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Factor income distribution and growth
regimes in Latin America, 1950-2012

German ALARCO*

Abstract. After a comprehensive review of the literature on economic growth re-
gimes, the author develops an econometric model to determine the type of growth
regime prevailing in 16 Latin American countries over the period 1950-2012, using
statistical data on the respective wage share and profit share of GDP. After ana-
lysing the evolution of factor income distribution in relation to economic growth
during the period in question, the author concludes that most Latin American
economies have a wage-led growth regime, and that redistribution policies targeted
at wages are therefore conducive to economic growth.

The issue of income distribution has recently returned to the top of the
global agenda following the work of Piketty (2014), who provides sys-
tematic long-term statistical data on the concentration of wealth and income
growth in the major world economies. While it was not his explicit intention,
Piketty has opened up debate on the third of the three basic economic ques-
tions — what to produce, how to produce, and for whom to produce? — in the
classical and post-Keynesian tradition. For Piketty, high levels of wealth and
income inequality represent a threat to democracy; he does not, however, ex-
plore the ways in which this inequality also contributes to crises, economic
downturns and social disorder.

In recent decades, the issue of income distribution has also received re-
newed attention on the research agenda in Latin America. Emphasis is placed
on personal income distribution, however, rather than on factor or functional
income distribution, on which less work has been carried out.! The latter
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approach poses a number of problems, such as the fact that in most Latin
American economies mixed income or self-employed income is included in
the gross operating surplus, resulting in corresponding adjustments and esti-
mates being made in some studies.

Analysing personal income distribution is not straightforward either,
however, since the household surveys on which such studies are based under-
estimate the highest income strata, and there are mismatches when these
results are extrapolated from national accounts. In addition, statistics on the
subject are hard to come by in Latin American countries; in most of them, ac-
cess to data based on income tax returns is not possible, and the absence of
inheritance tax makes it impossible to collect statistical data on the evolution
of wealth accumulation of the kind compiled by Piketty (2014).

Since Kalecki (1954), factor income distribution has been a central ele-
ment in explaining the level and evolution of GDP. Post-Keynesians have ex-
plored this relationship in depth, including researchers investigating growth
regimes, who analyse the various ways in which the wage share of GDP influ-
ences private consumption, private investment, exports and productivity, seek-
ing to establish whether an increased wage share contributes to an increase in
economic activity, or not. If so, we could say that the growth regime is wage-
led; if not, that the growth regime is profit-led.

This article aims to review the evolution of the wage share and profit
share of GDP (specifically, the share of wages and salaries and the gross op-
erating surplus, respectively) in Latin America, for the period 1950-2012, and
to determine whether the 16 economies analysed were wage-led or profit-led.
This article builds on an earlier study (Alarco, 2014a) on the wage share. The
main questions addressed are: What does the literature on the relationship be-
tween income distribution and economic growth regimes tell us? What is the
distribution pattern of the wage share and profit share in Latin America? Are
there common distribution patterns for the entire region, or are some features
specific to particular groups of countries? How has the wage share evolved
compared to economic growth in the long run? In the different economies of
Latin America, is the growth regime wage-led or profit-led?

The remainder of the article is organized into five sections. The first sec-
tion reviews the literature on the relationship between income distribution
and growth regimes. The second describes the model used to determine the
type of economic growth regime, and the data sources used. The third section
describes the basic statistical data on the evolution of the wage share and
profit share, common distribution patterns, and the correlation between wage
share and economic growth in Latin America as a whole. In the fourth sec-
tion the selected model is applied and the results presented, thereby identify-
ing what economic growth regime prevailed during the period under review
in the countries studied. The last section presents a number of conclusions and
policy recommendations.

With regard to the article’s scope and limitations, in line with our macro-
economic perspective we omit structural and socio-political factors specific
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to each economy. The work is of a preliminary nature, and would benefit from
being followed up in more detail for each country. The same basic economet-
ric tools were used for all the economies analysed. We do not estimate the in-
come of urban or rural self-employed workers, since their situation could be
similar in practice to that of wage earners. Nor do our policy recommendations
extend to the issue of improving income distribution and economic growth.

Literature on distribution
and economic growth regimes

Conceptual framework

The French school of regulation theory reopened the debate on economic
growth regimes. While their theories are inspired by the ideas of Karl Marx,
Regulationists deny that the capitalist mode of production is comprehensible
in terms of a single set of laws that remain unchanged from its inception until
its eventual suppression (Brenner and Glick, 1991). For Boyer (1988 and 2007)
an “accumulation regime” is the body of “regularities”? that ensure a compre-
hensive and relatively consistent progression of the accumulation of capital, in
that these regularities absorb or spread over time distortions and imbalances
that constantly arise from the process itself.?

More specifically, Bowles and Boyer (1988) developed the argument
that the level of employment may respond either positively or negatively to
changes in the wage rate, giving rise to an employment regime that is wage-
led or profit-led, respectively. Establishing at the outset that the neoclassical
theory of employment and output is characterized by the acceptance of Say’s
law (according to which all supply creates its own demand) and that labour
is a commodity like any other, they integrated the two absences in the neo-
classical theory: the Keynes-inspired analysis of aggregate demand and the
Marx-inspired analysis of the problem of wage setting labour discipline.

