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Background Paper No.1

UPDATED INCOME DISTRIBUTION AND POVERTY
MEASURES FOR CHILE: 1987-1998'

Julie Litchfield

Introduction

1.1 The aim of this chapter of the report is to provide a comprehensive picture of the levels and trends
in income inequality and poverty in Chile during the period 1987 to 1998. It uses six household survey
micro-data sets - the Caracterizaci6n Socioecon6mica Nacional (CASEN) for the years 1987, 1990, 1992,
1994, 1996 and 1998 - and applies a range of statistical techniques to estimate levels of and changes in
income, income inequality and poverty over this period.

Concepts

1.2 As in the original report, three key concepts are used here: welfare, poverty and inequality.
Although these concepts are frequently used interchangeably to describe well-being and living standards,
we are interested in three very precise definitions that avoid the possibility of misunderstanding and
misinterpretation. Welfare is perhaps the broadest of the three concepts, capturing the level of well-being
of an individual, household or society, and is often proxied for by the level of income or consumption.
Broader interpretations are possible, and desirable , but data availability and data reliability usually
constrains the choice to simply income or consumption. In the absence of a frequent or regular survey on
household expenditures, this study, and its predecessor, uses income as the indicator of welfare. To be
more precise, this study uses two definitions of income, firstly total household income per equivalent adult
and secondly total household income per capita, both of which are defined in section 3 below.3

1.3 Most other studies of inequality and poverty in Chile, and elsewhere in Latin America, adopt total
household income per household as the welfare indicator: this may be less demanding of data, as it does
not require any information on the household size and composition but it does create at least two
limitations to interpretation of the results. Firstly, poorer households tend to be larger than richer
households, comprised of more children and/or more dependent adults (the elderly or infirm) than richer
households, so that poorer decile groups have larger shares of the total population than richer decile
groups and that poverty headcounts, for example, give no clear indication of the proportion of the
population that are poor. Secondly, using an distribution of income among individuals (equivalised adults
or per capita) allows us to compare results from household surveys, such as the CASEN, with those of
national accounts data where income estimates are computed for the distribution of individuals rather than
households.

' This report is an update of an earlier report on income distribution and poverty in Chile covering the period 1987-1994 and written by Francisco
Ferreira and Julie Litchfield for the World Bank (World Bank, 1997). This update relies heavily on the methodology and results of the earlier
study and owes much to the original co-author.

2 The ideal concept is some measure of an individuals life-time purchasing power, or permanent income, which may also include an imputed value
for leisure (Becker, 1965) and/or an imputed value for the benefit of public goods (Sen, 1981).

3 The estimates of income inequality, welfare and poverty using total household income per equivalent adult are presented in the body of the
report, while those for the second, per capita concept, are presented in the appendix to this report.
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1.4 The second concept used in this study is poverty and is related to the welfare concept, although in
a negative sense. That is, a rise in welfare will, all other things being equal, be associated with a fall in
poverty. Poverty measures are defined over a censored distribution and hence measure the welfare of
individuals below a certain threshold or poverty line4. The poverty lines used in this study are described in
section 4 below. We restrict our poverty measures to members of the Foster, Greer and Thorbecke class,
Pa, which contains the three commonest poverty measures, defined in general terms as:

P i= IZ i(1) P,jN

where y, is the income of the ii poor individual (of which there are k), z is the poverty line and N is the
total number of individuals in the population (Foster et al., 1984). The interpretation of these measures is
as follows. When a=O, the expression simplifies to k/N, i.e. the headcount index, which gives the
proportion of the population that is poor, i.e. the incidence of poverty. When a=1, we have the poverty
gap, the average gap of the poor from the poverty line, expressed as a proportion of the poverty line,
which indicates the depth or intensity of poverty. When a=2, we have the FGT(2) or P2 measure, which is
the average squared poverty gap, and so incorporates to some extent the inequality of incomes below the
poverty line. Different poverty lines may suggest different rankings of distributions, so rather than relying
solely on aggregate poverty estimates we also use poverty dominance techniques to test the robustness of
our aggregate trends to the level of the poverty line.'

1.5 Inequality, the third concept, is similar to the welfare concept in that it is defined over complete
distributions, rather than censored distributions, but it is independent of the mean (location) of the
distribution, being defined in terms of the second moment of distributions. Two distributions may
represent two different levels of welfare if one distribution represents a country say with much higher
incomes, but they may have identical levels of inequality if the incomes are distributed among the
population of each country in the same way6. The level of inequality will clearly depend on the
distribution of incomes but also on the particular measure of inequality used. Different measures display
different levels of sensitivity to gaps between incomes at different parts of the distribution. We will
present inequality estimates using the Gini coefficient (the most widely used inequality measure, and most
sensitive to incomes in the middle of the distribution) and three members of the Generalized Entropy class,
defined as:

(2) E(a)= I Q r 4 -1j

where yj is the income of individual i, -y is mean income and N is the total number of individuals in the
population. If a=O, we can apply l'Hopital's rule to obtain E(O) the mean log deviation:

N E FYi

4 One desirable property of poverty measures is that they satisfy the focus axiom, that is they are invariant to any change in incomes above the
poverty line (Atkinson, 1987). All the measures used in this study have this property.

5 See section 5 for further details of this technique.

6 Our choice of inequality measures, like our poverty measures, are restricted to those that have a number of desirable properties, notably the
Pigou-Dalton transfer principle, which demands that the measure rise (or at least not fall) in response to a mean preserving spread, i.e. an income
transfer from a poorer to a richer person.
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which is most sensitive to distances between incomes at the bottom of the distribution, Setting produces
E(1), the Theil index:

N1 1 y LYi(4) E(1) = ilog Y 

which has constant sensitivity across the income distribution. Finally, if a=2, we derive the E(2), equal to
half the squared coefficient of variation:

1 N
(5) E(2) =(Yi

which is most sensitive to distances between incomes at the top of the distribution. Different inequality
measures may therefore rank distributions in different ways depending on their sensitivity to distances
between incomes at different parts of the distribution: we will therefore supplement the aggregate
measures with tests of stochastic dominance, described below in section 4.

1.6 We can conceptualize social welfare as a separable function of the mean of the distribution (the
average income level) and of inequality: W=W[y, I(y)], where W is increasing in the first argument, y,
and decreasing in the second, I(y). This leads to three relationships: 1) if inequality is constant, increases
in mean income (i.e. economic growth) will lead to increases in social welfare; 2) if mean income is
constant and inequality rises (falls), then welfare will fall (rise) and poverty rise (fall), and 3) increases
(decreases) in inequality may be compatible with increases (decreases) in welfare if there is sufficient
growth (contraction) in mean income. These are the patterns that will be examined in this study.

1.7 This report is structured as follows. Section 3 provides a brief description of the data sets used in
the analysis, and describes the methodology used in our derivation of the two welfare indicators, income
per equivalised adult and income per capita. Section 4 presents and discusses the results on inequality and
social welfare, using scalar measures of inequality, decile means and shares and stochastic dominance.
Section 5 presents and discusses the set of poverty lines and poverty estimates, as well as testing for
robustness of conclusions to the choice of poverty line. Section 6 presents and discusses the evolution of
inequality and poverty at a slightly less aggregate level by examining urban and rural inequality and
poverty estimates. Section 6 concludes.

Data and methodology

1.8 The analysis reported in this chapter is based on the micro-data sets of the CASEN household
surveys for 1987, 1990, 1992, 1994, 1996 and 1998. The CASEN is a nationally and regionally
representative household survey carried out by MIDEPLAN through the Department of Economics at the
Universidad de Chile, with the dual objectives of generating a reliable portrait of socio-economic
conditions across the country and of monitoring the incidence and effectiveness of the government's social
programs and expenditures. Questions are asked pertaining to both the household and the individuals
within the household, on topics ranging from demographics, characteristics of the dwelling, access to
utilities and public services, educational attainment (and if currently enrolled, on the type of school, fee
payments, benefits received etc), health conditions, insurance, receipt of health benefits and use of health
services, occupations and employment, to incomes from a wide range of sources. The income questions
are designed to permit the distinction between labor incomes in cash and in kind (agricultural and non-
agricultural), income from capital, rental income, imputed rent, employment related transfers
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(occupational, invalidity and widow's pensions) and entitlement transfers (such as the basic pension
PASIS and the family allowance SUF).

1.9 The sampling methodology can be described as multi-stage random sampling with geographical
stratification and clustering. The country was first divided into strata comprising the rural and urban
sectors of each of the 13 regions7. The rural sectors were final level strata. The urban sectors were further
divided into three categories of towns, according to population: 2,000 to 9,999 inhabitants, 10,000 to
39,999 inhabitants and those with 40,000 or more. All of the latter were sampled (i.e. they were final level
strata). For the other towns there was a level of clustering in the selection of towns sampling. At this level,
selected smaller towns, all the larger towns and all the rural areas, a first stage samples primary units
(zonas de empadronamiento), with probabilities proportional to population. A second stage samples
households within these primary units . The sample sizes for our analysis are shown in Table 1 below.9

Table 1: Sample sizes: households and individuals
1987 1990 1992 1994 1996 1998

Households 23,034 26,248 36,587 45,993 33,964 48,588
Individuals 97,044 105,189 143,459 178,057 134,262 188,360
Source: Author's calculations from CASEN 1987-1998.

1.10 Once each survey was completed, the data was then handed on to CEPAL (The United Nations
Economic Commission for Latin America and the Caribbean), which conducted two types of adjustments
to the raw figures. The first type comprises corrections for non-response, which are made in three
instances: when people who declare themselves employed report no income from their main occupation;
when people who state that they receive an occupational or widow's pension do not report a value for this
benefit; or when owner-occupiers of their dwellings do not report a value for imputed rent. In all three
cases, missing income values are replaced by the average value of the specific income variable in the
household group to which the household belongs, where the group is defined by a partition according to a
number of variables, including region, gender of head, educational attainment of head, occupational sector
and categoryl°.

1.11 The second type of adjustment seeks to correct for under- (or over-) reporting of different income
categories, a common problem with household income surveys everywhere. For this purpose CEPAL uses
as the reference point for aggregate income flows the Household Incomes and Expenditures Account of
the National Accounts System (SCN) of the Central Bank of Chile. First, a careful process is undertaken to
convert the information in the original Central Bank accounts to the income concepts survey by CASEN.
Once that is achieved, totals by specific income category are compared for CASEN (with recourse to the
appropriate expansion weights) and the National Accounts.

1.12 Finally, the proportional differences for each income category between the two sources are
imputed uniformly to each income recipient in CASEN, with two notable exceptions: the adjustment in
capital incomes is applied only to the top quintile (of households), proportionately to the primary incomes
(ingresos autonomous) of all recipients there; and incomes from entitlement transfers and gifts are not

7 In the CASEN surveys for 1987 through to 1994, an urban area was any grouping of dwellings with a population in excess of 2000. For 1996 and
1998, urban areas were redefined slightly as any grouping of dwellings with a population in excess of 2000 OR with a population of between 1001
and 2000 where at least 50% of the economically active population were employed in secondary or tertiary activities (MIDEPLAN, 1999). This
break in methodology means that the results from 1987-1994 may not be strictly comparable with those of 1996 and 1998.

s See MIDEPLAN, 1992, for full details.

9 These sample sizes are slightly larger than those reported in the official MIDEPLAN records, reflecting our treatment of live-in domestic
servants as separate households.
'° See Appendix I to CEPAL, 1995, for full details.
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adjusted". The underlying assumption justifying this procedure is that mis-reporting differs fundamentally
across income categories, rather than income levelst2. In fact, the imputation would be strictly correct only
if the income-elasticity of reporting within each income category was unitary. The only exception to this
assumption, as noted, was in the treatment of capital incomes, which were imputed proportionately, but
exclusively within the richest 20% of households."3

1.13 We have also made some adjustments to the data set, after it was processed by CEPAL. The
income variable from the CASEN records on which our analysis is primarily based is total adjusted
household income per month (labelled YTOTHAJ in the CASEN micro-datasets), which includes all
primary incomes, monetary transfers'4 and gifts, as well as imputed rent, after the CEPAL adjustments. It
was from this variable that we constructed our income concept-household income per equivalent adult-
by appropriate choice of denominator. Our first adjustment was in the treatment of live-in domestic
servants. It is unclear how previous studies treated them, since YTOTHAJ is defined to exclude their
incomes. Household-based studies are likely to have unwittingly excluded them from the sample
altogether, by simply imputing YTOTHAJ to the household. For this report, like the earlier report, in
households with live-in domestic servants, all other members received YTOTHAJ divided by the
equivalence scale defined over them, while the servants were treated as a separate household, whose
income was the sum of total adjusted individual incomes (YTOTAJ) over them.

1.14 The second adjustment was to exclude from the analysis the three richest households in the 1994
sample only. This decision was carefully considered, and was based on the impression that these
households reported sufficiently disproportionate incomes to be regarded as genuine outliers.'5 This
impression was reinforced by the fact that two of these households were identical in every respect, having
clearly been double-sampled16 , and by the position of the three households as outliers in a plot of the
Pareto distribution of the top 1% of the sample.

1.15 The third adjustment was to deflate all household incomes by a regional price index, with Santiago
as the base location. Traditionally, nominal incomes have only been deflated by a common national
consumer price index, taking no account of regional variations in price levels, which, as Table 2 indicates,
can in some cases be considerable. This is reinforced by Chile's geography, with extreme southern and
northern regions having substantially higher average prices than those closer to Santiago. Our regional
price deflation is based on the only source of prices outside Santiago, the National Statistical Institute's
(INE) Anuario de Precios survey of 16 cities.17

l It is suggested that the main reason for not adjusting these is that under-reporting of transfers consists mostly of complete omissions of benefits
by some households rather than proportional under-reporting of values by all recipients. There being no way to identify the omiters, no adjustment
was found which would have improved the picture obtained from the survey.

12 It may be interesting to note that the proportional adjustments did vary substantially across income categories. In fact, imputed rents were
consistently found to be over-reported, and were adjusted downward in every survey.

See CEPAL (1995) for full details.

14 We believe that the questionnaire coverage of monetary transfers from the State, whether at the federal or municipal level, is exhaustive.
Questions are asked and amounts are registered for the following benefits: Asignaciones Familiares, PASIS, SUF, Subsidio al Consumo de Agua
Potable and Subsidio de Cesantia. See MIDEPLAN (1996) for a description of each of these benefits. Others associated with formal employment,
such as jubilaciones, pensiones de invalidez and monteplos are also included, although they are aggregated as part of primary, rather than
secondary incomes.

'I The value of E(2) - see below - when the outliers are included, is 6.58 in 1994. Its range over the other years is from 1.39 to 1.74.

6 The practice of imputing all values from one household (randomly selected within the cluster) to another, when the latter has failed to respond,
is often adopted as a way of maintaining representativeness within a small cluster. When the 'doubled' household are the Rockefellers, the practice
requires revision.

7 There are no systematic surveys of prices in rural areas anywhere in Chile. Though in the past rural prices have been assumed to be lower than
in urban areas, we have found no justification for this arbitrary mark-down, and generalized urban pfices to the whole region.
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1.16 Given the variation in price levels from year to year, we used an average of the index from 1985 to
1994; the values are given in Table 2. Regionally adjusted incomes were then deflated over time by the
national consumer price index for November (the survey month) of the relevant years. All income values
reported in this paper are expressed in 1998 Santiago pesos.

Table 2: Regional Prices
Region I II III IV V VI VII VIII IX X XI XII RM
Price 1.2 1.1 1.1 1.0 1.0 1.0 1.0 1.04 1.0 1. 1.0 1.2 1.00
Index 2 7 1 9 4 3 1 5 04 9 2

1.17 The final adjustment was to introduce the concept of household income per equivalent adult,
through the adoption of an equivalence scale. This was done to capture the changes in measured inequality
and poverty which arise out of taking into account the differences in needs between households with
different compositions (e.g. four adults as opposed to a couple with two small children), as well as
economies of scale which arise from sharing fixed housing or other costs. There are a number of different
approaches to deriving an equivalence scale, and there is no accepted dominant method. Rather than
attaching excessive importance to the specific values of our chosen coefficients, we sought to provide a
reasonably reliable altemative to the per capita income concept, which is well known to constitute an
extreme assumption in terms of differences in needs, as well as in terms of economies of scale.

1.18 Our chosen scale is a revised version of the equivalence scale for Chile, calculated by Contreras
(1995), using the Rothbarth adult goods method. Contreras' scale was estimated excluding all households
with a single adult from the sample, and taking two-adult households as the reference type. Since we must
also cover those households made up by a single individual, and in order to take into account some
economies of scale within the household, we assume the cost of a single person to be 60% of that of a
couple (roughly equivalent to saying that the second adult costs 70% of the cost of the first adult'8). Our
equivalence scale is therefore:

Yi = Xi / Mj, with Mj = 1.2 + 0.8 (N.s + N 1 -15) + 0.4 N5_10 + 0.3 N04

where: Naa is the number of additional adults in the household; NI1 -15 is the number of children aged 11-15
(inc.) in the household; N5 -10 is the number of children aged 5-10 (inc.) in the household; N04 is the number
of children aged 0-4 (inc.) in the household.
Note that this maintains households with two adults as the reference group. Their household income will
be divided by two. An additional child in the 11-15 age category 'costs' an extra 40%. An additional child
in the 5-10 category costs an extra 20%. An additional child in the 0-4 age category costs an extra 15%.
The second adult costs 70% of the first (or 40% of the couple's total cost).

1.19 By introducing the equivalence scale and the regional price adjustments directly on to the income
concepts to be analysed, consistency is ensured in the assumptions applying to the inequality and the
poverty analyses. Also, since all incomes are effectively expressed in 1998 Santiago pesos, there will be
no need for regional poverty lines. Lines expressed in 1998 Santiago pesos will be the appropriate
comparators for all incomes. Similarly, there will be no need for poverty lines for different household
types; it will suffice to compare the household incomes per equivalent adult with an individual adult
poverty line19. The advantage of this approach over introducing those concepts through different poverty
lines, in addition to simplicity, is that the inequality analysis would not then - as it does now - incorporate
regional price and equivalence scale adjustments.

18 This is a common assumption, adopted for instance in the construction of the OECD equivalence scale (see OECD, 1982).

19 Though the absolute values of the poverty measures will, of course, depend on the household reference type chosen in defining the scale.
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Welfare and Income Distribution, 1987-1998

1.20 This section presents and discusses the analysis of the evolution of income inequality and welfare
during the decade or so between 1987 and 1998. It is useful to summarise here the broad findings of this
section and then proceed to discuss each in turn.

* Firstly, the entire income distribution shifts to the right over time. This was established in the
earlier report for the years 1987 through 1994, and continues beyond that through 1996 and 1998,
as a result of economic growth. This means that individuals at each part of the income distribution
generally receive more incomes each year. There are some exceptions to this general finding, to
which we return below.

* The second key finding is that while the dispersion of the distribution appears to have been
broadly stable over the period as a whole, the year-on-year changes are different, with some
improvements during the first years, 1987-1992 but an upward trend in inequality in the latter part
of the series, 1994 to 1998. This suggests that the benefits of economic growth over the period as
a whole have been distributed in a pattern similar to that of the original 1987 income distribution,
i.e. that economic growth for 1987-1998 has been roughly distributionally neutral, neither
reducing nor increasing inequality. While we can at least conclude that economic growth over the
period as a whole has done nothing to exacerbate inequality (vis-a-vis the level in 1987), it is
perhaps disappointing that the benefits accrued by the relatively poor in terms of increasing shares
in income of high growth in the period leading up to 1992 have been subsequently eroded.

e Thirdly, the shape of the distribution has changed. Again, in contrast to the trend emerging for the
period 1987 to 1994, when the small changes in the shape of the distribution appear to consist of a
slight compression in the lower tail and a slight increase in dispersion in the upper tail20, the trend
for 1994 to 1998 appears to suggest an increase in dispersion in both the lower and upper tails of
the distribution. This is cause for some concern: these latest results suggest that inequality is
increasing not only among the rich, but also among poorer segments of the population. However,
these increases in inequality must be interpreted within the context of improving living standards
across the distribution.

