numbers of 
workers have been dismissed as a result 
of privatization, in other countries priva-
tized firms have actually created a signifi-
cant number of new jobs in the medium 
term. Still, net job loss or creation is not 
the only factor to consider. More relevant 
is how particular cases, with particular 
changes in the relationship between cit-
izens and the larger institutional and 
economic framework, have led to greater 
integration or greater social exclusion. 

DYNAMICS OF PRIVATIZATION, 
EMPLOYMENT, AND EXCLUSION

Critics of privatization maintain that em-
ployment reductions are both the primary 
means of driving up productivity and the 
major cause of the exclusion of low-skilled 
and elderly workers from the formal labor 
market. Although the limited evidence 
available suggests that labor cost reduc-
tions do contribute to profitability gains 
after privatization, these savings do not 
explain the bulk of increased profitability 
(La Porta and López-de-Silanes, 1999). 
Moreover, job reductions are not the 
only means of increasing labor productiv-
ity, and even when they do occur, they 
may be accompanied by other cost-cut-
ting measures such as lower wages and 
benefits. 

Figure 8.3
Percentage Changes in Employment after 
Privatization in Latin America

Argentina Bolivia Chile Colombia Mexico Peru
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Note: The number of employees corresponds to the to-
tal number of workers (paid and unpaid) who depend
directly on the company. The industry-adjusted num-
ber of employees is computed by augmenting the pre-
privatization number by the difference between the cu-
mulative growth rate of the number of employees of the
firm and the cumulative growth rate of the number of
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before privatization. For Argentina, the mean number of
employees is not available; for Chile and Peru, the me-
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Bolivia, the industry-adjusted information is not avail-
able.
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CHAPTER 8154

Productivity, though, cannot be 
viewed in isolation. Taking into ac-
count other labor indicators, Chong 
and León (2007) find mixed evidence 
on the benefits of privatization. Man-
agers in privatized firms earn sig-
nificantly higher wages than their 
counterparts in either state-owned 
firms or firms that have always been 
private, whereas the wages of lower-
skilled workers in privatized firms 
do not differ significantly from those 
of similar workers in private or state-
owned firms. On the other hand, 
working conditions appear to have 
significantly deteriorated in the tran-
sition from public to private owner-
ship. In addition to labor deregulation 
throughout the region, there has been 
a clear trend toward reduction in non-
wage labor costs, especially social 
benefits. In other words, privatized 
and private firms seem to be favoring 

temporary workers over those with permanent contracts and employing more low-skilled 
workers. Under these circumstances, workers’ ability to organize has been diminished, 
and privatized firms display significantly lower unionization rates than state-owned en-
terprises. 

In some instances, though, productivity gains from privatization have led to higher 
wages and increases in other forms of remuneration. In Mexico, wages in a broad sample 
of privatized companies increased an average of 76 percent from 1983 to 1994, well above 
those in the rest of the economy. Even more surprising, wages increased substantially 
more for blue-collar workers than for office staff (122 percent compared with 77 percent 
in the 1983–1994 period). Workers in many privatized companies have additionally ben-
efited from ownership participation programs introduced to increase worker interest in 
privatization. In Colombia, average wages in privatized manufacturing firms increased by 
25 percent after privatization. As in other countries, however, it appears that other labor 
conditions have deteriorated and the influence of labor unions has been eroded. 

A further concern is what has happened to those workers who were laid off during 
the restructuring process, either before or after privatization. This segment of the popu-
lation, usually drawn from the groups that are most vulnerable to economic shocks of 
any kind, arguably faces the greatest risk of social exclusion due to privatization. In fact, 
one of the leading concerns surrounding privatization has been that laid-off workers may 
be unable to obtain a similar job in the private sector because of age, low skills, or the 
accumulation of human capital that is not transferable to other industries. Although data 
limitations have made it nearly impossible to seriously address this issue on a large scale 

Figure 8.4
Re-employment after Privatization, by Region
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in most countries, Chong, López-de-Silanes, and Torero (2007) have analyzed the condi-
tions of laid-off workers in Peru both before and 10 years after privatization. Even though 
these laid-off workers were given a compensation package, the study found that the aver-
age worker suffered a significant initial hit after being fired, which validates concerns re-
garding the impact of privatization on inequality and social exclusion. On the other hand, 
the study also found that workers’ wages and benefits eventually recovered to the same 
level as those of private sector workers in their industry. 

Perhaps more surprising is that “stayers” in Peru command higher wages and ben-
efits than comparable workers who had been laid off because of privatization or who had 
always been in the private sector. Workers in Peru’s former SOEs have apparently been 
able to extract more than other workers as a result of firm market power, union power, or 
favorable terms of a collective contract that remains in force. This result also helps to ex-
plain why the compensation of workers who have lost their jobs because of privatization 
reverts to the mean of the corresponding private sector industry.

As noted above, social exclusion does not operate only through specific markets such 
as the labor market. It can be assessed as well through outcomes related to the welfare 
of the excluded population. Such an approach reveals that the typical worker in Latin 
America who is laid off as the result of privatization consumes his or her compensation 
package within the first two years, usually through investment in a home or through the 
creation of a small business. Unfortunately, however, the average new business fails by 
the end of that period, and the worker moves on to activities related to his or her previ-
ous employment. These results contrast with the belief that workers lose in the long term 
after privatization and that workers who lose their jobs are condemned to unemployment 
or poverty.3 In general, workers laid off as a result of privatization experience a significant 
setback at first, then quickly recover until their wages and benefits converge with those 
of similar workers in the private sector. 

DISTRIBUTIVE AND SOCIAL EFFECTS 

The most important social and distributive effects of privatizations in Latin America may 
involve citizens in their roles as consumers rather than workers. In the postprivatization 
era, some firms in the region have been seen as exerting monopolistic power, affecting 
both supply and prices. Whether these perceptions have a factual basis is debatable, but 
they have undoubtedly influenced how the region’s population views privatization. 

The privatization of public resources provides an important example, as its effects 
on poverty and inequality are a combination of two factors. First, prices usually increase 
significantly in the wake of privatization, which can prove particularly difficult for low-
income groups. On the other hand, privatization of services often leads to expanded 
coverage, greatly benefiting groups that are on average even poorer. In addition, symbolic 

3 Other relevant studies that focus on wages and employment are Tansel (1999), which uses retrospective data for 
Turkey; Galiani and Sturzenegger (2005), which focuses on one firm in Argentina; Haskel and Szymanski (1992), 
which examines the United Kingdom; Brown, Earle, and Vakhitov (2006), which studies Ukraine; and Chong and 
López-de-Silanes (2005a), which shows that adverse selection plagues privatization retrenchment programs, 
casting doubts on privatization’s negative impact on employment.
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CHAPTER 8156

issues as well as material outcomes are relevant, as access to public services may generate 
a sense of inclusion and provision of basic rights to historically excluded populations. 

Recent research on the effects of privatization on income and inequality has reached 
revealing conclusions. A comparative study by McKenzie and Mookherjee (2003) found 
that electricity and water privatizations had positive effects for all income groups in Argen-
tina.4 In Bolivia, however, telephone privatization was found mainly to have benefited the 
middle class, among whom the expansion of coverage was most evident. It should nonethe-
less be noted that the approach pursued by these authors offers only a partial overview of 
the benefits of privatization, because it does not consider effects other than income. 

Several recent studies, including work sponsored by the IDB, offer very convincing ev-
idence that privatization yields benefits in addition to those just described. Several stud-
ies have found important benefits from privatization in terms of health, time management, 
and beneficiaries’ employment opportunities in Argentina, where privatizations have met 
with widespread opposition. Galiani, González-Rozada, and Schargrodsky (2007), for in-
stance, found that the expansion of waterworks to marginal shantytowns around Buenos 
Aires by a privatized firm led to a significant reduction in the number and severity of 
children’s episodes of diarrhea. Households additionally realized significant savings of 
both money and time because they no longer had to look for water. Even households that 
had illegal connections before privatization experienced improvements in health, as the 
water available through those connections was of very poor quality. Those who previously 
had no connections saved time, as they no longer had to bring water from faraway dwell-
ings. These results parallel those from previous work (Galiani, Gertler, and Schargrodsky, 
2005) showing that the privatization of water services in Argentina was followed by a 5–7 
percent reduction in child mortality, with the greatest effects in the poorest areas. 

In another category of services, González-Eiras and Rossi (2007) have addressed the 
effects of the expansion of privatized electricity networks on health outcomes in Latin 
America. Access to electricity and continuity of service have important indirect effects, 
as refrigeration problems can lead to food spoilage and public health problems such as 
food poisoning and malnutrition, particularly among children. The authors found that in 
Argentine provinces where electricity distribution was privatized, the frequency of low 
birth weights decreased relative to provinces that maintained public networks, with simi-
lar results for child mortality.

Somewhat more mixed results have emerged from research by Barrera-Osorio and 
Olivera (2007) on water service in Colombia. Privatization of Colombia’s water services 
has shown positive effects overall, according to these authors, especially in urban areas, 
where both coverage and water quality have increased. In addition, poorer areas have 
experienced an increase in the frequency of water service, at the expense of decreasing 
frequency in richer areas, and the weight-to-height index—a proxy for health status—has 
increased for children in privatized municipalities. At the same time, major increases in 
water service prices may have outweighed the benefits yielded by other improvements. 

In Peru, however, as in Argentina, IDB-sponsored research has found privatization to 
be largely beneficial, particularly for campesinos and poor rural workers. Torero, Naka-

4 In electricity, for example, the benefits for the poorest 30 percent of the population represented 2–3 percent 
of their income.
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PRIVATIZATION AND SOCIAL EXCLUSION IN LATIN AMERICA 157

sone, and Alcázar (2006) found that the continuity and reliability of privatized electrical 
service in Peru allowed users to spend less time on agricultural work and more on non-
agricultural or leisure activities, with positive effects on income and welfare. Similarly, 
Chong, Galdo, and Torero (2005) found that privatizing Peru’s telephone service delivered 
important benefits to the rural poor. In randomly selected villages where the government 
required the private company, Telefónica del Perú, that replaced the SOE to install public 
telephone booths, residents experienced improvements in income; particularly notable 
increases occurred in nonagricultural income, which is crucial for stabilizing the income of 
the rural poor. Although this benefit resulted from government requirements rather than 
the goodwill of the company, it is also true that the public company could not or did not 
want to provide public telephone booth service in the past, which suggests that govern-
ment can target the benefits of privatization to favor less privileged social groups. In this 
case, privatization has clearly served to reduce social exclusion. 

The expansion of service that has accompanied privatizations not only affords the 
less well-off the immediate opportunity to use the services provided, but also offers the 
possibly more important benefit of a sense of inclusion in society. Increased access to 
such services further allows Latin Americans to enjoy a higher quality of life and provides 
them with the opportunity to generate more stable sources of income.

CONCLUSION 

Privatizations can be socially inclusive, but delivering  their benefits to the poor requires 
government regulation of privatized companies. Although the benefits of privatization 
per se may be debatable, it is clear that a carefully designed transition, sound manage-
ment, and adequate oversight of the process are necessary, and that social costs and 
benefits must be taken into account as well. It is especially important to consider the 
psychological and ideological factors that influence perceptions of whether privatization 
has inclusive benefits. Research in behavioral economics, particularly the field of pros-
pect theory pioneered by Kahneman and Tversky (1979), has identified three such psy-
chological factors that are particularly notable. The first is the tension between individual 
experience and aggregate statistics: exclusion as a result of negative personal outcomes 
such as job loss weighs much more heavily than small and widely dispersed gains.

A second and related psychological factor is that, in social exclusion as in other areas, 
individuals give much greater weight to losses than gains in respect to their initial situa-
tion. Finally, perception is biased toward short-term outcomes. Individuals are thus more 
likely to notice sudden changes than gradual changes such as increases in the coverage 
or quality of certain services. 

Even if widespread perceptions of privatization’s effects do not necessarily match 
officially recorded and “objective” measures of progress, policymakers ignore those 
perceptions at their own peril. Politicians and officials cannot simply dismiss objections 
to privatization as mistaken or vaguely assure voters that their conditions will eventually 
improve. In Latin America, where public confidence in the competency and honesty of 
government is low, a different approach is needed to convince much of the electorate that 
privatization can and does reduce rather than increase social exclusion.
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THE DEMOCRATIC SYSTEM AS A POINT OF EXCLUSION 

Beginning in the late 1970s, a wave of democratization swept through Latin Amer-
ica and the Caribbean; by the early 1990s all of the countries with presidential 
systems were electing their leaders through competitive elections. Given that 

democracy entailed formal political equality for all citizens and an end to repression, 
democratization was expected to markedly increase the political influence of previously 
disadvantaged groups and enable rapid advances against social and economic exclusion. 
Democracy has provided such groups with new opportunities to organize and make de-
mands while at the same time increasing the incentives of political parties and leaders to 
respond to their claims. But despite the formal equality of political rights granted in the 
countries’ constitutions, for various reasons the democratic system still limits the formal 
channels of influence of some citizens, who in practical terms have little voice. 

For the first time in some countries, the new democratic systems extended the vote 
to all adult citizens.1 But the lack of proper documentation for citizenship, such as na-
tional ID cards and birth certificates, prevents some citizens from exercising fundamental 
rights, including voting, as well as from accessing some basic services (see Chapter 12). 
Even for those with documentation, the difficulty of accessing polling places, particularly 
in remote areas, may limit some citizens’ inclusion in electoral processes. In part because 
of problems of access, on average about 36 percent of the region’s eligible population 
abstained from voting in the most recent presidential elections. Though this level of ab-
stention was greater than that for Central and Eastern Europe and Western Europe (28 
percent and 29 percent, respectively), it was considerably lower than that of the United 
States, Canada, and Africa (Payne, Zovatto G., and Mateo Díaz, 2007). Abstention was a 
more serious problem in a few countries, reaching nearly 60 percent in Colombia and 
surpassing 50 percent in Guatemala and Paraguay. 

The democratic system also remains a point of exclusion for some groups of citizens 
because they are less likely to be nominated and elected to positions of power in the 
legislature, the executive, or subnational governments. For example, despite advances 
during the 1990s, in 2002 women held just 15 percent of lower house seats, 12 percent 
of senate seats, and 13 percent of ministerial positions in the region (Htun, 2005). In-
digenous peoples are also underrepresented in elected positions: Peru, 8.0 percent of 

1 Previously, literacy requirements had effectively excluded many poor people and members of indigenous 
groups from taking part in elections in Chile (before 1970), Ecuador (before 1979), Peru (before 1980), and Brazil 
(before 1985) (Yashar, 2005: 37).

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



CHAPTER 9160

legislature versus 47 percent (of population); Ecuador, 3.3 percent versus 43 percent; 
Guatemala, 12.4 percent versus 66 percent; and Bolivia, 25.2 percent versus 71 percent 
(Bull, 2006; IDB, 2006c).2

Political exclusion can also occur because citizens have varying amounts of resources 
with which to exercise political influence. Given the high costs of electoral campaigns, 
money is a cherished resource of political parties and individual candidates. Wealthy 
persons’ financial contributions and close connections with other socioeconomically 
important groups tend to afford them influence in politics, whereas the poor, if unorga-
nized, have little to bargain with but their votes. More educated and wealthy citizens also 
tend to be more informed about politics and to participate in it more intensively, thus 
providing them with greater influence in policy decisions.

The political system also acts as a point of exclusion in more subtle ways. In some 
countries, rights to organize and free speech, as well as basic civil rights, such as due 
process and property rights are not adequately protected, particularly in remote areas 
which justice and other public institutions do not reach. Other rights of citizenship, 
including equality under the law and protection against discrimination, are often insuf-
ficiently provided to the poor, the uneducated, women, indigenous peoples, and other 
groups.

In addition, some citizens’ voice in the new democratic systems is limited in practice 
by deficiencies of representative institutions, especially political parties. Party systems 
in many countries are weakly institutionalized, and elected officials are widely viewed as 
failing to address pressing societal needs and to represent their communities between 
elections. Since parties typically do not distinguish themselves clearly in terms of alter-
native policy approaches or ideologies, politics is driven less by issues than by the dis-
tribution of targeted benefits and favors, such as public works, jobs, and contracts. When 
votes are exchanged for specific benefits instead of to support political organizations 
representing different programmatic alternatives, elections lose much of their potential 
value for citizens as mechanisms to influence policy decisions in their favor. Given their 
lack of resources, excluded groups tend to be more susceptible to being co-opted in this 
manner. 

Organized groups take clear and unified stances on public issues and are more likely 
to receive attention from elected officials. However, the collective action of individuals 
with common interests is difficult to sustain because individuals have a strong incentive 
to free-ride on the efforts of others. It turns out that small groups, such as the wealthy or 
textile manufacturers, tend to be more successful at organizing than large groups such as 
consumers, peasants, and the poor (Olson, 1965; Bates, 1981). With small groups, a larger 
share of the benefits of collective action accrues to each individual, making the expendi-
ture of time and money more worthwhile. For this reason, the interests of well-organized 
minorities often win out over those of the majority, since the majority cannot organize at 
the same level.

Given the high level of income inequality typical in Latin America, many excluded 
groups, such as the poor, informal sector workers, and peasants, are quite large and lack-

2 Indigenous peoples in Bolivia obtained a considerably larger share of representation in the constituent assem-
bly elected in 2006.
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EXCLUSION AND POLITICS 161

ing in resources; therefore, they find it difficult to become and stay organized. To some 
extent, there is a disconnect between the potential electoral clout of such groups and 
their ongoing political clout in regard to influencing the content of policies. This, along 
with the weak institutionalization of party systems, helps account for the prevalence of 
populist strategies for winning and exercising power in which politicians are elected on 
the basis of their personal connection with voters and vague promises to improve the 
conditions of the masses. But given the lack of organization of such groups, these politi-
cians, when elected, frequently either break their promises and pursue a different policy 
course or adopt populist economic policies in which short-term gains in economic output 
and salaries are eventually reversed in the context of inflationary crises. 

Organization around common interests is a key vehicle for advancing excluded 
groups towards greater degrees of social and political integration. However, such ad-
vancement is not automatic or easy, which partly explains why socially and economi-
cally disadvantaged groups with limited voice in the political system often remain in 
that condition for a long time, even in a democratic system. Even when they become 
organized, there is no guarantee that their influence will persist over time, that their 
demands will be fulfilled, or that they will gain ongoing representation in the political 
system (see Chapter 4).

THE RISE OF SOCIAL MOVEMENTS

The deficiencies of democratic systems in Latin America in providing adequate repre-
sentation and participation to marginalized groups have contributed to the emergence 
of social protest movements. The frustration of some sectors of the population with the 
democratic system was compounded by the region’s debt crisis, economic stabilization 
measures and market-oriented reforms, which entailed profound changes in the patterns 
of inclusion and exclusion (see Chapter 4). Democratic systems were perceived to have 
made little progress in satisfying unmet social needs or in creating transparent, efficient, 
and corruption-free governments. Thus, while democracy expanded opportunities to 
organize and protest, it failed to fulfill its promise to enhance social, economic, and po-
litical inclusion. 

It was in this broad context that the battleground of politics shifted in several coun-
tries, at least temporarily, from the ballot box, political parties, and the congress to the 
streets (or the fields). Groups resolved to directly challenge the government and make 
claims, instead of asserting their interests mainly through institutional channels. In a 
number of countries, such movements have succeeded in placing issues on the policy 
agenda, promoting legal and constitutional reforms, overturning unpopular government 
policies, preventing policies seen as adverse to their interests from being adopted, and 
even forcing the removal of popularly elected presidents.

What factors explain why once-quiescent social groups were able to overcome con-
siderable obstacles to their collective action and emerge as substantial protest move-
ments, effectively challenging the status quo and making existing power holders pay 
attention to their demands? The emergence of social movements has been examined 
by a vast literature in sociology and political science (see, for example, Tilly, 2004; Mc-
Adam, 1982, 1994; Morris and McClurg Mueller, 1992; Giugni, 1998; Elster, 1985; Yashar, 
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CHAPTER 9162

2005; Scott, 1990; Tarrow, 1998). Three broad theoretical approaches can be delineated. 
One approach focuses on the impact of socioeconomic deprivations and changes in 
social and political opportunity structures in motivating and permitting collective so-
cial action. A second emphasizes the role of group-level processes, values, and belief 
systems in shaping collective interpretations and identities. From this perspective, 
groups’ identities (e.g., as workers, women, indigenous peoples) are not determined 
purely by their inherent characteristics or their social condition, but by themselves 
in interaction with their surroundings (Yashar, 2005). A third approach focuses on the 
costs and benefits for individuals of joining protest actions and how these are shaped 
by individuals’ preferences and the incentives provided by social movement organiza-
tions and their leaders. The experience of a few of the region’s more prominent social 
movements highlights their political significance and the role of different causal factors 
in their mobilization. 

Brazil’s Landless Rural Workers’ Movement (Movimento dos Trabalhadores Rurais 
Sem Terra, or MST) emerged as a nationwide force in the early 1980s on the basis of land 
occupations concentrated at first in the southern state of Rio Grande do Sul. By occupy-
ing land deemed not productive, the MST has pressured federal and state governments 
to expropriate and redistribute privately held land. This has resulted in the settlement 
of about 350,000 families onto their own land. More than just a protest movement, the 
MST has built an entire organizational network through which it offers education, housing, 
medical centers, and financial credit. 

The emergence of the movement can ultimately be traced to a salient structural char-
acteristic in Brazil: a high level of inequality in the distribution of land. Other structural 
changes in the decades prior to the early 1980s, such as the development of mechanized 
agriculture, which brought casual day laborers to the countryside, the decline in indus-
trial output, which deterred young people from migrating to urban areas, and the liber-
alization of the political regime contributed to the rise of the movement. The movement 
also owed its success to its ability to acquire resources (including money for schools 
and other services for members on occupied land) and the ability, partly because of the 
nature of the cause, to apply selective rewards to participants—namely, a share of the 
cooperatively owned land (Bull, 2006). But the MST’s collective action was also inspired 
and made possible by the example of other social movements organizing against the 
country’s military dictatorship; ideological influences, such as liberation theology; and 
the support of other organized groups, including the church. The steady expansion and 
increasing influence of the movement owes much to the interaction among and between 
the landless and their leading religious supporters, which led the participants to rein-
terpret the costs and benefits of taking action, focusing more on the collective values of 
solidarity and the broader goals of the movement over purely individual material objec-
tives (Carter, 2003). 

Similar to the MST, the unemployed workers (piqueteros) movement in Argentina 
formed in relation to an obvious structural condition: the surge in urban unemployment 
to above 15 percent over the period 1985–2002. By the late 1990s, the piqueteros had orga-
nized numerous protests in Argentina’s main cities, including massive roadblocks. As a 
result of the protests, the government granted social assistance in the form of temporary 
jobs, special subsidies, and food assistance. 
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EXCLUSION AND POLITICS 163

The formation of the movement was clearly related to economic factors, including 
the sharp increase in unemployment, the inflexibility of the labor market, and rising lev-
els of poverty. Argentina’s deep economic crisis in 2001–2002 provided the impetus for 
consolidating the piqueteros as a social movement. In addition, reductions in state social 
assistance, the weakening of informal neighborhood support networks, and the decline 
of unions removed some of the buffers against the emergence of social protests (Bull, 
2006). Two key events in the mid-1990s—mass layoffs of industrial workers and the priva-
tization of the state petroleum company (Yacimientos Petrolíferos Fiscales)—were also 
precipitating factors in the formation of the movement. 

Several other countries in the region also experienced rising unemployment rates 
and economic crises yet did not experience the emergence of a well-organized social 
movement of unemployed people. Key to the piqueteros’ initial success in effectively chal-
lenging the Argentine government were the adoption of roadblocks as the method of 
struggle and the widespread appeal of their criticism of the exclusionary nature of both 
the country’s political regime and its economic model. The state’s response of providing 
social subsidies (planes sociales), which the piqueteros could administer themselves, strength-
ened their organizational structures and provided incentives and strategic tools for moti-
vating participation in the piquetero movement (Svampa and Pereyra, 2003; Wolff, 2007).

Finally, in several Latin American countries, indigenous peoples have assembled 
important national social movements that have influenced debates on constitutional 
reform and demanded changes in economic and other policies. They have also taken 
part in broader social mobilizations that have forced presidents from office. Given the 
historical efforts of Latin American politicians and governments to replace ethnic identi-
ties with class-based identities and to assimilate ethnic cultures, mobilization of indig-
enous peoples has caught many by surprise (Yashar, 2006). Powerful organizations have 
emerged in Ecuador and Bolivia, initially with the objective of defending local autonomy. 
These movements have called for a number of reforms, including legal recognition, rep-
resentation, autonomy, and multicultural education, and have entered politics by forming 
national political parties in some cases, fielding candidates and winning political office 
at all levels of government (Van Cott, 2005). 

The emergence of these movements is certainly related to the long history of ex-
ploitation and exclusion of indigenous peoples in these countries. But while indigenous 
peoples had taken part in social mobilizations in the past, the mobilizations beginning 
in the 1980s have been the first in which ethnicity-based claims, including the demand 
for recognition of special rights as native peoples, have been at the forefront along with 
social and economic claims. Thus, the current wave of organization among indigenous 
peoples relates not just to ongoing characteristics of the social and economic structure, 
but to a politicization of ethnic identities over the past two to three decades (Yashar, 
2005, 2006). According to one account, this politicization of identities has occurred at 
least in part because of changes in the state’s institutional relationship with the country-
side and indigenous peoples in particular. In the mid-twentieth century, the state sought 
political support and control over the masses through corporatist, class-based forms of 
interest representation in which people who joined state-sponsored peasant organiza-
tions gained access to redistributed land, social programs (including health care), subsi-
dies, and credit. In this context, indigenous peoples’ identity as peasants was privileged, 
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CHAPTER 9164

and they were granted previously denied freedoms and access to the state. Because 
of the freedoms granted from previous forms of labor control and because of the weak 
reach of the state, in practice indigenous peoples, especially in the Amazon, but also in 
the highlands, obtained a fair degree of autonomy to put in place indigenous community 
practices (Yashar, 2005, 2006). 