Within the post-Keynesian school, Bhaduri and Marglin (1990) made an
important contribution to the theoretical framework that underpinned work on
evaluation of growth regimes. Their objective was to develop a macroeconomic
framework for analysing the relationship between wages and unemployment,
based on the two basic schools of thought concerning the real wage: one that
sees real wages as a production cost (neoclassical school) and one that sees
real wages in terms of workers’ purchasing power — i.e. in terms of stimulat-
ing demand. To this end, the authors designed a model that reformulated the
traditional investment/saving (IS) curve and simulated exogenous changes in

2 The term “regularities” denotes the set of processes and behaviour, whether individual or
collective, that reproduce fundamental social relationships, sustain and guide the “accumulation re-
gime” in force, and ensure the dynamic compatibility of a set of decentralized decisions without it
being necessary for economic actors to interiorize the principles of system adjustment (Boyer,2007).

3 While Aglietta and Lipietz are closer to Marx, Boyer is a critic of Marxist orthodoxy and
creates a new theoretical framework that incorporates the arguments of Keynes and Kalecki.
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real wages. In a closed economy, a rise in real wages is positive for consump-
tion, but may not be positive for investment. In a profit-led economic growth
regime (i.e. “exhilarationist” as opposed to “stagnationist”), a fall in real wages,
which reduces private consumption, is compensated for by increased invest-
ment. This validates the “underconsumptionist” view. When an open economy
with high dependence on foreign trade is analysed, it is observed that low
wages can contribute to economic growth.

Stockhammer (2011a) adopts the Regulationist view, defining economic
regimes as actual economic structures and institutions, including social se-
curity provisions, the financial system in place and the degree of openness
of the economy. For this author, the key factor in determining whether eco-
nomic growth is wage-led or profit-led is to evaluate the effects of changes in
the wage share on supply and demand. With regard to demand, it is likely that
consumer spending will be directly correlated with the wage share. Generally,
higher real wages lead to higher consumer spending levels, since the propen-
sity to consume out of wage income is higher than out of profit income. Sec-
ond, there is the possibility that investment responds negatively to an increase
in the wage share (brought about by a fall in the profit share or in company
profit margins). Third, there is the probability that net exports respond nega-
tively to increases in the wage share since, for a specific exchange rate, prof-
itability decreases or exports become less competitive, although these effects
will depend on the degree of openness of the economy and on the types of
products that are exported and imported.

In this regard, one cannot know ex ante what the net effect of an in-
crease in the wage share on demand will be. If the effect on consumption is
greater than on net exports and investment, the overall result will be positive
and the economy can be said to be a wage-led demand regime. Conversely, if
the effect is greater for investments and net exports, the net effect of an in-
crease in the wage share on demand will be negative, and the regime will be
profit-led. Regarding supply, the key issue is how changes in the wage share,
or in real wages, affect productivity growth (or technological progress, from
a broader perspective). The contribution is considered to be positive, accord-
ing to Kaldor-Verdoorn’s Law, but neutral, or negative, according to orthodox
economists.

Empirical research

Numerous empirical studies can be found on growth regimes. Stockhammer
and Ederer (2008) identified two groups of papers, each of which used a dif-
ferent estimation strategy; however, there are now three groups.

The first group of papers tries to estimate the full model, i.e. a goods
market equilibrium relation and a distribution function, and involves esti-
mation of a structural VAR model. This approach has the advantage of in-
corporating interactions between the different variables; the disadvantage,
however, is that this makes it difficult to identify the effects of individual
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variables. The second group of papers focuses on the goods market and es-
timates consumption, investment and net export equations, without using
state-of-the-art econometrics and ignoring the issue of unit roots; for this rea-
son, methods of error correction are not used. The estimated models tend to
be limited to specified theoretical models. The third group of papers builds
on the second, but makes more use of econometrics, expanding the control
variables and incorporating other elements, such as evaluating the impact of
globalization and financialization.

As part of the first group, Stockhammer and Onaran (2004) analysed the
relationship between effective demand, income distribution and unemploy-
ment for the United States, France and the United Kingdom using a structural
VAR model, following in the tradition of Kalecki and Kaldor. The dependent
variables of this model are capital accumulation, capacity utilization, the profit
share of GDP, productivity growth and unemployment. The Keynesian narra-
tive is confirmed, in that there is weak evidence of the neoclassical hypothesis
that a rise in real wages results in an increase in unemployment. In addition,
the substitution of labour by capital in response to higher real wages is not
confirmed empirically. Productivity growth plays an important role. Because
of the model specification the authors have few policy recommendations to
propose; however, they make it clear that policies of real wage constraint are
ineffective in reducing the level of unemployment.

The second group of papers focuses on estimating the effects of changes
in real wages, or in the wage share, on private consumption, private investment
and net exports. Among the first to focus on this area, Naastepad and Storm
(2007) studied a number of OECD demand regimes for the period 1960-
2000, using a general Keynesian growth model, allowing demand growth to
be wage-led or profit-led. They found that demand was wage-led in Germany,
France, Spain, Italy, Netherlands and the United Kingdom, and profit-led in
the United States and Japan. For these authors it is clear that the neoclassical
recommendation of real wage growth restraint was not conducive to economic
growth in six of the eight countries studied. On the other hand, in the case of
profit-led economies, they found that the decline in world trade growth was
the dominant cause of sluggish growth in all economies, including profit-led
Japan and the United States.