1.21 This picture of the evolution of inequality and welfare is robust to the income concept used. We
present the results for household income per equivalised adult here, and include those for per capita
household income in the appendix. Table 3 below shows the evolution of mean and median incomes, as
well as four scalar measures of inequality, defined above in section 2.

Table 3: Descriptive Statistics: Household Incomes per Equivalent Adult.
1987 1990 1992 1994 1996 1998

Mean 84,628 94,414 114,290 118,298 133,476 149,289
Median 45,648 53,440 63,204 66,960 74,043 81,809
Gini 0.5468 0.5322 0.5362 0.5298 0.5409 0.5465
E(0) 0.5266 0.4945 0.4891 0.4846 0.5139 0.5265
E(1) 0.6053 0.5842 0.6151 0.5858 0.6058 0.6264
E(2) 1.3007 1.3992 1.505 1.5634 1.4123 1.6172

Notes: author's own calculations from CASEN 1987-1998.
Incomes are monthly incomes and are expressed in 1998 pesos.

1.22 The sustained large rise in mean income over the period clearly reflects the impact of economic
growth throughout the period, while the persistent differential between mean and median income indicates
the extent of skew ness in the distribution. Mean incomes are approximately twice the level of median

20 Between 1987 and 1994 inequality among the poor fell while among the very rich, and between them and those just poorer than them. appears to
have increased.
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incomes in each year: fifty percent of the population receives incomes that are around only half or less of
mean income.

1.23 The four measures of inequality confirm this highly unequal distribution21 but also show that little
is happening to the level of inequality for the period as a whole. The Gini coefficient changes very little
over the period, with the 1987 and 1998 levels being very similar. However the Gini fell slightly between
1987 and 1994 but rose again to the 1987 level by 1998. These small changes between years and between
the beginning and end years are unlikely to be statistically significant, a view borne out by the lack of
Lorenz dominance between any pair of years (see below), with the exception of the increase in inequality
between 1996 and 1998. E(0), the measure most sensitive to income gaps in the lower tail of the
distribution, also falls between 1987 and 1994, but rises between 1994 and 1998, reaching the 1987 level.
This is indicative of increasing dispersion in the lower tail of the distribution, a feature mentioned above
and to which we return below.

1.24 E(l) behaved fairly erratically between 1987 and 1994, with no clear direction of change being
discernible, but a clear increase between 1994 and 1998. Finally E(2) presents a picture of rising
inequality throughout the period, with the exception of between 1994 and 1996 when it fell, before rising
again in 1998. E(2) gives greater weight to gaps between incomes at the top of the distribution, so we can
concluded that the upper tail was becoming more dispersed over time. Between 1994 and 1996, there
appears to have been a slight compression at the very top: as we will see below, the very rich (the richest
1%) did not do quite so well in relative terms as the rich (the richest 10%).

1.25 Table 4 below presents mean equivalized incomes per decile group for each year and demonstrates
the gains from growth that accrued between 1987 and 1998 (see the appendix for per capita income
results). Average income of the whole distribution rose by almost 80% between 1987 and 1998, and each
part of the distribution gained by broadly similar proportions, with slightly larger than average
proportionate gains (around 80%) by the rich and slightly lower gains by the poor (around 70%). However
all groups did experience increases in mean incomes over the period as a whole and for most of the year-
on-year comparisons. This sustained rise in living standards was highlighted in the earlier report and is
further confirmed by this update. There are two exceptions to this sustained increase in incomes for all
decile.

1.26 Firstly, mean incomes for the lowest decile, the poorest 10% of the population, falls between 1992
and 1994 for both equivalized income and per capita income. This was in part due to the decline in the
overall rate of GDP growth, which was 11.8% in the second semester of 1992, and 4.3% in the same
period in 1994. This cyclical deceleration caused a rise in the overall unemployment rate from 4.8% to
6.26%, and unemployment among the poorest quintile (which includes the poorest decile) from 18% to
22% (Cowan and De Gregorio, 1996). Given the importance of labor incomes to poor households, the
reduction in labor demand, especially for unskilled labor, is likely to have had a role in declining
household incomes.

1.27 The second exception to the pattern of a sustained rise in mean incomes occurs, again between
1992 and 1994 and for both income concepts, for the very top of the income distribution. We observe a
fall in average incomes for the richest one percent of the population, although the average of the top ten
percent rises. This may be related, at least in part, to the economic slowdown, affecting not wages in this
instance but income from capital.

21 Inequality in Chile is high by intemational standards. The original report shows how Chile compared intemationally: not only was Chilean
inequality in the period 1987-1994 high relative to other regions (including sub-Saharan Africa) but was also higher than the Latin Arnerican and
Caribbean average (see World Bank, 1997).



Poverty and Income Distribution in a High Growth Economy 9

Table 4: Mean incomes per Decile: Household Incomes per Equivalent Adult
Decile 1987 1990 1992 1994 1996 1998
1 11374 13098 17385 16954 18629 19450
2 20398 24225 29726 30369 32560 35474
3 26793 31432 38627 39735 43327 47502
4 33610 39552 47506 49426 54321 60021
5 41308 48543 57607 60798 66817 73831
6 51105 59261 70402 74919 82341 91301
7 64809 74742 88322 93805 104067 116281
8 86628 98129 116097 124842 138543 154115
9 132936 146468 169423 186436 206154 231405
10 377276 408647 507791 506125 587924 663359
Top 1% 1017577 1166108 1563013 1486160 1695712 1973692

Notes: author's own calculations from CASEN 1987-1998.
Incomes are monthly incomes and are expressed in 1998 pesos.

1.28 If we focus entirely on income inequality, and abstract from the absolute gains made by each
decile, we can examine the relative gains (and losses) over the period. Table 6 below shows income shares
per decile group for equivalised household income (figures for per capita income appear in the appendix).
The overall impression is once again of a fairly stable (mean-normalized) distribution for the period as a
whole, with changes in shares being generally small in proportion to the shares themselves. The lowest
two deciles (bottom twenty percent) appear to be relatively worse off in 1998 than they were in 1987, with
slightly lower shares of total income, but the differences are small and not significant. Nevertheless, there
is some evidence of the trend for a compression at the bottom and increased dispersion at the top, between
1987 and 1992.

Table 5: Income Shares per Decile: Household Incomes per Equivalent Adult
Decile 1987 1990 1992 1994 1996 1998
1 1.34 1.39 1.52 1.43 1.40 1.30
2 2.41 2.57 2.6 2.57 2.44 2.37
3 3.17 3.33 3.38 3.36 3.25 3.18
4 3.97 4.19 4.16 4.18 4.07 4.02
5 4.88 5.14 5.04 5.14 5.01 4.95
6 6.04 6.28 6.16 6.33 6.17 6.12
7 7.66 7.92 7.73 7.93 7.80 7.79
8 10.24 10.39 10.16 10.55 10.38 10.32
9 15.71 15.51 14.82 15.76 15.45 15.50
10 44.58 43.28 44.43 42.73 44.05 44.43
Top 1% 12.02 12.35 13.68 12.41 12.70 13.22

Notes: author's own calculations from CASEN 1987-1998.

1.29 For the first three years in the sample, decile shares for the bottom four deciles rise, while those
for decile 9 fall. The top decile is trend less, but there is some indication that incomes at the very top are
climbing faster than others, with the share of the richest 1% of the population rising over the period.
Evidence for the later turnaround in the trend for the bottom of the distribution towards increased
dispersion is found in the fall in the shares of the poorest four deciles between 1992 and 1998, and of those
in the lowest eight deciles between 1994 and 1998.

1.30 Before developing this analysis to test whether any of these apparent changes are either
unambiguous or significant, it is useful to summarize the key points. Table 7 below summarizes the
winners and losers in absolute (i.e. real income) terms and relative (i.e. income share) terms. The first
panel shows the positive impact of economic growth on all parts of the distribution, with the two



Poverrv and Income Distribution in a High Growth Economy 10

exceptions noted above. The second panel presents a much less clear picture: some deciles gained in
relative terms sometimes, but lost during others. The period of rapid growth between 1990 and 1992 had
clear benefits for the poorest three deciles, through increased employment, but these were eroded
somewhat during the slowdown after 1992.

Table 6: Winners and Losers: decile groups
1987-90 1990-92 1992-94 1994-96 1996-98 1987-98

Absolute Winners 1-10 1-10 2-9 1-10 1-10 1-10
Losers 1,10

Relative Winners 1-9 1-3,10 5-9 10 9-10 3-9
Losers 10 4-9 14,10 1-9 1-8 1-2,10

1.31 We now turn to assessing whether any of these changes in incomes and income shares are
unambiguous (i.e. would be ranked consistently by a wide range of inequality measures) and/or
statistically significant. We apply stochastic dominance to test the former, and a simple test for
significance to test the latter. There are three types of dominance that can be applied to test for welfare
changes, each embodying a different concept of social welfare function.

* First-order dominance requires examination of the cumulative distribution functions (c.d.f.) of
each year. If the c.d.f. of year t lies nowhere above and at least somewhere below that of year t+i,
then we can conclude that any social welfare function that is increasing in income (i.e. more
income confers higher levels of social welfare) will rank year t above year t+i, i.e. year t first-
order dominates year t+i (Saposnik, 1981). The intuition is simple: if first-order dominance of t
over t+i holds, then there will be fewer individuals with incomes less than a given level of income
in year t for any level of income. See Figure I in the Appendix.

* Second order dominance requires examination of the integral of the c.d.f., the deficit function for
each year. If the deficit function for year t lies nowhere above and at least somewhere below that
of year t+i, then we can conclude that any social welfare function that is increasing but concave in
income so that there are diminishing returns to income, will rank year t above year t+i, i.e. year t
second-order dominates year t+i (Shorrocks, 1983). See Figure 2 in the Appendix.

* Mean-normalized second order dominance requires examination of the Lorenz curves. If the
Lorenz curve for year t lies nowhere below and at least somewhere above that of year t+i, then any
inequality measure that satisfies the Pigou-Dalton transfer axiom will rank year t above year t+i
(Atkinson, 1970). See Figure 3 in the Appendix.

1.32 Table 7 presents the results of this dominance analysis for each pair-wise comparison of years for
both income concepts. The comparisons were carried out first at the percentile level of aggregation, and
then checked for the completely disaggregated sample, with its statistical significance tested according to
the endogenous bounds method of Howes (1993). A letter F, S, or L in cell (i, j) in Table 7 indicates that
year i respectively first-order, second-order or Lorenz dominates year j. The letter was inserted when
dominance was found at the percentile level. An asterisk indicates that the dominance was statistically
significant at the 95% confidence level over a range greater than or equal to 99% in Howes's endogenous
bounds test for the complete sample, and hence that the hypothesis of no population dominance can be
rejected at that level22. An empty cell indicates that the curves crossed and so no dominance result could
be established.

22 Statistical significance does not imply anything about the magnitude of the change in welfare between two years, only that we can conclude that
the difference between two levels of welfare was not zero. Statistical significance depends not only on the estimates of the population parameter,
but on the standard error of the estimate.
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Table 7: Welfare and Inequality Dominance Comparisons
1987 1990 1992 1994 1996 1998

1987
1990
1992 F*,S* S*
1994 F*,S* F*,S* (L)
1996 F*,S* F*,S* F*,S* F*,S* L*
1998 F*,S* F*,S* F*,S* F*,S*
Notes: author's own calculations from CASEN 1987-1998.

1.33 Two observations can immediately be made: first, there are a number of significant welfare
dominance results below the diagonal, indicating that welfare rose unambiguously from some earlier to
some later years. Second there are very few cases of Lorenz dominance, except first when comparing the
per capita household income distribution between 1994 and 1990, which suggests a decline, but not a
statistically significant one, in inequality23 and second when comparing 1996 and 1998, when there was a
statistically significant increase in inequality. The overall lack of significant Lorenz dominance suggests
that inequality comparisons between the years in this period are not unambiguous, and will depend on the
specific measure used. This confirms the results presented in Table 3.

1.34 The exception to this general absence of Lorenz dominance occurs between 1996 and 1998 when
not only did the Lorenz curve for 1996 lie above that of 1998 but that the differences between the two
curves were statistically significant. This means that inequality unambiguously rose between 1996 and
1998 and that most sensible measures of inequality would rank inequality in 1998 as being higher than in
1996. Note that that all four measures of inequality reported in Table 3 do indeed rank 1996 as having
lower inequality than 1998, although the difference in the value of the Gini coefficient in particular is very
small, rising from 0.5409 in 1996 to 0.5465 in 1998, that is, a rise of just over one percent.

1.35 Much more can be said in terms of the evolution of social welfare. Since our measure of welfare
depends entirely on income, as discussed in the introduction, one would expect rapid economic growth to
have a powerful impact. Nevertheless, the dominance results are interesting because they tell us something
about the distribution of the gains from growth across households. Rapid growth between 1987 and 1990,
for instance, was not sufficient to lead to unambiguous welfare gains, because the poorest one or two
percent of the population were worse off in 1990. Gains above the second or third percentile meant that
there was still a rise in the mean income of the first decile, as reported earlier in this section. The very
disaggregated nature of dominance analysis allows us to capture finer changes. This loss to the very
poorest people in Chile at the end of the last decade meant that welfare functions very sensitive to their
circumstances would not have shown an increase in social welfare since 1987, despite the substantial
increase in incomes elsewhere in the distribution.

1.36 Growth from 1990 to 1992 did not seem to have this perverse effect at the bottom of the
distribution. Income rises across every percentile ensured that 1992 and 1994 both first-order dominate
1987. Both years also second-order dominate 199024. 1994 and 1992, however, can not be ranked, whether
by the first or second order criterion. This is due to a decline in incomes for those below the eighth or
ninth percentile (which, on this occasion, was sufficient to lower the mean income of the first decile, as
seen in Table 4 above), which co-existed with gains for all other social groups. This welfare loss to the
very poor means that social welfare can not unambiguously be said to have risen over the last two years in
our sample. The loss was not sufficient, however, to outweigh gains to those at the bottom of the
distribution since 1990: 1994 does display first-order dominance over both 1987 and 1990.

23 The L in brackets for Lorenz dominance of 1994 over 1992 occurs only for the per capita income distribution, but is not statistically significant.
24 1992 does not first-order dominate 1990 because of a crossing above the 99th percentile. Except for the very rich, everyone (in an 'anonymous'
sense) was better off in 1992 than in 1990.
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1.37 The years 1996 and 1998 both dominate 1994 and all earlier years, illustrating the large increase
in incomes during the period, but the two years themselves cannot be ranked, by either first or second
order criteria, despite the apparent increases in incomes for all decile groups between 1996 and 1998 in
Table 4. The c.d.f.s and the deficit functions both cross within the first decile: some very poor individuals
(the poorest 2-3%) became worse off in real terms and this combined with their falling share in total
income to create overall losses in welfare for these groups, although all other groups were better off in
1998 than in 1996.

1.38 These changes between 1996 and 1998 may appear rather alarming. We have found that inequality
rose by all measures of inequality used in this paper, and that from the dominance analysis, all sensible
measures of inequality would record a rise in inequality between the two years. We also find that real
incomes of the very poorest 2-3% of the population fell between 1996 and 1998. However, we must
remember that these small, subtle changes are happening at the very extreme tail of the distribution where
income data is likely to be at its most unreliable. These specific results should therefore be treated with
extreme caution.

1.39 To sum up, these dominance results add rigor to our earlier analysis, while broadly supporting its
findings. The first fundamental feature of the period is economic growth, which led to welfare dominance
of the later years over earlier years. On three occasions, however, economic growth failed to improve
measured living standards for the most vulnerable people in society: from 1987 to 1990, from 1992 to
1994 and from 1996 to 1998. For those pairs of years, no such unambiguous welfare comparison is
possible.

1. 40 The second fundamental feature (the relative stability in the dispersion of the distribution, but with
a slight compression at the bottom and a stretching at the top for the early years but increased dispersion in
both tails during the last two years) is also compatible with the results on Lorenz dominance. The absence
of significant Lorenz dominance results for the early part confirms the early trend and the statistically
significant Lorenz dominance of 1996 over 1998 confirms the latest trend. The reduction of distances in
one part of the distribution with simultaneous increases elsewhere is exactly what causes different
inequality indices to rank distributions in opposite ways, as occurred for the period up to 1994, and hence
the lack of any statistically significant Lorenz dominance. However the increased dispersion in both tails
after 1994 lies behind the clear ranking of 1996 over 1998 on both scalar measures of inequality and the
Lorenz dominance analysis.

The Evolution of Poverty, 1987-1998

1.41 The high GDP growth rates achieved by Chile over much of the period have undeniably
contributed to a considerable reduction in poverty from the relatively high levels of the mid-1980s. This
section presents detailed results on the changes between 1987 and 1998, relying on our adjusted data set.
Again we present results for household income per equivalent adult here, and include in the appendix
those of per capita income. Though the general downward trend confirms previous findings (see, e.g.
Larrafiaga, 1994, Contreras, 1995, Mideplan, 1999), the numbers do reflect our adjustments, such as the
incorporation of regional price differences, the new equivalence scale adopted and the improved treatment
of domestic servants. Before presenting the specific results, we briefly discuss the derivation of the
poverty lines, with respect to which all of the measures must be understood.

1.42 We use three poverty lines in this study, all of them expressed in 1998 Santiago pesos: an
indigence line set at P$18,944 a lower-bound poverty line set at P$37,889, and an upper-bound poverty
line equal to P$43,00425. All three lines are absolute poverty lines, and derive from a standard food basket

25 The former two poverty lines are those used by MIDEPLAN, although they make (arbitrary) adjustments to the poverty lines to account for
differences in urban and rural prices, while we adjust incomes to account for regional differences in prices.
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specified by CEPAL. The basket is chosen so as to provide 2,187 Kcal per person per day, the national
average caloric requirement, which is obtained from the demographic characteristics of the population and
from the FAO/WHO recommended caloric intakes for different age and gender groups. The specific
commodity composition of the basket is based on the actual consumption patterns of a reference group
chosen by CEPAL, which is the third quintile by expenditures in the Household Expenditure Survey of
1987/88.26

1.43 The monthly cost of this standard CEPAL food basket has traditionally been used in Chile as an
'indigence' (or extreme poverty) line, separating the hard core of the poor - those whose current monthly
incomes are insufficient even for the purchase of a minimum diet - from the rest of society. In 1998, this
amount was P$18,944, which is therefore reported below as the indigence line. In accordance with
international practice, however, that is deemed too strict a criterion to identify the poor. There are, after
all, other basic expenditures in addition to food that everyone must make, such as shelter, clothing and
public transport. A standard methodology is then applied to arrive at a sensible poverty line: the cost of the
food basket is multiplied by the inverse of the food share in total expenditure (the Engel coefficient) for
some suitable reference group. Based on the estimates of the Engel coefficient for the lower quintiles in
the Chilean expenditure distribution, we decided to adopt the standard value of 0.5, which implies a
doubling of the indigence line to arrive at the poverty line, P$37,889. As a final poverty line, we adopted a
third Engel coefficient of 0.44, based on the food expenditure share of the lowest two quintiles of the
distribution of per capita income including imputed rent. Applying its inverse (2.27) to the cost of the food
basket yields our upper-bound poverty line of P$43,004.