Given economic constraints and resistance to the rising power of class federations, 
by the 1980s states began to reassert control over peasant federations, liberalize agri-
cultural markets, reduce rural social programs, and open up communal lands for sale 
on the market, all of which tended to threaten the autonomy and viability of indigenous 
communities. These changes in the institutional context contributed to the politicization 
of ethnic differences and the development of indigenous movements. At the same time, 
democratization and decentralization provided indigenous groups with the political 
space to organize, protest, and increase their participation in politics.

WHAT DIFFERENCE CAN SOCIAL MOVEMENTS MAKE? 

What changes have social movements achieved that the political system could not?
The political system is where power transactions or exchanges take place—politics 

being understood as the exercise of power. Social movements, as agents of social change 
(della Porta and Diani, 1999), have one major recourse for influencing these transac-
tions: protest. The politics of social movements is “contentious” in the sense that the 
movements’ claims usually conflict with someone else’s interests (Tilly, 2004: 3, citing 
McAdam, Tarrow, and Tilly, 2001). “Contentious politics” is a form of collective action used 
by groups that have no regular access to institutions, whose claims are unaccepted or not 
yet part of the political agenda, and who express their interests in forms that challenge 
the established order (Tarrow, 1998: 3). 

To respond to protest, the state produces social policy or it polices protest: the state 
either represses the movement, negotiates with it, or uses both strategies at the same 
time (della Porta and Diani, 1999: 240). Social policy is both the cause of protest and 
the response to it. In that sense, protest and policy mutually affect one another (Meyer, 
2003). Social movements, in turn, can use different entry keys to access the political sys-
tem and change processes and their outcomes.

Recognition

Ethnically divided countries or those with minority cultures need to deal with the issue 
of whether or not to recognize diversity. The recognition of difference implies a change 
in the meaning of citizenship and identity. The definition of “liberal culturalism” sets a 
broadly accepted frame for these states, where the effective protection of individual 
rights should be accompanied by group-specific rights and policies that recognize differ-
ent identities and respond to the needs of ethnic cultural groups (Kymlicka, 1995).

Organized pressure from indigenous movements has resulted, through constitutional 
reforms in numerous countries, in considerable advances in the legal recognition of the 
rights of indigenous peoples collectively and of individuals within indigenous groups. 
Processes for obtaining recognition, although symbolic, mobilize the population behind 
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EXCLUSION AND POLITICS 165

the reforms, demonstrating the electoral potential of the ethnic minority and easing 
access to the ballot. This process, which primarily serves to remove institutional con-
straints, is in itself a factor behind building a viable party (Van Cott, 2005), which in turn 
paves the way for obtaining formal inclusion in representative institutions.

Changes in the Policymaking Process

One way of changing policymaking processes is by gaining formal and sustained access 
to political power through representation in the institutions where transactions take 
place. Presence in formal institutions brings a significant change in the positions occu-
pied by different actors: they start to participate on more equal terms. Together with the 
formation of political parties, one road to effective integration in decision making has 
been the design and implementation of mechanisms and reforms such as quotas and 
reserved seats for representative institutions. 

Not only have social movements sometimes gained access to formal institutions, but 
they have also influenced the decision-making process at its different stages (agenda 
setting, lawmaking, implementation, monitoring, and accountability) by informally in-
fluencing the exercise of power. They have exerted this influence through contacts with 
elected representatives at all decision-making levels, members of the government, 
public administration officials, and the media, or even through inclusion in policymaking 
through participation in committees, ad hoc commissions, consultative bodies, advisory 
boards, and the like. A number of agencies have also been created throughout the region 
to deal with discrimination against certain groups. 

Changes in Public Policy

Agenda Setting

Social movements have influenced the different stages of policymaking first by attracting 
public attention to new issues, increasing the saliency of existing issues and including 
these issues in the political agenda, and second by participating in the design, imple-
mentation, and monitoring of public policies. Being an agenda setter means raising 
awareness of certain problems, changing public opinion, and convincing decision makers 
of the need to introduce new regulations. Not only have social movements contributed 
to changes in existing policies, but they have opened up and created new areas for poli-
cymaking (women, indigenous peoples, environment, etc.). The formation and success of 
movement-based parties, such as indigenous parties, have changed the agendas of other 
parties (i.e., nonindigenous parties) and have also led such parties to change the profile 
of their candidates by including more indigenous candidates.

Policy Design, Implementation, and Outcomes

Alterations in legal provisions do not immediately translate into real changes in people’s 
lives. Moving from approved legislation to effective implementation and concrete gains 
in terms of equality takes political will and financial and technical resources. Given that 
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CHAPTER 9166

contemporary social movements in the region did not start to mobilize in a meaningful 
way until the end of the twentieth century, it is possible to find evidence of partial gains 
but probably too early to talk about sustained policy changes. That said, and leaving 
aside recognition provisions enshrined in countries’ constitutions, there has also been 
noticeable progress in approving laws that address racial and ethnic discrimination, 
collective land entitlements, customary law, the creation of special antidiscrimination 
agencies and institutions, the inclusion of new census categories to quantify the size 
of different groups, the formation of new political parties, affirmative action policies to 
provide formal representation in governmental institutions, and the establishment of 
consultation mechanisms at different decision-making levels.

Social movements have also influenced the later emergence of other types of move-
ments (Meyer and Whittier, 1997) and have sometimes paved the way for subsequent pol-
icy changes (Meyer, 2003). However, implementation of new policies has often advanced 
at a slower pace than their introduction into the political agenda and their conversion 
into enacted legislation because of financial and technical limitations, combined with a 
shortage of mechanisms for accountability between the state and the groups. 

Value Change in Public Opinion 

Social movements have altered agendas, and in doing so, they have also shaped public 
opinion on particular issues. But causality also goes the other way: social movements 
very often need a critical mass of public support to achieve their goals. Gaining public 
resonance on a particular issue means convincing the population of the importance of 
the issue for the group and for society as a whole. Changing public opinion starts with 
gaining progressive recognition that discrimination exists and therefore that inequalities 
result not just from traditional socioeconomic differences, but also from race, gender, or 
ethnic and cultural origins.

Sustained Inclusion

It is not easy to assess when and how a particular group has gained sustained inclusion 
within society. If a social movement is able to change the political system in all of the 
areas discussed above (i.e., recognition, representation, inclusion through consultation 
procedures, ability to set the agenda and being part of the design and implementation of 
public policies, making substantial progress in terms of the fairness of policy outcomes, 
and changing public opinion), one can argue that its inclusion in the system will be sus-
tainable.

For “in-between” scenarios, William Gamson (1975, cited in della Porta and Diani, 
1999: 228) establishes a typology that includes “co-optation,” in which a movement ob-
tains recognition without public policy changes, and “pre-emption,” in which there are 
policy changes but no acceptance. According to some of the findings in the empirical 
literature, exclusively ethnic-based or culturally based movements should be more likely 
to be co-opted, whereas exclusively issue-based or socially based movements should be 
more prone to pre-emption. 
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DETERMINANTS OF SUCCESS AMONG SOCIAL MOVEMENTS

What characteristics of social movements and the political system have been instrumen-
tal for the achievements discussed in the previous sections? Why are certain movements 
able to achieve certain objectives whereas others are not? Under what conditions is mo-
bilization likely to achieve some advances in terms of inclusion? What are the necessary 
and sufficient conditions that lead to a successful integration?

Type of Movement

Depending on the context, certain features of a movement can be more relevant than 
others in determining the outcomes it achieves. The likelihood of a movement’s suc-
cess has to do first with the quality of leadership and its capacity to mobilize and hold 
members together. Leaders may have different qualities ranging from the political en-
trepreneur or political broker to the charismatic and visionary leader. To a much larger 
extent than would be desirable, an organization’s survival very often depends on the 
leadership’s capacity to control the movement, to cope with internal divisions, to refor-
mulate claims, and to make the necessary transitions between different phases of the 
movement. 

A group’s organizational capacity depends on its size, composition, and resources. 
The smaller and more homogeneous a movement, the greater its chances of organizing 
quickly. The more resources available, the greater its negotiation and trading capacity 
and, therefore, its influence. If the group does not have resources or the capacity to 
influence policy by conventional means (i.e., parties, representation in political institu-
tions), it will tend to use protest as a way to gain access to influence. Even if in theory 
smaller groups should be better able to organize, in this case, “the larger, more volatile, 
more public, and more diverse” the movement, the more difficult for government to seek 
“minimally, domestic peace” (Meyer, 2003: 1).

Clearly related to the origins and composition of the movement is the type of iden-
tity that ties the members of the group together. Identity, in turn, is key to understanding 
group members’ goals and possibilities for achieving them. Some (e.g., Hooker, 2005) 
have argued that group identity defined in cultural or ethnic terms is a stronger determi-
nant of social movement success than a group’s population size or organizational capac-
ity. However, the downside of basing claims on cultural difference is that it may influence 
the nature of responses given by the political system, privileging policies of recognition 
over policies against discrimination. 

Social movements can also be distinguished in terms of the strategies and rep-
ertoires that they use. Repertoires are the types of political action deployed, such as 
coalitions, associations, public meetings and gatherings, demonstrations, petitions, 
pamphlets, and statements to the media (see Tilly, 2004: 3). The legitimacy of protest is 
strongly dependent on these forms of mobilization. Sometimes, certain repertoires, like 
violence, or the persistent use of a single strategy can delegitimize protest, if the strategy 
implies high costs for the rest of the population. C
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CHAPTER 9168

Type of Goals

A distinction can be made between “macro claims” (i.e., macropolitical objectives that 
position the group in terms of broad political objectives) and “micro claims” (i.e., mic-
ropolitical objectives, which are the specific material gains the group hopes to make). 
To attract support, the movement should have clear targets that are easy to communi-
cate, appealing, and compelling to the public. The general and personal implications for 
people of a particular issue raised by a movement will determine its capacity to amplify 
public support, in terms either of perceived urgency or of the prospects of payoffs. 

Sometimes protest movements do not grow out of socially organized groups; rather, 
they emerge around short-term targets. Such movements can be extremely efficient be-
cause they can introduce an issue into the public agenda at a low cost for individuals, 
but at a high societal cost, given that sometimes the types of protest used can affect an 
economic sector, citizens’ security, or public infrastructure (Mauro Machuca, 2006).

Certain objectives have a greater capacity to gain other groups’ support. The extent 
to which an issue can draw support from other groups depends on its scope and export-
ability, as well as its territorial contingency (i.e., whether it is a local or national/transna-
tional issue). In some cases, issues can be so powerful that they can gather support from 
influential players outside of the movement. 

The framing of a goal may also influence its likelihood of success. Very often, macro 
claims are negatively framed as the rejection of something, whereas micro claims are 
presented in positive terms, as something essentially good and to be achieved. It is 
precisely when the claim can be turned into positive propositions for action that its likeli-
hood of survival increases, as well as its ability to be translated into public policy. 

Political Space

Political space is defined as the possibility for a social movement to form or influence 
a political party. Social movements and the state operate in a “political opportunity 
structure” (Tarrow, 1998; Tilly, 1978). Groups will not engage in protest if they can reach a 
target using conventional politics. If the existing party system offers space for the entry 
of new actors—as members of existing parties or through new political forces—and a fair 
aggregation of interests, the group will not engage in the cost of mobilizing. 

Policy Space

The capacity of movements to pursue certain claims is also dependent on whether con-
text allows for an opening up of the policy space to a new issue. The readiness of the 
system to open itself up to a new issue is related to the degree of permeability of the 
elite class, which in turn will be influenced by the perceived level of pressure from dif-
ferent actors such as the social movement itself, public opinion, other stakeholders, and 
the international community. 

Once an issue finds a place on the political agenda, there is a decisive moment for it 
to translate into a policy reform. The players involved in decision making are aware that 
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new policies very often result from a change in the balance of power, but that they can, in 
turn, affect the balance of power. There is, therefore, a risk that attention paid to an issue 
will be diverted to another issue as time goes by and power alignments change. Neither 
the policy space nor coalitions last forever. 

Transaction Points

The political system is the place where power transactions take place. The amount and 
type of these transactions will be shaped by the institutions that make up the political 
system, which set the structure of opportunities and constraints. In that sense, some 
political settings are more conducive than others to spawning social movements. Under 
certain conditions, democracy promotes social movements, just as social movements 
promote democratization (Tilly, 2004). It appears that protest is more likely in systems 
with a mix of open and closed factors (e.g., political regimes that are transitioning from 
authoritarianism to democratic rule), with shifting alignments (i.e., low electoral stabil-
ity), or with divided elites (i.e., that might become influential allies and bring resources 
to emerging movements) (Tarrow, 1998: 76–80). Accordingly, the intensity of social mobi-
lizations that have swept Latin America and the Caribbean during recent decades can be 
interpreted as a natural consequence of these factors.

Democracy, together with other trends in institutional reform, has progressively 
relaxed the constraints and created a more permissive institutional environment in the 
region. For instance, decentralization has opened up space for participation at lower 
cost, because social movements can start organizing in a meaningful way in areas where 
they have a large number of potential members. Proportionality of electoral systems, 
openness of party systems, and the decline of traditional parties have also facilitated the 
entry of new competitors. Other institutional settings have also favored social mobiliza-
tion: new electoral districts in areas with large indigenous populations, reserved seats for 
indigenous candidates, the possibility for movements and not just parties to participate 
in elections, and greater ease in registering parties and entering the ballot.

Opportunities for successful mobilization also depend on the capacity of the po-
litical system to adjust to external challenges. In some cases, the system delegitimizes 
protest by giving partial responses; adjusting political representation, including the 
movement in formal and informal democratic procedures and in the discussion of certain 
issues directly concerning its interests, and producing relatively low-cost policies are 
all partial answers. In that sense, the system can momentarily open certain transaction 
points to maintain the overall status quo in terms of power shares.

CONCLUSION

Social movements are not the cause of the erosion of democracy but rather the conse-
quence of structural dysfunctions that lead to expressions of discontent. Claims from 
ethnic and culturally based movements have challenged the nature of the state and 
the understandings of citizenship. Beyond that, ethnic and cultural boundaries tend to 
overlap with socioeconomic classes. In that sense, protest has revolved not only around 
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CHAPTER 9170

the fact that individuals belonging to these groups lack the same opportunities as the 
average citizen (i.e., individual rights), but also around the fact that the group’s distinctive 
culture and needs are not recognized (i.e., collective rights). 

As long as structural problems in terms of substantial inequalities in access to socio-
economic and political resources remain unresolved, there will be more or less serious 
episodes of contention and political crisis that will put political systems in the region 
under pressure.

For that same reason, social movements are usually more part of the solution than 
part of the problem. The emergence and intensity of social movements can be inter-
preted as a positive sign of the evolution of democracy in the region, where a progressive 
opening and removal of barriers has led to mobilization.

Social mobilization has the potential to increase the voice of the excluded. Engage-
ment in politics can enhance the understanding of realities and possibilities for change 
and can bring about some change. In some cases, mobilization can bring about lasting 
changes in the political system (in the allocation of power over decisions) and lead to 
changes in policies reflecting greater inclusion. In other cases, smaller changes may result 
that change agendas, alter mentalities, and in the long term may open up opportunities 
for more lasting and meaningful changes in the political system and public policies. In 
the short and medium term, it is true, social mobilization can aggravate social conflict 
and complicate democratic governance. But this may be a necessary price to pay, al-
though it must be managed with care, without repression, with accommodation, and with 
consensus-building efforts.
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The past few decades in Latin America and the Caribbean have witnessed a series 
of economic, social, and political transitions that have changed the patterns of 
inclusion and exclusion. Movements within the region, including migration from 

rural areas, related rapid urbanization, institutional change, and the slow growth of for-
mal employment, reinforce the population’s historical reliance on informal mechanisms 
and transactions for survival. The judicial and law enforcement systems have only weakly 
adapted to the new challenges and continue to leave large segments of society without 
adequate access to justice and economic and physical security. 

As Figure 10.1 shows, regional rates of homicide in some Latin American and Carib-
bean countries reach levels typically seen only in those areas ravaged by war. Yet the 
battles that are generating this carnage are taking place not in war zones, but within so-
cially excluded communities in Latin America, fought not by soldiers and guerrillas, but 
by a minority that uses violence to fulfill its needs. Within such communities, residents 
cannot depend on those institutions designed to protect them, and violence becomes 
an instrument to achieve certain outcomes, such as justice, security, and economic gain 
through means that disrupt the life of the community. Where justice is acquired through 
revenge, security through violent assertion of authority, and economic gain through 
robbing, mugging, and intimidation, the vast majority of law-abiding residents are left 
without options. In such communities, people have come to recognize the person next 
door not as a neighbor, the policeman not as a protector, the community leader not as 
a consensus builder, but each as a potential threat. Many studies, ranging from anthro-
pological fieldwork in the marginalized areas of shantytowns, favelas, barrios, and villas 
(Caldeira, 2000; Márquez, 1999; Goldstein, 2003) to advanced geospatial studies that 
record incidences of violence (Beato, 2002; Consejo de Seguridad, 2006), report that 
homicide rates are much higher in these neighborhoods than in middle- and upper-class 
neighborhoods. 

There used to be clear rules: no one 

would steal in the shantytown. 

If and when they stole, they would 

do it outside the shantytown. Now, 

they rob you in the shantytown 

and everywhere.

—“Las cuatro chapas del desamparo”
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CHAPTER 10172

Social exclusion is a contribut-
ing factor to violent outcomes, re-
gardless of whether violence takes 
place in a developed Western Eu-
ropean country or in a burgeoning 
Central American state. Those who 
resort to violent acts most often 
lack access to legitimate economic 
opportunities and the personal or 
social contacts required to obtain 
many of the services and resources 
available to mainstream society. 
When conventional methods of ob-
taining and working for increased 
social status, higher income, and 
wider influence are limited, as they 
often are in marginalized areas, 
some feel compelled to resort to 
what the mainstream considers il-
legitimate means, including violent 
acts (Reiss and Roth, 1993). Resi-
dents of socially excluded commu-
nities are well aware of the lack of 
options available to them and the 

consequences of lacking the money to pay off corrupt police and judges, the influence 
to avoid extortion, or the confidence to resist gang recruitment. For those with few or 
no prospects for economic advancement, profitable opportunities to be gained through 
illicit and violent means serve as a deadly magnet. As state institutions fail to provide 
security and justice, others—such as violent community leaders, gangs, or corrupt po-
lice—may step in to mete out alternative forms of justice and revenge. 

Issues of security, authority, justice, identity, and economics are tangible in the vio-
lent acts used to secure them in socially excluded areas, beyond the influence of state 
institutions and mainstream paradigms of conflict resolution. The consequences are 
severe and further sap scarce resources from Latin American and Caribbean countries 
that are treading a rough road towards economic development and modernization of 
democratic institutions. Violence eats away at the delicate social fabric that holds com-
munities together through difficult economic, social, and political periods and shatters 
the trust, security, and solidarity that take years to build. This chapter discusses how so-
cial exclusion and violence interact in a vicious circle that leaves the socially excluded in 
a very hostile social environment where the borders between legal and illegal, legitimate 
and illegitimate are often fuzzy and uncertain. In this environment violence is used by 
a minority to acquire justice, security, authority, and economic gain. The use of violence 
by this minority, however, affects the lives of the majority of excluded people who do not 
resort to violence.

1995 2002

10 200 30 40 50 7060 80 90 100

Homicide rate per 100,000 people

Homicide Rates, Western Hemisphere, 1995–2002
Figure 10.1

Source: Author's compilation using data from Pan American 
Health Organization, and Cohen and Rubio (2007).
Note: No data available for Dominican Republic, Guatemala, Tri-
nidad and Tobago, and Peru for 2002.
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VIOLENCE DEFINED 

Violence is generally described as “an intentional use of force or power with a prede-
termined end by which one or more persons produce physical, mental (psychological), 
or sexual injury, limit freedom of movement, or cause the death of another person or 
persons (including him or herself)” (Concha-Eastman, 2002: 44). For the purposes of re-
lating violence to social exclusion, the focus is on violence fueled by the need for power 
and economic opportunities. Interpersonal and domestic violence also has indirect and 
direct external effects that perpetuate violence throughout a community. As shown in 
Table 10.1, violence in Latin America and the Caribbean is most often perpetrated by 
family members, gangs, common delinquents, assailants unknown to the victim, or ac-
quaintances. Other perpetrators may include corrupt policemen and extrajudicial forces. 
Their victims—family members, street children, acquaintances, the general population, 
rival gang members, or at higher levels, government or civil society leaders—are victims 
of abuse, homicide, injuries, assaults, and robberies (Concha-Eastman, 2002). 

A prolific amount of research is available on violence, some of which has focused 
specifically on Latin America (e.g., Concha-Eastman, 2002; Dowdney, 2005; Morrison, 
Buvinić, and Shifter, 2003; Reiss and Roth, 1993; Fajnzylber, Lederman, and Loayza, 1998; 
Londoño, Gaviria, and Guerrero, 2000; Moser and McIlwaine, 2000, 2001; Rotker, 2002; 
Riaño-Alcalá, 2006; Moser, Winton, and Moser, 2003). Those who study violent outcomes 

Table 10.1  Classification of Violence by Motive, Type, and Actors 
in Latin America and the Caribbean

Motivation Type of violence Victimizers Victims

Interpersonal or social: Domestic or interfa- Male partners, fathers, Female partners,  
domination, revenge, milial: physical, relatives, friends, children, seniors,   
control, debts, sexual, verbal, acquaintances relatives 
disagreements, psychological depri-  
unknown intimidation vations, neglect

Economic: crimes with Fights, injuries, Gangs, acquaintances, Friends, acquain-  
little or no structure homicides unknowns tances, unknowns

Homicides, rapes, Common delinquents, General population, 
robberies gang members members of gangs or 

groups

Economic and power: Homicides, injuries, Drug traffickers, Leaders, judges,  
organized crime assaults organized gangs journalists, citizens, 

gang members

Politics Homicides, mas- Guerrillas, paramili- Peasants, rural resi- 
sacres, kidnap- tary troops, dents, counterguer- 
pings, injuries government forces rilla forces, soldiers, 

police

Source: Concha-Eastman (2002).
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CHAPTER 10174

generally agree that a large number of factors contribute to the problem. Various struc-
tural and cultural characteristics present in a community may interact with both individ-
ual and social factors to produce a set of behavioral outcomes, both among individuals 
and throughout the community. Crowded housing conditions, high levels of migration in 
and out of a community, increasing numbers of single-parent households, and economic 
decline may all significantly affect the amount of violence in a community by contributing 
to the breakdown of social capital (Morrison, Buvinić, and Shifter, 2003; Reiss and Roth, 
1993). Availability of guns, media portrayals of violence, the aftermath of civil war, and 
changing cultural norms all play a part in inducing violence in a community (Morrison, 
Buvinić, and Shifter, 2003). Age, socioeconomic level, employment status, drug or alcohol 
abuse, early exposure to aggressive stimuli or violence, and experience as a victim of 
or witness to physical or psychological abuse can also predispose individuals towards 
violent acts (Morrison, Buvinić, and Shifter, 2003). 

Economic conditions factor into the incidence of crime and delinquency in a com-
munity, including the average income, the income distribution of the society in which the 
community is embedded, and the level of education (Fajnzylber, Lederman, and Loayza, 
1998). Gender also has a significant effect on an individual’s propensity to use violence, 
as males may be predisposed to more violence for a number of physiological, cultural, or 
situational reasons, such as higher rates of alcohol and drug use and economic pressure 
to provide for their families. 

In socially excluded communities, including some indigenous communities, fieldwork 
has shown that these areas suffer more from violence than those at higher socioeconomic 
levels (Caldeira, 2000; Heinemann and Verner, 2006, citing Borjas, 1995; Katzman, 1999, 
quoted in Buvinić, Morrison, and Orlando, 2002). A study in the Brazilian city of Belo Hori-
zonte showed that socially excluded areas such as slums, where “several social welfare 
and life quality indicators . . . were considerably inferior [in comparison] to other [areas] 
of the city,” had higher numbers of homicides (Beato, 2002: 3). Such areas had higher per-
centages of employment in the informal sector, higher child mortality and illiteracy rates, 
and poorly developed urban infrastructure. Peixoto, Moro, and Viegas Andrade (2004) 
also found that homicides in Belo Horizonte are concentrated in less-developed areas 
such as favelas and are correlated with ecological factors such as social and physical dis-
order. Homicide rates are negatively associated with the level of infrastructure develop-
ment and positively associated with longer police response time. Agencies that record 
death statistics in São Paulo reported in 1995 that those areas with the highest rates of 
murder (between 75 and 96 murders per 100,000 inhabitants) were some of the poorest 
in the region, while those with the lowest rates were located in richer areas (Caldeira and 
Holston, 1999). Surveys of Bogotá, Mexico City, and Santiago, Chile, show that the poorest 
and most marginalized areas of these cities report the highest homicide rates (Consejo 
de Seguridad, 2006; Fundación Mexicana para la Salud and Centro de Economía y Salud, 
1998; Silva Lira, 2000).
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SOCIAL EXCLUSION AND VIOLENCE 175

THE ROLES OF VIOLENCE: JUSTICE, SECURITY, AUTHORITY, 
AND ECONOMIC GAIN

In socially excluded communities in Latin America, violence emerges with diverse causes 
and distinct aims. This section addresses the aims of violence, including for what and 
how it is used in these communities. An important note should be made here: while 
violence is pervasive in many marginalized areas and has a serious impact on the lives 
of most residents, the majority of people living in these areas do not resort to and use 
violence. The media, politicians, and residents of the middle and upper classes often 
sensationalize reports of violence and label communities as dangerous (in what Moser 
and McIlwaine [2000: 68, 2001: 106] call “area stigma”), leaving the impression that most, 
if not all, residents in these areas resort to constant aggressive behavior. This is far from 
the case. Most residents, including young males, try to avoid and ignore violence for fear 
of the consequences of becoming involved and escalating the dangers present to them. 
Nonetheless, many residents succumb to the feeling that they have no power to stop 
violence. 