On the basis of a solid econometric methodology, Stockhammer and
Ederer (2008) found that, in Austria, domestic demand is wage-led. However,
if world trade is included, the demand regime becomes profit-led, since foreign
trade is important for this small open economy. Also, the international demand
component increased over time, reflecting the increasing international division
of labour in the context of globalization. However, given that wage shares had
fallen sharply all over Europe —i.e. Austria’s main trading partners — Austria’s
wage moderation did not fully translate into increased competitiveness.

Subsequently, Stockhammer, Onaran and Ederer (2009) studied factor
income distribution and aggregate demand in 12 European economies, with
mixed results. Analysing the specific case of Germany, Stockhammer, Hein and
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Grafl (2011) found that a decline in the wage share typically has a contraction-
ary effect on demand, but an expansionary effect on net exports, depending on
the degree of openness of the economy. In this way, globalization can change a
wage-led regime into a profit-led regime. Several factors play a role in this pro-
cess: for example, imports and exports grow faster than GDP; price elasticities
with respect to real wage rises increase over time; a substantial share of inter-
national trade consists of intermediate goods rather than final goods, meaning
that effects on exports must be adjusted; and finally, capital mobility has increased.

Onaran, Stockhammer and Grafl (2009 and 2011) introduce the issue
of financialization of an open economy, analysing the situation in the United
States. Financialization is understood to comprise many phenomena, includ-
ing deregulation of the financial system, the proliferation of new financial in-
struments, increased household debt, the new role of banks, the presence of
global institutional investors, the formation of bubbles in the housing and fi-
nancial market, the tremendous growth of the financial sector and the new
shareholder value orientation in non-financial companies. The study concludes,
essentially, that private consumption is driven by wages, while investment is
driven by non-rentier profits (rentier profits having a negative effect on invest-
ment); if international trade is taken into account, however, the influence of
profit dominates marginally.

In a study of the G-20 economies, including Argentina, Canada, China,
India, Mexico, Republic of Korea, Turkey and South Africa, Onaran and
Galanis (2012) obtained some interesting results. The analysis period was
1960-2007 for developed economies, and 1970-2007 for developing coun-
tries. In addition, data from developing economies included the mixed income
of self-employed workers in total wages and salaries. The results highlighted
that Germany, the United States, France, Italy, Japan, the United Kingdom,
the Republic of Korea and Turkey have wage-led growth regimes. However,
Argentina, Australia, Canada, China, India, Mexico and South Africa have
profit-led growth regimes, mainly because of the sensitivity of net exports to
the profit share of GDP, particularly in the case of China.

At a more conceptual level, Lavoie and Stockhammer (2012) suggest that
the polarization in income distribution and the fall of the share of wages in
GDP play an important role in generating unbalanced and unequally distrib-
uted economic growth. Along similar lines, various authors in the International
Journal of Labour Research (ILO, 2011) make the argument for sustainable
wage-led growth policies. Stockhammer (2011b) recommends combining la-
bour market policies with social distribution policies in favour of workers, and
greater regulation of the financial sector.

Problems with the growth-regime approach

Nikiforos (2014) asserts that an economy cannot be permanently wage-led
or profit-led, arguing that all economies change from one growth regime to
another, since income distribution is fundamentally unstable: changes con-
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stantly occur in the propensity to invest and save that necessarily bring about
a change in the growth regime. A number of institutional, social and polit-
ical factors also come into play. Thus, the common practice of using long time
series to determine the type of economic growth regime is misguided, and
should be reconsidered.

Palley (2014) points out that it is not possible to classify an economy as
being one kind of growth regime or another, as the nature of the regime de-
pends on the policies implemented. Theoretical analysis considers the type of
economy to be a natural characteristic, which it is not. Standard econometric
studies, which estimate stable parameters over time to establish the nature of
growth regimes, are not appropriate, since in reality parameters are unstable
and may change, for example, with changes in economic policy, fiscal policies,
changes in ownership structure and financialization, among other things. Pal-
ley cites several cases where econometric results that fail to take a sufficiently
long-term horizon may be misleading. One example is when consumption is
slow to respond to increases in the wage share because of lags in household
recognition of changes in permanent income, making the economy look profit-
led when it may actually be wage-led. Another case is where workers, in the
same way as capitalists, have a positive propensity to save so that they own
part of the capital stock (wealth) and therefore receive a share of the profits;
this can lead one to conclude that the regime is profit-led when in fact it is
wage-led. Changes in fiscal policy (for example, an increase in taxation) can
also bring about a change from one growth regime to another. Palley con-
cluded that policy recommendations based on this conventional neoclassical
approach are misguided and can be problematic.