1.44 A general formula for the class of poverty measures used and a basic description of each index
were provided in the introduction. Table 8 below lists the values of the headcount index, the poverty
deficit and the FGT(2) index (Pa, a = 0,1,2) for the whole country, in each relevant year, for the
distribution of household per equivalent adult incomes. Each index is listed for each of the three poverty
lines discussed above. According to all three measures, there was undoubtedly a remarkable reduction in
both poverty and extreme poverty from 1987 to 1998, in terms of incidence, depth and severity. Poverty in
Chile was quite high in the mid-1980s in the aftermath of the serious recession of 1982-84. 41-47% of the
population lived in poverty in 1987 (as measured by the lower and upper poverty lines, L and H) if one
relies on the income per equivalent adult concept, which takes better account of household needs and
economies of scale. By 1998, the figures were 17-21%. The incidence of indigence fell from 13% to just
4%. The reduction of the numbers of those in poverty from just under half of the population to around a
fifth, as well as the substantial fall in the share of those in extreme poverty, are considerable achievements.

26 A 1997 expenditure survey data set is now available. Research is in progress to test whether the food share in total expenditure has remained
stable, but for the purpose of comparison of the later CASEN surveys for 1996 and 1998 with results in the earlier report we have continued to use
the Engel coefficients as reported above.
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Table 8: Poverty Measures: Household Incomes per Equivalent Adult
1987 1990 1992 1994 1996 1998

Indigence Line: P$ 18,944

Headcount 12.7 9.0 4.7 5.1 4.2 3.9

Poverty Deficit 4.1 3.1 1.7 2.0 1.5 1.5

FGT (2) 2.1 1.8 1.1 1.2 0.9 0.9

Poverty Line L: P$ 37,889

Headcount 40.0 33.1 24.2 23.1 19.9 17.0

Poverty Deficit 15.7 .12.0 7.8 7.6 6.5 5.7

FGT (2) 8.2 6.1 3.8 3.8 3.2 2.9

Poverty Line H: P$ 43,004
Headcount 47.3 38.9 30.0 29.0 24.6 21.2

Poverty Deficit 19.1 14.8 10.1 9.8 8.4 7.3

FGT (2) 10.3 7.8 4.9 5.0 4.1 3.7
Notes: author's own calculations from CASEN 1987-1998.
Incomes are monthly incomes and are expressed in 1998 pesos.

1.45 The uniform picture presented by all three poverty measures is reassuring. Not only did the
proportion of people in poverty fall over the period, as shown by the dramatic reduction in the headcount,
but the other two measures also fall substantially, regardless of the poverty line used. The poverty deficit
and FGT(2) capture the distance below the poverty line of each poor individual: the fall in their values for
all poverty lines indicates that the poor were on average closer to the poverty line, and there were fewer
individuals very far below the poverty line, i.e. there were fewer poor in later years than in earlier years
and those that were poor were less poor. The poverty deficit fell by two-thirds over the period as a whole,
which ever poverty line is used: in 1987 the poor received an income of on average eighty percent of the
poverty line H, but by 1998 this had risen to over ninety percent.

1.46 The value of FGT(2) is slightly harder to interpret in an intuitive sense as it measures the squared
distance below the poverty line, so is in effect a weighted average where the weights are the squared gap: a
value of 10.7 in 1987 for poverty line H (P$43004) suggests that the poor received an income of, on
average (and weighted), seventy percent of the poverty line H, rising to eighty percent in 199827.

1.47 In contrast to the fluctuating trend in inequality, demonstrated by the ambiguous movements in the
scalar inequality measures in Table 3 and by the almost complete lack of Lorenz dominance between any
pair of years, poverty has followed a downward trend for almost the entire period, with the exception of an
increase between 1992 and 1994. One must recall that inequality and poverty are two distinct concepts:
poverty is measured across a censored distribution, and therefore is insensitive to changes in incomes
above the poverty line28 while estimates of inequality will capture changes in incomes at all points of the
distribution. The increases in dispersion in the upper tail throughout the period will have had no effect on
poverty estimates but clearly will drive the inequality estimates, particularly E(2), the measure most
sensitive to the upper tail. The decrease in dispersion in the lower tail during the early years will however
affect those estimates of poverty which take into account distances below the poverty line, i.e. the poverty

27 To see this simply manipulate the expression for the FGT class in section 2 above, insert the values z=43004, FGT(2) in
1987=0.103 and FGT(2) in 1998=0.037.
2B The use of a set of absolute poverty lines prevents changes in incomes above the poverty line affecting the level of poverty for any of the
measures used here.
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gap and FGT(2), as demonstrated by the substantial fall in both these measures for all poverty lines
between 1987 and 1992. The increase in dispersion in the lower tail picked up by the rise in inequality
between 1996 and 1998 is reflected in the poverty measures, but is not enough to cause poverty to rise: in
fact all measures for all lines continue to fall despite the rise in inequality.29

1.48 As others have pointed out before, the reductions were largest in the years of faster growth, from
1987 to 1992, and smallest in the relatively more sluggish years after 1992. However, the picture is more
severe for the indigent poor between 1992 and 1994: in addition to increases in the Poverty Deficit and
FGT(2), the indigence headcount also rises, suggesting that the number of those living in extreme poverty
increased from 1992 to 1994, despite continued economic growth. Furthermore, FGT(2) also rises
(marginally) for the other two poverty lines as well. After 1994 the poverty estimates all fall again, but at
much slower rates than during the years of rapid growth.

1.49 The rise in poverty between 1992 and 1994 is a result of the decline in real incomes within the
first decile of the income distribution, which was discussed in the previous section.

1.50 Clearly, the closer a poverty line is to that decile, the likelier it is to record an increase, whereas
more generous lines still record declines as a result of income gains to people in the second and third
deciles. But even for those lines, poverty measures which are more sensitive to large distances between
incomes and the poverty line (i.e. that place greater weight on greater destitution) - such as FGT(2) - are
liable to pick up the losses at the very bottom and have them outweigh gains closer to the upper poverty
lines.

1.51 This picture of considerable reductions in poverty throughout the period, albeit with some
ambiguity between 1992 and 1994, is confirmed by stochastic dominance analysis. It has been shown that
if a distribution A displays poverty mixed dominance (PMD(z-, z )) over a distribution B, then any poverty
measure which is decreasing in income, satisfies the focus axiom and the transfer axiom (in situations
where a crossing of the poverty line does not occur), will indicate that poverty is lower in A than in B, for
any poverty line between z and z+3 0. This class of poverty measures includes all members of the Foster-
Greer-Thorbecke P,, class, and is therefore particularly appropriate for this study. Poverty mixed
dominance essentially requires that distribution A display second-order dominance over B from zero to the
lower bound poverty line (z-), and first-order dominance from z- to z+. Table 9 below, which is analogous
to Table 7, presents the results for Chile, with z- set at the indigence line and z+ set at the upper-bound
poverty line. The letter P in cell (i, j) indicates that year i dominates year j. As before, dominance was
checked for both per capita income and income per equivalent adult; on this occasion both concepts yield
the same results.

Table 9: Poverty (Mixed) Stochastic Dominance Comparisons
1987 1990 1992 1994 1996 1998

1987
1990
1992 P P
1994 P P
1996 P P P P
1998 P P P P
Notes: author's own calculations from CASEN 1987-1998.

29 The figures in Table 8 are presented to I decimal place. In fact, the poverty gap for extreme poverty fell from 0.52 to 1.47 and the FGT(2) fell
from 0.90 to 0.88 between 1996 and 1998.

30 See Howes (1993) for a discussion, and Ferreira and Litchfield (1996) for an application to Brazil.
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1.52 These results reveal that there was unambiguously less poverty in 1996 and 1998 than in all earlier
years and less poverty in 1992 and in 1994 than in either 1987 or 1990, whether poverty is measured by
the headcount, the poverty deficit or indeed any of a host of other sensible poverty measures, and for any
poverty line set anywhere between the indigence line and upper bound poverty line. This sort of
unambiguous poverty reduction, quite independent of the specific measure used and valid for such a large
range of poverty lines, is not common. Its achievement confirms the widely held view that Chile has made
substantial strides in the fight against poverty during the last decade.31

1.53 Yet, there is also confirmation of three sub-periods in which growth did not lead to unambiguous
poverty reductions: from 1987 to 1990, from 1992 to 1994 and from 1996 to 1998. On each occasions,
although the headcount for the headline poverty line indicates a reduction in the number of poor people,
there were income losses in the lowest percentiles of the distribution. These losses imply that some
poverty measures in the wide class defined above would have indicated increases in poverty for at least
some of the poverty lines in the covered range. Indeed, in the second sub-period this was the case for all
three indigence measures reported in Table 8. Still, the dominance of 1994, 1996 and 1998 over both 1987
and 1990 indicates that the losses to some of the poor in the later years were at least not sufficient to
outweigh the gains made by them in the middle of the period.

1.54 Overall, there is no question that Chile's growth and social policies32 were tremendously
successful in reducing the incidence, intensity and inequality of poverty between 1987 and 1998, with the
proportion of those in poverty falling by between a half and two-thirds, the average poverty gap being cut
by around two-thirds across all three poverty lines, and the severity of poverty falling by between one half
and two-thirds, depending on the poverty line chosen.

Urban and Rural Inequalities, 1987-1998

1.55 Our analysis of poverty and inequality levels and trends now turns to a slightly more
disaggregated examination of rural and urban differences. The original report did not include data at this
level (although did at the regional level) so our analysis here is a new contribution. The same methodology
as before is applied, i.e. we use the same two concepts of income, with the same adjustments made for
regional price differences, live-in domestic servants etc. Note that unlike other studies of inequality and
poverty, we have not applied any adjustments for urban and rural price differences. Our price adjustments
are only at the regional level on the basis of clear differences being found in price data, shown in Table 2
above. Hence our estimates of rural poverty will appear higher than those from other studies where the
rural poverty line is shifted down.

1.56 The usefulness of this slightly more disaggregated picture of urban and rural poverty and
inequality is to provide some insight into the underlying changes in the income distribution vis-a-vis
changes in urban and rural. We will focus on whether changes in overall poverty and inequality are
accompanied by similar changes in urban and rural poverty and inequality. Several scenarios are possible:
an increase in aggregate inequality (poverty) may be due to increases in both urban and rural inequality
(poverty) or to offsetting changes in each sector. This last scenario is unlikely: given the small rural
population share changes in rural poverty and inequality would have to be very large in order to offset
changes in the opposite direction of urban poverty and inequality.

31 All but one of the positive dominance results reported in the above table follow directly from the first order-dominances reported in Table 7. The
table contains new information only for the cases where there was no dominance, as well as for the dominance of 1992 over 1990, the distribution
functions of which clearly do not cross between f and z+.

32 Larrafiaga (1994) has decomposed the changes in poverty in Chile between 1987 and 1992 into a growth and a redistribution component, using a
methodology due to Datt and Ravallion (1992). While he found that some 80% of the reduction could be explained by the effects of growth, some
of the changes were also due to a redistribution effect, which may very well have followed - at least in part - from the government's social policies
and expenditures.
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1.57 Table 10 presents four summary measures of inequality along with mean and median incomes and
population shares. The final row of the table shows Rb: this is the proportion of total inequality that can be
accounted for by differences between urban and rural areas. As expected the rural population forms a
small and declining share of total population, from just under twenty percent in 1987 to just under fifteen
percent in 1998, so rural changes in inequality will have to be very large in order to dominate urban
changes. Both rural and urban areas experienced strong increases in mean incomes during the period 1987
to 1998, although incomes in urban areas rose proportionately by slightly more than rural incomes. This
faster rate of growth of incomes in urban areas than in rural areas led a slight widening of the gap between
urban and rural areas. Urban inequality levels follow much the same path as the overall trend, while rural
inequality often moves in different directions. Only between 1996 and 1998 does rural inequality follow
the same upward path as urban and overall inequality.

1.58 Finally, we can examine how much of total inequality is due to differences between the two
sectors. The decomposition of E(0) yields a "within" inequality component equal to the population-share
weighted sum of the levels of inequality within each sector, and a "between" inequality component equal
to the population-share weighted sum of mean income differences. Since inequality is fairly high within
each sector (rural and urban inequality levels are very similar to the overall level of inequality in each
year), the within inequality component dominates: in fact differences in mean incomes between the urban
and rural sectors account for less than 8 percent of overall inequality.33

Table 10: Urban and Rural Inequality: Household Income per Equivalent Adult
1987 1990 1992 1994 1996 1998

Urban
Share 80.53% 81.45% 81.96% 83.46% 83.88% 85.43%
Mean 74,763 79,959 98,614 102,004 146,694 153,258
Median 41,065 46,317 55,237 59,225 82,404 83,153
Gini 0.5436 0.5207 0.5328 0.5229 0.5319 0.5507
E(0) 0.5241 0.4723 0.4816 0.4714 0.4939 0.5332
E(1) 0.5856 0.5477 0.5975 0.5647 0.5818 0.6323
E(2) 1.1771 1.2368 1.3926 1.4586 1.3215 1.5858

Rural
Share 19.47% 18.55% 18.04% 16.54% 16.12% 14.57%
Mean 36,086 53,257 55,275 53,508 64,694 69,815
Median 24,284 29,700 35,104 34,194 42,991 44,869
Gini 0.4521 0.5464 0.4837 0.4816 0.4692 0.4895
E(0) 0.3534 0.5303 0.4019 0.4006 0.3849 0.4237
E(1) 0.4868 0.7459 0.5847 0.5650 0.4986 0.6018
E(2) 1.8291 2.6180 2.1205 2.0709 1.2661 3.4177
Rb 6.78% 2.32% 4.47% 5.15% 7.32% 1.76%

Notes: Incomes are monthly incomes in 1998 pesos
Author's calculations from CASEN 1987-1998.

1.59 Table 11 below shows the evolution of urban and rural poverty between 1987 and 1998. As noted
above, we use the same set of poverty lines for both urban and rural areas. Our estimates of rural poverty
are therefore higher than those provided by Mideplan, where the poverty line L is deflated by a factor of
between 0.60 and 0.67, depending on the survey year, and the extreme poverty line is deflated by a factor

3 Other measures of inequality can be decomposed. The original report show the decomposition of total inequality by sector, region and a range of
household characteristics.
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of 0.77 for rural areas (MIDEPLAN, 1999). We find this practice somewhat arbitrary as there is no
systematic survey of rural prices in Chile and hence prefer to generalize urban prices to rural areas.

1. 60 Rural poverty is much higher than urban poverty: estimates of the incidence of rural poverty are
typically around twice the incidence of urban poverty, and the depth and severity of poverty is much
greater in rural areas, with the rural poor being further below the poverty line than the urban poor in any
given year. The gap between the urban and rural sectors appears to be widening too: in 1987 the incidence
of extreme poverty in urban areas was half that of rural areas, while in 1998 it was only a third, and similar
differentials exist for the other poverty lines.

Table 11: Urban and Rural Poverty: Household Incomes per equivalent Adult
1987 1990 1992 1994 1996 1998

Urban
Indigence line: P$18,944 per month
Headcount 10.6 7.3 4.0 4.1 3.0 3.1
Poverty 3.6 2.5 1.5 1.7 1.1 1.3
Deficit
FGT(2) 1.9 1.4 1.0 1.1 0.7 0.8
Poverty Line L: P$3 7,889 per month
Headcount 35.2 29.1 20.7 19.3 15.6 13.5
Poverty 13.4 10.2 6.5 6.3 4.8 4.5
Deficit
FGT(2) 7.0 5.1 3.2 3.2 2.4 2.3
Poverty Line H: P$43,004 per month
Headcount 41.6 34.8 26.0 24.3 19.7 17.3
Poverty 16.3 12.8 8.5 8.2 6.4 5.8
Deficit
FGT(2) 8.8 6.6 4.2 4.1 3.1 2.9

Rural
Indigence line: P$18,944 per month
Headcount 21.2 16.1 8.3 10.2 10.3 9.1
Poverty 6.2 5.6 2.7 3.1 3.4 2.7
Deficit
FGT(2) 2.9 3.1 1.4 1.6 1.7 1.3
Poverty Line L: P$3 7,889 per month
Headcount 63.5 50.6 40.1 42.1 42.5 37.26
Poverty 25.3 19.7 13.4 14.2 15.0 12.6
Deficit
FGT(2) 13.1 10.5 6.4 6.9 7.4 6.1
Poverty Line H: P$43,004 per month
Headcount 70.5 56.9 48.2 50.0 50.0 44.0
Poverty 30.3 23.8 17.1 18.0 18.7 15.9
Deficit
FGT(2) 16.4 13.0 8.4 9.0 9.6 7.9
Notes: author's own calculations from CASEN 1987-1998.

1. 61 However the pattern of generally falling poverty at the national level is shared by both urban and
rural areas, with each sector experiencing a dramatic reduction in poverty every year, by all measures and
all poverty lines, with only two exceptions. Firstly, and not surprisingly given the small rise in national
extreme poverty between 1992 and 1994, urban extreme poverty and rural poverty by all poverty lines
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rose, reflecting the overall slowdown in growth and rise in unemployment, particularly among the lower
tail of the distribution. Secondly, between 1996 and 1998, extreme poverty among the urban population
(but not rural) rose very slightly, which ties in with the fall in real incomes of those in the bottom 2-3% of
the distribution. This suggests that the very bottom of the distribution in Chile in 1998 is not comprised of
predominantly rural households, but in fact contains urban households, although as stressed earlier,
caution must be exercised when drawing conclusions based on evidence from the very extreme upper or
lower tails of the distribution.

1. 62 As with the national level results, poverty reductions were greatest in the early years of higher
growth, for both sectors, with both the rural and urban sectors experiencing substantial falls in the earlier
years of the period covered.

Conclusions

1.63 This statistical analysis of poverty, inequality and welfare in Chile during the period 1987 through
to 1998 has highlighted a number of interesting results. Some of these are confirmation of trends
established in the earlier report covering the period 1987 to 1994, while other show that new patterns are
emerging:

* The level of inequality appears to have been broadly stable over the period as a whole, with little
change in some measures and slight increases in others, this picture masks a worrying trend of
rising inequality since 1996. All scalar measures of inequality report increases between 1996 and
1998 and Lorenz dominance analysis shows that inequality is unambiguously higher (i.e. the
Lorenz curves do not cross) in 1998 than in 1996. Between these two years there has been an
increase in dispersion within both the top and bottom of the income distribution, as demonstrated
by the rise in both E(O) and E(2), measures particularly sensitive to incomes in the lower and
upper tails of the distribution respectively. It remains to be seen whether this is the beginning of
an upward trend in inequality or a temporary diversion from a previously stable path.

- Economic growth has had a substantial beneficial effect on social welfare: our analysis shows that
welfare was unambiguously higher in almost every later year compared to earlier years. However
most of the gains accrued in the early years of very high growth: the slowdown in growth after
1992 were associated with initial real losses among the poorest eight or nine percent of the
distribution in 1994, with gradual recovery and improvement by 1998.

* Over the period as a whole, economic growth has made a substantial contribution to reducing
poverty. The trend of falling poverty, in terms of incidence, depth and severity, almost throughout
the entire period 1987 to 1994 is continued through to 1998. The increase in extreme poverty
between 1992 and 1994, which led to speculation about a trend to rising poverty, did not continue
past the initial slowdown in economic growth, although the resumption of a downward trend in
poverty occurred at a much slower rate than in earlier, high-growth years.

* Our adjustments to the CASEN data have caused our estimates of poverty and inequality to differ
from those calculated in other studies. Some of our adjustments lead to higher estimates, namely
our practice of not lowering rural poverty lines produces higher estimates of rural poverty than in
other studies. Other adjustments lead our estimates to be lower: in particular, we find that
adjusting household income by the size and composition of the household, rather than just
household size, leads to lower estimates of national poverty and inequality. Household economies
of scale are clearly an important factor that must be taken into account when analyzing poverty
and inequality.