For those residents of these communities who do resort to violence, several factors 
contribute to their decision to do so. In the absence of a strong, legitimate, and equi-
table state presence and of opportunities available to mainstream society, communities 
must locally construct alternative means of satisfying their needs and ensuring a sense 
of order. When crime increases or employment opportunities decline, the population 
of such communities suffers from a lack of physical and economic security. When this is 
combined with the pressures of globalization, consumerism, and inequality, community 
residents may view alternative forms of authority, work, and control as the means to as-
suage insecurity and may resort to taking matters into their own hands (Caldeira, 2000). 
In some cases, residents of marginalized communities have been able to work together 
to ensure public safety and the provision of public services, as in the widely noted case 
of Villa El Salvador in Lima (Woolcock, 2005).1 In other circumstances, however, those who 
take control do so with intentions or means not in the community’s best interest. 

Members of socially excluded communities who employ violence do so in order to 
achieve one or more of the following aims: asserting authority and visibility, acquiring 
cultural identity, enforcing security, meting out vigilante justice, or achieving economic 
goals. In areas where social capital has eroded and insecurity is prevalent, some people 
build literal and figurative walls between themselves and their communities, utilize 
private forms of security, support vigilante groups, or turn a blind eye to private and il-
legal acts of extrajudicial vengeance (Caldeira, 2000). Others may abandon conventional 
standards of working in formalized labor sectors, as the opportunities available to so-
cially excluded people are substandard, stagnant in the sense of offering no prospect 
for use as a stepping-stone to better opportunities, or nonexistent. Within this context, 
some individuals may view the use of violence as a superior method of meeting certain 
tangible needs.

1 Community members in Villa El Salvador were able to mobilize to promote the provision of public services in 
their community, which was otherwise marginalized and lacking in key public goods.
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CHAPTER 10176

The Informal Privatization 
of Justice

A key aim of violence in socially ex-
cluded communities is the provision of 
justice, most often through some form 
of violent punishment. The lack of a fair 
and functional judicial system, including 
adequate legal representation, unbiased 
rulings, due process of law, and preserva-
tion of human rights, may force citizens 
to abandon justice through normative 
institutional means and instead take the 
law into their own hands or to depend on 
others to resolve conflicts for them (Con-
cha-Eastman, 2002). For many socially 
excluded members of society, courts, 
judges, juries, and a fair trial are beyond 
the means of their connections and be-
yond their expectations. 

Even among the Latin American population as a whole, there is little confidence in 
the judicial system. Figure 10.2 shows the results of a 2005 Latinobarometer question that 
found that two-thirds of those surveyed expressed little or no confidence in the judicial 
system in their country, while only 22 percent reported having “some” confidence in the 
judiciary. Only 9 percent of respondents reported having “a lot” of trust in their country’s 
judicial system. Given that this survey included people in the middle and upper classes, 
who generally have adequate access to judicial institutions, it may be reasonably hypoth-
esized that the percentage of the population reporting confidence in the judicial system 
would be even lower in socially excluded communities. 

When judicial systems fail to adequately serve certain segments of the population, 
citizens may be inclined to formulate their own standards of justice and devise their 
own methods for meting it out. An international study conducted by Children in Orga-
nized Armed Violence found that in those areas characterized by a weak state presence, 
armed groups tended to oversee and judge disputes within their communities, even 
among those residents unaffiliated with their groups (Dowdney, 2005). In her fieldwork 
in the favelas of Rio de Janeiro, Goldstein (2003) describes the use of revenge, homicide, 
and brutal punishment by various actors—gangs, bandits, police, and individuals—as a 
substitute for an absent or nonfunctioning judicial system. When the state fails to pro-
vide security and services in the favelas, gangs may intervene as a mediating force and 
provide a form of justice to which community members are willing to turn a blind eye 
(Goldstein, 2003). While these gang members engage in illegal activities, they also fill in 
for the justice system, and this dual role often induces neighboring citizens to tolerate 
and excuse their actions. 

Fieldwork in socially excluded and impoverished communities in Colombia also 
reveals the use of vigilante measures and violence as a means of achieving justice. Re-

Figure 10.2
Public Confidence in the Judicial System

No response

Don't know

A lot

Some

Little

None

150 5 10 2520 30 35

Percent

Source: Latinobarometer (2005).
Note: Figure reflects responses to the question “How
much confidence do you have in the judicial system?”
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SOCIAL EXCLUSION AND VIOLENCE 177

porting the results of a series of interviews with young men, Moser and McIlwaine (2000) 
note their frequent utilization of force and violence, often referred to as the “law of the 
strongest” and the “law of knives.” A different study by the same authors revealed that 
in many cases of violence and force, residents felt that taking the law into individual or 
group hands was the only means available to them, given the lack of available alterna-
tives, their mistrust of state institutions, and rampant corruption (Moser and McIlwaine, 
2000). Statistics collected by authorities in Bogotá throughout 2005 consistently reveal 
that the most common reason behind homicides is revenge, covering both murder due 
to honor and that related to debt (SUIVD, 2006). 

The use of extrajudicial means of conflict resolution may have adverse consequences 
for the community as well as those actors who resolve conflict through violence. High 
death rates of young males in socially excluded areas may be explained by cycles of 
revenge among rival gangs or the escalation of interpersonal conflicts among those who 
do not see the justice system as having an active role (Goldstein, 2003). Community 
residents who want to avoid violence and resolve conflicts through institutional means 
may be afraid to do so, as it could put their own safety in jeopardy. One young woman in 
an Argentine neighborhood expressed her concern about reporting drug dealers on the 
street to the police for fear that she would suffer retaliation. She explained in an inter-
view that she was “scared to talk to the police because [she] could be killed” and that 
recording criminal acts with a camera “would be [her] death or the death of [her family].” 
Given this fear, she instead chose silence.2

The lack of institutionalized forms of justice allows various actors to step in and pro-
vide justice for a select few in their own interests and for their own gain. Those who may 
be opposed to these actors or have little or no access to a legitimate judicial system are 
left with few options. The failure on the part of the state to adequately provide justice 
not only affects those who deserve legal rights and judicial action, but also forces com-
munity residents to submit to the adverse informal institutions created and maintained 
by vigilante actors. 

Security

Beyond the aims of imparting informal forms of justice, violence is also used in socially 
excluded communities as a means of acquiring security. The absence of state-provided 
security and the high degree of mistrust of the police subsequently forces communi-
ties to resort to alternative sources of protection. Violence is employed for resistance 
against competing actors and interests, including corrupt policemen, extrajudicial forces, 
rival gangs, and common vandalism in the community. In some favelas of Rio de Janeiro, 
drug lords and gangs involved in organized crime provide community members with 
security and other services, such as money to pay for food, medicine, or child care, cre-
ating incentives for residents to refrain from reporting their actions to the authorities. 

2 “Yo tengo miedo de hablar con la policía porque puedo ser boleta de toque, porque yo veo a los patrulleros, 
pensé en una filmadora, pero eso sería mi muerte o la de mi familia, por eso no denuncio porque incluso yo 
misma veo a los patrulleros que vienen por el barrio.” Interview with Jovita, Barrio Santa Elena, by Ana Lourdes 
Suárez y Carlos, Fundación SES, October 13, 2006. Author’s translation.
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CHAPTER 10178

Since the state is unable to provide 
these services—and those state en-
tities responsible for providing such 
services act as a “corrupt,” “repressive,” 
or mistrusted force—the services are 
valuable to residents who otherwise 
would not have them (Moser, Winton, 
and Moser, 2003: 73). Widespread mis-
trust of institutions such as the police 
is common throughout the region. The 
Latinobarometer annual survey of pub-
lic opinion consistently reveals little or 
no public confidence in the police. Fig-
ure 10.3 shows that in 2005, 61 percent 
of Latinobarometer respondents have 
“little” or no confidence in the police.  
Moser and McIlwaine (2000) note that 
the police are the least-trusted institu-
tion in many Colombian barrios, where 

many of their interviewees believed the police to be unreliable and likely to exacerbate 
conflict. Fieldwork in Caracas, Venezuela, exposed similar perceptions of the need to ac-
quire security—especially to defend the community from the police forces. One Venezu-
elan youth who had spent considerable time living on the streets of Caracas explained 
that while he believed the police used to be less violent, “Now they catch you on the 
streets and in front of everybody they throw tear gas at your face. They also beat and kick 
you . . . as if you were a dog” (quoted in Márquez, 1999: 213).

Lack of faith in and frustration with the police is also evident in a number of inter-
views conducted in 2006 in various neighborhoods in Argentina. Interviewed residents 
often responded that the police rarely or only weakly responded to threats facing their 
community. One 17-year-old male complained that “The police don’t come or they come 
and do nothing. There is so much crime. . . . I want the police to come and do something.”3

Lack of faith in the police discourages many victims of crime from turning to them for 
help. The 2000 Latinobarometer asked interviewees to whom they turn after a criminal or 
violent incident; as Figure 10.4 shows, less than half (44.6 percent) indicated they turn to 
the police, while 40.5 percent said that they do not report their victimization to anyone. 

Given such lack of confidence in the police and the absence of institutions that ade-
quately ensure security and peace within Latin American and Caribbean countries—and 
more so in socially excluded communities—it is no wonder that there is friction within 
these areas as others step in. When the police are viewed as no better than the criminals 
they are supposed to protect against, citizens feel they have no options but to remain 
silent or take matters into their own hands. 

Figure 10.3
Public Confidence in the Police

No response

Don't know

A lot

Some

Little

None

150 5 10 2520 30 35

Percent

Source: Latinobarometer (2005).
Note: Figure reflects responses to the question “How
much confidence do you have in the police?”

3 “No anda la policía o no hace nada. Hay mucha delincuencia, se viven drogrando y los mismos vecinos te roban. 
. . . [Quiero] que pase la policía y que haga algo. Porque pasan, pero no hacen nada.” Interview with Jonatan, Barrio 
Primavera, by Graciela Ramirez, Fundación SES, October 29, 2006. Author’s translation.
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Authority through Visibility 

Violence may also be used to assert 
authority in situations where it is 
lacking and to demand the visibility 
of socially excluded individuals. In 
areas where state institutions are 
absent and police are corrupt or 
perceived as having little authority, 
members of the community and vari-
ous social groups may step in with 
the intention of exerting power, influ-
ence, and control. Caldeira (2000: 91) 
reported, based on her fieldwork in 
Rio’s favelas, that “Crime is a matter 
of authority. The people . . . think that 
the increase in crime is a sign of weak 
authority, be it of the school, family, 
mother, church, government, police, 
or justice system.”

The need to vent frustration and 
to acquire a feeling of authority and visibility through attention—albeit negative atten-
tion—may also induce certain individuals to resort to violence. After a former street child 
from Rio de Janeiro took passengers on a public bus hostage for a number of hours, an 
incident that eventually ended in his violent death (CNN, 2000; Padilha, 2002), sociologist 
and former Brazilian Minister of Public Security Eduardo Soares commented:

A boy with a gun can make us feel . . . fear. . . . He can recover his vis-
ibility and affirm his social and human existence. . . . It’s a pact: the boy 
exchanges his future, his life, his soul, for . . . the small glory of being 
acknowledged [and] valued. (quoted in Padilha, 2002)

Those who either assert their power in the absence of legitimate institutions or 
who feel the need to externally force themselves upon society to assuage their feelings 
of invisibility use violence in order to establish their authority, power, and influence. 
Riaño-Alcalá (2006) notes that violence among youth in Colombia is directly related 
to social exclusion and the invisibility of those who come from poor areas. Such youth 
have little connection with society and are excluded from those mainstream areas and 
public spaces where social interaction generally occurs. Instead, these invisible youth 
begin to engage in “territorial practices of civil protection and policing” (160–61), which 
is, for them, a form of expressing their citizenship and establishing a connection to the 
community. The aim of violence, as employed by youth, is to assert and reinforce their 
connection to the community, thus becoming visible. In this context, violence is used by 
excluded youth as a means of communication with and participation in a community that 
otherwise ignores them.

Figure 10.4
“After You Have Been a Victim of Crime, 
Whom Do You Turn To?”

150 5 10 2520 30 35 40 45

Percent

Don’t remember

Private security

Others

No reply

Judiciary

Nobody

Police

Source: Authors' compilation using Latinobarometer (2000).
Note: Figure reflects responses to question other than “not
applicable.”
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CHAPTER 10180

When segments of society are ignored, subject to prejudice, and unable to either 
benefit from or contribute to society, the need for existence and recognition in the face 
of stigmatization can have adverse consequences (Padilha, 2002). Socially excluded in-
dividuals lack visibility, recognition, and authority within society in the way that they are 
treated and are able to treat others. For the minority that uses violence, it may be seen 
as a method of re-establishing control and authority in the face of social exclusion. 

Economics

Beyond the needs to ensure security, mete out justice, and assert authority, the con-
sequences of social exclusion may induce some to use violence for economic gain. In 
communities where residents have trouble meeting their needs through formal and 
mainstream mechanisms, the lure of gangs, drug trafficking, or acts of individual vio-
lence such as robbery may be stronger. Latin America has one of the highest levels of 
economic inequality in the world (Székely and Hilgert, 1999). The inability to acquire 
needed or wanted goods and the awareness that hard work will rarely amount to signifi-
cant improvements in one’s quality of life may prove a selling point for some that violence 
through criminal acts presents a more profitable outcome. The proliferation of organized 
crime and the increasing connections between it and neighborhood pandillas4 or naciones5 is 
a significant contributor to the spread of criminal and violent activities; in many countries 
with organized armed groups, crime is the leading form of economic gain, followed by 
drug dealing (Dowdney, 2005). Violent acts, including armed robberies and kidnappings, 
are common methods for economic profit among these groups (Dowdney, 2005). The im-
portance of territory as a space in which to conduct illicit activities and to secure a profit 
often leads to violent disputes between rival gangs (Dowdney, 2005). 

The economic situation of many in marginalized areas may often be unstable, des-
perate, and exploited, and their economic opportunities are often limited and informal. 
Without skills or the means to acquire them, many are forced into unemployment or 
street vending. In interviews in 2005, many young men in Rio de Janeiro who joined gangs 
described their experiences working on the city’s streets as a “degrading” experience. To 
them, “selling candy on the streets or on a bus, or selling water at intersections . . . [was] 
seen as desperation, not as jobs that provided a solid sense of identity and respect. In 
this context, invitations from gang-involved friends or colleagues became attractive. For 
some young men, gang involvement was the only stable employment they ever had, or 
the first or only opportunity to enter the ‘work’ market” (Barker, 2005: 73; see also Dowd-
ney, 2005). In Rio de Janeiro’s favelas, many young males interviewed felt “despondent 
about their prospects for low-paying wage labor” and indicated that while gangs “rule 
through violence, fear, and terror, they often provide the only economic stimulus availa-
ble to poor communities” (Goldstein, 2003: 169).

4 Pandilla (or mara) is a common name for a gang in Honduras and El Salvador; the first of these is also common 
in Mexico.
5 Naciones are gangs common in Ecuador.
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CONCLUDING REMARKS 

The lack of security, access to justice, and economic opportunities in marginalized com-
munities has contributed to the proliferation of violence in Latin America and the Carib-
bean in recent years. In order to combat social exclusion and the consequent challenges 
of violence, policymakers must find a balance between the need for control (including 
the state’s monopoly on force, the preservation of citizen rights and security, and the 
maintenance of law and order) and the need to refrain from exacerbating violence by 
threatening human rights and alienating segments of the population. 

In the short term, policymakers in the region must respond to violence through an 
increased law enforcement presence in affected communities and the monitoring of 
high-risk repeat offenders.6 In the longer run, policymakers must create programs that 
will resolve the underlying issues fostering social exclusion and violent outcomes. Such 
policies should target weaknesses in judicial, law enforcement, and educational systems 
and labor markets to provide access for socially excluded individuals, discourage the use 
of violent methods to satisfy certain needs, and protect members of marginalized com-
munities who are affected by others’ use of violence. With respect to police-community 
relations and law enforcement, programs such as the Youth and the Police project in Belo 
Horizonte, which set up workshops and seminars involving police and youth groups, have 
been shown in some preliminary evaluations to improve relations between communities 
and the local police (Ramos, 2006). Police forces should also be trained to show more 
respect to arrested offenders and youth. In parallel to improvements in law enforcement 
techniques and relations, communities should be encouraged to set up policing pro-
grams coupled with community town hall meetings to set priorities (Moser, Winton, and 
Moser, 2005). Placing responsibility and power in the hands of community residents may 
increase security and reduce feelings of vulnerability in those neighborhoods affected 
by violence.

It is additionally imperative to address the weaknesses and disorganization of judi-
cial systems in the region and ensure due process of law and fair treatment to individuals 
without connections or money. Improving the capacity and availability of public defen-
ders and increasing the availability of legal representation is essential. Crackdowns on 
corruption within judicial systems will limit the ability of those with money to buy their 
way out of trouble. The state of prisons and rehabilitation programs must be impro-
ved—rehabilitation programs that train former offenders in vocational skills have proven 
effective, as have those that provide risk-focused treatments to allow these people to 
successfully reintegrate into society (Moser, Winton, and Moser, 2005). 

Policies to combat social exclusion and to integrate all members of society are dif-
ficult to target and to implement. However, given the exclusion and violence prevalent 
throughout Latin America and the Caribbean, policymakers must strive to ensure that 
institutions and policies work to include these vulnerable segments of the population 
and protect them from the devastating effects of violence.

6 Moser, Winton, and Moser (2005) offer a detailed description of various programs that have been shown to be 
effective, ineffective, or promising.
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Financial exclusion refers to the processes that impede the access of different 
population groups to the financial system. The key financial services that can be 
provided by formal and semiformal institutions include deposit accounts, credit 

accounts, transaction services, and private insurance products.1 Although a wide variety 
of institutions and products are available in Latin America and the Caribbean, large 
shares of the population continue to conduct personal and business transactions through 
informal channels, using cash for their transactions.2

The benefits of financial inclusion are many. Access to savings products can help 
families smooth consumption and avoid the limitations inherent in depending on cash 
flow alone.3 Maintaining cash in a wallet or under a mattress often presents challenges 
because of intrahousehold allocation conflicts, self-commitment difficulties, inflation, or 
high exposure to theft. Access to transaction services such as debit cards, ATM cards, and 
checking accounts can produce large savings in time and opportunities for better control 
of funds. These services facilitate drawing funds or making payments. The electronic 
management of funds through computers, cellular telephones, and other devices can 
have large returns for entrepreneurs, who can also access relevant business information 
in a timely manner. Access to credit is critical for increasing the productivity of home 
businesses, farms, and small and medium-sized enterprises. Entrepreneurs and farm-
ers may also invest in higher-return projects when they can purchase insurance against 
idiosyncratic or aggregate risks. 

It is well recognized that the poor face higher risks for job loss, health crises, and even 
climatic and natural disasters. While economic theory suggests that more vulnerable pop-
ulations should have higher rates of precautionary savings, empirical studies have found 
just the opposite: analysis of household survey data suggests that only 15 percent of poor 
households in Latin America and the Caribbean have savings accounts, whereas the rate 
is twice as high for nonpoor households (Tejerina and Westley, 2007).4 Although the poor 
may attempt to save by investing in their homes or saving “in kind,” these informal meth-
ods are not sufficiently liquid, and these assets can lose value during times of covariate 
(economy-wide) shocks, precisely at the time of greatest need (Sadoulet, 2006). 

1 Semiformal institutions include microfinance institutions, cooperatives, and popular credit and savings institu-
tions that are typically subject to little or no regulation compared to commercial banks (Sadoulet, 2006). These 
semiformal institutions often follow standards of operation that have been established apart from formal regula-
tion authorities.
2 Informal channels include family members, friends, and local loan sharks.
3 Consumption smoothing is a central objective of life cycle and other microeconomic theories (Deaton, 1992).
4 The estimates are weighted by the population of the sample of twelve countries.
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Table 11.1 shows the percentage of households reporting credit or savings through 
any source (formal, semiformal, or informal), and Table 11.2 shows the percentage only 
for those with credit or savings through formal or semiformal institutions, based on a 
review by Tejerina and Westley (2007).5 According to their classification, the “formal and 
semiformal institutions” category includes regulated financial institutions, such as banks, 
as well as unregulated financial institutions, which in most cases refers to different types 
of credit unions and nongovernmental organizations. The “informal” category includes 
all sources of credit that are not considered financial institutions, such as rotary savings 
and credit associations (ROSCAs), moneylenders, and relatives. Tejerina and Westley’s 
information is based on national household surveys which inquire about savings accounts 
and loans obtained in the preceding year.

Even if the least restrictive definition is used as in Table 11.1, less than one-quarter of 
households declare holding savings or credit, according to the weighted average.  Drop-
ping the informal providers as in Table 11.2 reduces the levels of the “banked” popula-
tions, particularly in the case of the households reporting that they have obtained a loan 
in the preceding year.

Much variation is observed across countries and socioeconomic groups.  Of the 
twelve countries included in Tejerina and Westley’s (2007) study, Jamaica, Panama, and 
the Dominican Republic have the highest coverage of savings accounts, but only in Ja-
maica do more than 50 percent of households have an account. In Peru, Paraguay, Nicara-
gua, and Bolivia, by contrast, fewer than 10 percent of households report having savings 
accounts. However, the gap between the poor and the nonpoor within each country is 
striking, as are the gaps between rural and urban households. Across the twelve coun-
tries, 28.3 percent of the nonpoor report holding savings, whereas only 10.0 percent of the 
poor report having them. In their extensive analysis of survey data, Tejerina and Westley 
find that the gaps in savings between the poor and the nonpoor are larger than the gaps 
in use of credit. The urban-rural gap in the use of financial services is also important. 
Use of formal or semiformal credit in rural areas is 3.8 percent compared to 7.4 percent in 
urban areas, and use of formal or informal savings is 8.4 percent in rural areas compared 
to 22.2 percent in urban areas. 

Most empirical work in this area struggles with the problem of assessing access to 
financial products rather than usage of the products, a very different concept. This is 
particularly challenging in regard to measuring access to formal credit, since individu-
als may have the ability to secure credit but may not have considered the possibility of 
doing so or may have considered it but decided against pursuing it. Various techniques 
have been developed to measure access to credit, including direct elicitation, a series of 
objective and hypothetical questions based on self-reported status, and key informant 
methodology. The pivotal challenge, however, remains. Empirical estimates suggest that 
access to financial markets remains a challenge for large sectors of Latin America and 
the Caribbean, most notably poor rural households. For large shares of the population, 
financial transactions take place with only minimal involvement of formal and semiformal 
financial institutions, with individuals relying on extremely informal arrangements rather 
than deposit and credit accounts.

5 The typical question in the household survey was “Do you have a savings account of some type?”
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EXCLUSION AND FINANCIAL SERVICES 187

A variety of factors, from both the supply and demand sides, explain these low par-
ticipation rates. High minimum balances, monthly fees, and transaction fees deter the 
participation of low-income clientele in semiformal and formal institutions. The annual-
ized estimated cost of maintaining a deposit account in Brazil and Mexico in 2004 was 
estimated at US$50 and US$400, respectively, based on a modest set of transactions 
(Ketley, Davis, and Truen, 2005). A lack of trust in financial institutions is typically a main 
reason provided by respondents who do not have a bank account. The pervasive fear 
that savings will be confiscated by authorities on either a permanent or temporary basis 
was unfortunately given credence during economic crises in Brazil and Argentina. The 
concern that inflation may erode balances is also a common concern. Strict requirements 
regarding documentation are also an important barrier to participation. Banks commonly 
require proof of address in the form of utility bills and proof of steady employment in the 
form of a series of wage receipts. A formal address and a steady or formal job are common 
eligibility requirements for opening deposit accounts in the region, according to research 
by Ketley, Davis, and Truen (2005). The extralegal nature of unplanned communities, 
established without municipal plans, can contribute to financial exclusion, since dwell-
ings in these communities often lack official addresses as well as formal connections to 
utility services.6 Workers in the informal sector and in particular industries are less likely 
to be able to provide proof of steady salary and employment sufficient to open a deposit 
account at an institution that requires such proof. Based on a survey of the five largest 
formal banks in fifty-eight countries, Beck, Demirgüç-Kunt, and Martínez Pería (2006) 
report that the requirements of a formal sector job and a physical address effectively 
exclude the majority of the population from opening accounts in developing countries. 
Ketley, Davis, and Truen (2005) find that the requirements for opening a deposit account 
in Mexico and Brazil are more exclusionary than those in Kenya or South Africa, primarily 
because of the required proof of salary income.

Financial literacy and cultural preferences also play an important role, leading less- 
advantaged individuals to prefer alternative savings instruments such as investing in 
their home (“saving in bricks”) or through informal savings clubs (ROSCAs). Although 
these alternatives provide some opportunities for consumption smoothing, they do not 
provide the full benefits of financial inclusion. 

The lack of interest in opening a bank account is a serious deterrent to expanding 
financial participation. Household survey data in Brazil indicate that one-third of house-
holds that do not have bank accounts do not want one (Kumar, 2005). 

In terms of supply factors, the higher administrative costs associated with screening 
and monitoring clients who may lack traditional inputs such as credit histories or collat-
eral lead to higher fees for services. ATMs may not be placed at the same concentration 
in high-crime areas, potentially disadvantaging low-income populations. 

The legal and regulatory environment in a country provides important incentives 
for lenders. In most countries in the region, it is not legal to use inventories (movable 
products) as collateral, only real estate or new automobiles (Fleisig, Safavian, and de la 
Peña, 2006). Countries without a secure transactions environment in which repossession 

6 See Galiani, González-Rozada, and Schargrodsky (2007) for a description of an innovative program that ad-
dresses these extralegal issues with respect to extending water services in Argentina.
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CHAPTER 11188

of collateral can be conducted in a timely fashion provide poor incentives for loans to 
be broadly extended. The lack of developed credit registries further restricts offers of 
credit to a select set of clients with outstanding records in regard to business transactions 
(Galindo and Miller, 2001). Moreover, information on bank account features, charges, and 
costs of borrowing money may not be widely disseminated in accessible language. The 
degree of discretionary authority loan officers have in approving or denying loans to 
applicants provides an opportunity for discrimination and favoritism to enter decision 
making. Audit studies in which demographic characteristics vary across applicants with 
matched eligibility characteristics provide the best way of measuring these costs of ex-
clusion (Yinger, 1986; Neumark, 1996), but these are only beginning to be conducted in 
the region and would be difficult to conduct in tightly knit communities where it would 
be unlikely for strangers to apply for credit.