Similarly, one can criticize the excessive determinism of the traditional
approach regarding growth regimes. In this regard, Lavoie and Stockhammer
(2012) note that when distributional policies and economic structures are not
consistent — i.e. if pro-capital distributional policies are pursued in a wage-led
economy or, especially, if pro-wage distributional policies are pursued in a
profit-led economy — this will result in stagnation and unstable growth. How-
ever, it should be borne in mind that institutional structures are not perma-
nent, and that distributional policies respond to situations in which investments
and exports had previously declined. The central question is whether the new
circumstances change the way entrepreneurs behave, or whether exports and
imports become less sensitive to increases in real wages.*

4 In their conclusion, these two authors hint at two ways to change an economy operating
under the conditions of a profit-led regime, such as China, into one that is wage-led. On the export
front, they say, the range of products being offered for exports should be switched for products
that are less sensitive to pricing competition and, on the domestic front, the social security system
should be improved in order to induce income recipients — and in particular wage earners — to re-
duce their precautionary savings, thus leading to a reduction in the propensity to consume out of
wages and hence helping to create the structural conditions required for a wage-led regime. How-
ever, these responses are exogenous (i.e. theoretical and external) and not endogenous (i.e. gener-
ated from within the Chinese system).
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Methodology and data
Methodology

The basic structural model used here to determine the type of growth regime
is a variant of the model developed by Naastepad and Storm (2007). The aim
is to assess the effect on GDP (X)) of a change in the wage share. Equation (1)
describes GDP as the sum of the components usually considered under the
expenditure method of calculation: private consumption (C), private invest-
ment (/), government consumption and investment (G ), exports of goods and
services (E) minus imports (M ). All variables are measured at constant prices.

X=C+I1+G+E-M @)
Equation (2) defines the real labour cost per unit of output (V'), or the

real wage share, as the nominal wage (W) over price level (P) — or the real
wage (w) — multiplied by labour productivity (y).

V=)' =wy )

Equation (3) shows the profit share of GDP (i as being equal to 1 minus
the real wage share, or 1 minus the real labour cost per unit of output:

a=1-wy'l=1-V (3)

Equation (4) shows private consumption (C) as the product of the pro-
pensity to consume of wage earners (J,) and the wage share, plus the prod-
uct of the propensity to consume of recipients of capital income (6,) and the
profit share, which is then multiplied by GDP.

C=[@wy™+ 8,mX]=[(0,V+6,(1 - V)X] ()

In this simplified model, it is assumed in equation (5) that imports (M)
are a linear function of the import propensity (a) multiplied by GDP (X).
Equation (6) shows private investment (/) as a direct function of the profit
share and GDP, where 6, and 6, are the investment elasticities with respect to
the profit share and GDP (“investment accelerator”), respectively, both elas-
ticities are greater than zero, and parameter A, is a constant used to define the
autonomous level of investment. Exports (E), as shown in equation (7), are
defined as a direct function of world demand (Z) and labour cost per unit of
output, with a parameter that is traditionally less than zero.

M=oaX, (5)
I=f(m, X)=A,w%X%, (6)
E=g(ZV) = A, Z:VEr, 7)

Based on these equations, we now evaluate the effect on GDP of a
change in the wage share. Equation (8) shows the elasticity of GDP with re-
spect to the wage share (E,,,). Equation (5) is substituted into equation (1); the
product is derived with respect to the wage share; it is assumed that govern-
ment spending (current spending and government investment) is insensitive
to changes in the wage share; and the following elasticities are defined: private
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consumption with respect to the wage share (E,); private investment with re-
spect to the wage share (E,,) and exports with respect to the wage share (Ey,).

1
Eyy = )_C(: Ecy + YEIV + )_E( Epy— aEyy, ®)

Equations (9), (10) and (11) show the respective elasticities Ey, E,y, Egy
obtained by deriving equations (4), (6) and (7) with respect to a change in the
wage share, and solving equation (3):

_ V(aw_ 871)
Ecy = SV+o.(-V) +Eyy )
e,V
Ey=- ]j_v + 6, Eyy (10)
En=¢ (11)

Equation (12) shows the final result of the elasticity of GDP with respect
to a change in the wage share, on the basis of equations (8), (9), (10) and (11).
This reduced form takes account of the expenditure multiplier, which includes
the share of consumption in GDP, the propensity to import, the investment
accelerator parameter and the share of private investment in GDP. The nu-
merator contains the respective consumption, private investment and exports
elasticities with respect to the wage share, and the share of these variables in
GDP. If the final result is Ey,, > 0, we conclude that during the period under
review the main growth regime is wage-led, whereas Ey, < 0 indicates that the
growth regime is profit-led.
1 [c VOe-38) I,V E

= - = O—— + &=
Xo,V+6,0-v) X "1-v 'x

- (12)

Eyy = Vi
\1—}—( +a—91)—(

Data

The two basic variables in our study are the share of wages and salaries in
GDP (i.e. the wage share) and the gross operating surplus in GDP (i.e. the
profit share), for 16 Latin American economies. We also take into account
macroeconomic variables and global GDP as a proxy for world demand. The
16 economies analysed are Argentina (1950-2012), Plurinational State of Bo-
livia (hereinafter Bolivia) (1960-2012), Brazil (1950-2012), Chile (1950-2012),
Colombia (1950-2012), Costa Rica (1953-2012), Ecuador (1953-2012), El Sal-
vador (1960-2012), Honduras (1950-2012), Mexico (1950-2012), Nicaragua
(1960-2012), Panama (1950-2012), Paraguay (1962-2012), Peru (1950-2012),
Uruguay (1955-2012) and the Bolivarian Republic of Venezuela (hereinafter
Venezuela) (1957-2012). We do not include Guatemala and the Dominican
Republic, because of insufficient data.’