* Our examination of urban and rural poverty and inequality trends shows that the gap between the
two sectors has widened very slightly over the period, although both sectors experienced
substantial increases in real incomes and dramatic reductions in poverty.
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Appendix 1:

Results for Household Incomes per Capita

1.64 This appendix contains the results on inequality and poverty using household income per capita,
rather than household income per equivalised adult. The results are broadly the same as those for the
equivalised income distribution, presented in the body of the report. One important difference is in the
change in poverty between 1992 and 1994. The equivalised income distribution records an increase in
poverty, while the per capita distribution records a fall in poverty. Giving less weight to children shifts
these households with children up the distribution, leaving a greater concentration of adult only
households: equivalised income-poverty rising between 1992 and 1994 suggests that these adult only
households became poorer (or more of them were below the poverty line) between 1992 and 1994. If these
poor, adult only households are younger, less skilled, less experienced, than say poor households with
children, then this is consistent with the large rise in unemployment between during this time. The fact that
per capita income shows a fall in poverty suggests that households with children were less affected by
unemployment during this time.

Table Al: Descriptive Statistics: Household Incomes per capita.
1987 1990 1992 1994 1996 1998

Mean 69693 79669 94872 98535 110643 124658
Median 36690 42990 50825 54474 59257 66347
Gini 0.5603 0.5563 0.5534 0.5454 0.5548 0.5611
E(0) 0.5611 0.5495 0.5287 0.5212 0.5476 0.5623
E(1) 0.6349 0.6509 0.6551 0.6194 0.6365 0.6594
E(2) 1.3903 1.7447 1.668 1.7121 1.5727 1.7308
Notes: author's own calculations from CASEN 1987-1998.
Incomes are monthly incomes and are expressed in 1998 pesos.

Table A2: Mean incomes per Decile: Household Incomes per Capita
Decile 1987 1990 1992 1994 1996 1998
1 8404 9644 12799 12575 13860 14668
2 15271 18031 22287 22988 24735 27074
3 20540 24127 29687 30636 33552 37047
4 26281 30843 37054 39001 42756 47646
5 32886 38560 45808 48900 53498 59352
6 41385 48386 57408 61336 66829 74464
7 53372 61463 73057 77563 85985 95559
8 72266 81622 96562 104417 115524 129100
9 110766 123433 142036 157168 173257 196047
10 315736 360566 431963 430779 496409 565605
Top 1% 874015 1083691 1357173 1291700 1439766 1720497
Notes: author's own calculations from CASEN 1987-1998.
Incomes are monthly incomes and are expressed in 1998 pesos.
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Table A3: Income Shares per Decile: Household Incomes per Capita
Decile 1987 1990 1992 1994 1996 1998
1 1.21 1.21 1.35 1.28 1.25 1.18
2 2.19 2.26 2.35 2.33 2.24 2.17
3 2.95 3.03 3.13 3.11 3.03 2.97
4 3.77 3.87 3.91 3.96 3.86 3.82
5 4.72 4.84 4.83 4.96 4.84 4.76
6 5.94 6.07 6.05 6.22 6.04 5.97
7 7.66 7.71 7.70 7.91 7.77 7.67
8 10.37 10.25 10.18 10.60 10.44 10.36
9 15.89 15.49 14.97 15.95 15.66 15.73
10 45.30 45.26 45.63 43.66 44.87 45.37
Top 12.54 13.60 14.31 12.94 13.01 13.80
1%
Notes: author's own calculations from CASEN 1987-1998.

Table A4: Poverty Measures: Household Incomes per Capita
1987 1990 1992 1994 1996 1998

Indigence Line: P$ 18,944
Headcount 22.1 16.5 14.0 10.0 8.6 7.2

Poverty Deficit 7.6 5.6 3.3 3.4 2.7 2.5

FGT (2) 3.8 3.0 1.7 1.8 1.4 1.4

Poverty Line L: P$ 37,889
Headcount 51.4 44.3 36.0 33.9 29.9 25.9

Poverty Deficit 22.7 18.3 13.3 12.7 11.0 9.4

FGT (2) 13.0 10.2 6.8 6.6 5.6 4.9

Poverty Line H: P$ 43,004
Headcount 56.8 50.0 42.1 39.4 35.3 30.7

Poverty Deficit 26.5 21.8 16.4 15.5 13.5 11.7

FGT(2) 15.6 12.4 8.6 8.3 7.1 6.2
Notes: author's own calculations from CASEN 1987-1998.
Incomes are monthly incomes and are expressed in 1998 pesos.
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Appendix 2:

Dominance illustrations

Figure 1 below illustrates first order dominance, by plotting the cumulative distribution functions for two
hypothetical distributions. Distribution A displays 1 st order dominance over distribution B if FA(Y) smaller
than or equal FB(Y) for all y.

Figure 1: First Order Dominance
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Figure 2 below shows second order dominance. Distribution A displays 2nd order dominance over
distribution B if DA(Y) smaller than or equal to DB(Y) for all y.

Figure 2: Second Order Dominance

D(y)

B

Figure 3 illustrates Lorenz dominance. Distribution A dominates distribution B if LB(Y) is smaller than or
equal to LA(Y).

Figure 3: Second Order Mean-Normalised (Lorenz) Dominance
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Abstract

Chile has been characterized in recent years as an economy of rapid growth and unequal distribution of
income. However, this diagnosis does not consider the effort of the public sector in terms of social policy.
This study shows that these types of policies constitute an effective tool towards improving inequality in a
context of rapid growth.

A methodology of valuation is set forth for subsidies in health, education and housing- as received by the
members of Chilean households included in the National Socio-Economic Characterization Surveys (CASEN)
carried out in November of 1990, 1994, 1996 and 1998. As opposed to prior studies, this methodology
attributes to each household exclusively the subsidies in kind really received by its members during the period
of analysis, as based on self-reporting. In this way, it is possible to derive conclusions regarding the short-run
impact of health, education and housing policies on household income: the transfers received by each member
permit the household to free up income for the consumption of other goods, or simply to access services that
otherwise they would not have consumed. From this viewpoint, diverse measurements of inequality are
performed based on income net of subsidies vs. corrected income (increased by monetary, health, education
and housing subsidies, either sequentially and simultaneously) revealing the short term impact of the subsidies
mentioned. The statistical significance of the change is estimated by means of the bootstrapping technique.

Application of this methodology makes it evident that social policy, implemented in the form of subsidies for
health, housing and, especially, in education are key to improving distribution of income. The results show
that the reduction in inequality at the national level is robust for the various indicators chosen, which is
reflected in the fall of the Gini coefficient in 1998 from 0.56 to 0.50; and the ratio between the income of the
richest quintile and the poorest changed from 20 to 11 times. However, the impact of social policy differs
among regions of the country and its significance is sensitive to the indicator of distribution chosen.
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Introduction

2.1 In recent years, several studies have described the behavior of distribution of income in
Chile based on differing methodologies. Accordingly, Chile has been characterized as an
economy of rapid growth and unequal distribution of income.

2.2 Official figures presented by MIDEPLAN' (1999) reveal, based on the National Socio-
Economic Characterization Surveys (CASEN), that the incidence of poverty was reduced
practically in half for the period 1987-1998, dropping from 45.1% of the population to 21.7%.
For the same period, income distribution remained highly concentrated: in 1998 the richest
quintile of households earned 56.9% of monetary income, while the poorest quintile received
only 4.1%.

2.3 Some studies have emphasized that the significant inequality in the distribution of income
in Chile has been relatively stable over time (see Beyer (1997), De Gregorio and Cowan (1996)
and MIDEPLAN (1999)). However, there is considerable variation across time as it is shown in
the evidence on wage inequality. Robbins (1994) and Bravo and Marinovic (1997) report a
significant increase in wage inequality within wage earners between 1974 and 1987 in Santiago
(see also Meller and Tokman(1996)) followed by a decrease in the 90s. Apparent stability could
come from comparing data from 1970 (or before) with 1990 (or later) without considering the
fluctuations in the middle. Contreras (1999) and Ruiz-Tagle (1999) present evidence supporting
this point using a measure of total household income. Finally Bravo, Contreras and Rau (1999)
show that stability in per-capita total household income between 1990 and 1996 is the result from
opposite trends.

2.4 Likewise, Contreras and Ruiz-Tagle (1997) reveal significant disparities in the behavior of
income distribution at a regional level, attributing them to the varying evolution of job-market
demand for qualified and unqualified labor in distinct geographical zones. In addition, they
present a series of methodological aspects that should be considered in the measurement of
inequality, among them, the advantages and disadvantages of supposing that the income of the
members of a family form a common fund, and the importance of incorporating into the
estimations the economies of scale that could be produced within the families.

2.5 As this review implies, the majority of the previous studies provide inequality indicators
based on measurements of monetary income. This could distort the real picture because monetary
income from household services does not include the benefits received from the Government's
Social Expenditure, in the form of subsidies in kind. Two arguments are relevant to this point of
view. First, Chile has almost doubled its Fiscal Social Expenditure in the 90s in areas like
Education and Health (see MIDEPLAN(1996)). Second, and more conceptually, subsidies in kind
enlarge people's consumption opportunities, allowing them to free up income flows and consume
other goods; therefore, including in-kind subsidies will allow us to work with an indicator which
is closer to household consumption and welfare.

l Department of Planning and Cooperation.
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2.6 The point made before has been recognized by some authors. MIDEPLAN (1997 and
1999) conducted various studies incorporating into the estimations, in addition to monetary
income, expenditures by the public sector in education and health. To do this they value the
monetary and non-monetary subsidies contained in the CASEN Survey, and then assign them to
the households classified by quintiles of income. In this way, an estimation of income
distribution in Chile is obtained for quintiles of households, adding to the monetary income of
each household the rent implied by home ownership and the expenditures by the public sector in
programs of education and health (see Appendix N° 1 for more details on this methodology.

2.7 On the other hand, Cowan and De Gregorio (1996), based on the statistics of Public
Finance of the Ministry of Finance, achieved a preliminary estimation of income distribution by
quintiles of households for the year 1994, based on the assumption of an unvarying focusing of
social expenditures between 1992 and 1994. It has to be mentioned the study by Larrafiaga
(1994), who distributes among the quintiles of households the expenditures budgeted for various
social programs in the period 1990-1993. Besides, each program considered has its own
assignment criterion associated with it. Furthermore, not only are the social programs mentioned
in the CASEN Survey included, but also others of smaller relative importance to total social
expenditures are added, since these are also determinants of the final income distribution (a
greater detail of this methodology is given in Appendix N° 1).

2.8 In addition, it is worth mentioning that Schkolnik (1996) analyzed, for the year 1990, the
net effect of fiscal action on income concentration. On one hand, this analysis indicated that the
progressivity of the income tax was compensated for by the regressivity of the Value Added Tax,
thus annulling a tax effect on income inequality. On the other hand, the contribution of social
expenditure on the autonomous income of households did show a progressive impact, therefore
the importance of social programs on the total household income was reduced to the extent that it
raised the level of income. In any case, problems in the assignment of benefits to their intended
beneficiaries were discovered. Schkolnik emphasized the need to consider what type of program
is being valuated in order to analyze its distributive impact, because the character of each
program -subsistence, selective, universal or non-redistributable- reflects its objectives.

2.9 Finally, Shorrocks (1997) in the context of a World Bank study estimates the impact of
taxes and social expenditures on income distribution. This study basically discusses the degree of
focusing and incidence of the tax structure and social expenditures in Chile. From its results a
number of simulation exercises are carried out. This study confirms the progressivity of the
income tax and the regressivity of the value added tax. As a result, the aggregate impact of the
tax structure on the distribution of income is null. Additionally, it is shown that social
expenditure, especially on education, has a significant impact on inequality. All this analysis was
carried out by means of the use of income quintiles. Shorrocks, outlines the need for an analysis
at an individual level in such a way as to obtain more reliable results.

2.10 Consequently, the conclusions of the studies carried out in the past in Chile refer,
basically, to the distribution of monetary incomes. And when social policies are considered, the
studies: 1) distribute the social expenditures among income quintiles; and 2) do not perform
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measurements of poverty and inequality that consider the impact of such subsidies2, or that
correct for economies of scale and/or permit a regional analysis of inequality.

2.11 The present investigation hopes to fill part of the aforementioned gaps. Based on
information collected by the CASEN surveys, conducted in November of 1990, 1994, 1996 and
1998, the income for each household is adjusted, adding to the autonomous income of each one
of its members, the rent attributed to the home, monetary subsidies, and those health, education
and housing subsidies that they report having received from the Government. Towards this end a
specific form is introduced appraising health insurance and the various education and housing
subsidies that the Government may have awarded.

2.12 Behind this addition of health, education and housing subsidies to the income of
households lies the assumption that in-kind subsidies enlarge people's consumption opportunities,
permitting them to free up income flows and consume other goods. In our analysis, this is
translated, first into a gradual increase in available household income, and then into consequent
changes in distribution.

2.13 Subsequently, several measurements of income distribution are obtained, with and without
imputation of monetary, health, education and housing subsidies to household members. The
analysis and statistical comparison of such measurements allows us to derive clearer conclusions
regarding the behavior of income inequality at both a national and regional level 3.

Methodological Issues

2.14 In this section we report the data used to pursue the analysis, mentioning some differences that there
will be in contrast with the analysis developed in chapter 2. In addition we present a description of the
methodology followed.

Data

2.15 The basic source of information for this investigation are the National Socio-Economic
Characterization Surveys (CASEN), conducted in 1990, 1994, 1996 and 1998.

2.16 These surveys collect information on demographics, employment, income, housing, health, and the
educational aspects of households and for each member. In addition, the survey is a representative sample at
both the national and regional level, and for the rural and urban zones of Chile. In particular, for the year 1998,
the Survey covered 48,107 households in the country and 188,360 people4.

2.17 On the other hand, it is worth mentioning that the concepts of income and subsidies utilized are the
following: Autonomous Income (IA), Monetary subsidies (SM), Monetary Income (IM), Rent Attributed

2Only Schkolnik (1996) obtains measurements of inequality with and without a redistributive effect of fiscal action, through the Gini Coefficient.
However, this refers to an analysis by household for the year 1990, and does not carry out an impact analysis of social programs at a regional
level, nor does it verify the statistical significance of the changes found.
3 Certainly, the proposed methodology will be able to be applied in the future to diverse levels of breakdowns (by geographical zones and/or type
of programs).

4 On the basis of the 1992 Census and the population projections done by the National Institute of Statistics and the Latin-American Demographics
Center, the sample of this Survey itself was expanded to the total population for each one of the strata.
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to Home Ownership (AICP) and Total Income (IT), all of them commonly used in the CASEN Survey5; in
addition we define: Net Income from Social Policies (IN), Housing subsidies (SV), Health subsidies
valued on the basis of Public Insurance (SSS), Education subsidies (SE), Income Corrected for Housing
(IV), Income Corrected for Health based on Public Insurance (ISS), Income Corrected for Education (IE),
Income Corrected for Monetary subsidies (ISM), Income Corrected for Social Policy considering Public
Health Insurance (IPSS), Financial Credit for Higher Education (CF) and Income Corrected for Social
Policy including Financial Credit (ICF).

Where,

(1) IA + SM = IM
(2) IM + AICP = IT
(3) IN = IA + AICP -SV = IT - SM -SV
(4) IV = IN + SV
(5) ISS = IN + SSS
(6) IE = IN + SE
(7) ISM = IN + SM
(8) IPSS=IN+SM+SV+SSS+SE
(9) ICF = IPSS + CF

2.18 Each one of the previous definitions is utilized in computing the corresponding per capita
household income, which will serve as a basis for alternative measurements of inequality6.

2.19 The estimation of the value of the subsidies of various types is carried out on the basis of
information provided by the following institutions: Ministerio de Salud (MINSAL), Fondo Nacional de
Salud (FONASA), Central de Abastecimientos (CENABAST), Superintendencia de Seguridad Social,
Superintendencia de Instituciones de Salud Previsional, Ministerio de Vivienda (MINVU), Subsecretaria
de Desarrollo Regional del Ministerio del Interior, Ministerio de Educaci6n (MINEDUC), Junta Nacional
de Auxilio Escolar y Becas (JUJNAEB), Junta Nacional de Jardines Infantiles (JUNJI), Fundaci6n
Nacional para el Desarrollo Integral del Menor (INTEGRA) and Contraloria General de la Repuiblica.

2.20 Prior to reviewing the study methodology of the impact of social expenditures on income
distribution, it is necessary to mention some differences that there will be in the treatment given the data
with respect to chapter 2. This will allow a greater clarity as to the true comparability and consistency of
the estimations presented earlier and the ones that result from this chapter.

5For an exact definition, refer to MIDEPLAN (1996), pp. 50-51.
6 The income figures used in this paper are those adjusted by CEPAL, on the basis of National Accounts information, in order to handle under

reporting or partial omission of income data.
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2.21 As a measurement of income distribution, Table I presents the Gini coefficients and the ratio
between quintiles calculated for various levels of household income included in the CASEN Survey of
1998.

Table N°l
Indicators of the Distribution of Per-Capita Income

Chile, 1998 (Total Country)

Indicator Total Income Total Income Total Income Income
Adjusted by EEE Adjusted Household Net of Social with Social

and Regional Prices by EEE Income Policies Policies

(1) (2) (3) (4) (5)
Ql 3,67 3,70 3,43 3,06 5,16
Q2 7,20 7,23 6,94 6,68 8,20
Q3 11,07 11,10 10,95 10,81 11,60
Q4 18,11 18,17 18,29 18,31 18,02
Q5 59,93 59,80 60,39 61,14 57,02

Q5/Q1 16,3 16,2 17,6 20,0 11,1
Gini 0,5465 0,5449 0,5535 0,5644 0,5028

Notes:
(I) Total household income per equivalent adult, adjusted for scale economies and regional prices, and treating live-in domestic

household. EEE = scale economies and adult equivalents.
(2) Total income of the household per equivalent adult, with scale economies, without considering regional prices and excluding live-in

service
(3) Per-Capita income of the household, without regional prices and excluding live-in domestic service. Includes autonomous

income, monetary subsidies and rent attributed to the house.
(4) Net income per capita: per capita income of the household minus monetary subsidies and housing.
(5) Per-Capita income with social policies: net income per-capita plus monetary and in-kind subsidies (housing, health and

education).
Source: Calculated by the authors, based on 1998 CASEN Survey . For more complete description see text.

2.22 Column (1) corresponds to the indicators obtained (in the previous chapter) for household income
per equivalent adult, that is, for the measurement of income that corrects for the equivalences and
economies of scale (EEE) within the household; in addition, in order to carry out such an estimation, the
incomes of each household have been deflated by a regional price index, and live-in domestic service is
considered as another household.

2.23 Column (2) refers to the household income adjusted only by EEE, without considering regional
prices and excluding from the sample live-in domestic service.

2.24 Column (3) estimates the inequality in per capita household income, that is to say, the most
traditional measurement is utilized that includes autonomous income, monetary subsidies and the rent
attributed to households that own the housing that they occupy, without considering EEE or regional
prices, and excluding live-in domestic service.

2.25 Finally, the last two columns give a preview of the findings of this chapter. On one hand, column
(4) estimates the net per capita income of each household from social policies or, in other words, the total
income (3) minus the monetary and housing subsidies. On the other hand, in column (5) to the net income
per capita of each household (4) are added all those benefits that its members declare having received,
whether they are monetary subsidies or subsidies in kind (health, education and housing). None of these
cases is corrected for EEE or regional prices, and live-in domestic service is excluded.
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Methodology

* The methodology proposed in this investigation in order to measure the impact of social
expenditures on income inequality in Chile, rests in the following assumptions:

* The estimated impact of social expenditure on income distribution is the immediate, no
considering possible medium or long tern effects on the personal or household incomes.
Therefore, aspects such as the future return of investments in human capital (greater employment
opportunities and income in the future) coming from wider access to education, health services
and nutritional programs for the population, are not considered (See Velez (1994) for an
analogous approach).

* At first, it is assumed that $1 in in-kind subsidies equals a= $1 in available income for its
beneficiary, with which it is possible to add the value of these subsidies in health, education and
housing directly to the income of each household member. Then, from a second perspective, a# l

is allowed, because:
* if in-kind subsidies represent greater consumption opportunities offered to the beneficiaries, ca=l

would assume that these people value 100% of the social expenditure, which does not necessarily
occur.