DIRECT AND INDIRECT INTERVENTIONS TO EXPAND PARTICIPATION 
IN FINANCIAL SERVICES

Concern about welfare consequences resulting from exclusion from the banking sector 
has led some governments to promote the extension of banking services, particularly to 
the rural poor (Besley, 1995). In 2001, Mexico launched a $150 million program to expand 
banking institutions in rural areas (Taber, 2004). The National Savings and Financial Ser-
vices Bank (Banco del Ahorro Nacional y Servicios Financieros, or BANSEFI) has two main 
objectives: (a) to mobilize savings deposits, particularly in areas previously unserved 
by banks, and (b) to help popular savings and credit institutions meet licensing require-
ments through technical assistance and a one-time subsidy for upgrading.7 Banking fees 
are intentionally kept at a minimum, with no transaction fees charged and only a minimal 
service fee (about US$5) charged to open an account (Taber, 2004). The BANSEFI pro-
gram has successfully extended banking services to the unbanked population, with the 
number of savings accounts in Mexico increasing from 850,000 in 2001 to 3.3 million five 
years later. By May 2006, there were 523 BANSEFI branches, one-half located in areas 
unserved by commercial banks (Gavito Mohar, 2006). A full 70 percent of BANSEFI’s cus-
tomers are women, with average savings balances of US$150.8

The explosion of microfinance institutions in the region is often described as a 
response to the high transaction costs of banking with formal institutions. While these 
institutions have been extremely successful in extending access to credit to small busi-
nesses and the moderately poor, success in reaching the most marginalized populations 
has been more mixed (Hashemi and Rosenberg, 2006; Copestake et al., 2005; Hulme and 
Mosley, 1996). A private sector institution in Bolivia, the Promotion and Development 
of Microfinance (PRODEM), uses technology to overcome many of the most challenging 
barriers to financial access.  The institution has sixty-five branch offices located in rural 
communities lacking reliable communications infrastructure. PRODEM offers deposit 

7 BANSEFI is a successor to the National Savings Institution (Patronato de Ahorro Nacional, or PAHNAL), a previ-
ous government program focused on promoting saving accounts in rural areas.
8 This gender composition and low average balance are in part a reflection of the fact that more than one mil-
lion government subsidies under the cash transfer program Oportunidades are intentionally provided to women 
through these accounts.
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EXCLUSION AND FINANCIAL SERVICES 189

and credit accounts to rural communities through a specialized network of ATMs. The 
ATMs extend to “unconnected” communities using electronic smart cards in which are 
embedded the account information and biometrics of the client. The rural branches 
can communicate digitally with the central office and can rely on hard electronic media 
when telecommunications services are limited. Along with geographic barriers, PRODEM
addresses cultural barriers and low levels of financial literacy through its specialized 
technology. According to PRODEM estimates, 27 percent of its customers are illiterate 
and therefore unable to read standard instructions for financial transactions (Bazoberry, 
reported in Hernández and Mugica, 2003). To overcome this obstacle, a series of in-
teractive transactions has been modified to be voice-activated in Bolivia’s three main 
languages (Spanish, Quechua, and Aymara), using a simple series of color-coded touch 
screen transactions. A fingerprint identification system eliminates the need for clients to 
self-identify regularly using a long account number, which may be merely a hindrance for 
some customers and for others a cultural affront. PRODEM does not charge a fee for each 
smart card transaction, instead collecting a modest annual fee (about  US$7).9 By 2006, 
255,966 customers had savings accounts and 77,476 customers had active loans (Microfi-
nance Information Exchange, 2006). Although the smart card is activated by fingerprint 
identification, it is important to note that opening an account requires a valid national 
identity card.10

Land-titling programs, inspired by the seminal work of Hernando de Soto (2000), 
have proliferated in the region, with the promotion of access to credit as a primary ob-
jective. The theory behind these programs is that once families can provide collateral to 
a bank in the form of the title to their property, the bank will be willing to extend them 
credit. Impact evaluations of various land-titling programs have shown mixed results with 
respect to the effect of titling on leveraging credit. Research by Galiani and Schargrodsky 
(2005) in Argentina found that even when they received title to land (in a quasi-experi-
mental situation), most residents did not satisfy other requirements for obtaining  loans, 
such as formal employment status and personal documentation. Having a title to land 
was not, therefore, a sufficient condition for increasing access to credit. Evaluations of 
land-titling programs in Peru and Uruguay have yielded similar results. Boucher, Barham, 
and Carter (2007) found that the land-titling program in Peru has reduced the share of 
households that describe themselves as quantity-rationed (defined as lacking collateral). 
However, they also found that the inability to reduce exposure to risks remained the pri-
mary constraint to rationing credit in Peru, with the increase in risk-rationed households 
muting the effect of titling. In his evaluation of land-titling programs in Uruguay, Gandel-
man (2007) also found that property ownership did not increase access to the formal 
banking system or less formal financial institutions. Of households who had requested 
credit in the preceding year, 93 percent were required to show personal identification 
and 74 percent were required to show documentation of their wages, whereas only 4 
percent were asked to present home ownership documents. The emerging literature thus 

9 See Sadoulet (2006) and Hernández and Mugica (2003) for more information.
10 “Banks and Microfinance Institutions Sponsor Promotions and Incentives to Increase Clients,” La Razón (La Paz, 
Bolivia), October 11, 2005.
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CHAPTER 11190

suggests that personal identification is an important binding constraint for accessing 
credit, whereas the possession of a property title is required less often. 

Other interventions in the region have important implications for expanding financial 
access to excluded populations, even if increasing such access is not the primary objec-
tive of the programs. Many social programs in the region, including conditional cash 
transfer programs, have shifted to electronic payment of benefits rather than distributing 
cash to beneficiaries (Duryea and Schargrodsky, 2006). The previous system of distribut-
ing cash through administrative offices typically resulted in long lines, and allegations of 
kickbacks to administrative officers and political bosses were not uncommon. 

Although providing subsidies through electronic intermediaries is becoming increas-
ingly common in Latin America and the Caribbean, the services offered and the flexibility 
provided by the different programs ranges widely. In many countries, including Argentina 
and Brazil, beneficiaries can only withdraw money from the beneficiary account; they 
cannot deposit additional funds. The Oportunidades program in Mexico, in contrast, al-
lows beneficiaries to deposit other funds in the beneficiary accounts, and a new option 
is available to apply for loans (Ayala Consulting, 2006). Although distributing program 
benefits through banks may encourage some subsidy program participants to open de-
posit accounts, a more comprehensive intervention such as that in Mexico provides more 
services to beneficiaries and includes more users in the financial system. As of May 2006, 
1.2 million savings accounts had been opened for Oportunidades beneficiaries. 

How do beneficiaries view these new payment systems? In an evaluation of the shift 
to debit cards for the transfer of benefits in a welfare program in Argentina, Duryea and 
Schargrodsky (2007) found that beneficiaries report high levels of satisfaction with the 
new system, with 87 percent rating the new debit card system as more efficient.11 The 
high levels of satisfaction are highly correlated with savings of time. Moreover, the time 
saved in retrieving benefits is associated with an increase in hours of work. Beneficiaries 
also reported fewer problems meeting medical expenses after receiving the debit cards, 
suggesting that the electronic system provided an instrument to smooth consumption. 
Although only a small proportion of beneficiaries (4 percent) reported that they had 
been paying kickbacks on their benefits, this fell to 0.03 percent when the payments were 
made electronically to the accounts. The survey results also suggest that each household 
individual gains independence in the use of his or her own money under the system of 
payment by ATM. The percentage of households surveyed that declare that the house-
hold head and his or her spouse decide the use of their own money independently from 
one another increased from 6 to 12 percent. The results of the evaluation in Argentina 
regarding time use and autonomy have particularly important implications for women, 
who tend to bear the time-intensive burdens imposed by the obligations of cash transfer 
programs.

The design of the electronic transfer card itself can promote social inclusion. In the 
case of the Jefes and Jefas program in Argentina, as well as the follow-up program Plan 
Familias, the debit cards were designed to have exactly the same appearance as bank 

11 The study was based on a difference-in-difference design, since some households changed their payment 
method and others remained constant, depending on their area of residence.
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EXCLUSION AND FINANCIAL SERVICES 191

cards held by high-income individuals, so as not to stigmatize beneficiaries as welfare 
recipients. The debit cards complemented a tax rebate policy implemented by the Ar-
gentine government aimed at drawing more expenditure into the formal economy. Under 
this policy, the country’s value-added tax is reduced by 15 percentage points, from 21 
percent to 6 percent, for program participants for purchases made using the debit cards 
issued by the program. The tax savings is returned to the debit or credit account. 

Although the quality and variety of products sold at formal establishments in Ar-
gentina is higher on average than that of products available through informal shops, 
low-income families typically face high effective prices at these establishments, because 
they do not have a bank card and therefore cannot take advantage of the associated re-
bate.12 Evaluation of the modification in the program revealed that beneficiary families 
shifted their purchases to more formal establishments, making 10 percent more of their 
monthly expenditures in these establishments after receiving the debit card.13 Benefi-
ciaries clearly take advantage of the additional opportunity to shop in places typically 
frequented by higher-income clientele. Thus the country’s new approach to distributing 
benefits in welfare programs has assisted the government’s efforts to shift expenditures 
to the more formal economy, potentially increasing the tax base for social policy.

Permitting the deposit of funds from other soures into individual electronic accounts 
originally designed for a single social program requires a particular administrative frame-
work for the accounts, but this flexibility can be important for promoting savings. After 
the second monthly payment under the Oportunidades program, 94 percent of ben-
eficiaries hold accounts with positive balances. After the fifth cash payment, 5 percent 
of beneficiaries make deposits into the account from other sources of income (Gavito 
Mohar, 2006).

An inclusive financial sector allows poor and marginalized populations to access 
a broad range of financial services, such as credit, savings, mortgages, and insurance. 
Financial inclusion can be promoted through larger-scale reforms of the financial sector, 
including legal reforms that broaden the definition of collateral to movable inventories 
and strengthen a secure transactions environment as well as support for credit registries. 
However, inclusion can also be accomplished through well-designed interventions that 
lie outside the immediate realm of the financial sector. Extending identity documents 
at both the personal and residential levels has important implications for access to 
financial services. Social programs that distribute benefits in the form of electronic pay-
ments can be structured to promote beneficiaries’ inclusion and expansion into different 
financial products. New technologies applied to completing transactions, such as cellular 
telephones, have shown tremendous potential for reducing physical barriers to access. 
Microfinance institutions have demonstrated that doing business with the nonrich can 
be profitable; the next challenge is to expand this success to the remaining unbanked. 
Improving financial access should help families reduce their vulnerabilities to shocks and 
smooth consumption as well as enable them to respond to better investments.

12 The unit cost of products sold may also be lower at formal stores, potentially offsetting the tax that is presum-
ably avoided by shopping in informal shops.
13 This again involves a difference-in-difference estimation strategy, with the beneficiaries who received the card 
increasing their purchases 10 percent more than those who did not change status.
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Modern Forms of Program 
Delivery and Exclusion12C

H
A

PT
ER

In agricultural and premodern societies, access to political and economic spheres de-
pended on informal social networks, and formal laws often assigned different rights 
and responsibilities to individuals according to their ethnicity, race, and gender. Civil 

registration documents played an important role for the inheritance of property among 
eligible populations, but not in everyday life for the majority of individuals. Modern life, 
however, increasingly requires an individual to have official proof of identity to fully ex-
ercise essential functions at transaction points such as opening a bank account, voting 
in elections, obtaining microcredit or more formal credit, holding title to land, or hold-
ing a formal sector job. The millions of individuals in the region who lack valid personal 
identification are effectively shut out from economically productive activities available 
to their fellow citizens. 

Moreover, in Latin America modern forms for delivering social programs have often 
clashed with traditionally marginalized populations lacking identity documents. Al-
though the extent of underdocumentation in Latin America and the Caribbean may be 
relatively lower than that observed in other areas of the world, including Africa and South 
Asia (as measured by children’s civil registration status), the Latin American and Carib-
bean region has moved rapidly to modernize targeting systems and adopt new methods 
of distributing program benefits. Unfortunately, however, those efforts have often had 
the unintended consequence of excluding the most vulnerable from social assistance 
programs. 

SIZE OF THE UNDOCUMENTED POPULATION

A birth certificate represents an individual’s first contract with the state, a formal recogni-
tion of his or her name and identity with an implicit demand for future services. Among 
children younger than five in Latin America, approximately 15 percent lack a registered 
birth certificate (UNICEF, 2005). National estimates of the underregistration of births 
range from 7 percent in Peru to 23 percent in Bolivia and 26 percent in the Dominican 
Republic (Duryea, Olgiati, and Stone, 2006). Although comparable estimates of the lack 
of documentation among adults have not been produced regionally, reflecting in part 
the lack of a uniform and recognized methodology for accurate measurement, some in-
formation is available regarding a few specific countries in the region (Duryea, Olgiati, 
and Stone, 2007). In Peru, the National Civil Registry (Registro Nacional de Identificación 
y Estado Civil, or RENIEC) estimated that 1.5 million adults in that country did not have 
a national identity card (Documento Nacional de Identidad, or DNI) in 2005 (RENIEC, 
2005). The National Commission on Modernizing the State in Ecuador estimated that 15 
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CHAPTER 12194

percent of that country’s total population is not registered (CONATEL, 2006). Estimates 
from recent censuses in Bolivia and Paraguay place the number of adults without national 
identification cards at 750,000 and 127,000, respectively (Duryea, Olgiati, and Stone, 
2007).1

Traditionally excluded groups tend to have higher rates of underdocumentation, 
although there are some important exceptions. Throughout the region underregistration 
of births is higher in rural areas than in urban areas. Children from low socioeconomic 
backgrounds are less likely to be registered by age 5, and in many countries certain eth-
nic and racial groups have higher rates of underregistration. In the north and northeast 
regions of Brazil, for example, characterized by lower levels of education and income and 
a high concentration of Afro-Brazilians, birth underregistration is three times higher than 
in the wealthier south (IBGE, 2006). Although the birth registration of children does not 
vary significantly by gender in the region (Duryea, Olgiati, and Stone, 2006),2 in some 
countries rural adult women are less likely to possess national identity documents than 
rural men. For example, in rural areas of Peru, 17 percent of women older than eighteen 
lack any identity document (DNI or passport) versus 9 percent of their rural male coun-
terparts (INEI, 2006). In Paraguay rural women are also approximately twice as likely to 
lack a national identity document as their male counterparts (DGEEC, 2004).

Exclusion from social and economic programs can additionally occur on a discretion-
ary basis when program administrators disregard rules or even laws guaranteeing univer-
sal access; lack of compliance with some laws suggests that these behaviors may not be 
interpreted as discretionary but the acceptable practice. Qualitative research suggests 
that school directors in the region commonly use the lack of birth certificates to ration 
scarce places in schools and to restrict scholarship funds to less-marginalized children 
(Ordóñez and Bracamonte, 2005). While practices vary across countries, the pattern for 
Nicaragua has been observed regionally. Children there are permitted to attend school 
provisionally but are not permitted to receive the diploma for finishing the primary level, 
nor are they permitted to enroll in the secondary level, without presenting a birth cer-
tificate. In Honduras children may enter first grade but will not be promoted to second 
grade unless a birth certificate is presented (Ordóñez and Bracamonte, 2005). According 
to 2001 household survey data for Brazil, 8 percent of children age 7–9 were reported not 
to be attending school because of a lack of documentation (Duryea, Olgiati, and Stone, 
2006). While discretionary action on the part of individual agents may exclude individu-
als from participating in social programs in the region, it is also important to explore the 
more structured processes that have exclusionary impacts.

TARGETING

In a context of scarce resources and concerns about fraud and leakage in social programs, 
including the capturing of program benefits by better-off groups, technocrats in Latin 
America have embraced methodological advances in the delivery of social assistance. 

1 Not all countries have a national identity document, but all countries have official identity documents such as 
birth certificates, voter registration cards, taxpayer identification cards, and passports.
2 No significant gender difference is found for registration rates of children under age 5 among the countries 
studied.
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MODERN FORMS OF PROGRAM DELIVERY AND EXCLUSION 195

The desire for greater accountability requires procedures to verify eligibility for program 
benefits and monitor the transfer of funds. Rather than providing nonindividualized 
benefits on a geographical basis, program administrators utilize specific information on 
individual families and individuals to determine program eligibility and benefit levels. 
This trend in program design has also been seen in developed countries seeking more 
efficient use of resources. Much emphasis has been placed on the development of 
screening procedures to reduce “errors of inclusion,” that is, the leakage of benefits to 
nontargeted individuals. However, a trade-off may occur in the push to reduce errors of 
inclusion, with errors involving the exclusion of targeted individuals magnifying as ad-
ditional filters are added to programs.

Social programs can therefore unintentionally intensify the social exclusion of the 
undocumented by treating official identification documents as strict requirements for 
program participation. Initial exclusion can have a particularly severe impact when there 
are only limited opportunities to enter the program at a later time under a revised set 
of conditions because new openings will not arise or because reassessment opportuni-
ties occur only infrequently. Many information systems used for program targeting, for 
instance, update their household rosters only every two to three years—a major delay 
from an individual family’s perspective. In some countries, such as Colombia and Ecua-
dor, families can request to be reassessed on demand, but few households are aware of 
this right. 

It is particularly interesting to consider how conditional cash transfer programs inter-
face with documentation issues, because these programs have been at the forefront of 
adopting new targeting and benefit distribution technologies in the region. Figure 12.1 
illustrates the different stages in program design and implementation in which the lack of 

Figure 12.1
Steps in the Design and Implementation of Social Programs 
Where Underdocumentation Can Lead to Exclusion

Source: Duryea, Glassman, and Stone (2007).

a Requirement dropped after revision of targeting system.
b Indicates this approach is not typically associated with exclusion based on documentation at this step.
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CHAPTER 12196

identity documents can lead to exclusion. Programs with relatively strict documentation 
requirements have effectively excluded undocumented populations through screening or 
verification procedures.3 Other conditional cash transfer programs, however, have taken 
a more flexible approach to eligibility requirements, incorporating the acquisition of 
identity documents into program objectives. 

It is worthwhile to consider a few programs. As is the case for many conditional cash 
transfer programs, the Bono Desarrollo Humano (BDH) program in Ecuador uses an infor-
mation system to target beneficiary households. The SELBEN (Sistema de Identificación 
y Elección de Beneficiarios), also in Ecuador, includes information from a short survey 
on dwelling characteristics as well as the human capital and earnings potential of fam-
ily members. The national identification number of all household members is included 
in the SELBEN database, as well as the birth certificate number of all children up to 
age 16. Families who score in the lowest two quintiles according to a statistical estima-
tion proxying poverty status are eligible to participate in a series of targeted programs. 
However, families cannot be entered into the SELBEN if the head of the family or her 
spouse does not have a national identity document, effectively excluding them from all 
social programs that use the SELBEN for targeting, including Ecuador’s conditional cash 
transfer program (Cely, 2005). Although there have been exceptions to this regulation, 
with some families not meeting the documentation requirements initially being entered 
into the SELBEN on an idiosyncratic basis, they do not pass later checks of the targeting 
database and are dropped from it (Cely, 2005).4 A 2003 evaluation of the SELBEN found 
that the lack of documentation was an obstacle to inclusion in the SELBEN, especially 
for families in rural areas and older persons (Habitus, 2003, as cited in Cely, 2005).5 The 
targeting system is only the first filter for inclusion; the conditional cash transfer pro-
gram itself, the BDH, requires documentation from the head of the family as defined by 
the program. The targeting system designed by Brazil in 2002, the Cadastro Único, also 
records the different identity documents of family members in addition to characteris-
tics of dwellings and personal characteristics (de la Brière and Lindert, 2005). Initially, 
official documentation of the defined family head was a required piece of information 
for inclusion in the registry (stage 2 exclusion in Figure 12.1) (de la Brière and Lindert, 
2005).6 Program administrators, however, quickly recognized the exclusionary impact of 
this condition and revised the eligibility requirements (Castañeda and Lindert, 2005). 
The information system for Cadastro Único continues to collect the information needed 
to facilitate the cross-referencing of individuals across different programs, but inclusion 
in the targeting database is not predicated on identity documents. 

3 This section on conditional cash transfer programs and documentation is excerpted from Duryea, Glassman, 
and Stone (2007).
4 The program is more lenient with respect to the documentation of minors. The binding constraints refer to the 
documentation of the head of the family, as defined by the program, or her spouse.
5 The requirement for documentation to enter the SELBEN was dropped in a subsequent reform; however, the 
requirement for documentation to enter BDH was retained. Calculations provided by the SELBEN showed that 
115,994 households that satisfied the eligibility requirement in terms of the proxy test for poverty status were 
deemed not eligible to participate in BDH because the mother in the family lacked a national identity document 
(DNI) (IDB, 2006d).
6 Information for the Cadastro Único is collected by municipalities. In a 2003 audit, 63 percent of municipalities 
reported that they made entry into the database conditional on documentation (de la Brière and Lindert, 2005).
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MODERN FORMS OF PROGRAM DELIVERY AND EXCLUSION 197

However, as in the case of the conditional cash transfer program in Ecuador, the de-
fined head of the family is required, in order to enroll in Brazil’s conditional cash transfer 
program, Bolsa Familia, to provide an official form of identification, such as a social secu-
rity card, taxpayer identification card, or voter card. Engel Aduan (2006) reports the lack 
of documentation among designated family heads has resulted in a rejection rate of 10 
percent from the program. Traditionally excluded groups have been found to be particu-
larly vulnerable to omission from the targeting system for the program. A recent govern-
ment study found that 16 percent of residents of Quilombo communities, isolated areas 
inhabited by descendants of escaped Afro-Brazilian slaves, lacked any form of an official 
identity document and will be excluded from program benefits even after a planned 
extension of the targeting system to their communities (Cézar Nunes, 2007). Targeted 
documentation campaigns are planned to address this challenge.

Conditional cash transfer programs in Mexico and Central America can be character-
ized as taking a more neutral approach to official documentation, with administrators 
preferring to use other ways of selecting and enrolling beneficiaries in recognition of the 
high rates of underregistration among indigenous and poor populations. Oportunidades 
(previously Progresa, Mexico), Red de Protección Social (Nicaragua), and PRAF (Pro-
grama de Asignación Familiar, Honduras) do not require official documentation at the 
targeting and program enrollment phases. Oportunidades, for example, accepts local 
forms of identification that include photographs (Acosta Urquidi and Burstein, 2006). 
However, some programs have found that too much flexibility with respect to identity 
encourages misreporting. In response to some families’ listing ghost or neighbor children 
to receive higher benefits, PRAF began verifying the birth certificates of all children de-
scribed as family members of a potential beneficiary household. 

Some countries attempt to limit potential clashes between eligibility rules and 
underdocumentation by undertaking civil registration campaigns in communities im-
mediately before a program is launched. In Colombia, for example, communities with 
high rates of underregistration that are scheduled to be included in the conditional 
cash transfer program Familias en Acción are first provided, through a targeted cam-
paign, with information about civil registration before the program is launched locally. 
The information system SISBEN (Sistema de Selección de Beneficiarios para Programas 
Sociales—System for Selection of Beneficiaries for Social Programs) collects information 
on documentation status, but entry into the conditional cash transfer program is open to 
those with missing documentation. However, families do not receive the subsidy avail-
able through the program until the mother meets the documentation requirements for 
herself; missing documentation for children is not penalized for the first six months after 
enrollment in the program. Ordóñez and Bracamonte (2005) report that many families 
experience delays in receiving benefits as a result of problems with their documenta-
tion, although less than 5 percent remain permanently excluded from receiving benefits. 
Although Colombia’s approach of allowing enrollment but denying payment is somewhat 
more lenient than denying program eligibility, once the preprogram documentation 
campaign has run its course, no formal resources are available from the cash transfer 
program to subsequently assist families in obtaining their documents. To reduce poten-
tial exclusion from Bolsa Familia, Brazil has also begun to focus registration campaigns 
on poor communities.
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CHAPTER 12198

Some social programs have incorporated documentation as a program target rather 
than a prerequisite. The most proactive stances are taken by Chile (Chile Solidario), 
Argentina (Plan Familias), and Peru (Juntos), where identity documents have become 
objectives for participating families with members lacking identity cards or birth cer-
tificates. In Chile Solidario, families are not subject to behavioral conditions but rather 
set objectives in seven areas, including identification, with the help of social workers. In 
2004, 14 percent of beneficiary families set a goal of obtaining identification for at least 
one family member (Galasso, 2007). In the first year of its Programa Puente, Chile Soli-
dario issued over 26,000 DNIs to poor families who were undocumented at the start of the 
program (Provoste Campillay, 2004). In the design phase of Plan Familias, pilot surveys 
in two Argentine municipalities indicated that 15–17 percent of intended beneficiaries 
lacked national identity cards, and the program subsequently developed procedures to 
assist families in acquiring identity documents. In the first year of the Juntos program in 
Peru, 85 percent of the 15,000 cases of mothers and children lacking identification were 
resolved.

Social programs that have adopted identification of beneficiaries as an objective 
have learned that it is not sufficient to make demands upon clients or civil registration 
systems without providing supporting resources. Many families with long-standing iden-
tity issues find themselves in a legal quagmire they are unable to navigate without skilled 
assistance. The provision of notaries, social workers, and lawyers is often necessary to 
help families navigate complex codes.

BANKING

The shift to distributing welfare subsidies through financial institutions represents a fur-
ther modernizing trend that may have magnified exclusion.7 Banking institutions in Latin 
America and the Caribbean generally require official documentation for face-to-face 
transactions or opening individual accounts. Most transfer programs, such as Familias 
en Acción in Colombia, require the main beneficiary to possess a national identity card 
because the bank where she collects her benefits requires this when verifying payments; 
when programs decide to provide benefits via electronic means, very few continue to 
offer recipients the option of collecting benefits in cash from the administrative office, 
a necessary condition for those who lack the documents required by banks (Agencia 
Presidencial para la Acción Social y la Cooperación Internacional, 2005). Oportunidades 
in Mexico is an important exception. Although most beneficiaries have embraced the 
financial accounts associated with Oportunidades, a small but solid proportion of the 
program’s clients continue to collect in cash. 