3 Eighteen Latin American economies were considered, but only 16 were ultimately included,
because of a lack of data in intermediate periods. Similarly, we tried to extend the period of analy-
sis up to 2013, although we later had to shorten it to 2012. Both the detailed methodology and the
comprehensive data on factor income distribution are available from the author on request. See
also Alarco (2014a), which covers 15 Latin American economies from 1950 to 2010/11.
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The additional data used to determine the growth regime reflect the vari-
ous components of GDP used in the expenditure method of calculation: pri-
vate consumption, government consumption, gross capital formation, exports
and imports of goods and services. These data were obtained from the World
Bank database on national accounts, which covers the period 1960-2012; data
are expressed in millions of US dollars in 2005. For additional data on GDP
and corresponding expenditure for the period 1950-60, we used data on na-
tional accounts taken from the United Nations Economic Commission for
Latin America and the Caribbean (ECLAC) data series,’ and those of CE-
PALSTAT, for the reference year 1970. We adjusted the series to the new ref-
erence years in two stages, first 1980 and then 2005, using data from the period
1990-2013. We were then able to use, through back calculation, the observa-
tions of the World Bank database as far back as 1950.

It should be noted that there are information gaps for specific countries.
Also, in order to distinguish between private and government gross capital
formation we use data from national sources, in particular central banks, na-
tional statistical offices and research centres in each country. It was assumed
that the gross fixed capital formation of each institutional sector had the same
deflator as the total gross fixed capital formation. We were therefore able to
calculate the government and private share of gross capital formation in both
nominal and in real terms.

Basic statistics and trends

Table 1 shows the wage share for the 16 Latin American economies analysed.
The economies with the highest wage share are Panama, Costa Rica, Honduras,
Brazil and Argentina; those with the lowest are Ecuador, El Salvador, Para-
guay, Bolivia and Peru; and Chile, Colombia, Mexico, Nicaragua, Uruguay and
Venezuela have an intermediate-sized wage share. Countries with the highest
variation coefficient are Nicaragua, Paraguay, El Salvador, Bolivia and Vene-
zuela; those with the lowest coefficient are Brazil, Honduras, Chile, Colombia,
Mexico and Argentina; Costa Rica, Ecuador, Panama, Peru and Uruguay have
an intermediate-sized variation coefficient.

Using a moving average indicator (¢) we compare the average of the
last ten observations and the average of the first ten, to determine whether
the trend is positive (result > 1), negative (result < 1) or constant (approxi-
mately 1).” In this regard, El Salvador, Honduras and Ecuador have a clear
positive trend, while Chile and Costa Rica have a slightly positive trend. Those
with a markedly negative trend are Panama, Peru, Nicaragua, Venezuela and
Bolivia. As for Argentina, Brazil, Colombia, Mexico, Paraguay and Uruguay,
these countries have a slightly negative trend. The last column of table 1 shows

% América Latina y el Caribe: Series historicas de estadisticas econémicas, 1950-2008, available
at: http://www.cepal.org/deype/cuaderno37/esp/index.htm [in Spanish, accessed 19 February 2016].

7 The formula is ¢ = % )X,/ Z\'X,.

‘n
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Table 1. Wage share in Latin America

Period Average Variation ~ Maximum Year max. Minimum Year min. Moving  No. of
coefficient value value value value average complete
indicator cycles
@)
Argentina 1950-2012 39.61 0.14 48.79 1974 28.06 1989 0.82 2
Bolivia 1960-2012 28.44 0.46 4312 1984 2413 1986 0.76 1
Brazil 19502012 43.19  0.06 48.59 2012 39.31 2004 0.94 2
Chile 19502012 38.17  0.10 52.19 1972 30.88 1988 1.01 2
Colombia 19502012 36.66  0.09 44.07 1993 31.36 2011 0.94 1
Costa Rica 1953-2012 44.85 0.23 51.33 2012 39.10 1982 1.03 2
Ecuador 1963-2012 25.41 0.33 37.95 2007 15.80 1999 1.12 2
El Salvador 1960-2012 25.77  0.50 41.91 1981 11.51 1960 1.46 2
Honduras 19502012 43.41 0.08 50.36 1986 35.04 1953 1.16 2
Mexico 19502012 3249 0.1 40.26 1976 26.84 1987 0.94 2
Nicaragua  1960-2012 36.17  0.53 57.24 1985 19.24 1988 0.66 2
Panama 1950-2012 50.43 0.23 67.41 1969 30.32 2012 0.52 2
Paraguay 1962-2012 27.17  0.50 38.73 2000 24.34 1990 0.90 2
Peru 19502012 31.43 0.21 41.15 1958 20.91 2008 0.60 1
Uruguay 1956-2012 36.59  0.33 50.43 1963 27.75 1984  0.81 2

Venezuela  1957-2012 33.04 0.39 46.90 1960 26562 1996  0.71

N

Source: Author’s own calculations, based on data from World Bank (2014), ECLAC (2013), ILO (2013) and various
national sources.

the number of complete peak-and-trough cycles observed over the period
1950-2012.