* on the other hand, part of the social expenditure in in-kind subsidies could deviate from its
potential beneficiaries at the moment of distribution, in which case, (1-a) would represent the
potential inefficiency of social expenditure;
lastly, it would also be possible to argue that ac> 1, if the difference in quality between the goods
provided by the public and private sectors is smaller than the price differential goveming them.

2.26 For these reasons, at the end of this paper we run some sensitivity analysis of the impact of social
expenditure on income inequality, and we obtain the level of a for which this impact is not zero.

2.27 Only those subsidies that its members have declared receiving are attributed to each household,
which, particularly in the case of health, means assigning value to the public insurance given by FONASA
to its beneficiaries.

In this context, the present study is developed in three steps:

Step 1: Valuation of the subsidies in education, health and housing that benefit a group of Chilean
households.

2.28 The scheme of valuation of the multiple subsidies considering Health, Education and Housing is
detailed in Appendixes N° 2, 3 and 4, where in addition, the distinct modalities of each type of subsidy and
their average estimated values are mentioned for each year of interest.

2.29 It is worth mentioning that to the extent possible the same valuation criteria have been utilized in
every year under consideration. However, there have been certain difficulties in homogenizing the criteria
in some cases: some social programs in effect prior to 1994 did not exist in 1990 (among these, the
School Nutrition Program for secondary students); there are differences among the questionnaires of
CASEN Surveys, which complicates their strict comparability (for example, in 1990 the educational
establishment that household members attended was not identified unequivocally in the study). All this
imposed the need to seek diverse forms of approximation among the criteria of valuation and assignment
of the subsidies as obtained by the members of each household, for each year of analysis.

Subsidies in Education:

2.30 In the area of the education, the basic source of subsidies are: the School Nutrition Program
(Programa de Alimentaci6n Escolar, PAE); Pre-school education in JUNJI and INTEGRA establishments;
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the transfer of MINEDUC to corporations of delegated administration (institutions who are in charge of
managing some public vocational schools); the per-pupil subsidies to municipal and private-subsidized
establishments (for primary, secondary and special education); the additional resources to establishments
on a per-pupil basis; some special programs of school supplies (JUNAEB), school texts (MINEDUC), oral
health and school health (JUNAEB), and scholarships.

2.31 Once assigned monetary value these subsidies are assigned to those declared to be studying,
according to the level and type of education received, the educational establishment attended (that
determines the amount of the per-pupil subsidy) and self-reporting (statement of having received the
benefit, in the case of school nutrition and special programs).

Subsidies in Health:

2.32 Among the subsidies in health, were included the public health insurance; the additional 2%
contribution that certain beneficiaries receive if affiliated in the private-insurance sector (ISAPREs);
maternity leave; leaves in case of serious illness of a child less than a year old, and the National Program
of Complementary Nutrition.

2.33 With respect to public health insurance, this has been estimated as the difference between the
valuation that each individual affiliated to FONASA7 has on his/her her individual health insurance and
the payments made for it (contributions and co-payments). The expected value of public health insurance
is aproximated from the information collected by the CASEN Survey. That is, demographic cells are
defined in which the population affiliated with FONASA is classified according to gender and age, the
average expenditure of an individual of each cell is observed (an expenditure that depends on the
frequency of medical attention received by an average individual of each cell) and then the average total
expenditure of cells is adjusted for each period according to the total expenditure on medical services
registered by the Public sector at a country level. This approximation must be carried out due to the fact
that the true data of average individual expenditure for different ages and genders are not available.
Likewise, the prices for health services utilized were those that showed the greatest believability and
comparibility, knowing the tariffs and average gross values in place in November of 1996 (expressed in
money of each period).

2.34 In order to estimate the social security contributions to health of workers or retired workers, the
legal discounts in place in October of each year of interest were considered, which is the same month that
household income is registered. Starting from this point, and using the income of the primary occupation
reported, base income for social security and its respective contributions for health (7% of base income)
were calculated. Of course, to do this only non-indigent cases with affiliation to FONASA were
considered and classified in 3 groups according to income (B, C and D). Such a classification was also
utilized to calculate the co-payments made by the household members affiliated with the public system,
when they declared that they had received medical attention. The discount of the co-payments was
controlled in addition to self-reporting, that is to say, by the statement of payments made in the same
surveys.

Subsidies in Housing:

2.35 To assign value to housing subsidies we estimated what proportion of the flow of services that
each owned-house reported, be it totally or partially paid, originated from access to a government subsidy.

7 It corresponds to the national Fund of health. Public system of attention.
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Such a flow, corresponding to the alternative cost of housing, has been approximated through the monthly
amount of rent that its owner thinks that he would have to pay if, instead of being the owner of the house,
he leased it (rent attributed to the household, estimated by the owner of the house in the CASEN Survey).

2.36 At the same time, for each year composing the period 1990-1998 we estimated what fraction of
the total value of the housing, as included in various MINVU and Ministerio del Interior programs, was
subsidized. Then, according to the year in which the individuals declared to have received the certificate
of subsidy or subsidized housing, the respective percentage of subsidy was identified and, thus, that part of
the monthly lease that would have been subsidized8. The housing subsidy programs considered here are:
Progressive and Basic Housing, Special Program for Workers, Unified Subsidy and Rural Subsidy, all by
the Ministry of Housing; and the Neighborhood Improvement Program (lots with services) by the Ministry
of the Interior.

2.37 This focus of valuation of the subsidies in housing might be considered conservative, because it
does not take into account an implicit series of subsidies that have characterized Chilean housing policy
since its beginnings, to wit: govemment compensation for eventual losses in the sale of mortgages of
subsidized housing, other guarantees such as insurance against legal auction of some housing, and other
subsidies of the past, such as access to credit with rates of interest not adjusted by inflation.

2.38 Nevertheless, there are also certain private costs associated with housing programs that have not
been included in the analysis due to problems of information, among these: the increase in monetary costs
and time commuting to work, characteristic of programs of eradication, in which the beneficiaries of a
subsidy would be transferred to another neighborhood, possibly farther away from their work.

Step 2: Adjustment of the per capita income of each household, according to the subsidies received by its
members.

2.39 The net income of social policy for a household, in per capita terms, is equivalent to their total
income (as typically utilized in other studies regarding the analysis of poverty and distribution) minus
Monetary and Housing subsidies that their members have received.

2.40 Once the per capita net income of each household is obtained, each type of subsidy was added
separately, to be able to identify its individual contribution to the changes in inequality. Then, available
per capita income was computed, including all subsidies that the members of each household have
received. That is, the Income Corrected by Social Policies, based on the valuation of public health
insurance (IPSS).

2.41 Finally, the credito fiscal (loans to university students) received by some household members is
added to the Income Corrected by Social Policies. In this way, it is possible to get first look at the
immediate impact of the program on income distribution upon computing the Income Corrected for social
policy, including the Fiscal Credit (ICF). However, the analysis of this variable will not be deepened
further, for although the fiscal credit is a government program, it does not wholly correspond to a
government subsidy.

Step 3: Measurement of income inequality in Chile and its regions, with and without correction for social
policies.

s Due to the fact that the CASEN Survey of 1990 does not provide information regarding the year in which the beneficiaries of the housing
programs received the benefit, we opted for valuating the monthly flow of services for various types of housing according to the percentage of
subsidy for programs existing in 1990. On the other hand, it not being possible to unequivocally identify certain types of housing (Traditional,
Unified Subsidy, Special Program for Workers and the Rural Subsidy), it was assumed that in rural zones the households had only benefited from
Rural Subsidies and in urban zones the average percentage was utilized (weighted) for subsidies in housing financed by the Unified Subsidy and
the Special Workers Program.
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2.42 The comparison of alternative inequality measurements, with and without correction for social
policies, allows gauging the impact of the various subsidy programs on the distribution of per capita
income for each year of interest. Simultaneously, this framework of analysis allows us to characterize the
evolution of inequality for the period 1990-1998 with and without considering the impact of social
policies.

2.43 Among the measurements of distribution chosen, those that stand out are: the Gini coefficient, the
Variance of Log Incomes, the per- capita income quintiles and the ratio of income (Q5/Q 1), that indicates the
relation between the income received by the richest 20% of the population and the poorest 20%. Besides
observing how these indicators change as we incorporate the different types of subsidies into the per capita
household income, a statistical analysis of the significance of the impact of each is provided. Therefore, it is
possible to determine the real significance of social policy in affecting inequality, at both a country and
regional level. The statistical technique utilized is non-parametric (bootstrapping).

Results

2.44 Within the framework of the assumptions and limitations of this methodology, as indicated in
section 11, it will be clear from the results presented in this section that valuation and allocation of social
expenditure to the income of each beneficiary household reduces inequality at a country level. This is true
even when only the immediate impact of social policy is being computed.

National Impact

2.45 In Figures 1 and 2, it can be seen that in 1990 and 1998 the policy of subsidies reduced inequality in
all regions of the country, whether this is measured by the Gini coefficient or by the ratio of incomes.
Although disparities in concentration of income remain among the regions, there seems to be no doubt
regarding the contribution of the monetary subsidies in housing, health and, especially education, to a drop in
inequality.

2.46 A summary of the preceding is provided by Tables N°2, 3, 4 and 5. In these Tables, the first column
shows the inequality indicators. The second column shows these indicators after being applied in the per
capita income without considering any transfer on the part of the public sector. Columns 3-7 present the
inequality indicators after individually adding the health, education, monetary, and housing subsidies, and then
cr6dito fiscal, respectively. Finally, the last column shows the inequality indicators after adding all subsidies
received by the households (not including credito fiscal).

2.47 In the Tables the drop in inequality is evident as much in the Metropolitan Region, as in the remainder
of the country. While in 1990 the Gini coefficient at a country level decreases from 0.56 to 0.52, in 1998 the
same indicator falls from 0.56 to 0.50. Analogously, the ratio of income descends, in 1990, from 17.8 times to
12.4 times, while in 1998 it is reduced from 20.0 times to 11.1 times. From this perspective, it can be inferred
that social policies reduced the inequality in each year of interest, but they showed a relatively greater impact
in 1998 than in 1990, which could be explained by a greater assignment of resources to the subsidy programs,
a greater efficacy of the Government in the focusing of resources, and/or self-selection of the beneficiaries of
subsidies (to the extent that households have greater per capita income at their disposal, it is more probable
that they buy education, health and housing services in the private market, and that they lose the possibility of
accessing specific monetary subsidies).
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2.48 In contrast, consideration of the fiscal credit does not seem to contribute to reduced inequality, even
giving indications of regressivity. The last column does not include this component because correspond to
loans and only a fraction of them are subsidized.
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Table N"2

Indicators of the Per-Capita Income Distribution

Chile, 1990

Metropolitan Region

Indicator Income lIcome with Income with Income with Income with Income with Income with
Net of Social Health Subs. Education Subs. Monetary Subs. Housing Subs. Credito Fiscal Social Policies

Policies
Q1 3,51 3,86 3,99 3,65 3,55 3,51 4,50
Q2 6,99 7,19 7,35 7,10 7,04 6,99 7,69
Q3 11,12 11,20 11,28 11,18 11,17 11,12 11,43
04 18,75 18,63 18,65 18,68 18,73 18,75 18,54
QS 59,64 59,12 58,74 59,38 59,52 59,63 57,84

QS/QI 17,0 15,3 14,7 16,3 16,8 17,0 12,9
Atkinson Coeff. 0,6865 0,6225 0,5783 0,6637 0,6777 0,6865 0,5268

lheil Coeff. 0,5668 0,5514 0,5407 0,5585 0,5630 0,5667 0,5159
Log(P90IP10> 2,4900 2,4050 2,3780 2,4510 2,4910 2,4900 2,2540
Variance Log. 0,9746 0,9059 0,8584 0,9442 0,9633 0,9746 0,7790

Gini 0,5426 0,5340 0,5288 0,5383 0,5407 0,5425 0,5147

Rest of the Country

Indicator Income Income with Incore with Income with incone with Income with Income with
Net of Social Health Subs. Education Subs. Monetary Subs. Housing Subs. Credito Fiscal Social Policies

Policies
Q1 3,42 3,93 4,21 3,63 3,46 3,42 4,95
Q2 7,04 7,41 7,62 7,20 7,08 7,04 8,14
Q3 11,06 11,23 11,36 11,16 11,10 11,07 11,64
Q4 18,11 18,04 18,06 18,11 18,14 18,13 18,01
05 60,37 59,38 58.75 59,91 60,22 60,35 57,26

Q51Q1 17,7 15,1 14,0 16,5 17,4 17,6 11,6
AtkInson Coeff. 0,6719 0,5702 0,5745 0,6464 0,6633 0,6719 0,5148

Thell Coeff. 0,6793 0,6495 0,6299 0,6648 0,6750 0,6785 0,5883
Log(PSOlPIo) 2,3470 2,2210 2,1330 2,2890 2,3390 2,3460 1,9700
Variance Log. 0,9746 0,8586 0,7919 0,9362 0,9559 0,9746 0,6838

Gini 0,5556 0,5406 0,5316 0,5489 0,5538 0,5554 0,5097

Total Country

Indicator Income Incorne with Incoffe with Income with Income with Income with Income vwth
Net of Social Health Subs. Education Subs. Monetary Subs. Housing Subs. Credito Fiscal Social Policies

Policies
Q1 3,41 3,81 4,03 3,55 3,41 3,40 4,67
Q2 6,85 7,18 7,37 7,02 6,92 6,84 7,82
03 10,94 11,08 11,19 11,03 11,00 10,97 11,41
04 18,19 18,10 18,13 18,18 18,20 18,19 18,05
05 60,61 59,83 59,28 60,22 60,46 60,59 58,05

Q51Q1 17,8 15,7 14,7 17,0 17,7 17,8 12,4
Atkinson Coeff. 0,6773 0,5884 0,5767 0,6527 0,6687 0,6773 0,5196

Thell Coeff. 0,6385 0,6151 0,5992 0,6267 0,6344 0,6380 0,5650
Log(P90oPio) 2,4410 2,3210 2,2560 2,3810 2,4330 2,4410 2,1030
Variance Log. 1,0030 0,9021 0,8402 0,9667 0,9870 1,0030 0,7399

Gini 0,5558 0,5436 0,5361 0,5501 0,5540 0,5556 0,5176

Souroe: Baborated by the authors based on CASEN survey 1990.
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Table N°3
Indicators of the Per-Capita Income Distribution

Chile, 1994

Metropolitan Region

Indicator Income Incomewith Incomewith Incomewith Incomewith Incomewith Incomewith
Net of Social Health Subs. Education Subs. Monetary Subs. Housing Subs. Credito Fiscal Social Policies

Policies
Qi 3,27 3,64 3,81 3,38 3,31 3,28 4,30

Q2 6,65 6,88 7,03 6,73 6,69 6,65 7,35

Q3 10,46 10,52 10,62 10,47 10,46 10,43 10,78

Q4 17,43 17,39 17,43 17,45 17,49 17,53 17,35
05 62,19 61,57 61,12 61,97 62,06 62,11 60,22

Q5/Q1 19,0 16,9 16,0 18,3 18,7 18,9 14,0
Atkinson Coeff. 0,6676 0,6442 0,6208 0,6767 0,6624 0,6676 0,5787

Theil Coeff. 0,8371 0,8196 0,8020 0,8299 0,8329 0,8355 0,7760
Log(P90/P10) 2,4200 2,3240 2,2700 2,3880 2,3970 2,4190 2,1230

Variance Log. 0,9432 0,8968 0,8530 0,9467 0,9335 0,9432 0,7655
Gini 0,5740 0,5644 0,5582 0,5707 0,5724 0,5735 0,5445

Rest of the Country

Indicator Income Incomewith Incomewith incomewith Incomewith Incomewith Incomewith
Net of Social Health Subs. Education Subs. Monetary Subs. Housing Subs. Credito Fiscal Social Policies

Policies
Q1 3,67 4,38 4,68 3,92 3,72 3,67 5,61
02 7,36 7,87 8,16 7,54 7,60 7,37 8,81
Q3 11,53 11,81 11,94 11,67 11,39 11,57 12,31
Q4 18,98 18,90 18,87 18,90 19,01 18,96 18,77

05 58,45 57,03 56,35 57,97 58,29 58,43 54,50
Q5/Q1 15,9 13,0 12,0 14,8 15,7 15,9 9,7

Atkinson Coeff. 0,6192 0,5403 0,5114 0,5949 0,6103 0,6197 0,4352
Theil Coeff. 0,5974 0,5578 0,5391 0,5834 0,5932 0,5693 0,4914

Log(P90IP10) 2,3270 2,1510 2,3200 2,2680 2,3090 2,3300 1,8740
Variance Log. 0,9082 0,7815 0,7230 0,8610 0,8913 0,9101 0,6039

Gini 0,5343 0,5133 0,5034 0,5271 0,5324 0,5341 0,4760

Total Country

Indicator Income Incomewith Incomewith Incomewfth Incomewlth Incomewith Incomewith
Net of Social Health Subs. Education Subs. Monetary Subs. Housing Subs. Credito Fiscal Social Policies

Policies
Q1 3,29 3,84 4,09 3,47 3,33 3,29 4,81
02 6,77 7,10 7,32 6,85 6,76 6,73 7,81

03 10,72 10,95 11,08 10,83 10,81 10,77 11,35
Q4 17,96 17,87 17,89 17,94 17,99 18,00 17,81
Q5 61,26 60,23 59,63 60,90 61,11 61,20 58,21

Q5/01 18,6 15,7 14,6 17,6 18,4 18,6 12,1
Atkinson Coeff. 0,6505 0,5845 0,5570 0,6331 0,6426 0,6508 0,4891

Theil Coeff. 0,7581 0,7278 0,7071 0,7466 0,7537 0,7565 0,6675
Log(P90/P1O) 2,41 70 2,2740 2,2040 2,3740 2,41 90 2,41 80 2,0330
Variance Log. 0,9688 0,8660 0,8096 0,9382 0,9545 0,9700 0,6971

Gini 0,5651 0,5495 0,5411 0,5598 0,5634 0,5647 0,5200

Source: Elaboration by the authors based on CASEN Survey 1994.
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Table N°4
Indicators of the Per-Capita Income Distribution

Chile, 1996

Metropolitan Region

Indicator Income Inconme with Incorne with Income with Income with Inconie with Income with
Net of Social Health Subs. Education Subs. Monetary Subs. Housing Subs. Credito Fiscal Social Policies

Pokles
01 3,62 4,07 4,30 3,77 3,70 3,67 4,95
Q2 7 7,26 7,57 7,09 7,05 7,08 7,98
Q3 10,94 11,12 11,36 11,01 11,07 11,10 11,62
04 18,62 18,49 18,71 18,59 18,56 18,99 18,51
05 59,82 59,06 58,05 59,54 59,63 59,16 56,93

05/01 16,5 14,5 13,5 15,8 16,1 16,1 11,5
Atkinson Coeff. 0,6663 0,5828 0,6162 0,6319 0,6205 0,6635 0,5099

Theil Coeff. 0,6008 0,5785 0,5523 0,5928 0,5953 0,5846 0,5204
Log(PSo0P1o) 2,3660 2,2600 2,1900 2,3400 2,3410 2,3500 2,0400
Variance Log. 0,9417 0,8460 0,8136 0,9247 0,9176 0,9322 0,7012

Gini 0,5467 0,5348 0,5231 0,5425 0,5440 0,5414 0,5051

Rest of the Country

Indicator Ingeso Ingreso con Ingreso con Ingreso con Ingreso con Ingreso con Ingreso con
Iniclal Sub, Salud Sub. Educaci6n Sub, Monetarios Sub. Vivienda Cr6dito Fiscal Poidtcas Sociales

01 3,51 4,46 4,68 3,81 3,56 3,51 5,87
Q2 7,19 7,88 8,12 7,43 7,26 7,21 8,99
03 11,39 11,75 11,90 11,56 11,44 11,45 12,39
04 18,97 18,91 18,91 18,99 19,00 19,07 18,85
Q5 58,93 57,01 56,38 58,21 58,74 58,76 53,91