There may be many potential benefits to shifting the payment systems of social 
programs from cash to electronic payments through financial systems. For example, in 
Argentina and Ecuador the government varies the date of payments for the cash transfer 
programs based on the last digit of the recipient’s DNI, reducing possibilities for crime. 

7 Because distributing cash is dangerous for program administrators and can be linked to accusations of corrup-
tion, transfer programs increasingly are shifting to distributing subsidies through financial institutions. 
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MODERN FORMS OF PROGRAM DELIVERY AND EXCLUSION 199

These benefits, however, may come at the price of not including the most vulnerable 
families in the programs.

REFORMS TO EXTEND COVERAGE

Achieving universal coverage of identity documents is particularly challenging in environ-
ments in which the percentage of hospital births is low, previous generations lack docu-
mentation, and trust in public institutions is low. The intergenerational transmission of 
“invisibility” presents one of the most difficult challenges to overcome, because another  
layer of complexity is added when parents lack documentation. Even children of un-
documented parents who are born in hospitals with official witnesses present must pass 
through an additional bureaucratic layer, since an undocumented mother must present 
two witnesses of her own birth to establish maternal identity, and the witnesses them-
selves must possess valid identity documents. Social norms pose additional problems, 
as some mothers would prefer not to register their children at all rather than officially 
declare them fatherless. Successful campaigns to extend documentation must address 
cultural issues as well as legal obstacles faced by many families.

Many countries have eliminated fees for registration within a specific time period 
after birth, typically the first month, but direct costs pose only part of the problem. For 
those in rural and remote areas, journeying to the civil registry office can involve consid-
erable indirect costs in regard to time and travel. Some countries have developed mobile 
units, including boats, to reach particularly remote areas. Regular visits by these units, 
rather than irregular campaigns, are necessary for sustained progress in reducing under-
registration and maintaining up-to-date documentation for adults.

Until recently, entries into the civil registry in the region continued to be made man-
ually in bound books that were not necessarily catalogued in any centralized system, and 
it was difficult to capture this information on photocopies or microfilm for use elsewhere. 
The challenges to modernizing civil registration in Latin America and the Caribbean are 
striking; in Mexico, for example, until quite recently the decentralized civil registries of 
the country’s thirty-two states had more than 100 different formats and procedures for 
registering births. With a few exceptions such as Chile and Mexico, few countries in the 
region have overhauled their civil registries with efficient procedures and integrated 
computer technology. Most countries remain far from their goals in this area, and deep 
institutional reform is essential to meet those goals. Efforts to improve coverage have 
so far largely concentrated on short-run campaigns that have failed to produce lasting 
results. Nonetheless, more than a few countries are moving steadily in the direction of 
providing unique identification numbers at birth that follow individuals across differ-
ent documents and programs, complete with biometrics. Until countries universalize 
identification, the rules that govern social programs must carefully address the issue of 
underdocumentation. 
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Advancing Inclusion

PART III
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Social exclusion in Latin America and the Caribbean continues to evolve in ways that 
are still poorly understood. This report has examined how newer, more modern 
forces are interacting with centuries-old forms of exclusion based on race, ethnic-

ity, gender, and other group traits, inducing a more complex form of exclusion that is 
evident in much of the region today. 

The excluded are poor and have chronically unstable work lives. Low wages and ex-
clusion from social insurance mechanisms make the excluded more vulnerable in all di-
mensions of their social life. Neighborhoods rife with crime, lack of access to basic social 
and public services, discrimination, political disenfranchisement—all compound to limit 
the ability of the excluded to obtain outcomes valuable in a market economy. A large frac-
tion of the excluded population belongs to groups that have been historically excluded 
based on their race, ethnicity, gender, and other group traits: exclusion in the region is 
as brown-skinned as poverty is. But looking at exclusion exclusively through the lenses 
of ethnicity, gender, and race can obscure the impact of modern forces of exclusion which 
affect an even wider and more diverse group within the population.

An especially important locus of these modern forces of exclusion is the labor market. 
The increase in the number of low-wage jobs is a bad omen for productivity and growth, 
and for many the labor market has become a source of exclusion rather than a path to-
wards social integration (see Chapter 5). A growing body of literature on the impact of the 
investment climate on employment generation (Aterido, Hallward-Driemeyer, and Pagés, 
2007, and references therein) suggests that economic growth and an improving business 
climate are crucial for attacking bad jobs as a source of exclusion. At the very least, one 
could argue that a faster-growing economy is better positioned to finance the transfer of 
resources towards (traditionally and modernly) excluded groups with much less political 
cost than a stagnant economy.

That said, the multidimensional nature of social exclusion in areas such as labor 
markets should alert us to the ineffectiveness of silver bullets, like economic growth, in 
attacking it. Exclusion needs to be deconstructed in its many interrelated dimensions via 
a range of actions at different societal levels by different social actors. 

What role can public policy play in overcoming exclusion derived from such distinct 
forces and advancing inclusion to ensure more equal access to services and opportunities 
for all citizens? Like the literature on exclusion itself, the literature on public policy and 
inclusion is highly limited and relatively narrow, with little systematic evidence on what 
works best. There are no dynamic theories of how exclusion works, no body of research 
and analysis about how to construct “inclusive” public policies, no fixed set of applied 
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CHAPTER 13204

policies and programs tested and ready to come off the shelf. Few, if any, policy initia-
tives use the term “inclusion” as the principal policy objective. 

Yet the region is not starting from zero. There exists a set of policy instruments, in-
stitutions, and laws that are designed to promote more inclusive outcomes for specific 
groups or improve the performance of groups in key areas. In many instances protest 
movements have been successful in defining groups by the process that generates their 
exclusion (piqueteros and the unemployed in Argentina, for example), or in re-creating the 
social and political identity of traditionally excluded groups (such as the movimiento indi-
genista in Ecuador) (see Chapter 9 for a discussion of this issue). Some results have been 
tested over time; the effectiveness of other interventions is still to be determined. Be-
yond single program interventions, less is known about the whole—that is, which of these 
instruments, policies, or laws is most critical or what key instruments work together to 
promote inclusion and how they do so. What is the broader framework within which dis-
tinct policies and programs operate? Can we learn something more fundamental about 
how public policy in regard to inclusion operates, or is it all country and sector specific? 

Given such a limited knowledge platform and the perils inherent in overgeneralizing 
for very distinct national policy and exclusion contexts, this chapter offers very modest 
objectives. It seeks to contribute to an understanding of the workings of public policy and 
inclusion by first analyzing—via a set of fundamental questions—the nature of inclusion 
being sought (e.g., is it static or is it dynamic?). After surveying the nature of inclusion, 
it then argues that it is more accurate to look at inclusive public policy as a public policy 
process rather than as a public policy end point (i.e., a single objective achieved at one 
point in time). It concludes by briefly reviewing how such an understanding may help 
in a rethinking of how nations view and construct an approach to combating exclusion. 
Chapter 14 follows the framework laid out in this chapter to provide more specific Latin 
American and Caribbean experience with the public policy building blocks of inclusion. 

Given the current constraints of evidence, experience, and knowledge, the chap-
ter seeks to make an analytic contribution to the thinking, or more likely rethinking, of 
public policy in regard to inclusion using the inputs of previous chapters. Such analytic 
objectives do have concrete policy implications, as they can inform and strengthen the 
content of strategies, policies, and action plans that need to follow in order for inclusion 
to be achieved in any particular national context. To begin to construct such an analytic 
framework, though, one must return to the original question posed in this volume—what 
is social inclusion to achieve?—and ask what this means for “inclusive” public policy.

ADVANCING INCLUSION VIA PUBLIC POLICY: TOWARDS SOME 
FUNDAMENTALS

To What End? Setting the Parameters for Inclusion and Public Policy

What does an inclusive society look like? What would public policies designed to achieve inclusion be seek-
ing? Very broadly, an inclusive society would be a society with low rates of inequality 
based on group characteristics and high rates of social mobility among classes (Chapter 
6). In this inclusive society, opportunities and services would be available equally based 
on the rights of citizens, and advancement would be based on merit and effort. Political 

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



INCLUSION AND PUBLIC POLICY 205

representation would be increasingly representative and resources apportioned on a 
nondiscriminatory basis (Chapter 9). An inclusive society would not necessarily be de-
void of poverty and social ills, but the color of a person’s skin and the wealth of a person’s 
parents would not be key determinants of who is poor, how well he or she is educated, or 
whether he or she receives proper medical care (Chapter 2). 

An inclusive society is not just about inclusive outcomes, however. Inclusion affects 
not only the results of public policy, but also the way those results are achieved. Inclusion 
aims to achieve equality in access and opportunities for excluded groups by bringing 
excluded groups into the social, economic, political, institutional, and community struc-
tures that make decisions about access and opportunities. In most cases, this represents 
a significant transformation regarding the way resources are apportioned, political insti-
tutions are designed, and opportunities are accessed (Chapters 4, 5, 9, and 12). Inclusion 
is thus central to democracy, for greater inclusion advances the quality of representation 
(Chapter 9). When inclusion is viewed in this way, a society cannot be economically inclu-
sive without being politically and socially inclusive as well. An inclusive society would not 
likely have equality in education without also fostering greater political participation and 
local participation in schools. Many argue as well that inclusion and the fundamentals for 
addressing the region’s inequality can realistically be achieved only via a social compact 
(Birdsall and Menezes, 2004).

Can any nation in the world today be said to have arrived at inclusion for all groups? Can inclusion 
be achieved in one public policy field and not another? For example, despite significant progress, 
have women achieved equality of opportunity in any nation? Among the developing re-
gions of the world, Latin America and the Caribbean is the one that has made the most 
significant progress in women’s education, labor force participation, and political partici-
pation. Yet at the same time, the region has some of the highest rates of occupational 
segregation for females in domestic and clerical work, has not achieved standards of 
equal pay for equal work, and has large majorities of women employed in informal work, 
particularly indigenous women. The example of gender illustrates that inclusion is not a 
single arrival point, but a continuum of different “degrees” of inclusion in distinct fields 
(e.g., labor markets, political participation, social interactions) that may be at different 
stages of advancement over relatively long historical periods (Chapters 1 and 2). Even 
within a specific public policy field—say, education—there can be distinct degrees of 
inclusion (Chapter 2). For example, inclusion of members of indigenous groups may be 
more advanced in one subfield (primary education) than another (university-level educa-
tion), and although inclusion has increased markedly for women at the university level, 
indigenous women have sustained the smallest gains among women in this area.

Is inclusion pursued for all groups simultaneously and in the same way? Looking back in time 
historically offers another insight into what might now be understood more as a spec-
trum of inclusion, not a single end point (Chapter 1). Movements or advocacy for inclu-
sion can be led by a single group (e.g., women, although many women may belong to a 
number of excluded groups) or by the combined forces of a number of excluded groups. 
For example, although the U.S. civil rights movement of the 1960s was principally led by 
African Americans, a key policy result, the 1964 Civil Rights Act, barred discrimination 
on the basis of a wide range of group traits (race, religion, gender, ethnic origin). In the 
U.S. case, the women’s movement began at the turn of the last century with a push for 
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CHAPTER 13206

the right to vote, and the civil rights movement for African Americans made strong and 
rapid advances in the 1960s based on a wider set of voting, civil, economic, and social 
rights. Although the women’s movement gained steam earlier, gender was “added” at the 
last minute to pending congressional civil rights legislation by some who hoped it would 
doom the whole advance. The U.S. experience demonstrates what is observed world-
wide: that the inclusion process can have distinct historical trajectories and different 
priorities for different groups, as well as unplanned, historical accidents. 

Viewing inclusion more as a spectrum of inclusions in distinct fields (e.g., cultural, 
employment, education, as reviewed in Chapters 1 and 2) allows for a better understand-
ing that groups may have different priorities in that inclusion at different points in time 
(e.g., indigenous peoples seeking land rights and cultural autonomy; persons with dis-
abilities seeking physical access to government buildings and workplaces). This is not to 
deny the important commonalities among groups and the importance of groups working 
together towards equality of opportunities. At its core, groups are seeking access to their 
rights, those provided to all citizens regardless of their skin color or ethnic origin. To con-
tinue with the example of the U.S. civil rights and women’s movements, at different points 
in time these two movements collaborated with one another and advanced key policies 
that benefited all excluded groups.

Will a nation arrive at inclusion and never regress? Even those nations considered highly 
advanced towards inclusion cannot be considered in a static state. Developed countries 
that have gone through periods of nation building in which they expanded suffrage and 
economic inclusion can regress and fracture. New socioeconomic pressures or pressures 
exerted by the arrival of new migrant groups may result in the reassertion of old or new 
patterns of discrimination. European countries such as France and Germany, hosting an 
influx of immigrants from Muslim countries in the context of slowed economic growth, 
face challenges of inclusion on different terms than considered for earlier groups. The 
prior chapters have laid out how Latin America and the Caribbean can evolve into more 
complex forms of exclusion even before making significant advances against the tradi-
tional sources of exclusion, such as those based on race and ethnicity.

VIEWING INCLUSION AS A PUBLIC POLICY PROCESS

This multidimensional, multigroup understanding of inclusion as sought progressively 
over time offers a distinct perspective on what inclusive public policy is and what it is 
not. Inclusive public policy is not a single policy or policy end point. It is not a goal whose 
achievement means that none of the mechanisms designed to promote inclusion are 
needed any longer. As set forth in the questions above and in Chapter 1, inclusive public 
policy should be seen as a dynamic policy process aimed at actively promoting social, 
economic, and cultural equality, addressing past and present discrimination of excluded 
populations, and achieving diversity on a continuously improving basis. “Process,” in this 
instance, means that advances in one area are needed to make advances in the other; 
for example, social and economic inclusion cannot be achieved without political inclusion 
as well. This stems both from the interrelated nature of exclusion (e.g., exclusion in one 
field is linked or gives rise to multiple other exclusions), and from the very nature of socie-
ties, which are constantly changing and introducing new schisms or even new excluded 
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groups. Although this may seem 
straightforward, and some might 
argue that development itself is 
a process, an understanding of it 
is not reflected in the way public 
policies are designed to advance 
inclusion. 

When inclusion processes 
begin to take shape, they do so 
in an environment in which ex-
clusion is likely still operating in 
many sectors. This means that 
new programs, policies, and cam-
paigns are initiated while exist-
ing programs and policies may 
continue to produce exclusionary 
outcomes, or conversely that policies and programs intended to be inclusionary may 
have unintended effects that must be adjusted midcourse. 

The dynamics resulting from the simultaneous forces of inclusion and exclusion in 
a society cause the public policy process to move not in a straight line forward, but for-
ward in some areas, not much at all in others, and backward in yet others. On a purely 
observational level, this mirrors what is commonly perceived by excluded groups; they 
may advance in some fields but not others, or at least in distinct time frames. As noted 
in the initial questions posed in the previous section, inclusion rarely, if ever, seems to 
come to a finite end point; rather, new outcomes (both inclusive and exclusive) continue 
to feed back into a public policy process of further refinement and advances in structure. 
As previously observed, developed countries thought long to be on the road to inclusion 
can veer backwards with the exclusion of new groups.

Understanding inclusion as a process means that the impact of a single policy or 
program cannot be considered in a vacuum. If exclusion is embedded in a range of 
institutions, processes, and social interactions, then its undoing is a multilayered, dy-
namic process in which advances in regard to one form of exclusion may be spurred by 
advances in another field (e.g., political representation). In understanding inclusion as 
a long-term process, gone is the notion that there is a single program or initiative that 
in itself will achieve inclusion. There is no silver policy bullet. Inclusion is a long-term, 
ever-dynamic process.

Three Levels: Normative, Institutional, and Instrumental

If inclusion is a process, of what does it consist? Although there are distinct historical, 
cultural, and social differences among countries, this chapter proposes that public policy 
operates within three interrelated levels to address inclusion (see Figure 13.1) and that 
public policy on these three levels interacts with societal and cultural changes, result-
ing in a much larger societal process (illustrated in Figure 13.2). These three levels—or 
frameworks—are the normative, institutional, and instrumental. 

Societal

and cultural

change

Figure 13.1
Inclusion Policy: Three Levels

Normative

Institutional

Instrumental:
Policies and

programs
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CHAPTER 13208

The normative framework refers to the fundamental laws and constitutional provi-
sions of a nation that govern the fair treatment and rights of citizens in a nondiscrimina-
tory manner. This is the “macro” framework from which institutions and later policies and 
programs for inclusion derive and operate. Inclusion calls for a constitutional and legal 
framework that recognizes collective (group-based) rights as well as individual rights. 

The institutional framework refers to the set of institutions that develop and execute 
laws, programs, and policies. For public policy to succeed in advancing inclusion, the 
institutions that design and administer laws, policies, and programs must also operate 
inclusively.

Finally, the specific instruments—policies and programs—designed to achieve 
proinclusionary outcomes constitute the instrumental framework. In an ideal situation 
these inclusionary outcomes would feed back into the normative and institutional frame-
works, whose changes would in turn result in new programs and policies that deepened 
the inclusionary outcomes. Chapter 14 discusses in greater depth distinct Latin American 
and Caribbean experience within each of these three frameworks.

Once an inclusion process has begun in some form, all three levels—normative, 
institutional, and instrumental—appear to be represented, albeit with very distinct 
levels of intensity. There is simply no known example in which a nation has sought to 
address inclusion or some form of group-based stigma and discrimination and effected 
only a program change, without institutional and legal changes as well. Inclusion even in 
its incipient stage involves all three policy levels in some form. This stems most funda-
mentally from the multidimensional nature of exclusion—from a nation’s constitution, to 
inside its institutions, to within the programs and policies of its government. 

On any of these three levels, public policy does not function in an isolated fashion. 
Rather, public policy operates in distinct national contexts in which society at large both 
influences policy and is influenced by it. Nina Pacari Vega (2004) writes that inclusion is 
twofold, encompassing both governments and societies at large. How society at times 
propels change, takes to the streets, or incorporates gains (or losses) from government 
policies shapes very distinct inclusion processes at the national level. What do we know 
about how social inclusion happens or can be made to happen via the interactions of 
society and public policy? Although we can find different actors linked to inclusion ex-
amined in the political science literature—that is, the role of social movements, political 
parties, and elites (Chapter 9)—few studies have been conducted with the explicit inten-
tion of mapping how social inclusion does (or does not) happen.1

Such a mapping might begin to unlock a more systematic understanding of the 
interactions among the three policy levels and how public policy links to the wider con-
text of societal and cultural change—change that is both an input (“driver”) and output 
(“result”) of the inclusion process. The record of gender inclusion in Latin America and 
the Caribbean clearly tells the story that changes within society—in the role of women, 
respect for their rights, their economic contributions—have been fundamental to the 
public policy changes that have been driven by or responded to changing societal no-
tions about women (Buvinić  and Roza, 2004). 

1 Aggleton, Parker, and Maluwa (2004) lay out a framework related to overcoming stigma and discrimination rooted 
in HIV/AIDS.
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INCLUSION AND PUBLIC POLICY 209

Deconstructing the key elements of an inclusive public policy process, one can 
view distinct factors or drivers that play a critical role in inducing the changes in policy 
“means”—within the normative, institutional, and instrumental frameworks—necessary 
for public policy to lead to more inclusive outcomes. Figure 13.2 illustrates these rela-
tionships in their rudimentary form. Societal drivers stimulate the distinctive changes 
at the normative, institutional, and instrumental levels that contribute, in the best-case 
scenario, to more inclusive outcomes in specific fields or sectors. These inclusive public 
policy outcomes in turn feed back into motivating and stimulating additional normative, 
institutional, and instrumental changes that stimulate additional outcomes. Indeed, as 
noted in the initial questions posed in this chapter, inclusion does not reach a finite end 
point. Countries have been known to regress in regard to incorporating new groups into 
their societies even after other groups have been included successfully.

Figure 13.2
Inclusive Public Policy: A Dynamic Process

MEANS

Normative
1. Strengthened constitutional and

legal frameworks

Institutional
2. Reformed institutions

Instrumental
3. Policies and programs

• Affirmative action
• Sectoral social programs
• Economic development

OUTPUTS

• Enforcement and protection of
right of excluded groups

• Greater participation of and voice 
for excluded groups

• Greater political representation of
the excluded

• Improved program execution and 
design

• Increased socioeconomic returns 
from program interventions

• Contribution to changed societal
attitudes

DRIVERS

Political leadership

Socioeconomic-sociocultural
pressures/change

Civil society
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CHAPTER 13210

Drivers

Who or what is able to stimulate the chain of social, political, and economic changes 
needed to advance towards inclusion? Although other factors can be noted, the principal 
“drivers” of such a process identified in the literature are political leadership (as mani-
fested in “political will”) to implement needed social, political, and economic changes; 
civil society (more highly organized and active civil organizations lead to both pressure 
and support for public policy changes); and socioeconomic and cultural change. When 
functioning well, dynamic inclusion processes include organized and representative civil 
society organizations with both national and international links, representative and more 
proactive political leadership and institutions, and wider cultural and social change, 
which propels acceptance of and leadership in regard to inclusion.

At the center of many analyses of the key forces propelling inclusion is the role played 
and leadership exerted by representatives of excluded groups themselves. Civic orga-
nizations and alliances of organizations are as essential to the lifeblood of democratic 
development (well studied) as to inclusion (less studied). The advancement of women’s 
rights in Latin America and the Caribbean has been the result of coordinated advocacy by 
women’s organizations, principally in the 1980s and 1990s. Indigenous organizations have 
become essential sources for articulating social demands and for political organization, 
as evidenced in the advances of indigenous movements in the Andean nations in recent 
years and the election of Evo Morales in Bolivia. Nina Pacari Vega (2004), Ecuador’s first 
indigenous minister of foreign affairs, writes that social inclusion should be viewed from 
two perspectives: inclusion of the views of indigenous peoples in the national economic 
and political debate, and the social inclusion that indigenous authorities should exercise 
for their local societies by voicing their communities’ opinions and participating in local 
decision making. As Aggleton, Parker, and Maluwa (2004) found in studying civic organi-
zations for persons with HIV/AIDS, participation within such organizations is essential 
to overcoming societal stigmas impeding self-identification with the disease. Advocacy 
flows from the self-identification and mutual support provided by participation within 
such civil organizations. Judith Morrison (2006) points to the example of Organización 
de Desarrollo Etnico Comunitario (ODECO), a Honduran nongovernmental organization 
comprised of indigenous and Afro-descendant groups that has increased these groups’ 
access to the president and high-level decision makers and has translated this greater 
access into greater influence in national policymaking. Ecuador offers a case in which 
years of organization by indigenous peoples followed by the organization of Afro-descen-
dant groups has played a central role in that nation’s path towards social inclusion (see 
Box 14.4).

The political system has also had to adapt to the changing pattern of inclusion and 
exclusion by responding to, or at least dealing with, the demands of groups whose po-
litical identity does not arise from race or ethnicity, but rather from their lack of access 
to resources and employment. Social movements such as the Landless Rural Workers’ 
Movement (Movimento dos Trabalhadores Rurais Sem Terra, or MST) in Brazil or the 
piqueteros in Argentina interact with the political system in two important ways (see Chap-
ter 9). First, with their practice of contentious politics they are able to nudge the political 
system towards taking action to distribute resources to their members. Second, the MST 
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INCLUSION AND PUBLIC POLICY 211

and the piqueteros themselves have been used by the government to channel resources 
(such as land titles or cash transfers) towards their members.

The policy advocacy role of civil organizations in Latin America and the Caribbean in 
particular has benefited greatly from international contacts and international networks; 
thus an advanced version of Figure 13.2 would include international dynamics as well. 
AfroamericaXXI and Mundo Afro function via partner organizations of Afro-descendants 
throughout Latin America and the Caribbean that build regional identity and support 
wider regional rights processes, such as the follow-up to the 2001 United Nations Con-
ference to Combat Racism, Racial Discrimination, Xenophobia and Related Intolerance 
in Durban, South Africa, and the Regional UN Santiago Conference of Latin American 
and Caribbean representatives in 2000 that developed Latin American input and com-
mitments to the Durban Conference. Romero Rodríguez, the founder of Mundo Afro, 
explains the international dynamic in the Afro-descendant community following the 
Santiago Conference: 

Santiago forced Afro-descendents of the Americas to place their devel-
opment within a regional perspective and to articulate the demands 
along with their sister communities. This created a new drive, in which 
these communities began to look at themselves in relation to the African 
Diaspora in the world. . . . Afro-descendents must generate proposals 
and present their perspective on development agendas in order to make 
the human rights debate more profound [in order to] prompt action and 
changes in attitudes on involvement by governments and their institu-
tions. (quoted in Morrison, 2006: 222)

Political leadership can play a role as either a driver of or a brake to the inclusion 
dynamic. Authoritarian governments, in particular, may base their power and identity on 
highly institutionalized exclusion enforced through exclusionary laws and extralegally 
through violence. The South African political leadership, highly sheltered via institution-
alized racism after 1948, severely repressed the active civic organization of black South 
Africans. Only after decades of civic organization and civil disobedience, and growing 
international isolation and sanctions, did the elite finally give way to the dismantlement 
of apartheid in 1990. Although such an agency was much sought after by Afro-Brazilians, 
it was the leadership of President Luiz Inácio Lula da Silva that eventually proved to be 
the catalyst in the creation of the Special Secretariat for the Promotion of Public Policies 
for Racial Equality (Secretaria Especial de Políticas de Promoção da Igualdade Racial, or 
SEPPIR), the national agency on race (see Box 14.2).