Figure 1 shows the wage share and profit share for the Latin American
countries studied (weighted by GDP in constant 2005 dollars), for the period
1950-2012. Both the original data, and the data corrected using the Hodrick-
Prescott filter are shown, to indicate the non-linear trend. It can be seen that
the wage share is highest in the 1960s, particularly 1967 for the original data,
and 1964-66 for the corrected data. From then on we observe a moderately
decreasing trend, with sharp declines in 1985, 1996 and 2004-06, for both the
original and corrected data. From 2005 there is a return to a moderate upward
trend, with values approaching those of the 1980s. The profit share is highest
in 1951, after which point it starts to decrease, reaching its lowest point in 1967
for the original data, and 1969 for the corrected data. From this point the trend
is basically positive up to 2006. From then on there is a slightly negative trend,
as a result of the increased wage share. These aggregate results are explained
primarily by the greater weight of Brazil, Mexico and Argentina in the region,
followed by small-and medium-sized economies.

It is important to analyse whether this general trend in the evolution of
the wage share and the profit share applies to all — or only some — economies
in the region, and to what extent local specificities play a part. To this end, we
estimate correlation coefficients between the respective wage shares of all the
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Figure 1. Wage share and profit share in Latin America, 1950-2012 (percentages)
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Source: Author’s own calculations, based on data from World Bank (2014), ECLAC (2013), ILO (2013) and various
national sources.

countries studied, drawing up a correlation matrix showing the correlations
between countries. The values are: 1 when there is a positive or direct corre-
lation, —1 if there is a negative or inverse correlation and 0 when there is no
correlation. A matrix of 128 results is obtained.

Figure 2 shows the aggregated data obtained using this correlation ma-
trix, with regard to the wage share. The vertical axis shows the average wage
share of the different countries, over the entire period 1950-2012. The hori-
zontal axis shows the simple average of the wage share correlations between
economies. The distance between one economy and another is measured by
the difference between average wage share values and the difference between
average correlations. Costa Rica, El Salvador and Honduras have, like other
countries, an average wage share, but are more distant from other economies in
terms of their wage share correlations. A core group of economies have more
similar distributions: Argentina, Bolivia, Brazil, Chile, Colombia, Venezuela,
Mexico, Nicaragua, Paraguay, Peru and Uruguay (Argentina, Chile and Co-
lombia are very close to each other); these countries probably have the same
distribution narrative. The last group of countries, Ecuador and Panama, are
the furthest from this core group.

Figure 3 shows the five-year trend in the correlation between the wage
share and economic growth in Latin America, in five-year sub-periods, for
the period 1950-2012. These results are obtained using the regional average
(corrected using the Hodrick-Prescott filter) and the geometric mean of GDP
growth. The figure provides a useful overview of the situation in the region: the
situation improves when an increase in the wage share coincides with economic
growth, and worsens when both variables have lower values or when there is a
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Figure 2. Distribution of the average wage share (vertical axis, percentages) and
the average correlation between Latin American economies (horizontal axis),

1950-2012
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Source: Author’s own calculations, based on data from World Bank (2014), ECLAC (2013), ILO (2013) and various
national sources.

Figure 3. Relationship between wage share and economic growth in Latin America,
in five-year periods, 1950-2012
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trade-off represented by lower economic growth and a higher wage share. More-
over, the figure also serves to graphically show the periods in which the Latin
American economy is wage-led, i.e. when the correlation is direct or positive, and
the periods when the economy is profit-led, i.e. when the correlation is negative.
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Figure 3 shows that, in general, the period 1950-79 was better than 1980—
2012, since the correlation between wage share and GDP growth in Latin
America has higher values in the first period than in the second, as was the
case internationally. Other sub-periods can be identified, where both vari-
ables increased, such as 1960-64, 1990-948 and 2005-12. The periods marked
by a trade-off between wage share and economic growth were limited, occur-
ring mainly in the 1980s, the second half of the 1950s and the first half of the
1970s. It is clear that for most of the time a wage-led economic growth re-
gime prevailed not only in boom times — i.e. from the second half of the 1950s
to the first half of the 1960s, and between 2000-04 and 2005-12 - but also
when economic growth declined, from the 1970s to the first half of the 1980s
and in the 1990s up to the first half of the 2000s. In the other periods (from
the second half of the 1960s to the first half of the 1970s and the first half of
the 1980s to the first half of the 1990s, the economy grew as the result of the
other components of (internal and external) demand, even though the wage
share decreased.

Results: Wage-led growth and profit-led growth

In this section, the model described in the methodology section is applied, to
assess the type of economic growth regime in the Latin American economies
studied, using all the data available for 1950-2012. This analysis gives an over-
all view, without going into the specifics of each economy or sub-period. How-
ever, as seen in figure 3, sub-periods can be identified during which a wage-led
growth regime changes to a profit-led regime, or vice versa.

The process consists of three stages. First, the private consumption, pri-
vate investment and exports functions are estimated for the different econ-
omies (equations (4), (6) and (7). Second, the private consumption, private
investment and exports elasticities with respect to the wage share, £, E,,,
E,, respectively, are calculated (equations (9), (10) and (11)). Third, these re-
sults are substituted into equation (12) for calculating the elasticity of GDP
with respect to the wage share (Ey,). If E,, > 0, the economic growth regime
is wage-led, and if Ey,, < 0, it is profit-led.