Q5/1Q 16,8 12,8 12,0 15,3 16,5 16,7 9,2
Atkinson Coeff. 0,6684 0,5630 0,5423 0,6333 0,6492 0,6684 0,4462

TheilCoeff. 0,5839 0,5319 0,5157 0,5649 0,5788 0,5806 0,4548
Log(PSgoPIO) 2,3840 2,1300 2,0700 2,2900 2,3600 2,3700 1,8200
Variance Log. 0,9756 0,7607 0,7417 0,9014 0,9483 0,9744 0,5749

Gini 0,5404 0,5123 0,5037 0,5306 0,5380 0,5391 0,4679

Total Country

Indicator Ingreso Ingreso con Ingreso con Ingreso con Ingreso con Ingreso con Ingreso con
hnicial Sub. Salud Sub. Educacion Sub. Monetarios Sub. Vivienda Credito hscal Politicas Sociales

01 3,3 4,02 4,26 3,53 3,35 3,32 5,21
Q2 6,85 7,29 7,56 6,98 6,86 6,86 8,22
03 10,86 11,15 11,38 11,01 10,97 11,01 11,76
Q4 18,48 18,39 18,52 18,46 18,51 18,70 18,44
Q5 60,52 59,15 58,26 60,02 60,31 60,11 56,38

051Q1 18,3 14,7 13,7 17,0 18,0 18,1 10,8
Atkinson Coeff. 0,6869 0,5883 0,5756 0,6530 0,6653 0,6858 0,4789

Theil Coeff. 0,6264 0,5872 0,5626 0,6121 0,6209 0,6145 0,5131
Log(PSOlP1O) 2,4600 2,2800 2,1900 2,4200 2,4600 2,4700 1,9800
Variance Log. 1,0258 0,8436 0,8163 0,9683 0,9996 1,0199 0,6602

Ginl 0,5S65 0,5360 0,6252 0,5493 0,5540 0,5529 0,4974

Sorurce Elaboratc,n by the autlors based on CASEN Survey 1996.
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Table N°5

Indicators of the Per-Capita Income Distribution

Chile, 1998

Metropolitan Region

Indicator Income Income with Income with Income wih Income with Income with Income with

Net of Social Health Subs. Education Subs. Monetary Subs. Housing Subs. Credio Fiscal Social Policies

Policies

a1 3,25 3,72 4,09 3,41 3,34 3,25 4,76
02 6,74 7,00 7,39 6,85 6,82 6,74 7,81

Q3 10,74 10,80 11,06 10,78 10,82 10,74 11,22

04 18,02 17,82 17,95 17,98 18,03 18,05 17,70
Q6 61,25 60,66 59,52 60,98 60,99 61,22 58,50

Q6/10 18,8 16,3 14,6 17,9 18,3 18,8 12,3

Atkinson Coeff. 0,6875 0,6123 0,5699 0,6668 0,6571 0,6878 0,5083
Thell Coeff. 0,6502 0,6312 0,6002 0,6417 0,6432 0,6492 0,5709

Log(P90/PIO) 2,4900 2,3800 2,2400 2,4600 2,4600 2,4900 2,0800

Variance Log. 1,0371 0,9172 0,8380 1,0004 0,9988 1,0380 0,7239
Gini 0,5626 0,5518 0,5374 0,5582 0,5593 0,5624 0,5200

Rest of the Country

Indicator Ingreso Ingreso con Ingreso con Ingreso con Ingreso con Ingreso con Ingreso con
inicla Sub. Salud Sub. Educaclon Sub. Monetarlos Sub. Vivienda Cr6dlto Fiscal Politicas Soclales

01 3,25 4,15 4,61 3,67 3,32 3,25 5,86

02 7,05 7,69 8,16 7,34 7,11 7,05 9,00
03 11,35 11,64 11,96 11,46 11,39 11,36 12,36

04 18,87 18,70 18,81 18,78 18,90 18,90 18,60
05 59,48 57,82 56,46 58,75 59,28 59,44 54,18

Q6/Q1 18,3 13,9 12,2 16,0 17,9 18,3 9,2
Atkinson Coeff. 0,6710 0,5335 0,5284 0,5999 0,6472 0,6715 0,4095

TheU Coeff. 0,6015 0,5546 0,5197 0,5792 0,5957 0,5999 0,4625
Log(P9OIPIO) 2,4900 2,2500 2,1000 2,3800 2,4700 2,4900 1,8500

Variance Log. 1,0668 0,8208 0,7543 0,9310 1,0235 1,0687 0,5781
Gini 0,5466 0,5212 0,5035 0,5351 0,5440 0,5463 0,4687

Total Country

Indicator Ingreso Ingreso con _ngreso con ingreso con ingreso con _ngreso con _ngreso con
Inicial Sub. Salud Sub. Educacl6n Sub. Monetarlos Sub. Vivienda Crednto Fiscal Politicas Sociales

G1 3,06 3,76 4,18 3,36 3,13 3,06 5,16

02 6,68 7,14 7,55 6,88 6,75 6,69 8,20

03 10,81 10,99 11,31 10,89 10,87 10,81 11,60
Q4 18,31 18,12 18,24 18,25 18,35 18,36 18,02

as 61,14 59,99 58,71 60,62 60,90 61,08 57,02

05101 20,0 16,0 14,0 18,0 19,5 20,0 11,1

Atkinson Coeff. 0,6890 0,5701 0,5551 0,6316 0,6649 0,6894 0,4518
Theil Coeff. 0,6551 0,6209 0,5857 0,6388 0,6486 0,6537 0,5400

Log(P901P10) 2,5500 2,3400 2,2100 2,4600 2,5200 2,5500 1,9900

Variance Log. 1,1044 0,8978 0,8228 1,0012 1,0632 1,1057 0,6631
Gini 0,5644 0,5460 0,5295 0,5563 0,5616 0,5641 0,5028

Source: Elaborated by the authors based on CASEN Survey 1998.
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2.49 Furthermore, it is worth emphasizing that the significant fall in inequality at a country level as a
result of the subsidies received by households is robust to changes in the indicator utilized. However, in
regional analysis the statistical significance of this reduction, estimated by means of the bootstrapping
technique, is sensitive to the measurement of distribution chosen (See Tables N°6 and 7).

2.50 When the Gini coefficient is considered, the social expenditure always has a significant impact on
the distribution at a country level; however, in 1990, its significance does not remain guaranteed in the
regions I, III and XII, while in 1996 and 1998 the exceptions are the II and XII regions.

2.51 In contrast, the behavior of the variance of log-income indicates that in both periods social policy
significantly reduces inequality in every region of the country. These differences in estimated impact of
social policy can be explained by the relative larger sensibility of this indicator (with respect to the Gini
coefficient) to changes in the lower part of the income distribution.9

2.52 It is appropriate to ask which indicator is best utilized given the objective of this paper: Which
social programs favor to a greater extent a reduction in inequality? What explains the differing impacts of
social policy at a regional level? And lastly, what are the policy implications that arise from the evidence
collected?

Indicators and Targeting of Programs

2.53 First, it should be noted that even when among the social programs considered there are some
which are typically universal, these are of health and education, they also maintain a certain degree of
absolute targeting (at least by self-selection) and also relative targeting (even when the per capita subsidies
are of an equal amount for individuals of differing per capita income quintiles, certain relative targeting
would exist, since a greater per capita income of a smaller household gives greater relative importance to
the subsidies). Such relative and absolute targeting would explain why indicators such as Log Variance
of Income better capture the extent of social impact of policy on inequality, since social policies contribute
more significantly to a reduction of inequality depending on how important the subsidies are for
households having lower per capita net income.

9 The cumulative frequency distribution of income is called the Lorenz Curve; the Gini coefficient measures the
distance the Lorenz curve is from the 45 degree line of perfect inequality. A Gini of 0.0 indicates perfect inequality;
a Gini of 1.0 equals perfect inequality. The variance of the log of income measures the distance from mean income
of each person or household.



Table N0 6
Impact of Monetary, Education, Health and Housing Subsidies

on the Distribution of Per-capita Income

(Gini Coefficients)

Zone or Region Net Income of Income with Signfi .... e Net Income of Income with Signif,e.nc. Net Income of Income with s
Social Policies Social Policies Of th Social Policies Social Policies of the Social Policies Social Policies

1990 1990 change 1996 1996 ch-n9. 1998 1998

Metropolitan Regio 0,5426 0,5146 * 0,5467 0,5051 0,5626 0,5200
(0.5358, 0.5490) (0.5077, 0.5211) (0.5370, 0.5561) (0.4936, 0,5142) (0.5550, 0.5716 (0.5120, 0.5294

Rest of Country 0,5556 0,5097 0,5404 0,4679 . 0,5466 0,4687
(0.5488, 0.5610) (0.5026, 0.5153) (0.5336, 0.5480) (0.4612, 0.4760) (0.5409, 0.5525 (0.4628, 0.4749

Total Country 0,5558 0,5176 * 0,5565 0,4974 0,5644 0,5028
(0.5515, 0.5602) (0.5129, 0.5221) (0.5495, 0.5626) (0.4906, 0.5045) (0.5590, 0.5701 (0.4968, 0.5089

l 0,5393 0,5059 0,4966 0,4377 0,4806 0,4212
(0.5160, 0.5646) (0.4824, 0.5317) (0.4644, 0.5270) (0.4064, 0.4691) (0.4577, 0.4999) (0.3989, 0.4411

11 0,5237 0,4916 . 0,4834 0,4425 0,5164 0,4692
(0.5102, 0.5365) (0.4777, 0.5045) (0.4629, 0.5050) (0.4217, 0.4639) (0.4846, 0.5434 (0.4359, 0.4969

iII 0,5293 0,4926 0,5748 0,5138 . 0,4964 0,4173
(0.5068, 0.5514) (0.4697, 0.5143) (0.5497, 0.5931) (0.4833, 0.5363) (0.4819, 0.5102 (0.4017, 0.4312

IV 0,5335 0,4794 . 0,5251 0,4492 . 0,5420 0,4590
(0.5178, 0.5493) (0.4641, 0.4959) (0.5075, 0.5414) (0.4311, 0.4667) (0.5167, 0.5635 (0.4317, 0.4824

V 0,5337 0,4938 * 0,4957 0,4422 * 0,5146 0,4578
(0.5158, 0.5501) (0.4751, 0.5107) (0.4840, 0.5067) (0.4306, 0.4541) (0.5052, 0.5248 (0.4473, 0.4688

VI 0,5051 0,4595 * 0,5126 0,4423 * 0,5188 0,4417
(0.4912, 0.5169) (0.4452, 0.4718) (0.4927, 0.5324) (0.4216, 0.4630) (0.5051, 0.5337 (0.4266, 0.4579

VIl 0,5845 0,5348 . 0,5470 0,4628 0,5246 0,4315
(0.5647, 0.6088) (0.5144, 0.5602) (0.5237, 0.5751) (0.4380, 0.4926) (0.5077, 0.5377 (0.4132, 0.4447

Vill 0,5557 0,5024 * 0,5671 0,4877 * 0,5730 0,4865
(0.5400, 0.5689) (0.4867, 0.5170) (0.5461, 0.5865) (0.4641, 0.5091) (0.5599, 0.5840

(0.4715, 0.4987
IX 0,5775 0,5246 * 0,5513 0,4505 * 0,5993 0,4986

(0.5573, 0.5968) (0.5029, 0.5452) (0.5392, 0.5631) (0.4372, 0.4621) (0.5785, 0.6196 (0.4745, 0.5223
X 0,5818 0,5351 * 0,5512 0,4651 * 0,5331 0,4387

(0.5626, 0.6078) (0.5145, 0.5619) (0.5303, 0.5745) (0.4433, 0.4899) (0.5200, 0.5435 (0.4257, 0.4496
Xl 0,5059 0,4514 * 0,4974 0,4275 * 0,5783 0,5100

(0.4848, 0.5279) (0.4294, 0.4743) (0.4804, 0.5180) (0.4101, 0.4475) (0.5272, 0.6306 (0.4558, 0.5659
Xli 0,5220 0,4796 0,4812 0,4334 0,5386 0,4868

(0.5034, 0.5502) (0.4595, 0.5080) (0.4477, 0.5208) (0.3988, 0.4735) (0.4833, 0.5886 (0.4313, 0.5391

Source: Elaborated by the authors based on CASEN Surveys 1990, 1996 and 1998.
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Table N17
Impact of Monetary, Education, Hlealth and Housing Subsidies

on the Distribution of Per-capita Income
(Variation of Income Logarithm

Zone or Region Net Income of Income with sganl1Hc...e Net Income of Income with SIgnti .....

Social Policies Social Policies ofthe Social Policies Social Policies ofth.

1 990 1 990 ch.ng. 1996 1996 ch.nge.

Metropolitan Region 0,9746 0,7790 0,9416 0,7012

(O 9497, 1.0008) (0 7583, 0 7957) (0 9114, 0.9730) (0 6753, 0 7234)

Rest of Country 0,9745 0,6837 0,9755 0,5749

(O 9576, 0.9877) (0.6733, 0 6946) (0.9556, 0.9946) (0.5619, 0.5877)

Total Country 1,0031 0,7399 . 1,0257 0,6602

(0,9909, 1.0167) (0.7306, 0.7498) (1.0075, 1.0431) (0.6468, 0 6729)

0,8736 0,6898 0,8429 0,5240
(0.8210, 0.9253) (0.6485, 0 7280) (0 7709, 0.9055) (0.4741. 0.5791)

Ii 0,9348 0,7193 0,9035 0,5809
(0,8951, 0.9812) (0.6880, 0.7524) (0 8183, 0.9947) (0.5389, 0.6244)

III 0,8505 0,6495 1,2489 0,7077

(0.8028. 0.8902) (0 6085, 0 6893) (1 1260, 1.3528) (0.6318, 0.7773)

IV 0,8752 0,5962 0,8729 0,5248

(0.8351. 0.91 56) (0.5692 0.6220) (0.8267, 0.9303) (0.4940, 0.5640)

V 0,9256 0,6905 0,8207 0,6512

(0.8743, 0 9734) (0 6570, 0.7182) (0.7845, 0.8553) (0,5265, 0 5784)

VI 0,8693 0,6063 0,7854 0,4873
(0.8252, 0 9054) (0 5753, 0.6290) (0 7410, 0.8208) (0.4621, 0 51 59)

Vil 0,9970 0,6922 0,9238 0,5157

(0.9517, 1.0420) (0.6583, 0.7296) (0.8761, 0.9874) (0.4794, 0 5661)

Vill 0,9988 0,6411 1,0871 0,6132

(0.9555, 1.0487) (0.6162, 0.6690) (1.0308, 1.1451) (0.5735, 0.65 16)

Ix 1,0928 0,7148 1,0276 0,5132
(1 0462, 1.1491) (0 6827, 0.7508) (0 9841, 1.0665) (0.4869, 0.5336)

X 0,9184 0,6730 . 0,8889 0,5316
(0 8851, 0.9582) (0.6470, 0.7046) (0 8467, 0.9331) (0.4976, 0 5675)

Xi 0,7971 0,6585 . 0,8243 0,4991

(0.7426, 0.8544) (0 5154, 0 6034) (0.7681, 0.8850) (0.4688, 0.5367)

Xii 0,8860 0,6827 0,7726 0,5240

(0.8449, 0.9356) (O 6332, 0.7391) (0.6898, 0.8828) (0.461 1, 0.6091)

Source Elaboration by the authors based on CASEN Surveys 1990, 1996 and 1998.
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2.54 The preceding argument is reflected in Tables N°8 and 9. The first of these presents absolute
values, while the second shows percentage values. In these Tables, the first column presents information
regarding income quintiles for the years 1990, 1994, 1996 and 1998. The second column shows the
average value of the per capita income without considering the public sector subsidies. Columns 3-6
present the average amount of monetary, health, education and housing subsidies. The seventh column (in
kind) corresponds to the horizontal sum of the subsidies in health, education and housing. Finally, the last
column (social policies) corresponds to the sum of the subsidies in kind (health, education and housing)
and monetary subsidies.

2.55 In the period 1990-1998 an increase in the absolute importance was produced (per capita average
value) for the various types of subsidies considered, which benefited various levels of income in the
population, since the average value of the per capita subsidies received per person increased in all
quintiles; however, upon analyzing the importance of such subsidies as a proportion of per capita income
for the quintiles, it can be seen that this grew more strongly in the lower income quintiles and remained
practically unaltered for the richest segment of the population. By way of illustration, the average value of
all subsidies included in the analysis more than doubled, going from $4,483 pesos to $10,225 per capita
(currency value of November of 1998), which meant an increase in its participation upon per capita
income from 5.4% to 8.2%; however, an analysis by quintiles reveals that the relative importance of these
subsidies grew from 49.0% to 89.1% in the first quintile and only from 0.8% to 0.9% in the fifth quintile,
reflecting a greater relative focusing of the subsidies and thus favoring a greater reduction in inequality at
a country level.

2.56 Consequently, the final contribution of any social program, in terms of a reduction of income
inequality, doesn't only depend on how quickly subsidies decrease (in absolute amounts) with increases in
the income

Table N18

Average amount of per-capita subsidies
by net per-capita income quintile

(In $ of November 1998)

Year Net Income Monetary Health Education Housing Total In-Kind Total p.capita
of Soc.Pol. Subsidies Subsidies Subsidies Subsidies Subsidies subsidies

1990 83.666 708 997 2.459 320 3.775 4.483
Q1 14.141 1.020 2.117 3.545 251 5.914 6.934
Q2 28.854 823 1.604 2.875 310 4.789 5.612
Q3 45.846 662 1.095 2.220 358 3.673 4.335
Q4 76.080 595 526 1.893 350 2.768 3.363

Q5 253.581 438 -366 1.755 329 1.717 2.155

1994 105.212 706 2.073 3.443 393 5.909 6.615
Q1 17.318 1.174 3.395 5.433 294 9.121 10.295
Q2 35.406 902 2.718 4.192 342 7.252 8.154
Q3 56.715 676 2.094 3.378 434 5.907 6.583
Q4 94.489 516 1.373 2.603 464 4.440 4.956
Q5 322.272 261 782 1.603 429 2.815 3.075

1996 115.917 1.065 2.936 4.699 576 8.212 9.277
01 19.097 1.661 4.961 7.000 449 12.410 14.071
Q2 39.499 1.429 3.884 5.716 540 10.139 11.567
Q3 63.268 1.130 3.045 4.658 657 8.360 9.490
Q4 107.134 801 2.058 3.766 704 6.528 7.329
Q5 350.769 303 729 2.313 533 3.575 3.878

1998 124.335 1.135 2.299 6.125 666 9.090 10.225
Q1 19.028 2.295 4.910 9.182 568 14.660 16.955
Q2 41.544 1.497 3.782 7.500 629 11.911 13.408
03 67.171 1.029 2.469 6.256 803 9.528 10.557

Q4 113.868 613 678 4.870 779 6.327 6.940
Q5 380.107 241 -345 2.814 552 3.021 3.262

Source: Elaboration by the authors based on CASEN Surveys 1990, 1994, 1996 and 1998.
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Table N°9
Relative Amount of Average Per-Capita Subsidies

by Net Per-Capita Income Quintile
(as a % of Net Per-Capita Household Income)

Year Monetary Health Education Housing Total In-Kind Total
Subsidies Subsidies Subsidies Subsidies Subsidies Subsidies

1990 0,8 1,2 2,9 0,4 4,5 5,4
Q1 7,2 15,0 25,1 1,8 41,8 49,0
Q2 2,9 5,6 10,0 1,1 16,6 19,4
Q3 1,4 2,4 4,8 0,8 8,0 9,5
Q4 0,8 0,7 2,5 0,5 3,6 4,4
Q5 0,2 -0,1 0,7 0,1 0,7 0,8

1994 0,7 2,0 3,3 0,4 5,6 6,3
Q1 6,8 19,6 31,4 1,7 52,7 59,4
Q2 2,5 7,7 11,8 1,0 20,5 23,0
Q3 1,2 3,7 6,0 0,8 10,4 11,6
Q4 0,5 1,5 2,8 0,5 4,7 5,2
Q5 0,1 0,2 0,5 0,1 0,9 1,0

1996 0,9 2,5 4,1 0,5 7,1 8,0
Q1 8,7 26,0 36,7 2,4 65,0 73,7
Q2 3,6 9,8 14,5 1,4 25,7 29,3
Q3 1,8 4,8 7,4 1,0 13,2 15,0
Q4 0,7 1,9 3,5 0,7 6,1 6,8
Q5 0,1 0,2 0,7 0,2 1,0 1,1

1998 0,9 1,8 4,9 0,5 7,3 8,2
Q1 12,1 25,8 48,3 3,0 77,0 89,1
Q2 3,6 9,1 18,1 1,5 28,7 32,3
Q3 1,5 3,7 9,3 1,2 14,2 15,7
Q4 0,5 0,6 4,3 0,7 5,6 6,1
Q5 0,1 -0,1 0,7 0,1 0,8 0,9

Source: Elaboration by the authors based on CASEN Surveys 1990,1994, 1996 and 1998.

of its beneficiaries, but also on how important such subsidies are for the population, with respect to
income.