All three of the drivers discussed are simultaneously providing input into a nation’s 
inclusion process when it is in its fuller phase. In Latin America and the Caribbean today 
inclusion processes, or movements for the rights of key excluded populations, are front 
and center in the political life of several nations; in others an inclusion debate is barely 
perceptible. Possible explanations for these differences in timing and prominence include 
the following, many of which relate to the quality and nature of the societal “drivers”: po-
litical stability/political leadership, strength and presence of civil society organizations, 
strength and intensity of past repression/exclusion, and the dynamics of new forces of 
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CHAPTER 13212

exclusion, such as violence and marginal work. Chile’s most recent innovations in social 
policy via Chile Solidario, investments in indigenous development, and policy attention to 
persons with disabilities can be partially attributed to the country’s political history and 
recent electoral (party) stability, which has avoided chronic political swings that politicize 
and undermine the effectiveness of government institutions and programs.

The Inclusion/Exclusion Dynamic: Making History

How does the interrelationship of civil and political society work in practice towards 
inclusion? While systematic study of inclusion in specific national contexts is scant, one 
can observe an identifiable interrelated process at work in periods of heightened histori-
cal social and political movements. In countries outside of the region, one can detect 
historical periods in which more intense reforms and programs were inaugurated in con-
centrated time frames, constituting important historical moments of change. Depending 
on the country, these higher-profile historical periods represent the confluence of so-
cioeconomic pressures, institutional political change, and the growing visibility of social 
movements. Examples of such periods include postapartheid South Africa; the United 
States in the 1960s, with the civil rights movement, and in the early twentieth century, 
with the women’s suffrage movement; and Malaysia in the 1980s, with the country’s New 
Economic Policy. In these cases, one can clearly see the importance of the confluence of 
activated civil organizations drawing on political will or leadership (governmental) and 
propelled by socioeconomic changes that bring inclusion to the forefront as a national 
priority in key moments in a nation’s history. Within Latin America and the Caribbean, 
seeds of historical change may also be in process with the election of Bolivia’s first indig-
enous president in 2006 and the election of Lula in Brazil, who has put a new spotlight on 
the inclusion of Afro-Brazilians.

TOWARDS ADVANCING INCLUSIVE PUBLIC POLICY

As stated at the chapter’s outset, how public policy does, or more importantly, can work to 
advance inclusion is a vastly open field. Systematic review of policies and their impacts, 
and more importantly of the interactions among different policies (e.g., what changes 
trigger what other changes), is scant. Even affirmative action, the public policy most 
associated with addressing exclusion, has been subject to little systematic research 
in respect to Latin America and the Caribbean. Given the multidimensional nature of 
exclusion, it is widely agreed that to be effective, affirmative action must be part of a 
complementary “set” of proinclusion policies; yet the content and nature of this set of 
complementary policies is rarely spelled out or more importantly introduced along with 
a new affirmative action effort.

The review of exclusion and Latin American and Caribbean experience presented in 
this report points to some key conclusions to guide future public policy:

• The inclusion process is dynamic and interrelated; changes in one area (e.g., 
education, Chapter 2) are necessary, but are not sufficient, to bring about 
changes in another (e.g., labor markets, Chapter 5).
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INCLUSION AND PUBLIC POLICY 213

• Inclusion is not achieved at a single point in time, but is more realistically 
viewed as a spectrum of advances in a wide range of sectors at different points 
in time.

• Countries do not “arrive” at inclusion and remain fixed there. Countries can 
regress in some forms of exclusion and advance in others; individuals may 
experience discrimination based on their group affiliation in some areas and 
not others (Chapter 1). 

• New groups and new forms of exclusion (e.g., exclusion as a result of violence, 
Chapter 10) likely need to be considered and addressed over time, as they 
arise, with the groups integrated and the new forms of exclusion remedied; 
this places the incorporation of rights frameworks at the center of institutional-
izing inclusive societies (Chapter 1).

• Inclusion should change outcomes, but most importantly it should change how
outcomes are achieved and how opportunities are made available in a society. 
Thus, central to inclusive public policy is changing the nature of participation 
and decision making, as well as the nature of political representation in demo-
cratic societies.

• Excluded groups can have different priorities in advancing towards inclusion, 
and the historical sequencing of these advances can differ from group to 
group.

The formulation and implementation of inclusive policies is a very complex process 
in which changes in norms, institutions, and policy are driven by the interplay of differ-
ent social actors in a particular historical setting. This means that no “one size fits all” 
kind of prescription will be of much help to policymakers interested in advancing inclu-
sion. History and the analysis of historical experiences of the process of inclusion are a 
better guide to the extent that they help us understand how different actors in different 
countries have interacted within different normative, institutional, and policy frameworks 
to achieve (or fail to achieve) a more inclusive society. This is the purpose of the next 
chapter.
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The Inclusion Process 
in Motion in Latin America 
and the Caribbean14C

H
A

PT
ER

The picture of exclusion in Latin America and the Caribbean presented in this report 
is complex and ever changing, one in which traditional sources of discrimination 
are interacting with new, more complex forms of exclusion associated with democ-

ratization, macro stabilization, and globalization. The last twenty-five years have seen 
advances and setbacks for different groups regarding different exclusionary factors in a 
historic inclusion/exclusion cycle that has changed both the targets of exclusion and the 
mechanisms through which they are excluded. 

In many countries in the region, the public policy case is still being made for the fun-
damental importance of greater inclusion in unlocking the pervasive inequality, poverty, 
and injustice plaguing the region. The “outsiders” are no longer marginal, but comprise 
large majorities of distinct populations. Public policy knowledge and experience on at-
tacking exclusion is sorely limited, particularly in regard to the kinds of exclusion found in 
Latin America and the Caribbean. Yet elements of public policies and programs that can 
begin to address this inclusion/exclusion cycle are in evidence throughout the region. 
The objective of current policy initiatives is not inclusion explicitly and entirely but an 
inclusive outcome, such as redressing past discrimination (e.g., an affirmative action pro-
gram) or improving educational performance, relevance, or access for excluded groups 
(e.g., bilingual education). Thus, the limited policy lessons available so far are drawn 
from policies and initiatives not necessarily termed inclusionary, but intended to have an 
inclusionary impact. The chapters in Part II of this report present a few examples of what 
is known about the inclusionary impact of certain types of program interventions, albeit 
a number that unintentionally replicate or create new exclusionary outcomes.

This chapter provides a more in-depth look at some of the legal changes, institutions, 
policies, and programs within the public policy framework for inclusion presented in 
Chapter 13. The intention is not to provide specific countries with specific policy recom-
mendations, but rather to use a very sparse set of policy experiences to illustrate the co-
nundrums—and the possibilities—of inclusion processes. The intent here is analytical, 
not operational. Inclusion initiatives are the product of strategies and action plans of na-
tions and institutions, not analytic reports. Most importantly, policy recommendations in 
this area must be the product of civic participation and democratic processes that lie at 
the core of any set of national initiatives for inclusion. The review here is intended to be 
illustrative rather than exhaustive, helping support a larger framework for understanding 
the fundamental elements of inclusive public policy, drawing, as possible, on regional ex-
perience. The objective is to help, by examining national experience “in early practice,” 
to set a framework within which individual countries might gain insight into their own 
public policy processes and guide rethinking, research, and new policy initiatives.
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CHAPTER 14216

INCLUSION AT THREE LEVELS

As laid out in Chapter 13, what can be observed not only in Latin America and the Ca-
ribbean but also in many developed and developing countries is an inclusion “process” 
through which public policy operates on three distinct but highly interrelated levels: the 
normative level, the institutional level, and the level at which policies themselves are 
implemented. There is no historical example of an inclusion process that acted exclu-
sively on one of these levels without affecting the others, but country experiences vary 
according to the intensity of change within each of these three levels as well as in the 
nature of the changes being pursued. This section is intended to give a fuller description 
of the initial stages of inclusion “in motion” at the three levels, drawing, as possible, on 
examples from countries in Latin America and the Caribbean. A set of boxes accompa-
nies this review, detailing specific national experiences. 

Level 1: The Normative Framework and Regional Experience

The normative framework refers to the fundamental laws and constitutional provisions 
of a nation that govern the fair treatment and rights of citizens in a nondiscriminatory 
manner. Inclusion calls for a constitutional and legal framework that recognizes collec-
tive (group-based) rights as well as individual rights. Slowly and historically the most 
egregious examples of exclusionary normative frameworks are being removed worldwide 
(e.g., apartheid in South Africa, slavery, and segregation—although the caste system 
still persists in some Asian countries). With a premium on individual rights, however, 
the importance of the incorporation of collective-based rights has been less recog-
nized. Individual rights frameworks often fail to recognize that individual rights can be 
violated if group-based discrimination is left unchecked. Collective rights incorporate 
both protections against group-based discrimination and affirmative policies to seek to 
redress the subordination of the excluded group. In this context, affirmative policies and 
positive discrimination become fair instruments (rather than unjust or discriminatory to 
those who are not recipients of the benefits) to combat structural inequality that affects 
excluded groups (Saba, 2004). These collective rights include access to land, cultural and 
territorial rights, and equal access to and fair treatment by the judicial system.

The normative instruments to enshrine collective rights are both international and 
national laws. There are at least twenty-nine international conventions and declarations 
related to discrimination, the majority of which have been ratified by Latin American 
and Caribbean nations. Included are United Nations (UN) conventions on basic universal 
human rights and the rights of excluded groups such as women and racial/ethnic popu-
lations, as well as conventions of the International Labour Organization (ILO) governing 
labor rights and workplace discrimination. These conventions, once ratified by national 
legislatures, take precedence over national law. Declarations, unlike conventions, do not 
require ratification by national legislatures. 

A number of Latin American and Caribbean nations have advanced in respect to 
national legislation that recognizes key populations as excluded groups within a sover-
eign nation, explicitly protecting and sanctioning cultural, ethnic, and racial diversity. 
One example is the Colombian constitution, which defines the nation as a multicultural 
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THE INCLUSION PROCESS IN MOTION IN LATIN AMERICA AND THE CARIBBEAN 217

nation; another is Colombia’s Law 80, which protects collective land rights (see Box 14.1). 
Other countries have enacted national laws against discrimination based on race (Brazil, 
Ecuador), ethnicity (Peru), or gender (Chile and many others).

In part because of Latin America and the Caribbean’s history of authoritarian re-
gimes, the inter-American legal system has largely devoted its resources to countering 
the violation of basic civil and political rights (via torture, illegal imprisonment, “disap-
pearances,” and murder). Violations of social, economic, and cultural rights based on 
group affiliation have taken second place in the work of the Inter-American Commission 
on Human Rights and the Inter-American Court on Human Rights (Rossi, 2003). In recent 
years, the commission has begun to hear cases involving gender discrimination or dis-
crimination against migrants, but a strong normative international framework for the re-
gion is still in its early stages. Apart from individual petitions to the international courts, 
the principal vehicle for advancing the protection and enforcement of collective rights 
on an international or regional basis is required reporting to international agencies (e.g., 
the above-mentioned Inter-American Commission and Court on Human Rights) as well 
as new obligations and reporting in connection with international meetings. The most 
important of these forums for inclusion within the region have been the United Nations 
Conference to Combat Racism, Racial Discrimination, Xenophobia and Related Intoler-
ance (held in Durban, South Africa, in 2001) and the Fourth United Nations Conference 
on Women (Beijing, China, 1995). 

As the international framework evolves, this places continued importance on the 
evolution of strong national normative frameworks. On a national basis, enforcement 
is the single most essential factor in ensuring that rights on paper become inclusion in 
practice. A number of nations in the region are moving to create a specific institution 
with the mandate to enforce and advance constitutional protections. In 2003, for instance, 
Mexico approved a comprehensive antidiscrimination law and created, to assist enforce-
ment, the National Council to Prevent Discrimination (Consejo Nacional para Prevenir 
la Discriminación, or CONAPRED). The law bars discrimination on the basis of gender, 
ethnicity, disability, sexual preference, and religious affiliation. 

A normative framework that is appropriate for advancing inclusion must respond to 
particular national histories and dynamics. Donald Oliver (2006) writes that in the case 
of Canada, with its founding by two nations, Britain and France, and native indigenous 
population, the advancement of multiculturalism (e.g., the country’s 1988 Multicultural 
Act) did not prove as successful as pursuing normative changes to protect individual 
rights (e.g., the Canadian Charter of Rights and Freedoms, the Canadian Human Rights 
Act, and the Employment Equity Act).

 Enabling excluded groups to assert land and property rights is linked to advances 
not only in regard to the normative framework, but in specific programs and policies as 
well. The lack of birth registration documents for many women in Peru, for example, limits 
their ability to gain title to their land (Vega, 2006). Addressing the lack of birth certificates 
for large portions of the region’s population (Chapter 12) will unlock access for excluded 
segments of the population to a range of citizenship rights enshrined in law, including the 
rights to vote, to own land, and to attend school.

Normative frameworks are key to accessing another income-generating asset of ex-
cluded populations: their own human capital. The majority of Latin American and Carib-

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



CHAPTER 14218

Normative. The drafting of a new constitution 
in 1991 was a milestone for social inclusion 
in Colombia not only in the legal recogni-
tion of diversity and multiculturalism, but 
also in the political inclusiveness of the 
process of constitutional change. The con-
stitutional revisions recognized Colombia 
as a multicultural nation and set quotas 
reserving two seats in the Senate for mem-
bers of indigenous groups and two seats in 
the House of Representatives for Afro-de-
scendants. Under the new constitution, in-
digenous groups were granted autonomous 
(legal and sociopolitical) territories, within 
resguardos,a and Afro-Colombians were given 
collective ownership of large pieces of 
land on the country’s Pacific coast. Most 
of these provisions are regulated by Law 
70/93, which called for development plans 
for Afro-Colombians as a key input for the 
National Development Plan. 

Institutional. The normative recognition of 
multiculturalism and multiethnicity that 
stemmed from the new constitution was 
accompanied by institutional changes. The 
Ministry of Interior houses the new Divi-
sion of Ethnicities (Dirección de Etnias), in 
charge of designing and implementing the 
constitutionally guaranteed development 
plans for redressing the exclusion suffered 
by different ethnicities and races, as well as 
advising relevant agencies on mainstream-
ing inclusion in national policies and pro-
grams. Key ministries such as Education, 

Health, Housing, and Environment created 
small offices to promote excluded groups’ 
rights and to coordinate the implemen-
tation of specific programs such as that 
governing the establishment of quotas for 
entrance to public universities for members 
of indigenous groups. These offices pro-
moted program and policy changes such 
as a special module for incorporating Afro-
Colombian history and culture into Colom-
bian public school curricula, sustainable 
development initiatives in the Pacific and 
Atlantic coastal areas, and special rankings 
for people with disabilities in the allocation 
of housing. They are often the first, however, 
to suffer fiscal restrictions in times of finan-
cial tightening. 

Instrumental: Policy/Programs. One of the first 
investment programs benefiting Afro-Co-
lombians was a sustainable development 
program for the Pacific Coast—Plan Pací-
fico—approved in 1994 with IDB financing. 
Poverty rates for Afro-descendants living 
on the country’s Pacific coast are more than 
double the national average: 85 percent live 
in poverty, compared to a national aver-
age of 32 percent. Institutional assessment 
and implementation of the Pacific coast 
plan, however, has been weak, resulting in 
dispersion of resources and uncompleted 
basic infrastructure projects. The govern-
ment of Colombia partially cancelled the 
loan with the intent of designing a second 
stage, building on lessons learned. Drawing 

Box 14.1 Colombia: Advancing Inclusion, Starting with the Constitution
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on the experience with the Pacific coast, 
in 2003 the National Council on Social 
and Economic Policy (Consejo Nacional de 
Política Económica y Social, or CONPES) 
issued the first national affirmative action 
policy aimed at redressing social exclusion 
of Afro-Colombians (CONPES 3310). This 
policy encompassed all of Colombia and 
addressed the humanitarian crisis created 
by displacement of Afro-descendants.

CONPES 3310 is far from being imple-
mented, but it is a pivotal step towards 
recognizing Afro-Colombian exclusion and 
developing specific measures to remedy 
it, such as a state policy for the country’s 
Pacific region (home to a large number of 
Afro-Colombians), the mainstreaming of so-
cial inclusion, better targeting of benefits, 
and improved collection of socioeconomic 
data on Afro-descendants. Compliance with 
Decision T-025 of the Constitutional Court 
(2004), obligating the state to do everything 
possible to re-establish the rights of the 
country’s war-displaced population and en-
able them to live productive lives, could also 
benefit Afro-Colombians. The new sanctions 
under this decision are so strong that failing 
to comply with the mandate could result in 
imprisonment of public officials. 

Participation. Whereas indigenous groups 
have been able to consolidate a political 
movement ensuring participation in the 
reserved (quota) seats of the national con-
gress, Afro-descendants face continued 

challenges in building internal consensus 
for a coherent political participation. Not 
all of the country’s black citizens identify 
themselves as Afro-Colombians; some do 
not want to self-identity for fear of discrimi-
nation; and those living in the northern 
part of the country complain about the 
overattention to the Pacific coast. The es-
tablishment of the Consultiva de Alto Nivel, 
a citizen consultative group for public policy 
regarding Afro-Colombians, is a start, but 
much more needs to be done to attack the 
many roots of political exclusion for Colom-
bian Afro-descendants. The fact that groups 
of Afro-descendants may not necessarily 
feel represented by those named to rep-
resent them, and their concerns about the 
fairness of the process of selecting repre-
sentatives, create important organizational 
challenges for the political organization of 
Afro-descendants in Colombia.b

a There are more than 560 resguardos in Colombia, 
home to more than 800,000 members of the coun-
try’s indigenous groups.
b Discussions held with the Afro-Colombian Work-
ing Group, hosted by the IDB’s Colombia country 
office, Cali, Colombia, December 14–15, 2005.
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bean nations (fourteen out of twenty-six) have ratified all eight ILO conventions related 
to the four core labor standards: the prohibition against child labor (Conventions 138 and 
182); the prohibition against forced (slave) labor (Conventions 29 and 105); the right of 
free association and collective bargaining (Conventions 87 and 98); and freedom from 
discrimination (Conventions 100 and 101).1 Among the other twelve countries, the pattern 
of nonratification does not appear to be particularly correlated with the most pervasive 
violations of core labor standards among countries (Daude, Mazza, and Morrison, 2003), 
but rather is found to be correlated with institutional weaknesses and legislative delays. 
The protection of labor rights depends critically on proactive national enforcement and 
resources.

All told, the national and international normative framework is a fundamental build-
ing block of inclusive public policy that not only ensures basic protections for civil groups 
but also unlocks access and protections for income-generating assets critical to over-
coming exclusion. Advancing normative frameworks makes a larger contribution as well; 
these frameworks contribute more fundamentally to societal recognition of discrimina-
tion against excluded populations, and as such can serve as a stimulus to advance in-
stitutional and instrumental change. In the dynamic three-level process that results, the 
normative framework cannot serve its macro role in protecting and ensuring the basic 
rights of citizens without commensurate advancement and enforcement of both the insti-
tutional and instrumental frameworks.

Level 2: Inclusion and Institutions 

In order for public policy to succeed in advancing inclusion, the institutions that design 
and administer laws, policies, and programs must also operate inclusively. Existing in-
stitutions reflect endemic bias and often replicate exclusion, even after the elimination 
of overtly discriminatory rules (e.g., segregation, apartheid, legal prohibitions on female 
participation). To advance inclusion, institutions must be fairly representative, have 
explicit mechanisms for participation of excluded groups or their representatives, and 
run relatively efficiently and effectively (not, for example, on a clientelistic basis for elite 
interests). Exclusionary characteristics are often embedded in weak or corrupt institu-
tions, argues Thorp (2007). In societies in which levels of social exclusion are known to be 
high, institutional reform and redesign are paramount to dislodging exclusion embed-
ded in the operation of key public services (e.g., police, courts): who is hired and how, 
and how resources are apportioned. The two key elements of the institutional frame-
work reviewed here are public institutions—at the national, local, and state levels—and 
civil institutions, which channel and articulate the interests and needs of excluded 
groups.2

1 The freedom from discrimination conventions call for a national policy to eliminate discrimination in employ-
ment, training, and working conditions on the grounds of race, color, sex, religion, political opinion, or national or 
social origin and to promote equality of opportunity and treatment.
2 The operation of private sector institutions also affects the inclusion cycle but is treated in this chapter explicitly 
as it relates to public policy, which includes policies and programs to support greater inclusion in the private sec-
tor and in private sector employment. 
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Government Institutions

A source of many of the mechanisms through which exclusion is transmitted or replicated 
in the region can be traced to the operation of public and private institutions. These 
include myriad forms of institutional exclusion such as health facilities that treat Afro-
descendants and members of indigenous groups in a discriminatory fashion, government 
resources steered disproportionately to favor the elite, government hiring that does not 
encourage diversity or representativeness, and programs that never reach into the com-
munities of the intended beneficiaries, all leading to a reassertion of exclusion with each 
new political administration. 

Efforts to advance inclusion through institutional change can be seen in a number 
of countries in the region, with work in the areas of institutions promoting gender equal-
ity and indigenous peoples’ rights offering a longer trajectory of experience. In the 
case of gender, institutional reform and diversity were sought both through improving 
representation in national legislatures and public institutions (via quotas) and through 
institutional change: creating new institutions, reforming existing ones, and moving to 
“mainstream diversity” and inclusion. Efforts to make government institutions more in-
clusive can be viewed as taking place through two distinct tools: political representation 
and quotas and institutional change.

Political Representation and Executive Branch Quotas

The region has comparatively greater experience with quotas to increase the political 
representation of excluded groups, predominantly women (see Chapter 4), than with any 
other form of quota. Beginning with Argentina in 1991, half of the countries in Latin Amer-
ica established quotas to ensure female legislative representation, with most setting a 
quota of 30 percent representation—well below the overall representation of females in 
the voting population (typically more than 50 percent). Argentina, Colombia, Costa Rica, 
and Ecuador are considered to have more progressive laws; Colombia in particular ap-
plies the 30 percent quota law to female representation in high-ranking executive branch 
posts as well (Ross, 2007). Colombia is among the few countries that set aside seats in the 
legislature (i.e., reserved seats, not percentage quotas) for Afro-descendants and mem-
bers of indigenous groups. In an effort to advance executive branch parity, the Chilean 
government of Michele Bachelet has named women to half of the cabinet-level positions 
in the administration and to half of the subcabinet, regional, and administrative positions 
(Ross, 2007). In a review of gender quotas in Latin America, Mala Htun (2004) concludes 
that, on average, quota laws have boosted women’s legislative presence by 9 percent 
in the region; closed-list proportional representation electoral systems with placement 
mandates and large electoral districts work best in this regard (Htun, 2004).

Increasing participation and representativeness does not, however, produce more 
inclusive outcomes single-handedly. Research on the performance of women in legisla-
tures both in the United States and in Latin America demonstrates that women legisla-
tors are typically more active on issues of women’s, children’s, and family rights, but that 
on broader issues, party affiliation is a better predictor of legislators’ voting behavior 
(Htun, 2004). Most importantly, as women’s numbers rise and they link to networks of 
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CHAPTER 14222

other women legislators, they are able to have a greater impact on policy. A study com-
paring twelve U.S. state legislatures found that those with women’s caucuses had a higher 
legislative output on feminist issues than those without such caucuses, regardless of the 
actual number of female legislators (Thomas and Welch, 2001). 

Experience to date demonstrates that representation and executive branch quotas 
must be seen as one of the tools of inclusion that must work with other instruments to 
bring about more inclusive outcomes. In the case of quotas, enforcement via effective 
sanctions and multiparty alliances appears to be particularly significant. Marcela Rios, 
lead investigator with Santiago’s Latin American Faculty of Social Science (Facultad Lati-
noamericana de Ciencias Sociales, or FLACSO), advocates that quota laws be accompa-
nied by constitutional changes to reform electoral laws (i.e., institutional changes linked 
with normative changes), since some electoral systems are better designed than others 
to increase representation of women.

Institutional Change: Creating, Reforming, and Mainstreaming

To advance institutional change and management reform, two principal options have 
been pursued in the region to date. One common option is the creation of specialized 
agencies, ministries, or councils to oversee public efforts to advance the rights and 
interests of excluded groups. A second option is to create new institutional channels 
and devote new resources to “mainstreaming” consideration of excluded groups or key 
excluded groups within existing institutions. With both options—mainstreaming and 
specialized agencies—institutional and management changes are sought to increase 
access and quality of government services to excluded groups (e.g., location of offices, 
mobile facilities) and to improve outcomes by addressing how institutions relate to and 
work with such groups.

Regarding the first option, the region has now had more than two decades of experi-
ence in the creation of specialized government ministries, not all of it favorable. The key 
concern is whether sufficient resources and political clout are provided to these agencies 
to effect change or whether mandate without power or resources leads to a further mar-
ginalization of excluded groups via such agencies. A number of ministries and bureaus 
for indigenous peoples were set up with the re-establishment of democracy in the region 
during the 1980s, but many of these agencies have yet to be modernized to become more 
representative of the distinct indigenous peoples in the various countries they serve. Ad-
ditionally, all Latin American and Caribbean nations now have a ministry or some type 
of department dedicated to women’s inclusion and empowerment, eight with ministerial 
ranking (Brazil, Chile, Costa Rica, Guatemala, Honduras, Panama, Paraguay, and Peru).3

Most have been established through legislation, executive order, or ministerial decree 
(IDB, 1998b). Another sixteen countries have set up parliamentary commissions devoted 
to women’s issues, and five countries (Argentina, Bolivia, Colombia, Nicaragua, and Peru) 
have women’s ombudspersons or staff in the ombudsperson’s office in charge of gender 
issues (Buvinić  and Roza, 2004).

3 In the case of Peru, the ministry is for both gender and social development.
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Brazil provides the most prominent example of a new ministry created to lead and 
coordinate race issues for the country’s majority Afro-descendant population. The Special 
Secretariat for the Promotion of Public Policies for Racial Equality (Secretaria Especial de 
Políticas de Promoção da Igualdade Racial, or SEPPIR) was created in 2003 and is charged 
with coordinating government interventions to combat racism and advance socioeconomic 
conditions for the country’s large Afro-descendant population (see Box 14.2). In Uruguay, 
the city of Montevideo has created a special ministry on Afro-descendants to examine the 
specific policy needs of the Afro-Uruguayan population (Morrison, 2006).