Table 2 shows the results of the (real) private consumption function
estimates, where the main variables are the relationship between the con-
sumption propensity of wage earners and the wage share and the relationship
between the consumption propensity of capital income recipients and the profit
share, both during the same period and with a time lag of one or two years.’
These parameters have the expected sign, and acceptable values, showing that
wage earners’ consumption propensity is higher than that of capital income

8 An improvement can be seen from the second half of the 1980s to the first half of the
1990s with the original data, but not when the data are corrected with the Hodrick-Prescott filter,
as shown in figure 3.

¥ The correlation is sought first in the same period of time and then, for econometric rea-
sons, with a time lag of one (-1) and two (-2) years, respectively.
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recipients, and that in all cases the values are significantly different from zero.
In some countries with a greater inflationary tradition, or that had significant
inflationary episodes in the period under review, the propensity to consume
may be greater than 1.° In all regressions, autoregression vectors AR (1) were
included, with AR (2) vectors used for Bolivia and Colombia to correct prob-
lems of error autocorrelation. For five countries, dummy variables were used,
as explained in the notes to the table. The regressions’ goodness of fit (R?) is
acceptable, although not analysed in detail for each economy. A t-test is car-
ried out (corresponding values indicated in brackets), and the F test (F), for
the entire set of parameters, thereby demonstrating the quality of the results.
As shown by the values of the Durbin-Watson (DW) test, there are no prob-
lems of error autocorrelation.

Table 3 shows the results of the (real) private investment function es-
timates. The main variables are the relationship between private investment
and the profit share and the relationship between private investment and GDP
(private investment accelerator), both in the same period, and with a time lag
of one or two years. Overall, both parameters were expected to be positive,
although in the case of Ecuador, Mexico and Venezuela a negative corre-
lation between the profit share and GDP was obtained. The private invest-
ment accelerator was always positive. As in the consumption function, vectors
AR (1), AR (2) and MA (1) were included in some cases. Moreover, it is in-
teresting to note that the goodness of fit (R?) of these regressions was greater
than that obtained for the private consumption functions. All the estimated
parameters have a high level of significance (F test) and there are no problems
of error autocorrelation (DW).

Table 4 shows the results of the real exports regressions. It can be seen
that there are positive correlations between exports and world demand
(In Z), but negative correlations between exports and the wage share (In w),
both during the same period and with a one-year time lag. The vector AR (1)
is incorporated, and in some cases AR (2), as well as dummy variables for
exceptional periods. The goodness of fit (R*) of the regressions was high.
Overall, the parameters were significantly different from zero according to
the F test, although not all the parameters of the exports/wage share function
were significant — in these cases, real wages do not have a strong effect on
exports.

Table 5 shows the results of equation (12), once the regression param-
eters shown in tables 2, 3 and 4 have been incorporated — this gives us the re-
duced form equation showing the elasticity of GDP with respect to changes
in the wage share. The GDP components of private consumption, private in-
vestment and exports (including in each case the expenditure multiplier) are
shown, together with the overall effect, which is the sum of these three com-
ponents. The table also specifies whether the growth regime is wage-led or

10 In the case of Brazil, one omitted variable that is important for explaining levels of pri-
vate consumption is that of household debt levels.
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Table 5. Elasticity of GDP with respect to the wage share
and economic growth regimes

Country Private Private Exports Total effect Growth regime
consumption investment
Argentina 0.0727 -0.0369 -0.0357 0.0080 Wage-led
Bolivia 0.0066 -0.0888 0.0000 -0.1538 Profit-led
Brazil 0.3378 -0.0811 0.0000 0.8145 Wage-led
Chile 0.1183 -0.0960 -0.0760 -0.1337 Profit-led
Colombia 0.1279 -0.1154 0.0000 0.0474 Wage-led
Costa Rica 0.2133 -0.2010 0.0000 0.0267 Wage-led
Ecuador 0.0508 0.0547 0.0000 0.2839 Wage-led
El Salvador 0.1088 -0.0181 0.0000 0.3136 Wage-led
Honduras 0.0154 -0.1337 0.0000 -0.1613 Profit-led
Mexico 0.0612 0.0532 -0.0681 0.1228 Wage-led
Nicaragua 0.0368 -0.0525 0.0000 -0.0702 Profit-led
Panama 0.0257 -0.1029 0.0000 -0.0633 Profit-led
Paraguay 0.1653 -0.0614 0.0000 0.2025 Wage-led
Peru 0.0847 0.0000 -0.0693 0.0783 Wage-led
Uruguay 0.1287 -0.0910 0.0000 0.1187 Wage-led
Venezuela 0.0035 0.0750 0.0000 0.0706 Wage-led

Source: Author’s own calculations, based on data from World Bank (2014), ECLAC (2013), ILO (2013) and
various national sources.

profit-led. In this table, only those parameters that are significantly different
from zero are considered; no distinction is made as to whether the correlation
is for the same period or with a one-year or two-year time lag.