2.57 However, there still remains one question: If the year 1990 is compared with 1998, how much of
the reduction in income inequality produced by the social policy can be attributed to the increase in the
social expenditures registered and how much to a better targeting of programs to the poor?

2.58 Between 1990 and 1998 there is no evidence of significant improvement in the absolute targeting
of the social programs considered. In 1990 only 56% of the subsidies reached the two lowest income
quintiles, while in 1998 this percentage rose to 59%. Although this finding seems to indicate an
improvement in focusing programs, the simulation exercises carried out show that this variation did not
significantly impact the income distribution. By way of illustration, if the total resources assigned to
social programs in 1998 had been targeted just as in 1990 (when social expenditure was substantially
smaller) they would not have made a significant change in the contribution of social policy to a reduction
of income inequality; this is evident from utilizing measurements such as the ratio of income between the
richest 20% and the poorest 20% of the population, which for the year 1998 is 20.0 times, after
considering the net income of social policy, this is reduced to 11.1 times; but it would have been of 11.0
times if the resources available in 1998 had been assigned just as they were in 1990.
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2.59 Therefore, the drop in inequality from 1998 to 1990 as result of social policies, should be
attributed exclusively to the growth of social expenditure in the period. This does not mean that targeting
was not important, or could not be important. Rrather, it shows that there was no improvement in targeting
that allows explanation of the greater impact of social programs on income distribution.

Subsidy Areas

2.60 Besides, it is worth mentioning that of all the social programs considered, subsidies in education are
those that give the greatest impulse to reduction in inequality. This larger contribution can be explained
because in all regions the average amount of subsidies in education is greater than that of health, housing and,
even monetary subsidies (See Table N°10).

Table N°10
Average Amount of Per-Capita Subsidies

Period 1990-1998

Average Per-Capita Amount Relative Per-Capita Amount
($ of Nov. 1998) of Subsidies

1990 1994 1996 1998 1990 1994 1996 1998

Net Income 83.665 105.212 115.917 124.335

Monetary Subsidies 708 706 1.065 1.135 15,8 10,7 11,5 11,1
Health Subsidies 997 2.073 2.936 2.299 22,2 31,3 31,7 22,5

Education Subsidies 2.459 3.443 4.699 6.125 54,8 52,0 50,7 59,9
Housing Subsidies 320 393 576 666 7,1 5,9 6,2 6,5

In-Kind Subsidies 3.775 5.909 8.212 9.090 84,2 89,3 88,5 88,9
Total Subsidies 4.483 6.615 9.277 10.225 100,0 100,0 100,0 100,0

Source: Elaboration by the authors based on CASEN Surveys 1990, 1994, 1996 and 1998.

Regional Impact

2.61 The distinct emphasis given to social policy throughout the different zones of Chile must explain
the diverse impact of these programs on the inequality of each region. One way of look at this point is to
consider that Chilean social policy has as its main objective poverty reduction, and consequently should
satisfy the basic needs of the population. As such, the effort of focusing expenditure in the different
geographical zones of the country, could be more or less successful in reducing the poverty of each zone,
and as consequence, have varying impact on income distribution.

2.62 One element to emphasize with respect to the impact of expenditure in terms of distribution, is
whether or not the relation of inequality between the various regions is affected by social policies. In
Table N°l I the regions have been listed by level of inequality (as measured by varying per capita income
definitions). It illustrates that while the ranking of inequality varies from year to year, the impact of social
policies has heterogeneously affected the ranking for each period of analysis.



Poverty and Income Distribution in a High Growth Economy 47

2.63 With the objective of simplifying the previous results, Table N°12 classifies the regions into 3
groups: High Inequality (the 4 regions having a greater Gini coefficient for the period), Lower Inequality
(the 4 regions having a lower Gini coefficient) and Average Inequality (the remainder of the regions).
Then, it is possible to identify cases such as the year 1994, in which the relative position of regions
showing greater inequality was not affected as a result of social programs, but did improve in absolute
terns. Analogously, cases such as that of Region V whose relative position gets worse in 1998, as a result
of govemment action reducing inequality more in other regions.

2.64 Therefore, although a certain direct relation between poverty and the significance of impact of
social programs on inequality is detected, it is not clear that these programs contribute to a relative
improvement of the "high inequality" regions. As it happens, this depends on the year of analysis and
becomes even more uncertain when considering that the differences in regional inequality must be
significant to be accepted statistically.

Table N°il
Ranking of Regions according to Per-Capita Income Inequality

(Gini Coefficients)
Zone or Net Rkg Net Rkg Net Rkg Net Rkg Income Rkg Income kg Income Rkg Income Rkg
Region Income Income Income Income with Soc with Soc with with

of of of of Policies. p Soc. Soc.
Soc.Pol Soc.Pol Soc.Pol. Soc.Pol Polices. Policis. Policies

1990 1994 1996 1998 1990 1994 1996 1998
Metropolitan 0,5426 0,5740 0,5467 0,5626 0,5146 0,5655 0,5051 0,5200
Region
Rest of the 0,5556 0,5343 0,5404 0,5466 0,5097 0,5296 0,4679 0,4687
Country
Total Country 0,5558 0,5651 0,5565 0,5644 _ 0,5176 _ 0,5588 0,4974 0,5028

I 0,5393 8 0,5164- 6 0,4966 4 0,4806 1 0,5059 9 0,5115 7 0,4377 2 0,4212 2
11 0,5237 4 0,5050 5 0,4834 1 0,5164 4 0,4916 5 0,5031 5 0,4425 5 0,4692 8
HI 0,5293 5 0,4745 2 0,5748 13 0,4964 2 0,4926 6 0,4723 2 0,5138 13 0,4173 1
IV 0,5335 6 0,5031 4 0,5251 7 0,5420 9 0,4794 3 0,4976 4 0,4492 6 0,4590 7
V 0,5337 7 0,4948 3 0,4957 3 0,5146 3 0,4938 7 0,4908 3 0,4422 4 0,4578 6
VI 0,5051 1 0,5285 8 0,5126 6 0,5188 5 0,4595 2 0,5245 8 0,4423 8 0,4417 5
VIl 0,5845 13 0,5531 10 0,5470 8 0,5246 6 0,5348 12 0,5482 10 0,4628 8 0,4315 3
Vill 0,5557 10 0,5430 9 0,5671 12 0,5730 1 1 0,5024 8 0,5383 9 0,4877 11 0,4865 9
IX 0,5775 11 0,5750 13 0,5513 1 1 0,5993 13 0,5246 11 0,5692 13 0,4505 7 0,4986 11
X 0,5818 12 0,5570 I 1 0,5512 9 0,5331 7 0,5351 13 0,5500 1 1 0,4651 10 0,4387 4
Xi 0,5059 2 0,5166 7 0,4974 5 0,5783 12 0,4514 1 0,5096 6 0,4275 1 0,5100 12
Xll 0,5220 3 0,4388 1 0,4812 2 0,5386 8 0,4796 4 0,4359 1 0,4334 3 0,4868 10

R. Metropolitana 0,0000 9 0,0000 12 0,0000 10 0,0000 I 10 0,0000 10 0,0000 12 0,0000 12 0,0000 13

Source: Elaboration by the authors based on CASEN Surveys 1990, 1994, 1996 and 1998.
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Table N°12
Classification of Regions of the Country according to

Gini coefficient

Inequality Year 1990 Year 1994 Year 1998

Net Income Income with Net Income Income with Net Income Income with
of Soc. Pol. Soc. Pol. of Soc. Pol. Soc. Pol. of Soc.Pol. Pol. Social

High 7, 8, 9,10 7, 9, 10, 13 7, 9, 10, 13 7, 9, 10, 13 8, 9, 11, 13 9, 11, 12, 13

Average 1, 3,4, 5, 13 1,2,3, 5, 8 1,2, 6, 8, 11 1, 2, 6, 8, 11 4, 6, 7, 10, 12 2, 4, 5, 6, 8

Low 2,6, 11, 12 4,6, 11, 12 3,4,5, 12 3,4,5, 12 1,2,3,5 1,3,7,10

Source: Elaborated by the authors, based on CASEN Survey 1990, 1994 and 1996.

2.65 Finally, Tables N013 and 14 present the changes in the distribution of per-capita income between
the years 1990 and 1998, at both a national and regional level. For the period, the diagnosis with respect
to the evolution of inequality, especially in the regions, is sensitive to the indicator used. The distribution
of income net of social policies, as measured by the Gini coefficient, did not vary significantly throughout
the country; only regions I, VII and X experienced a significant fall in inequality, while in the
Metropolitan Region a significant increase in the indicator is evident. Once the amalgam of subsidies that
households receive is incorporated, a change in inequality can be seen, in that it was, in fact, reduced on a
country level and, in particular, in the non-metropolitan regions; which at a less aggregate level is ratified
in regions I, III, V, VII and X. In contrast, significant increases in inequality are not generated in any
zone.

2.66 Likewise, upon considering as a measurement the variance of the logarithm of per-capita net
incomes it can be seen that, statistically, inequality increased significantly at a country level for the period
1990-1998, while regionally only the increase in inequality in regions VIII, IX and X, and the decrease in
regions II and V were significant. Once the subsidies received by household members are included, the
diagnosis changes, due to the fact that a significant reduction in inequality is detected at a country level, in
the Metropolitan Region, and in the other regions. However, no significant changes in income distribution
are registered in regions VIII and XI.
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Table N°13
Impact of Monetary, Education, Health and Housing Subsidies on the Distribution

Of Per-Capita Income, 1990-1998
(Gini Coefficients)

Zone or Region Net Incom e Net Income Signhtic-cn. Income with Income with ilgnlfic.n.e
of Soc.Pol. of Soc.Pol orch.Qne Soc.Policies Soc.Policies ofChang.

1990 1998 1ssI90) 1990 1998 (so9o0)

fetropolitan Region 0,5426 0,5626 0,5146 0,5200
(0.5358, 0.5490) (0.5550, 0 5716) (0.5077, 0 5211) (0.5120, 0 5294)

Rest of the Country 0,5556 0,5466 0,5097 0,4687
(0.5488, 0 5610) (0 5409, 0.5525) (0.5026, 0 5153) (0 4628, 0.4749)

Total Country 0,5558 0,5644 0,5176 0,5028
(0 5515, 0.5602) (0.5590, 0.5701) (0 5129, 0.5221) (0.4968, 0.5089)

0,5393 0,4806 0,5059 0,421 2
(0 5160, 0.5646) (0.4577, 0 4999) (0.4824, 0 5317) (0 3989, 0 4411)

ii 0,5237 0,5164 0,4916 0,4692
(0.5102, 0.5365) (0 4846, 0 5434) (0.4777, 0.5045) (0 4359, 0 4969)

III 0,5293 0,4964 0,4926 0,41 73
(0.5068, 0.5514) (0.4819, 0.5102) (0 4697, 0 5143) (0.4017, 0 4312)

IV 0,5335 0,5420 0,4794 0,4590
(0 5178, 0.5493) (0.5167, 0.5635) (0 4641, 0 4959) (0.4317, 0.4824)

V 0,5337 0,5146 0,4938 0,4578
(0.5158, 0.5501) (0 5052, 0.5248) (0 4751, 0.5107) (0.4473, 0.4688)

VI 0,5051 0,5188 0,4595 0,4417
(0.4912, 0 5169) (0.5051, 0.5337) (0.4452, 0 4716) (0 4266, 0.4579)

Vil 0,5845 0,5246 0,5348 0,431 5
(0.5647, 0.6066) (0.5077, 0.5377) (0 5144, 0.5602) (0 4132, 0 4447)

Vill 0,5557 0,5730 0,5024 0,4865
(0.5400, 0.5669) (0 5599, 0.5840) (0.4667, 0.5170) (0.4715, 0.4987)

Ix 0,5775 0,5993 0,5246 0,4986
(0 5573, 0.5968) (0.5785, 0.6196) (D.5029, 0 5452) (0.4745, 0.5223)

X 0,5818 0,5331 0,5351 0,4387
(0.5626, 0.6078) (0.5200. 0 5435) (0.5145, 0.5619) (0 4257, 0 4496)

Xl 0,50959 0,5783 0,4514 0,5100
(0.4848, 0.5279) (0.5272, 0.6306) (0.4294, 0 4743) (0.4558, 0 5659)

Xil 0,5220 0, 386 0,4796 0,4868
(0.5034, 0.5502) (0 4833, 0.5886) (0 4595, 0 5080) (0 4313, 0.5391)

I a D le N I 1 4

Im pact of theM onetary, Education, H ealth and H ousing Subsidies
on the D istribution of Per-C apita Incom e, 1990-1998

(V ariance of Log Incom e)

Zone or Region Net Incom e Net Incom e SignIlican e Incom e wlth Incom e with sgnif-ance
of Soc.Po0. ofSoe.PoI. Cchange SOC.POIieis Soc.Policies ofC5hnge

1990 1998 1990 1998

Metropolitan Region 0,9746 1,0371 0,7790 0,7238
(0.9497, 1 .0008) (101 28, 1 0824) (0.7583, 0.7957) (0.7074, 0.7400)

Rest of Country 0,9745 1,0668 0,6837 0,6781
(0 957 6, 0.9877) (1 0440, 1 .068 1) (0 6733, 0.6948) (0.566 7, 0 5887)

Total Country 1,0031 1,1043 0,7399 0,6632
(0.9909, 1 0167) (1.0866, 1 .1215) (0.7306, 0 749) (0.6701, 0.6962)

I 0,8736 0,8420 0,6898 0,6395
(0 821 0 0 .9253 ) (0 7698,0.9 1 15 (0.6485, 0 .7280) (0 49 1 9,0 .5 73

0,9 34 8 0,8 04 1 0,7 19 3 0,5 6 3 
(0 .8 9 5 1, 0.9812) (0 7 3 9 5, 0 85 9 9) (0 6 8 8 0 , 0.7 5 2 4) (0 .5 14 2, 0.6 0 9 6)

Iii 0,8505 0,9459 0,6495 0,5048
(O 8028, 0. 902) (0.8788,1 0087) ( 6085, 0 6893) (0.47 36, 0.5372)

IV 0,8 7562 0,9564 6 0,5 9 62 0,522 2
(0.8351, 0.9156) (0.9045, 10028) (0 5692, 0.6220) (0.4834, 0.5526)

V 0,9256 0,8964 0,6905 0,6914
(0.8743, 0.9734) (0.8606, 0.9323) (0.6570. 0 7162) (0.561 9, 0.6183)

VI 0,8693 0,8803 0,6063 0,4997
(0.8252, 0 9054) (0.8317. 0.9219) (0.5753, 0 6290) (0.4712, 0.5263)

Vii 0,9970 0,9345 0,6922 0,4869
(0.9517, 1.0420) (08 792, 0.9895) (0 6583, 0.7296) (0 4523, 0 5175)

VIII 0,9988 1,2172 0 0,641 1 0,6146
(0 9555, 1 0487) (1.1630, 1 2778) (0 61 62, 06690) (0 5886, 0.6377)

IX I 1,0928 1,2574 0,7148 0,6026
(1 .0462, 1 .1 491 ) (0 1 907, 1 .3316) (0.6827, 0.7508) (0 561 1, 0.6448)

X 0,9184 1.0794 0,6730 0,5014
(0.8651,0 9562) (1 0167, 1 1527 ) (0.6470, 0.7046) (0.4765, 0.5230)

XI 0,7971 0,9138 0,5585 0,5562
(0.7426,0 8544) (0 8429, 1 0060) (0 51 54, 0.6034) (O.5005,0 6268)

Xit 0,8860 0,8373 0,6827 0,5361
(0 8449, 0 9356) (0.7088. 0 9676) (0 6332, 0 7391 ) (0.4526,0 6227)

S o u roec . [! a a ctreI d b y M.l e a u th4 a r_ a c _ A d c ! r, C et Cf Cur a 1 9 9 a a I. d 1 9 9 8
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Sensitivity Analysis of Base Assumption

2.67 As indicated earlier, the preceding results rest on the assumption that $1 in subsidies in kind equals a=
$1 in available household income. However, the evidence indicates that possibly ca<l, because the valuation
of social expenditure on the part of its beneficiaries cannot be perfect, furthernore there is a certain potential
inefficiency in social expenditure. Alternatively, it could be that a> 1, when the difference in quality between
the goods provided by the public and private sectors are less than the price differential between them.

2.68 Due to the aformentioned considerations, the impact of the various programs considered has been
sensitized, thus obtaining Gini coefficients for per capita income corrected for social policy, for the years
1990, 1996 and 1998 at varying levels of ca<l (See Table N°15).

2.69 Using this sensitivity analysis as a starting point, it can be seen that the reduction in income inequality
generated by social programs, would have been significant in 1996 and 1998 (1990) even if the valuation of
the individuals and the inefficiencies in social expenditure had led to only 20% (30%) of the expenditure
increasing consumption opportunities and household welfare. Such a conclusion is especially interesting in a
context in which: l)Chilean social policy has been designed to fight poverty and not income inequality; 2) The
study is based on the immediate impact of social expenditures, without considering the well known medium
and long term impact of social policies such as education and child nutrition.

Table N115
Sensitivity Analysis of the Impact of Monetary, Education, Health and Housing

on the Distribution of Per-Capita Income (total
(Gini Coefficients)

Gini Confidence Significane Gini Confidence Significn.ce Gini Confidence Signifcance
Coefficients Interval o Ch.nge Coefficients Interval ofChange Coefficients Interval of Change

1990 1996 1998
Net Income
of Soc.Pol. 0,5558 (0.5515, 0.5602) 0,5565 (0.5495, 0 5626) 0,5644 (0.5590. 0.5701)

Income with
Soc.Policies

Alfa
0 0,5558 (0.5515, 0,5602) 0,5565 (0.5495, 0.5626) 0,5644 (0 5590, 0 5701)

0,1 0,5517 (0.5473, 0.5560) 0,5469 (0.5403, 0.5535) 0,5576 (0.5521. 0 5633)
0,2 0,5476 (0.5432, 0.5520) 0,5409 (0.5343, 0.5475) 0,5509 (0.5454, 0.5567)
0,3 0,5436 (0.5392, 0.5480) ^ 0,5350 (0.5263, 0.5417) 0,5444 (0.5388, 0 5502)
0,4 0,5397 (0.5352, 0.5441) * 0,5292 (0.5226, 0.5360) 0,5380 (0.5323, 0.5439)
0,5 0,5359 (0.5314, 0.5403) ^ 0,5236 (0 5169, 0.5305) 0,5318 (0.5260, 0.5377)
0,6 0,5321 (0.5275, 0.5365) 0,5181 (0.5114, 0.5250) 0,5257 (0.5199, 0.5317)
0,7 0,5284 (0.5238, 0.5328) * 0,5128 (0.5060, 0.5197) 0,5198 (0.5139,0 5258)
0,8 0,5247 (0.5201, 0.5292) ' 0,5075 (0.5008, 0.5145) 0,5140 (0.5081, 0 5200)
0,9 0,5211 (0.5165, 0.5256) ' 0,5024 (0.4956, 0.5095) * 0,5083 (0.5024, 0 5144)
1 0,5176 (0.5129, 0.5221) * 0,4974 (0.4906, 0.5045) 0,5028 (0.4968, 0.5089)

Source: Elaborated by the authors based on CASEN Surveys 1990, 1996 and 1996.