Much of the literature on the performance of national machineries, agencies, and 
offices draws attention to their continuing marginality or precariousness in terms of bud-
get, institutional capacity, or government influence (INSTRAW, 2005; DAW, 2004). It has 
been harder to track the role of such institutions in terms of their contributions to the 
wider public policy process and stimulus to new policies, programs, and instruments. 
Buvinić  and Mazza (2005) note that at least some of the significant advances for women 
in the region must be partly attributable to new institutional dynamics set in motion via 
these institutions. This record includes the ratification of national conventions to combat 
violence against women as well as equal opportunity legislation (ECLAC, 2004). Two ele-
ments that seem to be central to the effective functioning of offices dedicated to gender 
are a very high level of support or patronage from the executive branch of government 
(which translates into budget support) and strong alliances with women’s organizations 
in civil society. These alliances include not only national networks, but also international 
and regional women’s alliances that serve as a forum for sharing national policy experi-
ences and building financial support and political visibility for the women’s movement.

Mexico is one of the few countries that has created an “umbrella” agency or com-
mission (CONAPRED, 2003) to address equal opportunity for a broad range of groups. 
Research is scant on the advantages/disadvantages and effectiveness of such umbrella 
agencies versus single-group advocacy agencies. Clearly, national context and the nature 
and size of distinct groups are essential to determining the right institutional configura-
tion, one that both advances the rights of particular excluded groups and prevents the 
fractionalization or marginalization of those rights as accorded only via group-specific 
intervention. The idea of an umbrella agency has the appeal of potentially increasing 
the efficiency and effectiveness of government functioning via a larger political constitu-
ency, a larger support base grounded in citizenship rights, and synergies among groups. 
With such an umbrella agency, however, groups may be concerned that they are losing a 
direct government channel or may have greater difficulty advancing some group-specific 
inclusion priorities.

A second principal institutional strategy for inclusion, mainstreaming the interests 
and concerns of excluded groups within existing government ministries and programs, 
can be complementary to creating a specialized agency to handle these interests and 
concerns, but in theory, effective mainstreaming should obviate, over time, the need 
for such a separate agency. The methods for mainstreaming vary substantially with the 
policy task at hand. Reaching and serving excluded groups and adequately addressing 
the many sources of exclusion requires changing the way that institutions operate, where 
they are located, and the way their programs are designed and executed. This includes 
changing management decision making and inducing greater transparency and competi-
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CHAPTER 14224

tiveness in government hiring and contracting. One method of inducing mainstreaming 
changes involves the creation of offices, advisors, or panels within each government 
agency that ensure the consideration of excluded groups throughout institutional opera-
tions and provide mechanisms for oversight. Another method is revising the rules and 

Brazil’s history of exploration, colonization, 
and transatlantic slave trade marks it, like 
many other countries in the Americas, as a 
country with a long record of exclusion and 
discrimination in regard to those in its pop-
ulation who are descended from slaves. 

The country’s myth of racial democracy 
has slowly come undone over the past two 
decades. In a report for the United Nations 
Committee for the Elimination of Racial 
Discrimination (CERD) in 2003, Brazil ac-
knowledged that “For many decades, the 
myth of a nationality characterized by the 
harmonious and perfect fusion of three 
races responsible for the construction of 
a ‘racial democracy’ in the country, was 
propagated.” The report concluded that “for 
long periods of time, the Brazilian State and 
society . . . revealed themselves incapable 
of implementing effective mechanisms to 
incorporate Afrodescendant, indigenous 
peoples and members of other discrimi-
nated groups into the larger society” (CERD, 
2003: 5). 

This recognition was achieved through 
the actions of an active civil society for 
Afro-descendants, indigenous peoples, and 
other excluded groups. The sparks that set 
fire to the discussion surrounding this issue 
could be first credited to the United Na-
tions Conference to Combat Racism, Racial 
Discrimination, Xenophobia and Related 

Intolerance (held in Durban, South Africa, 
in 2001), which led to a wider debate within 
Brazilian state and civil society regarding 
affirmative action and stimulated the es-
tablishment of quotas for Afro-descendants 
and other excluded groups in public sector 
hiring and education. Although it is still too 
early for evaluation and impact, affirmative 
action policies and programs remain hotly 
contested and debated in Brazil.

Government appointments in the Lula 
presidency have reflected this policy 
shift. Four Afro-descendants have been 
appointed cabinet ministers, including 
Matilde Ribeiro as minister of racial equal-
ity and Joaquim Barbosa as the first Afro-
Brazilian supreme court justice. 

AFFIRMATIVE ACTION IN HIGHER
EDUCATION: SPOTLIGHT ON
INSTRUMENTAL CHANGE

Although Afro-descendants make up over 
45 percent of the Brazilian population, as of 
2003 they accounted for less than 2 percent 
of the college and university population. 
The state of Rio de Janeiro was the first to 
introduce legislation, implemented in the 
State University of Rio system, calling for 
quotas for Afro-descendant students and 
students from the country’s public school 
system, as well as a quota for students with 

Box 14.2 Brazil: Promoting Inclusion for the Region’s Largest
Afro-descendant Population
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procedures for government contracting and hiring. At an even finer level, the next section, 
dealing with actual instruments and programs, describes a number of methods used for 
increasing the access of excluded populations to programs and the impact of programs 
on those populations as a complement to institutional reforms.

disabilities. The first class was admitted 
under this law in 2003. 

Other federal and state universities have 
since implemented affirmative action poli-
cies, although not on a uniform basis. These 
include universities in the state of Mato 
Grosso, the Federal University of Brasilia, 
the State and Federal Universities of Bahia, 
and the Federal University of Paraná (Global 
Rights, 2005). In January 2005, a national law 
providing tax breaks to private universities 
if they reserve a minimum of 20 percent of 
their seats for the poor was enacted. “We’re 
paying a debt built up over 500 years,” ex-
plained President da Silva at the law’s en-
actment (quoted in Lloyd, 2004). 

Affirmative action in higher education 
is still relatively new in Brazil and has 
created substantial controversy and court 
challenges, which both impede advances 
in the program and hinder evaluation of 
early experiences. Recent data from the 
State University of Bahia reveal that stu-
dents entering under the quota system in 
2003 earned grades only slightly lower (0.2 
percent) on average than all other students, 
with Portuguese language majors under the 
quota system earning slightly higher grades 
(0.4 percent). Most importantly, the most 
significant barrier found for students who 
entered under the quota system was the 
ability to finance their stay in school. 

SEPPIR: CREATING A NEW
INSTITUTION TO ADDRESS RACE

A key initiative of President da Silva’s first 
term was creating the nation’s first coordi-
nating ministry on race. The Special Secre-
tariat for the Promotion of Public Policies 
for Racial Equality (SEPPIR) was created in 
2003 and marks a step forward for the Bra-
zilian government and a new approach to 
the promotion of inclusion and equality via 
ministerial coordination.

The secretariat has the same status 
as other Brazilian government secretariats, 
and it is leading efforts with several govern-
ment bodies, including the Ministries of 
Education, Foreign Affairs, Agriculture, and 
Justice, to raise awareness on inequality 
and exclusion, promote targeted policies 
(such as affirmative action and quotas), and 
develop projects to improve the socioeco-
nomic conditions of Afro-Brazilians. SEPPIR 
expresses its commitment to coordinating 
policies to protect individual rights as well 
as the rights of racial and ethnic groups, 
especially Brazil’s Afro-descendant popula-
tion. As a ministry with convening and coor-
dinating powers but no direct management 
of programs or significant resources, how-
ever, SEPPIR faces significant challenges in 
financing, technical capacity of staff, and 
institutional arrangements. 
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A less-used option in the region, but one that is more common in OECD countries, 
is explicit quotas or mechanisms to increase the participation of firms run by excluded 
groups (often termed “minority-owned businesses”) in government procurements of 
goods and services. These mechanisms are designed to promote economic inclusion by 
diversifying the range of providers typically receiving business via government procure-
ment, often seeking to increase the competitiveness of systems of contracting and the 
transparency of mechanisms for awarding contracts. Brazil is one of the few countries in 
the region with quota provisions governing government contracting that set aside a cer-
tain (albeit small) amount of government contracting business for members of excluded 
groups. 

Civil Society

Organizations representing excluded groups, which may include nongovernmental or-
ganizations (NGOs), grassroots organizations, and community groups, are central to 
a functioning public policy process to advance inclusion. Such organizations not only 
provide organized input and support to ensure inclusion via public institutions and pro-
grams, but also serve as forums for advancing self- and group identity, which is essential 
to overcoming exclusion. Institutional change in the direction of inclusion in any of the 
forms discussed—“mainstreaming,” new institutions, or management reforms—involves 
the direct involvement and support of civil society organizations. 

Civil society organizations and alliances of such organizations play a critical insti-
tutional role as the principal interlocutors between public institutions and excluded 
groups. They also have a hand in executing projects and programs themselves and trans-
lating their experience with these projects into advocacy for more effective policies and 
institutions. The Lula government has designated local Afro-Brazilian NGOs as the main 
executor of government services in local Quilombo communities (see Chapter 12), includ-
ing managing programs related to hunger relief and the national conditional cash trans-
fer program, Bolsa Familia. Civil organizations in various countries have found mutual 
advancement through collective organizations that permit a wider negotiating platform 
with and impact on the public sector. The Organización de Desarrollo Étnico Comunitario 
(ODECO) in Honduras represents both indigenous and Afro-descendant populations, 
owing to the country’s Garifuna population of mixed indigenous/African origin. ODECO’s 
representative base has enabled it to serve a great advocacy and program function for 
the nation’s large poor and excluded populations. Organizations representing excluded 
groups have each benefited from links with similar organizations in developed countries 
providing financial, technical, and advocacy support. 

Civil society organizations play an even more fundamental role in the societal trans-
formation required to advance towards inclusion. The experience of exclusion, particu-
larly when rooted in centuries of oppression, can trigger resistance and alienation if not 
transformed through the formation of common social identities based in common experi-
ence (Hall, 1990). In their study on HIV/AIDS-related stigma and discrimination in Latin 
America and the Caribbean, Peter Aggleton, Richard Parker, and Miriam Maluwa (2004) 
found that the creation of community organizations of people with HIV/AIDS was essen-
tial to combating the effects of stigma and discrimination. Through civic participation, 
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such groups were able to create varied “project identities” that opened up new channels 
for overcoming exclusion through group identity, collaboration, and civic action. 

Level 3: The Instrumental Level—Some Programs and Policies from 
Latin America and the Caribbean

Perhaps the areas most identified with public policy to promote inclusion are the specific 
programs and policies designed to address past discrimination or ensure greater equal-
ity for excluded populations. These programs and policies must be seen, however, within 
the wider public policy context, which includes a normative and institutional framework 
that contributes to more successful, better-designed, and better-executed policies (see 
Figure 13.2). 

Programs and policies are carried out by national, state, and local institutions and 
serve to (a) identify excluded populations as the basis for better policies and programs, 
(b) redress past discrimination and remove exclusionary barriers, and (c) proactively ad-
vance improved socioeconomic conditions of excluded populations. To advance towards 
inclusion, inclusive policies and programs cannot be seen as small, isolated interven-
tions that take place while the large gamut of public policy continues to produce highly 
exclusive outcomes. For example, a small program to improve the results of excluded 
populations in regard to entrance into university education, although helpful, can have 
only a limited impact if the bulk of public education spending and emphasis provides 
low-quality elementary and secondary education to those same excluded populations, 
with the result that most members do not even complete secondary school. Following 
this line, the instrumental policy process must be seen as dual directional: reforming and 
“undoing” major policies and programs with highly exclusionary outcomes together with 
implementing new proactive measures designed to achieve greater inclusion. Both re-
design and new construction require attention to both universal and targeted programs, 
not one or the other. 

Universal programs by their very definition are designed to benefit the entire citi-
zenry (e.g., universal primary and secondary education, universal health programs). In 
nations with long histories of exclusion, exclusion is embedded in the normal conduct of 
“universal” programs and policies, which may have begun with the intention of universal-
ity but ended up benefiting only elites in practice. Social security and labor benefits are 
one example of a program of universal design—aimed at supporting all formal sector 
workers—that through the years has come to benefit the shrinking percentage of elite 
formal sector workers with long-term contracts (see Chapter 4). Labor regulations to 
ensure social security benefits, protection from arbitrary dismissal, severance pay, and 
other benefits formed the basis of the “rights” accorded to Latin American and Carib-
bean citizens following World Wars I and then II (Gordon, 2004). Over time, benefits for 
all evolved into “privileges for a few” in Latin America and the Caribbean through three 
key forces: exclusionary, corporatist hiring and business practices; the growth of informal 
employment; and globalization (Gordon, 2004). Thorp (2007) argues that the patterns of 
embedded exclusion in Latin American and Caribbean society have evolved through the 
combined forces of economic/production models, political structures and social policies 
that led to the disempowerment of large groups. 

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



CHAPTER 14228

Exclusion embedded in programs and policies can be found not only in these macro, 
historical tendencies that affect universal programs, but also in the day-to-day adminis-
tration of targeted programs. Claudia Jacinto, Cristina García, and Alejandra Solla (2007) 
studied youth neighborhood programs in Argentina, whose target population is marginal 
poor youth. They found that the design of these programs often did not take into ac-
count the very complex realities of community life in marginal neighborhoods and youth 
expectations. As a result, the programs often induced new cleavages or subexclusions 
within these communities, splitting them into groups of program participants versus 
nonparticipants or elevating community program organizers to a higher status than par-
ticipants. Programs for marginal youth, argues Wendel Abramo (2004), often treat youth 
as a singular subject and fail to address their needs for autonomy and participation in 
order to yield inclusive outcomes.

Where does one begin, then? If exclusion is multidimensional and occurs simulta-
neously across sectors (e.g., education, labor markets, health), what instrumental-level 
changes should be advanced? How does one simultaneously attack existing program and 
policy exclusion and advance new inclusive instruments? Again, public policy literature 
offers few guideposts to date, and national experience is varied. 

The distinct program and policy types discussed in the following subsections—af-
firmative action/antidiscrimination measures, sectoral policies (e.g., education, health, 
labor markets), conditional cash transfer programs, and economic development/em-
powerment—highlight the interrelated (potential) impacts of proinclusion interven-
tions. Underlying a functioning instrumental framework for inclusion are the basic data 
on excluded groups, collected both nationally (principally via censuses and household 
surveys) and on a program-by-program basis through civil registration and basic identity 
documents (e.g., birth registration and national identity cards). Previous chapters have 
demonstrated that in both censuses and civil registration, Latin American and Carib-
bean countries suffer from major deficits: poor data collection on excluded populations 
and higher underregistration and lack of identity documents for excluded groups (see 
Chapter 12). Regional efforts supported by the IDB, such as Todos Contamos I and II and 
direct support for national censuses, along with data collection and civil registries are 
fundamental elements for advancing a common platform for launching better-targeted 
and more effective public policies.

Affirmative Action/Antidiscrimination Measures

Worldwide, affirmative action is perhaps the policy most associated with redressing past 
discrimination. Affirmative action should be more accurately seen as one implement in 
the instrumental toolbox for inclusion; its effectiveness relies heavily on enforcement 
and implementation as well as the larger context of complementary policies and pro-
grams. Unfortunately, discussions of affirmative action are often mired in debates over 
“special preferences” and fail to consider the role of such preferences as one tool in a 
wider inclusion process.

Although the region’s experience with affirmative action to date is limited, affirma-
tive-action-type policies and programs can be found in a number of sectors (Buvinić , 
2004; IAD, 2004; AfroamericaXXI, 2006). They appear most widely in political represen-
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tation quotas (see “Level 2: Inclusion and Institutions”) according to gender, race, and 
ethnicity, with gender garnering the widest coverage. There are limited quotas of this 
type in such fields as public housing, employment, and education. In its points-based 
beneficiary selection system, Chile provides ten extra preference points to persons with 
disabilities who apply for public subsidies or housing programs; Brazil has quotas for 
Afro-descendants and members of indigenous groups for public sector hiring and for 
university entrance (see Box 14.2). A compendium of affirmative action and legal instru-
ments for Afro-descendant populations in the region compiled by AfroamericaXXI lists 
ten countries as having such tools. 

Affirmative action instruments are used more broadly in other parts of the world 
and extend to such fields as private sector employment, corporate ownership, and uni-
versity funding in which the region has little experience. Malaysia has perhaps the most 
comprehensive affirmative action program, introduced as an integral part of its New 
Economic Policy. Quotas in the Malaysian program correspond to three distinct ethnic/
national groups and cover corporate ownership, education, and employment. Despite 
dire warnings by the World Bank of the negative effects of such a comprehensive ap-
proach to affirmative action, Malaysia’s program has succeeded, without social unrest, in 
democratizing and opening up corporate ownership and addressing significant income 
inequalities among groups. In the United States, affirmative action instruments are 
moving from an emphasis on government procurement preferences for minority-owned 
businesses towards promoting greater diversity among larger companies and in govern-
ment procurement contracts. This shift is being pursued both to open up new markets to 
minority-owned firms and to improve the market access of many companies to minority 
customers (Boston, 2006). 

Outside the formal definition of quota systems or affirmative action programs are ini-
tiatives that support the implementation and enforcement of antidiscrimination policies 
or laws. In most cases, excluded populations have limited resources to seek enforcement 
of their rights on either an individual or group basis. Judicial or law enforcement reforms 
and programs play a key role in this area. The state and federal governments in the 
United States, for example, support legal aid clinics for the poor that include legal rep-
resentation for cases involving discrimination, as well as specific proactive enforcement 
programs, for example, to ensure equal opportunity in credit lending or housing. As with 
other policies and programs, enforcement and implementation in affirmative action are 
particularly important to success. Barbara Bergman (1996) argues that the limited impact 
of affirmative action policy in the United States can be explained largely as a result of 
inadequate enforcement by U.S. agencies.

Often overlooked in the role of affirmative action is its indirect contribution to break-
ing the cycle of public denial surrounding the impact of past discrimination and to social 
and cultural change that can augment other policy initiatives. An admissions director at a 
Brazilian state university explains, “The biggest advantage of this quota system is that it 
has broken this myth of a nonracial society. Brazilians have by and large always believed 
there are no white Brazilians or black Brazilians. But the debate over quotas has forced 
everyone to confront the fact that racism, discrimination and social exclusion are alive 
and well here” (quoted in Jeter, 2003). As stated earlier, although affirmative action is one 
of the policies most associated with inclusion, it is also mired in controversy and debate 
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in many countries (see Box 14.2). Its critics fear that it utilizes discriminatory methods to 
undo past discrimination, creating new sources of tensions based on race and ethnicity. 
As evidence of its continuing controversy in the United States, the U.S. Supreme Court 
recently issued a partially divided opinion striking down school desegregation plans in-
tended to foster primary and secondary school diversity ordered by the courts (Barnes, 
2007).

Sectoral Policies and Programs: Education, Health, Labor Markets

A key to undoing the replication and perpetuation of exclusion via existing institutions 
and achieving targeted advances for excluded groups lies within sectoral social policies. 
These include policies and policy implications in education, labor markets, health, and 
nutrition (see Boxes 14.3 on reproductive health, 14.5 on HIV/AIDS, and 14.6 on justice), 
as well as social protection/cash transfer schemes. An adequate collection of data and 
statistics on race, ethnicity, disabilities, and other characteristics of exclusion is needed 
as a baseline to better identify how programs and policies are affecting excluded groups 
disproportionately, in order to better refine and redesign sectoral programs. Earlier 
chapters have demonstrated, for example, that despite educational advances for women 
overall, indigenous women are among the most poorly educated; Afro-descendant and 
indigenous men and women earn a disproportionate share of low wages and are more 
highly represented in the informal sector (Chapter 5). Policy responses aimed at ad-
dressing these substantial disparities require great attention to the multiple roots of the 
disparities and the multiple factors that affect them. 

Inducing greater inclusion in education demands, for example, not only attention 
to equitable access and participation for racial, ethnic, and other excluded groups at all 
levels of education, but also particular attention to physical access for persons with dis-
abilities, multicultural and bilingual education, and a reduction of disparities in school 
quality among neighborhoods linked to race or ethnicity (Verdisco, Calderón, and Mar-
shall, 2004). In targeting social exclusion via education, Marshall and Calderón (2006) 
highlight the need for policies designed, first, to improve schooling for poor people by 
increasing access and lowering costs, and second, to raise the demand for schooling by 
increasing its expected returns. For persons with disabilities, the key barriers to expand-
ing inclusive education include stigma and discrimination, invisibility, lack of accessible 
transportation, perceived cost, and gender discrimination (boys with disabilities are 
more likely to be sent to school than girls) (Massiah, 2004). Experience in the region with 
more inclusive education methods includes providing bilingual education (e.g., Bolivia, 
Ecuador, Honduras); expanding physical access and introducing innovative pedagogy to 
include people with disabilities in regular classrooms (e.g., Mexico’s “inclusion in higher 
education” program); introducing and adapting the curriculum to stress multicultural 
heritage and the contributions of Afro-descendants and indigenous peoples to national 
culture and history (e.g., Colombia); and linking education and school attendance with 
programs to eradicate the worst forms of child labor (e.g., the Dominican Republic, where 
indigenous, migrant, and Afro-descendant children are disproportionately represented 
among child laborers). A shift in data collection and analysis must accompany advances 
in inclusion achieved via education. Developed nations much more frequently measure 
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how specific groups (e.g., females, Afro-descendants) perform under their social or eco-
nomic programs in order to ascertain whether the programs are creating greater dispari-
ties among various sectors of society and to aid in program redesign or complementary 
interventions. 

Reproductive health (see Box 14.3) offers a particularly compelling area for attention 
in which the region is far behind even other developing regions, and there are significant 
differences in infant mortality for excluded groups (e.g., Chapter 2 notes higher rates of 
infant mortality for indigenous over nonindigenous populations living in the same area).

Many of the region’s labor market policies and programs have yet to be explored 
for their contribution to greater social inclusion (Chapter 5). What is striking across the 
region are the barriers encountered by excluded groups in the labor market, despite the 
advances made in education among these groups. In a study of whites, pretos (Afro-de-
scendants), and pardos (those of mixed race) in Brazil, labor market returns from education 
were found to vary significantly with parents’ position in the earnings distribution scale 
and the gradient of skin color (Arias, Yamada, and Tejerina, 2002). The study’s authors 
found that the earnings gap actually increased for Afro-descendants relative to whites the 
more education they received (with all other differences in education, parents’ income, 
etc., controlled for), whereas at the lower end of the scale, the earnings gap relative to 
whites was smaller, and pretos and pardos had more similar earnings. 

In spite of their educational advancement, women have not enjoyed commensu-
rate gains in labor market earnings, despite increasing rates of labor force participation 
(see Chapter 5). Occupational segregation for women—clustering of women in low-paid 
sectors of domestic work, teaching, and office work—is pervasive in Latin America and 
the Caribbean. Despite important economic shifts in occupational structure and macro-
economic circumstances from 1989 to 1997, occupational segregation by gender in key 
countries was not found to decrease as would be expected (Deutsch et al., 2004). This 
suggests that cultural and social factors of exclusion persist in counterintuitive ways in 
response to economic changes that would normally induce shifts. As detailed in earlier 
chapters, the rapidly growing informal labor market has itself become a key factor in the 
current dynamics of exclusion in the region. Excluded groups continue to be overrepre-
sented in informal work, lacking key benefits, protection, and access to productivity-en-
hancing training. Women represent more than one-half of the informal sector, and their 
average earnings are lower than those of men in the informal sector (Barrientos, 2004). 

The most promising results in the region in the labor market field come from a series 
of evaluations of youth training programs in the region (e.g., in Argentina, Chile, Peru) 
that demonstrate that women, as a proxy for excluded groups, realize greater returns to 
training and placement services than men. The placing of women in traineeships in firms 
under the auspices of these programs is likely enabling women to leapfrog over the hiring 
discrimination they encounter and the disadvantages they face in having more limited 
contacts. 

The first study of the gender effects of labor intermediation services, conducted on 
Mexico’s National Employment Service in Mexico City (Flores Lima, 2007), found positive 
effects for men over a control group that did not participate in the service, but no signifi-
cant impact for women. This study, and an upcoming study of Chile’s labor intermediation 
service, help show the way toward actions needed to ensure that job placement services 
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CHAPTER 14232

An important factor in exclusion that limits 
many women’s opportunities in life is their 
uneven access to information and quality 
services in reproductive health. Total fer-
tility has declined to an average of 2.4 live 
births per woman of reproductive age in 
Latin America and the Caribbean, but re-
mains over 4.0 in some of the poorer coun-
tries and among many of the poor. Teenage 
fertility in the region is high and socially un-
even, as shown in the figure to the right, and 
progress in reducing maternal mortality has 
been slow. Income and education gaps, as 
well as attitudes rooted in cultural factors 
and gender norms, are to blame, as are 
health care systems that do not adequately 
reach the excluded and poor. 

Maternal mortality (which is correlated 
with total fertility rates as well as income 
and the quality of prenatal and perinatal 
care) has remained essentially unchanged 
over the last fifteen years at an average of 
190 per 100,000 births. It is particularly high 
among indigenous and other disadvantaged 
groups, for whom cultural and language bar-
riers and other considerations, including 
reports of substandard care and mistreat-
ment, can act as disincentives to seeking 
hospital deliveries and care. 

Most reproductive-health-related prob-
lems in the region could be solved by 
broadening the coverage and quality of 
health services, prenatal care, and birth 
attendance, along with their affordability 
and pertinence; applying multisector ap-

proaches, including education, social well-
being policies, and the involvement of 
communities, families, and both women and 
men in reproductive health; and promoting 
measures to raise awareness of and access 
to contraception and safe practices. Public 
health measures such as the vaccination 
against human papilloma virus (HPV), which 
is responsible for virtually all cases of cervi-
cal cancer, should be encouraged in the re-
gion, following the lead of a growing number 
of adopters elsewhere in the world.

Box 14.3 Inequality and Exclusion in Reproductive Health

Wealth quintiles

Adolescent Fertility Rate by Wealth Quintiles 
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http://poverty2.forumone.com/library/topic/3438/4346/).
Based on Demographic and Health Survey 2001–2005
data.
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appropriately serve as vehicles for improving the quality of jobs found by excluded 
groups rather than reinforcing existing occupational segregation and exclusion.