For all countries, an increase in the wage share results in a rise in private
consumption, with the strongest effect found in those economies where the
wage share is higher, such as Brazil and Costa Rica. In some countries, such
as Ecuador and Mexico, an increase in the wage share had a positive effect
on private investment, but in the other economies this relationship is negative.
With regard to exports, there is mostly no effect, since many of the parameters
are not significantly different from zero, although there are also some negative
values. The overall effect in most countries is positive; i.e. an increase in the
wage share results in a rise in demand and GDP. This is the case of Argentina
(albeit with a low value), Brazil, Colombia, Costa Rica, Ecuador, El Salvador,
Mexico, Paraguay, Peru, Uruguay and Venezuela, where the economic growth
regime was wage-led.

In the case of Bolivia, Chile, Honduras, Nicaragua and Panama, however,
the overall effect is negative, i.e. an increase in the wage share leads to a fall
in demand and GDP. This means that the growth regime was profit-led, since
the positive effect on private consumption is offset by the negative effect on
private investment and exports. Interestingly, when parameters are considered
during the same time period only, and not time-lagged, the negative effect of



92 International Labour Review

the wage share on exports is eliminated for Chile, meaning that the growth
regime changes from being profit-led to wage-led. Thus, only Bolivia (perhaps
because of the weight of the self-employed income included in the gross oper-
ating surplus) and the small Central American economies of Honduras, Nica-
ragua and Panama have profit-led growth regimes; the larger economies have
wage-led growth regimes.

It should be noted that, using econometric analysis to determine the type
of economic growth regime has a number of limitations, and that a particular
regime can be associated with a specific period only, and not the entire period
(here 1950-2012). Furthermore, the parameters and observed correlations can
be simply statistical and are not necessarily causal. This may be the case for
Peru, where the correlation between exports and the wage share is negative
when time-lagged, and significantly different from zero. Indeed, real exports
grew while the wage share fell, but this does not necessarily mean that the
latter explains the former, just that they are correlated variables. The wage
share has a negative impact on non-traditional exports, while not affecting
exports of mining and hydrocarbon products, which are equivalent to just
under 80 per cent of total exports.

Conclusions

While the debate on economic growth regimes began with the French school
of regulation theory, post-Keynesian economists developed the idea further,
and carried out most of the empirical studies that exist on the subject. A high
wage share has a positive effect on private consumption but may have a nega-
tive effect on private investment and exports; therefore, the total effect of a
change in the wage share can be seen by looking at these three components of
GDP. The international empirical evidence shows that most of the economies
analysed have wage-led growth regimes, but that there are also countries and
specific situations in which the regime is profit-led.

An increased wage share is conducive to economic growth. Thus, the neo-
classical dilemma of a trade-off between efficiency and equity does not appear
to be borne out in practice, since both factor income distribution and personal
income distribution can apparently be improved at the same time. However,
this does not mean that income redistribution in favour of workers can be a
never-ending process: economic growth regimes respond to institutional fac-
tors that change over time. One must also take account of possible limitations
arising from negative reactions from the business sector (less private invest-
ment and upward pressure on prices, thereby reducing the purchasing power
of wages); also, the balance of payments is adversely affected by increased
imports, lower exports and reduced capital inputs (or outputs), to the point
of being unsustainable.! Econometrics is not the perfect tool for identifying

11 Alarco (2014b) carries out an analysis on the possibilities of increasing real wages in dif-
ferent Latin American economies without adversely affecting balance of payments.
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economic growth regimes. However, it is clear that the way to make an econ-
omy competitive is not by depressing workers” wages and benefits. One must
not forget that reducing the weight of the labour component of GDP leads to
stagnation and global decline, for the overall international growth regime is
wage-led (Capaldo and Izurieta, 2013).

The present study extends and supplements the statistical information
on the wage share and profit share of GDP, for 16 Latin American economies,
and for the region as a whole. The time when the wage share was the highest
was in the mid-1960s. Since then, despite the wage share being lower, there
was a slight increase in the mid-1990s, and from 2005 onwards. The correla-
tion between the wage share and economic growth is mainly positive over the
period 1950-2012, except during the 1950s, the mid-1960s to mid-1970s, and
from1980 to the mid-1990s. However, while this global picture is valid for Latin
American countries as a whole, certain situations and circumstances exist that
are specific to individual countries.

Most Latin American economies have wage-led economic growth re-
gimes; this is the case of Argentina, Brazil, Colombia, Costa Rica, Ecuador,
El Salvador, Mexico, Paraguay, Peru, Uruguay and Venezuela, and to some
extent Chile. However, in Bolivia, Honduras, Nicaragua and Panama, the
growth regime is driven by profit and/or self-employed-income. These re-
sults suggest that policies that increase the wage share will be conducive to
economic growth, since the positive effect of income redistribution on pri-
vate consumption will take precedence over the negative effects on private
investment and exports. These findings are important and contradict the ne-
oliberal argument that the only way to make an economy grow is to focus
exclusively on profit-related considerations. In addition, the findings confirm
the conclusion of a previous study (Alarco, 2014a) that increasing the wage
share is positive for economic growth. It would be useful to carry out a more
in-depth analysis of each Latin American economy. It would also be valu-
able to define what kind of labour, economic, financial and social policies
should be implemented, along the lines of Stockhammer (2011b), Kumhof
and Ranciere (2010), Palley (2011), and others, in order to achieve the goals
of income redistribution and growth.
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