Conditional Cash Transfer Programs

Conditional cash transfer programs, now in place in more than twenty countries in the 
region, take into account key aspects of gender empowerment and decision making in 
their delivery of cash subsidies and health benefits via mothers. Another objective—to 
break the intergenerational transmission of poverty from parents to children—mirrors a 
similar goal of eradicating intergenerational transmission of exclusion. Conditional cash 
transfer programs also take into account implicitly the interrelated forms of exclusion, in 
terms of access to health services and the multiple roots of children’s failure to attend 
school. Ethnic and racial participation and performance in such programs, however, has 
yet to be studied, and the data collected on the outcomes achieved by such programs are 
not disaggregated along these lines. Thus, it is simply not known whether such programs 
serve to overcome (or reinforce) exclusion, and in what ways. A social inclusion spotlight 
on such programs might provide potential opportunities to improve program outcomes 
and performance via an examination of whether there are disparate outcomes for distinct 
groups constraining these programs from having a more significant impact in key coun-
tries. Most important in terms of impact would be the exclusion dimension of what comes 
next, that is, how successful conditional cash transfer programs are at leading to a last-
ing exit from poverty. Santiago Levy (2006) argues that this is precisely the weakness in 
such programs, for children may be healthier or better educated after a conditional cash 
transfer intervention, but may then be recirculated into exclusionary labor markets and 
neighborhoods where those gains cannot be realized as a long-term exit from poverty.

Economic Development/Advancement

A different range of policies and programs come under the rubric of promoting economic 
development and empowerment of excluded populations. These include programs to 
promote economic development in geographic areas with high concentrations of targeted 
ethnic or racial populations; provide excluded populations with greater access to credit 
and business development services and greater support in their utilization; support land 
reform and property rights; and provide access to quality infrastructure, transport, and 
markets. 

Targeting regional development provides an opportunity to address in a more in-
tegrated fashion distinct roots of exclusion: limited job opportunities and business de-
velopment, marginalized neighborhoods, and lack of access to vital social services. The 
interrelated impacts of specific forms of exclusion are often most visible in isolated rural 
regions or urban neighborhoods where there are high concentrations of targeted racial 
and ethnic populations. The IDB currently supports a series of regional development 
projects, including one in Bocas del Toro, Chile, and another in Darien, Panama, which 
explicitly seek to incorporate participation and decision making by local ethnic and racial 
populations and regional development based on cultural and ethnic identity. In the Chil-
ean case, the participation methods have introduced an inclusion focus into the project 
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“Development with Identity,” which draws on the strengths, assets, and aspirations of the 
Mapuche peoples and is supported by a substantial investment (US$150 million) from 
the national government. 

Margarita Sánchez (2004) recommends that economic development programs ori-
ented to Afro-descendant communities in particular take into consideration participa-
tory development methods that rebuild the social capital and leadership diminished 
by multiple forms of exclusion. Among the lessons from Afro-descendant community 
development that Sánchez includes are the importance of (a) simultaneous strengthen-
ing of nongovernmental organizations and networks, (b) incorporation of training tools 
for community participants targeted to overcoming historical barriers (e.g., self-esteem, 
gender roles, identity), and (c) linkage with wider social and economic development 
projects and programs.

There is a widespread perception that the economic advancement of excluded 
groups is hindered by their more limited access to credit to build income (businesses) 
and assets (home, property ownership). Lenders can discriminate against members of 
excluded groups via a variety of methods: applying stricter credit standards, charging 
higher interest rates, and requiring more collateral on loans to borrowers from these 
groups than from favored borrowers (Elliehausen and Lawrence, 1990, cited in Torero et 
al., 2004). In the United States, for example, systematic evidence of blatant discrimination 
against African Americans who sought to purchase homes in predominantly white neigh-
borhoods led to major reforms in lending practices and disclosures. Recent research into 
direct discrimination in credit markets in Latin America and the Caribbean, however, is 
limited.

Many believe that the lack of credit availability for excluded groups in Latin America 
and the Caribbean may operate through more indirect channels than the blatant dis-
crimination found in the industrialized countries (Chapter 3). Instead, exclusion and 
discrimination in the region are manifested in the preconditions imposed on applicants 
from excluded groups to qualify for formal credit, as well as the generally high average 
rates charged to members of such groups for the credit extended. In their literature re-
view and study, Máximo Torero and his colleagues (2004) found in the case of Peru that 
the whiter the household, the greater its access to credit, but the marginal effect was 
quite small. They speculate that a range of indirect factors may be at play in the region, 
including factors correlated with race and ethnicity (e.g., income instability) and more 
limited access to needed private assets and public goods. In the case of many Latin 
American and Caribbean countries, it may well be that a host of factors, such as lack of 
verifiable collateral, land title, or basic identification, impede even basic loan qualifica-
tion for members of excluded groups.

Creating new opportunities for firms owned by representatives of excluded or mi-
nority groups requires the breaking of clientelistic economic relationships between 
firms based on past relationships rather than competitiveness. As Thomas Boston (2006) 
argues, the economic disadvantages faced by minority-owned businesses are rooted 
historically in unequal treatment in all spheres of life: economic, social, political, and 
legal. Boston describes a new, promising area for promoting minority-owned firms in 
the United States: supplier diversity programs with major U.S. companies. To break old 
patterns, companies are urged to diversify their supplier base and encourage their ven-
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dors to do so as well. The most notable U.S. organization encouraging supplier diversity, 
Boston notes, is the National Minority Supplier Development Council, which has been 
instrumental in increasing the purchases of goods and services from African-American-
owned businesses in the United States from $86 million in 1972 to more than $80 billion 
in 2003.

Another excluded group for which economic and social empowerment has yielded 
results is persons with disabilities, in particular, through efforts in some countries to 
make cities and services (e.g., schools) more accessible to these persons. The expe-
rience of Curitiba, Brazil, has shown that systems that are inaccessible to those with 
disabilities are far more costly than accessible ones (Massiah, 2004). In the area of 
accessible transport, key lessons include universal design principles, equal access to 
public transport, and special services for people with special needs (Wright, 2001, cited 
in Massiah, 2004).

ADVANCING INCLUSION IN LATIN AMERICA AND THE CARIBBEAN: 
WHAT NEXT?

Shaping Effective National Inclusion Processes

Observation of all three levels of policy “means” in inclusion processes in Latin America 
and the Caribbean shows that the intensity and urgency to advance has varied markedly 
from country to country. For example, Colombia’s national process has emphasized nor-
mative changes (see Box 14.1), whereas in Chile, new investments and instruments for in-
digenous peoples, for example, have been the strongest focus. There is simply no known 
example in which a nation sought to address inclusion or some form of group-based 
stigma and discrimination with only a program change, that is, without institutional and 
normative changes as well. The case of Ecuador (Box 14.4) demonstrates changes at all 
three levels, as well as the inclusion of distinct changes to address the needs of popula-
tions such as those living with disabilities and those with HIV/AIDS. If one views inclusion 
as a multidimensional, multigroup process, this places emphasis on developing distinct 
country models and processes that rely on interaction with civil society groups within a 
given nation, as well as the sequencing of normative, institutional, and policy changes to 
address the most substantial national needs and weaknesses first. 

The IDB’s Social Inclusion Trust Fund has placed particular emphasis on support-
ing, understanding, and analyzing social inclusion as it advances in particular “leader” 
countries (IDB, 2006a). Support is targeted not to single policy interventions, but to 
key stimulus actions that can have a larger, reverberating impact on a range of inclusion 
outputs along the inclusion policy spectrum. The distinct weights assigned to normative, 
institutional, and instrumental changes reflect distinct country differences and needs. In 
Jamaica, for example, addressing HIV/AIDS-related discrimination is particularly pressing 
as a focus for national social inclusion (see Box 14.5). 

Of the three levels of policy means more broadly, the role of normative constitu-
tional changes is likely to be the least transformative in current times, save cases such 
as South Africa (Richards-Kennedy, 2006), as constitutions and legal frameworks in many 
countries have been modernized in the transitions to democracy in the late twentieth 
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CHAPTER 14236

Ecuador is a diverse, multiethnic nation 
with sizeable populations of Afro-descen-
dants and indigenous peoples, as well as 
organized civil society groups for persons 
with disability and persons living with HIV/
AIDS. Civil society movements and the 
national government have played critical 
driving roles in advancing an agenda to 
promote social inclusion.

Ecuador has undertaken actions to pro-
mote social inclusion through normative, 
institutional, and policy mechanisms. These 
actions represent the initial framework of 
a national process to advance inclusion. 
Much remains to be done to develop me-
dium- and long-term public policies di-
rected towards excluded groups, to ensure 
the financing and effective functioning of 
civil institutions, and to provide increased 
political focus on financing and expanding 
targeted initiatives for these groups. 

KEY NORMATIVE CHANGES

In 1992 approximately four million hect-
ares of land were granted to indigenous 
Ecuadorans—one of the largest land 
rights concessions in Latin American 
history—and their territories were des-
ignated as inalienable. 
The Constituent Assembly of 1997 ap-
proved the collective rights of indig-
enous peoples and Afro-descendants in 
Ecuador (outlined in Articles 83, 84, 85) 
and recognized Ecuador as a multicul-
tural and multiethnic state. 

•

•

Box 14.4 Social Inclusion in Ecuador

In 1998, Ecuador ratified International 
Labour Organization Convention 169 and 
approved the Law of Indigenous Peoples 
and Nationalities (vetoed in 2003 by 
then-President Noboa). That same year, 
indigenous peoples created the Council 
on Development of Nationalities and 
Towns of Ecuador (CODENPE) to pres-
sure for implementation of the 1997 
constitution’s mandate of community 
participation in government planning, 
actions, and decision making. 
On May 9, 2006, Ecuador’s National 
Congress passed the Law of Collective 
Rights for Afro-Ecuadoran Communities, 
creating the National Council on Afro-
Ecuadoran Development (Consejo Na-
cional de Desarrollo Afroecuatoriano, 
or CONDAE) to design policies and 
strategies for the development of Afro-
Ecuadoran communities. The transition 
issues created by the implementation of 
the law have generated serious conflicts 
that are still being resolved.

KEY INSTITUTIONAL CHANGES

In 1988, Ecuador officially recognized 
intercultural bilingual education as a 
system within the Ministry of Education. 
A dedicated national department was 
established, along with departments 
in sixteen provinces, bilingual schools 
and colleges, and teacher training pro-
grams. 

•

•

•
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In 1986, the first congress of the National 
Council of the Coordination of Indig-
enous Nationalities (Consejo Nacional 
de Coordinación de Nacionalidades In-
dígenas, or CONACNIE) established the 
Confederation of Indigenous Nationali-
ties of Ecuador (Confederación de Na-
cionalidades Indígenas del Ecuador, or 
CONAIE). The objectives of CONAIE 
are to bring together the indigenous 
peoples and nationalities of Ecuador; 
to fight against colonialism and oppres-
sion from authorities; and to fight for 
territorial and land rights, educational 
rights (intercultural/bilingual), cultural 
identity, and the dignity of indigenous 
peoples.
In 1996, CONAIE played a major role in 
the formation of Pachakutik (Pluri-Na-
tional Pachakutik United Movement—
New Country), an electoral coalition 
of indigenous and nonindigenous so-
cial movements. Since its creation, the 
movement has elected representatives 
to various posts at the local and national 
levels. In 2000, for example, 5 high-level 
administrative officials, 31 mayors and 
173 municipal and provincial council 
representatives were elected. 

KEY POLICIES AND PROGRAMS
(INSTRUMENTAL)

From 1998 to 2002, the first phase of 
the Development Project of the Indige-
nous and Black Communities of Ecuador 

•

•

•

(Proyecto de Desarrollo de los Pueblos 
Indígenas y Negros de Ecuador, or PRO-
DEPINE) invested a total of US$50 mil-
lion in programs to address the needs 
of these communities and help improve 
their livelihoods.
In May 2002, an executive decree ap-
proved the creation of the Indigenous 
Fund for Development, which was al-
located US$10 million for its opera-
tions. Responsibility for the Fund was 
assigned to CODENPE.
The first national database for generat-
ing specific information on indigenous 
issues was launched in 2002 (managed 
by a technical secretariat in the Ministry 
of Social Welfare, in collaboration with 
indigenous organizations). 
In 2004, a system of indicators called 
SISPAE (Sistema de Indicadores Sociales 
del Pueblo Afroecuatoriano) was created. 
It is part of SIISE (Sistema Integrado de 
Indicadores Sociales del Ecuador) and 
housed within a technical secretariat in 
the Ministry of Social Welfare. Its mission 
is to facilitate the collection of quantita-
tive socioeconomic information on Afro-
Ecuadorans.

•

•

•
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CHAPTER 14238

It is estimated that approximately 1–1.5 
percent of the adult population of Jamaica 
is living with HIV/AIDS. In Jamaica, HIV 
transmission is predominantly through het-
erosexual contact, with the highest preva-
lence of HIV infection reported in tourism 
resort areas (2.6–3.0 percent). Within that 
group, an alarming 43 percent of reported 
AIDS cases are female, and the rate of 
death among them is approximately 42 
percent. Adolescent females have a higher 
rate of contracting the virus than adolescent 
males (2.5 times as high), and heterosexual 
women are predominantly affected by the 
epidemic. The epidemic has a particularly 
strong impact on families in which single 
mothers and grandmothers are heads of 
households.

Because of its association with behav-
iors that may be considered socially unac-
ceptable by many people, HIV infection is 
widely stigmatized. People living with the 
virus are frequently subject to discrimina-
tion and human rights abuses: many have 
been thrown out of jobs and homes and 
rejected by family and friends, and some 
have even been killed. 

Stigma and discrimination constitute 
one of the greatest barriers to dealing ef-
fectively with the epidemic. Those groups 
most exposed to contagion have limited 
or inadequate access to services that pro-
vide basic care, education, and nutrition. 
Although there are a number of programs 
and policies in effect aimed at assisting 
members of vulnerable groups living with 
HIV/AIDS, the country remains challenged 
by cultural and behavioral attitudes that 
have changed little to date.

DEVELOPING A RESPONSE:
NORMATIVE, INSTITUTIONAL,
AND INSTRUMENTAL

Jamaica has benefited from a high level 
of commitment on the part of the Minis-
try of Health to addressing issues related 
to HIV/AIDS and expanded support from 
civil society. Six ministries (the Ministries 
of Local Government and Community De-
velopment; Labour and Social Security; 
Tourism; Education, Youth and Culture; 
Health; and National Security) are involved 
in the implementation of a national policy 
on HIV/AIDS. Other stakeholders include 
the National AIDS Committee, the Jamaica 
Council of Churches, Jamaican and interna-
tional AIDS-related nongovernmental orga-
nizations, and the Parish AIDS Committees 
Center for HIV/AIDS Research, Education 
and Services.

The Jamaican attorney general has also 
reviewed existing laws and made recom-
mendations regarding the development of 
new legislation to address issues raised by 
the AIDS epidemic in Jamaica. These rec-
ommendations urge all agencies to

balance the rights of individuals against 
those of society;
issue clear and specific guidelines with 
respect to confidentiality, notification, 
discrimination, and laboratory testing; 
protect students infected with HIV/AIDS 
(or who have a family member infected 
with the virus) from being excluded or 
dismissed from institutions of learning 
on account of their HIV/AIDS status or 
that of their relative. 

•

•

•

Box 14.5 Jamaica and HIV/AIDS
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century. What is more pressing in Latin America and the Caribbean is the refinement 
and advancement of legal protections and the transformation of rights on paper into 
rights in practice via enforcement and proactive implementation. Although the scope of 
normative legal and constitutional changes needed in the region may be limited, there is 
some evidence that normative changes can play an important catalytic role in stimulating 
follow-on institutional changes and new policies and programs designed to give life to 
constitutional commitments. 

A priority for normative change in inclusion in many countries of Latin America and 
the Caribbean remains land and property rights and access to capital (Chapter 4). Much 
of the region’s economic exclusion stems from unequal access to income-generating as-
sets. A new generation of land-titling and land reform programs in the region benefit 
women, indigenous peoples, and Afro-descendants and recognize collective and com-
munity land ownership. These groups suffered for centuries under normative frameworks 
that did not recognize or would not grant them titles to their land (Chapter 2).

Focusing on Key Institutional and Policy Changes

In all inclusion processes, institutional and instrumental changes are seen most fre-
quently occurring in conjunction with one another. Again, this stems logically from the 
embedded nature of exclusion. One cannot institute effective new programs and poli-
cies with the same personnel and institutional processes that have previously actively 
bypassed excluded populations or have no credibility or record with excluded popula-
tions. 

Of the three levels of policy change, few would disagree that the most widely needed 
impulse for change in Latin America and the Caribbean is in the area of reforming elite-
based or elite-benefiting institutions and implementing a new generation of public 
policies that serve the poor and excluded in more effective and comprehensive ways. 
Research reviewed in Chapter 3 showed the differing weights of group and class (e.g., 
income) identity in exclusionary outcomes. 

Although the great variability by country within Latin America and the Caribbean in 
the nature of exclusion and the specific groups affected must be recognized, key areas of 
institutional policy change can be and have been more broadly identified region-wide, 
given common histories of elite-driven politics and economies. European inclusion poli-
cies (Atkinson, 2004) have targeted labor markets as a key focus; José Antonio Ocampo 
(2004) argues that the focus in the Latin American and Caribbean context should be on 
both education and labor markets. Within education, Chapter 2 argues for the urgent 
need to reduce inequalities in primary education and improve school quality.

One policy guidepost (Marshall and Calderón, 2006) in the area of eradicating exclu-
sion is to focus on key “entry points” where greater inclusion might have greater follow-
on impacts on other areas of exclusion. Income-generating entry points are considered 
the most fundamental in this regard: education, labor markets, land and property 
ownership, and business development. Although not income-generating per se, justice 
presents a particular urgency because of its pivotal role in the ability to access other 
rights and is frequently a focus of civil rights movements in developed countries (see 
Box 14.6). 
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CHAPTER 14240

A critical next step in the region is both to identity the strategic key entry points and 
to make the lessons learned from past policies in regard to inclusion more systematic and 
more useful in shaping future policies. This will require a much more systematic review of 
both the efficiency and equity aspects of public policies in regard to key entry points. A 
series of IDB strategies, policy documents, and studies seek to undertake such a review 
in regard to key public policy areas and offer a substantial reference.4 The previous chap-

In the inclusion toolbox of developed coun-
tries, labor markets and economic oppor-
tunity have often played a more prominent 
role than judicial reform, violence preven-
tion, and law enforcement. At the most 
basic level, this reflects the longer devel-
opment and different level of functioning 
of judicial systems in developed nations. 
Justice is no less critical to inclusion in 
developed countries, however; indeed, in 
Europe today, one of the flagship programs 
of social cohesion is incorporating access to 
justice (Sanahuja, 2007). But in developed 
countries, it has been possible to pro-
mote inclusion by utilizing the court system 
more actively to address specific denials of 
rights. In contrast, in the rare instances that 
judicial channels are pursued by excluded 
groups in Latin America and the Caribbean, 
they find that they can more readily obtain 
justice by seeking redress via the inter-
American court system rather than their 
national judiciaries. 

In Latin America and the Caribbean, the 
judicial system is more likely to be seen as 
reproducing or even accentuating economic 
and social inequalities (Cappelletti and 

Garth, 1996) than as a vibrant source for 
advancing group-based rights. As Chapter 
10 lays out, judicial and law enforcement 
systems in the region have weakly adapted 
to new challenges and growing violence 
and continue to leave segments of society 
without adequate access to justice and eco-
nomic and physical security. In this context, 
violence becomes an instrument for achiev-
ing certain outcomes, such as justice, secu-
rity, and economic gain, and a new force of 
exclusion (see Chapter 10). 

Fernando Carrillo-Flórez (2007) argues 
that after fifteen years of (albeit limited) 
judicial system reform, justice is still not a 
priority in the region in the fight against ex-
clusion and social fragmentation. He asserts 
that the lack of effective judicial protection 
is the “Achilles’ heel” of inclusion in Latin 
America and the Caribbean. In particular, he 
insists that access to justice and fair treat-
ment within the courts has not been made a 
policy priority, nor has it been designed to 
be an integral part of strengthening judicial 
systems. An effective public judicial service 
is one of the public policy areas with great-
est political content, he notes, as it involves 

Box 14.6 Strengthening Inclusion via the Judicial System:
A Key for Latin America and the Caribbean? 

4 See www.iadb.org for policies, studies, and strategies, including those regarding citizen participation, gender, 
indigenous peoples, social inclusion, labor markets, health, and education.
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ters have presented policy perspectives in each of these areas, most specifically in the 
areas of labor markets (Chapter 5), financial services (Chapter 12), education (Chapters 2, 
3, and 13), and business development (Chapters 8, 9, and 11). Specific policy recommen-
dations applicable to individual countries, as stated at the outset of this chapter, are not 
the purview of this analytical work. Rather, they must be the product of the very national 
and multilateral strategy and consensus processes that inclusion dictates.

Although the range of program and policy interventions needed at the instrumental 
level seems daunting, the perspective of national experience and of the larger public 
policy process offers some relief. In the region today, the priorities and target instru-

a collection of variables that strike directly 
at the heart of the principles of equality and 
nondiscrimination. He points to the region’s 
Defensorías del Pueblo, systems of public 
defenders, as young institutions, fragile in 
the majority of cases and very vulnerable 
to political intervention. Because of the lack 
of public legal representation, the rates of 
preventive detention in Latin America are 
extremely high, over 70 percent on aver-
age, compared to 30 percent in Spain and 
France.

Among the initiatives for access to jus-
tice that Carrillo-Flórez (2007) recommends 
are

giving priority, in the region’s judicial re-
form agenda, to public legal assistance 
for members of excluded or low-income 
groups, and to access to justice;
modernization of legal procedures to 
reduce the cost of access to the courts 
and other barriers, including simplifica-
tion of laws and procedures;
new forms of teaching and training in the 
law that incorporate the social functions 
that judges and lawyers must perform in 

•

•

•

reversing decades of injustice towards 
excluded groups;
advancing not only penal justice, but 
also civil, family, labor, and housing jus-
tice—areas that are traditionally mar-
ginalized in judicial reform programs 
(DeShazo and Vargas, 2006); 
programs to promote basic civil and 
legal education;
initiatives to instill in law professionals 
a sense that providing pro bono legal 
services is a civic responsibility; 
community-based programs and initia-
tives to empower excluded populations, 
such as community justice agents;
more systematic planning, management, 
and monitoring of public policies re-
garding justice; 
incorporation of a network of institu-
tions for better coordination of the dif-
ferent policy components; 
incorporating special legal jurisdictions 
for indigenous and ethnic communities, 
the need for which is recognized in leg-
islation in a number of countries in the 
region.

•

•

•

•

•

•

•
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ments vary substantially based on national experience and are still considered to be in 
their very early stages. Coverage, even in the areas of key entry points, is limited. To date, 
there are still relatively few programs and policies with much longevity in the region, 
and few programs collect data disaggregated according to group identification, with the 
exception of data on gender. In comparison, developed countries have a full complement 
of programs and policies spanning each of the above areas—affirmative action/antidis-
crimination, sectoral policies, and economic development—with a much wider range of 
programs and policies in each of the areas. 

The diversification of policies and programs along the many dimensions of exclusion 
is more representative of developed countries than of Latin America and the Caribbean, 
where norms, institutions, and policies and programs can be seen as not yet encompass-
ing the wide political, economic, and social dimensions of the problem of exclusion. For 
example, affirmative action or quota-based systems are relatively prevalent in many 
countries in a wider range of areas, but in Latin America and the Caribbean the measures 
involved are predominantly political party quotas, principally those for gender. Inter-
national experience indicates in very broad terms that as the inclusion process evolves 
over time, inclusion policy can move to greater diversity and specificity of instruments 
(policies and programs) even if there is not always full societal consensus, particularly 
as strengthened civil society and more representative government provide the means to 
open up new channels for policy intervention. 

Returning to the Foundation

To advance ultimately towards inclusion, though, demands a return to its foundation. 
There is no single identifiable cause nor a single definable solution to the multiple layers 
of political, economic, and social marginalization that have produced high rates of social 
exclusion in Latin America and the Caribbean. Progress towards inclusion in the region 
requires significant efforts both to better define and comprehend the forces that create 
exclusion and to better understand as well the public policy process needed to signifi-
cantly advance inclusion.

For Latin America and the Caribbean, the most basic step forward in public policy to 
combat exclusion begins with the recognition of some fundamental truths:

1. Exclusion is too complex, multidimensional, and changing for single, isolated 
policies to be effective in combating it. 

2. Public policy to advance inclusion must be viewed, designed, and evaluated 
as part of a comprehensive set of diverse interventions within a policy process 
that integrates the role of civil society and societal change. 

3. When designing interventions, public officials must think horizontally and ver-
tically about needed changes and reforms on three levels—laws, institutions, 
and instruments—as each depends on the others. 

4. A key to developing sustainable national inclusion processes in Latin America 
and the Caribbean lies in the evolution of democratic systems in the region 
towards greater representativity and participation, the heart of developing 
more inclusive public policies. 
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5. The systematic evaluation of existing policies and programs for their impact 
on inclusion, the identification of key opportunities not available to excluded 
populations, and basic data collection must begin now if countries are to have 
the ability in subsequent years to enact a new generation of evidence-based 
policies and programs that contribute to vibrant national inclusion processes.

Unearthing and addressing the dynamics of exclusion and inclusion via public policy 
will play a central role in the region’s future. That future, many argue, must place funda-
mental citizens’ rights—political, social, human, economic, social, and cultural—at the 
core of achieving inclusion (Abramovitch, 2004). Without greater advances in inclusion 
based on fundamental citizen rights, Latin America and the Caribbean will continue to 
suffer from its legacy of exclusion and remain the most unequal region in the world. 
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Buvinić , Mayra. 2004. Introduction: Social Inclusion in Latin America. In Mayra Buvinić  and 
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