Characterization of the beneficiaries

2.70 As mentioned earlier, this methodology assigns a monetary value to each individual for the benefit
that he or she has received in the form of education, health, housing or monetary subsidies. One
advantage of assigning such subsidies to an individual level, and then aggregating per household, is that it
allows us to explore those common characteristics that deterrnine the receipt of the various government
subsidies.
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2.71 With information regarding the subsidies received by each household and the socio-economic
characteristics collected by the CASEN survey, a linear model of regression was estimated10, in which the
dependent variable was defined as the logarithm of the subsidies received. The independent variables
included multiple characteristics for each household, such as, the logarithm of the per-capita household
income (a key variable in the definition of Chilean social policies); the zone (urban/rural) and region in
which this household resides; the age and schooling of the head of the household and of the spouse, the
number of children and adults of differing genders and ages; the rate of dependence (measured as the
relationship between the number of employed and the number of household members); and some housing
characteristics such as the number of bedrooms and the availability of electrical, drinking water and
sanitation services. It is important to clarify that the purpose of this model is to find multiple correlations
among the variables involved, rather than establishing some relationship of causality.

2.72 Table N°16 presents the results of the regression for 1998.1 It shows that for individual social
programs and in total (Overall Social Policy), expenditures tend to favor lower income households, those
located in rural zones, and those whose heads of household are either women or retired individuals.
Likewise, it can be inferred that only a small linear relationship exists between the age of the head of
household (and the spouse) and the per-capita subsidies received. The presence of children between the
ages of 5 and 15 years elevates the subsidies received, while with a greater number of adults they are
reduced.

2.73 In comparison, the more people at work there are in a household, relative to total members, the
benefits obtained by the household are lower. Likewise, the greater the schooling of the head of
household and the spouse, the benefits received are also lower. The housing characteristics reflect, in
turn, that the greater the number of bedrooms the less probable it is to benefit from the various social
programs. Finally, the region in which the household resides is also important in explaining the subsidies
received by its members, especially if the regions considered are I, XI and XII which are the most
favored, while the V, VI, VII, VIII, and the Metropolitan regions receive lower per-capita subsidies.

2.74 Finally, some findings should be highlighted regarding the various areas subsidized. In health, no
significant differences are found between rural and urban zones, while the existence of children less than 4
years old has a direct influence on the subsidies received, and there seems to exist a greater focus on
regions IV, VIII and IX. As for the education sector, subsidies increase with the age of the head of
household, while at the same time the schooling of the head of household and the spouse do not explain the
magnitude of the increase, which is a reflection of the universal character of Chilean educational policy.
In the housing area, the greater the income of the household the greater the benefit received (this makes
sense when considering that although the percentage of the value of subsidized housing is smaller in those
programs accessible to higher income households, the value of the housing rises, thus raising the rent
attributed). In addition, the housing subsidy calls attention to the fact that the greater the number of
household members the lower the subsidy, perhaps due to the pre-requirement of savings of the housing
policy of the last decade. These subsidies seem to be better focused in regions II and XII.

"' A truncated TOBIT model was also estimated. However, given that a large part of the population received some subsidy, the results were
similar to those estimated by an OLS (Ordinary Least Squares) model.
'° The results commented on here are of great interest. All are statistically significant for the usual confidence tests.
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Table N°16

OLS Regression:Logarithm of Per-Capita Subsidies

by Housing Characteristics, Year 98

Health Education Monetary Housing Total
Coefficient t Coefficien t- Coefficien t- C6efficient t- Coefficien- t-

Net Per-Capita - - - - - 0,11 10,7
Urban 0,00 0,1 - - - - 0,06 1,9
Female Head of - - 0,18 7,1 - - 0,13 2,7 0,07 3,4
Retired Head of 0,19 12,2 0,03 1,5 0,37 11,1 - - 0,18 11,2
Age of - - - - - - - 0,00 3,1
Age of Spouse 0,00 14,1 0,00 - 0,00 16,8 0,00 8,4 0,00 -
Age of Head of - - 0,01 6,6 - - 0,00 1,3 0,00 4,7
Age of Head of Hous. 0,00 9,3 0,00 - 0,00 4,1 0,00 - 0,00 -
Children(boys)<4 0,14 12,9 - - - -
Children(girls)<4 0,09 4,3 - - -
Children(boys) between 5- - - 0,08 13,6 - - - 0,23 35,1
Children(girls) between 5- - - 0,08 6,4 - - 0,21 16,4
Children(boys) between 11- - - 0,19 28,8 - - - - 0,30 42,2
Children(girls) between 11- - - 0,13 8,3 - 0,28 20,5
Adult - - - - - - -
Adult - - - - - -
Employed(Household - - - - 0,10 2,7 0,11 2,8
Schooling Head of - - 0,00 0,3 - - 0,00 0,7
Schooling of - - 0,00 1,5 
Availability of Potable - - 0,01 1,0 - - 0,03 0,9 0,02 2,4
Availability of Sewer - - - - 0,01 0,6 - - 0,01 1,0
Availability of 0,00 0,3 0,01 1,8 - - 0,16 4,5 0,07 7,8
Total - - - 0,03 5,7 -
n- - - - - - - 0,16 2,2
III 0,02 0,8 - -
IV 0,10 4,2 - - - - - - -
V 0,03 1,4 - - -
VI - --------

VIl 0,03 1,1 - - - - -
Vill 0,09 3,8 - - - - - - -
[X 0,10 4,3 - - - -

Xl - - 0,05 1,4 0,09 11,6 0,01 0,2 0,11 3,2
XII - - 0,12 3,8 - - 0,35 4,3 - -
Metropolitan - - - - - - 0,07 1,3 -
Consta 10,06 139,0 9,92 140,4 12,29 114,4 6,76 42,7 12,04 173,9

R2 0,265 0,174 0,318 0,330 0,256
F- 392,2 164,9 266,1 113,6 350,6
Rumber of 35.95 25.64 24.47 8.38 41.25

Conclusions

2.75 Even though Chile has been characterized as an economy of rapid growth and uneven income
distribution, this paper shows that social policy constitutes an effective tool in reducing such inequality.
This is especially interesting in a context in which social policies have been traditionally designed with the
objective of fighting the problem of poverty and not of inequality.

2.76 The methodology proposed outlines a new scenario for characterizing inequality in Chile. In
contrast to prior studies, this methodology assigns to each household, only the subsidies in kind actually
received by its members for each period of analysis, based on self-reporting. Thep it determines if the
impact of these subsidies on income distribution is significant or not.

2.77 Application of this methodology makes it evident that social policy, implemented in the form of
monetary, health, housing and, especially, education subsidies are key to improving income distribution, even
in a context in which only the immediate impact of this combination of subsidies is considered.
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2.78 The reduction in inequality at a country level is robust for the various indicators chosen, while the
impact of these social policies differs at a regional level, and its significance is sensitive to the indicator of
distribution chosen. The disparities in inequality observed throughout the regions of the country remained
stable, probably as consequence of the differing emphasis given to social policies in each region. It is not so
much the absolute focusing as the relative focusing of social programs that contributes to a decrease in the
concentration of income, especially when regions of extensive heterogeneity are analyzed, as well as the initial
levels of inequality and income.

2.79 Another finding is that social policy reduced inequality in every year of interest, but it showed a
relatively greater impact in 1998 than in 1990, which could be explained by a greater assignment of
resources to the subsidy programs, a greater efficiency of the Government in targeting resources, and/or
self-selection on the part of the beneficiaries of Government subsidies. However, the overall drop in
inequality between 1990 and 1998 as a result of social policies is primarily due to the expansion of social
programs, not the improvement in their targeting. This does not mean that improvements in targeting
could not be important, only that in the period under study it was the expansion of the size of social
programs that accounts for the beneficial impact on income distribution.

2.80 Finally, it is worth highlighting that based on a sensitivity analysis of the impact of social
expenditure, we reach the conclusion that reduction in income inequality would have been significant even
if the valuation of the individuals and the inefficiencies in social expenditure had led to only 20% (30%)
of the expenditure increasing consumption opportunities and household welfare. This conclusion is
especially interesting in a context where, as previously mentioned, social policy has been designed only to
fight poverty. Furthermore, this study does not consider the well-known medium and long term impact of
policies such as education and child nutrition.

2.81 Several natural extensions to this study can be outlined: a more in-depth analysis of the focus and
progressivity of the health, education and housing programs here considered; breakdown by rural-urban
areas; and consideration of aspects such as regional prices and economies of scale within household, with
their corresponding implications in the measurement of inequality and poverty in Chile. Likewise, the
methodology developed in this research has a great potential to link the diverse characteristics of
households with the benefits received from the Government, which would allow better understanding of
the effectiveness of social policy in the reduction of poverty and inequality. This is true because such
policies are not only directed to lower income households, but rather, usually tend to satisfy more general
needs, taking into account their composition and size.
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Appendix N°1

PREVIOUS METHODOLOGIES FOR THE VALUATION OF HEALTH AND EDUCATION SUBSIDIES

2.82 In recent years, two efforts to characterize the distributive impact of Chilean social expenditure
have been undertaken. In the following, a review will be made of the methodology utilized by the
Ministry of Planning and Cooperation (MIDEPLAN) and Larrafnaga (1994) to valuate social programs that
benefit distinct quintiles of income, and on this basis, to measure their impact in terms of distribution.

A. Methodology of MIDEPLAN:

2.83 The basic source of information for MIDEPLAN is the CASEN Survey, which only provides
information regarding the distributive incidence of the main social programs launched by the government.
The expenditure in social programs in education and health, included in the CASEN Survey, are
distributed by quintiles of households, that are then classified on the basis of their autonomous per capita
family income.

2.84 First, a methodology of valuation of government subsidies is outlined, differentiated by monetary
subsidies (pecuniary transfers) and non-monetary (subsidies in kind, in other words- goods or services):

i) Monetary subsidies: The amount of resources spent in each program is assigned among
the quintiles, according to the access that the households declare to have had, in the CASEN
Survey.

ii) Non-monetary programs: Valuation schemes of high complexity are outlined, due to the
great heterogeneity of the services that the Government subsidizes:

Education12:

2.85 To valuate the subsidies in education, the quantity of resources that the beneficiaries receive
monthly is estimated, according to level of income, and thus quantify the contribution of such subsidies to
family income.

2.86 The Government finances, through a system of subsidies, students that at different grades, are
registered in subsidized private schools, municipal schools and private institutions. The transfers received
by the first two types of establishments are based on the students' average attendance and the
corresponding amount of the subsidy per student (it differs according to grade level, beneficiary population
and geographical location). Meanwhile, private institutions receive a special subsidy for technical-
professional education.

2.87 MIDEPLAN then outlines a formula for calculating the subsidy per student in the various
education programs: pre-school, basic, technical-professional high school, and scientific-humanist high

12 Waiser, Myriam (1993) "Social Expenditure in Education: Distribution and Impact of the Fiscal Contribution", in MIDEPLAN (1993)

(op. cit.)
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school; in addition to the subsidies that are offered through the School Nutrition Program and Financial
Credit to University Students. In this way, the direct and indirect expenditures per student are accounted
for, according to educational level, and are then distributed among the households.

Health13:

2.88 To valuate health subsidies, the benefit is calculated for each type of medical attention reported,
minus the cost which the beneficiaries incur.

2.89 Towards this end, types of medical attention are defined and total medical treatment received by
quintile is determined. The information used was based on data from the National Health Fund
(FONASA) and the National System of Health Services (SNSS). The subsidies associated with each type
of medical attention delivered were valuated 14. The total amount of the subsidy is equal to the amount of
medical treatment of each type received, multiplied by the subsidy associated with each one. The
Calculation of these subsidies was based on the assumption that the benefit of each medical treatment
received is at least equal to the cost of providing it.

2.90 To determine the costs incurred by the users, the total amount of bills and co-payments are
distributed by quintiles, as reported in FONASA and SNSS accounts.

2.91 After valuation of the health and education subsidies, MIDEPLAN obtains a profile of income
distribution in Chile by quintiles of households, having incorporated, in addition to the monetary income
and attributed rent, the expenditures made by the public sector on social programs.

B. Methodology utilized by Larrafiaga (1994):

2.92 In addition to considering the social programs considered in the CASEN Survey, Larraniaga
extends the analysis to programs of lesser importance in terms of total social expenditure. To do this, new
forrns of identifying beneficiaries are outlined.

2.93 The CASEN Survey provides information regarding 16 of the 63 programs treated in the
classification of the Directorate of Budgets (Dipres), which meant a 73% share of social expenditure
budgeted for 1993.

2.94 The remainder of the programs, not included in the CASEN Survey, are divided into:

I) Those nonexistent in 1990, especially in the social investment area- FOSIS, youth training,
vulnerable groups;

2) Programs not identified in the household survey, of low representation in the sample or that favor
the population in general;

3) Expenditure in administration and supervision of social programs.

13 Araiz, Sonia and Bridges, German (1993) Social "Expenditure in Health," in MIDEPLAN (1993) (op. cit).

14 In this case, speaking of "subsidy" refers to the "rough benefits" of the medical attention provided, that is, without discounting the
costs that the users incur.
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2.95 Larrafiaga utilizes different assignment criteria for the various social programs. For example, the
expenditure in programs that are mentioned in the CASEN Survey are distributed on the basis of
information compiled in the Survey, on a quintile level. While, for the other three groups of programs,
new assignment criteria are designed by quintiles: refined distributive weighting of programs; number of
beneficiaries by income quintile -before expenditure per beneficiary; population in condition of poverty;
average incidence of the amalgam of social expenditure, etc. Given the available information, such
criteria were shown to be the best approximation to the true distribution of expenditure for the
beneficiaries of each program. The objective was to optimize the use of available information.

2.96 In this way, the distributive weighting obtained for a base year (1990), is utilized to assign among
income quintiles, the expenditure budgeted for each program, for the period 1990-93. Additionally, given
the available information, the study worked with data of expenditure budgeted as provided by the
Directorate of Budgets rather than the actual expenditure.
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Appendix N02
Health Subsidies Valuation

Subsidy Modalities Form of Valuation (1) Average Value

1996 (2)
National program of Complementary
Nutrition (Minsal/ Provisions Center)
PNAC - children Basic programs of Reinforcement, Unit cost + IVA = Billing Value 3.468

according to nutritional state and age / Quantity of food distributed.
PNAC-pregnancies and Basic programs and Reinforcement, Unit cost + IVA = Billing Value 2.710
wet-nurses

according to nutritional state and age / quantity of food
Distributed.

Health Care Services Differences according to insurance Net subsidy of each type of
group

(MINSAL / FONASA) of FONASA, modality of treatment Medical Service(4)=price attributed
and type of medical service Minus co-payment Minus billing

Preventive Health control Differences according to modality of FONASATariff'Medical 4.143/3
treatment",

treatment (depending on the both modalities
service provider) (FONASA Beneficiaries: 100% of

Subsidy in institutional modality
and 50% of subsidy in free choice)

Medical consultations because of Differences according to modality of FONASA Tariff "Medical 4.143/3
Illness or Accidents treatment Treatment", both modalities
Specialist Consultations Differences according to modality of FONASA Tariff "Medical 4.143/3

treatment Treatment ", both modalities
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Differences according to modality FONASA Tariff"Medical 4.143/3
of treatment Treatment ", both modalities

2. URGENCY
CONSULTATIO

NS

Great heterogeneity in care and (Rough value of annual 3.105/3
absence of statistics for patient odontological care) / (12* number
controlled per year of Patient in control in Dec. 94)

3. DENTAL CARE

Laboratory Exams Great heterogeneity in installations, Rough monthly average value, for 1.054/3
modalities of attention Each year

X - Rays and Ecography Great heterogeneity in installments, Rough monthly average value, for 6.409/3
each year

Exams (Imaging) modalities of treatment
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Appendix N° 2
(continued)

Subsidy Modalities Form of Valuation (1) Value Average
1996 (2)

Surgical Operations Great heterogeneity of facilities, Rough monthly average value, in 56.060/3
Modalities of treatment Each year (excludes int. obstetrics)

Hospitalization Institutional modality FONASA Fee, 3.711/3
Free choice modality FONASA Fee, level 1 3.711/3
Institutional modality Attention average tariff with 100.897/12

4. NORMAL PREGNANCY

Surgeon or with matrona
Free choice modality FONASA Fee, level 1, treatment 100.897/12

with surgeon
Caesarean Delivery Institutional modality FONASA Fee, treatment 154.572/12

with surgeon
Free choice modality FONASA Fee, level, treatment .572/12

with surgeon
Maternal Rest Subsidy and of Enf. Value of Med. Leave = (4.5/12)
Seriously ill Child Less than 1 yr. times the Taxable Monthly Income

of a Beneficiary with a child less
(Superintendency of Social Security) than I year old and that

is occupied or absent temporarily
Additional Billing= 2% of the

ADDITIONAL 2% BILLING SUBSIDY taxable Monthly Income of the

(Superintendency of ISAPRE) Beneficiary
(Limit 7 or more charges:
2%*4,2 UF)

Source: Elaborated by the authors, based on information provided by the Ministry of Health, FONASA, Provisions Center, -
Superintendency of Social Security and Superintendency of ISAPRE.

Note:
(1) : In all cases, the monthly value of the subsidy received has been obtained from each member of the household. Elaborated by Author.
(2): In November 1998 pesos.
(3) : Information regarding food distribution regulation for pregnant women and wet-nurses is not available.
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(4): IThe concept of Net subsidy of each Installment is utilized only to measure the distributive impact of social expenditure on
health, through valuation of the medical care actually received by each member of a household. However, in this study
the methodology additionally followed the measurement of the subsidy as the value based on public health insurance (valued according to
the frequency of use medical services by individuals of various age ranges and gender, to relative prices of 1996)
minus the monthly payments of people for insurance (provisional health billings) and services provided (co-payments).
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Appendix N°3
Valuation of Education subsidies

Subsidy Modalities Form of Valuation (1) Average Value Average Average
Value Value

1990 (2) 1994 (2) 1996 (2)

SCHOOL NUTRITION PROGRAM

Assignment of breakfast, snack Unit cost of each type of
Program of School Nutrition and/or lunch, ration, differentiated
in Basic Schools differentiated by its by region,
(JUNAEB and MINEDUC) Energy content (calorie). for 21 work days per month.

- Breakfast or snack 1.890 1.939 2.123
- Lunch 4.720 4.156 4.452

- Breakfast (or snack) and lunch 6.610 6.096 6.575
- Breakfast, lunch and snack 8.500 8.034 8.699

Nutrition Program Assignment of breakfast, snack Unit cost of each type of
Nutrition Program and/or lunch, ration,
School in Average Education differentiated by its Energy differentiated by region, for

content (calorie). 21 work days per month
(JUNAEB / MINEDUC) - Breakfast or snack Only Basic 3.193 2.569

Education
- Lunch . 5.646 6.900
- Breakfast (or snack) and lunch 8.840 9.470
- Breakfast, lunch and snack 12.033 12.040

JUNJI PRE-SCHOOL
EDUCATION - INTEGRA

JUNJI Monthly average expenditure 20.340 24.264 24.153
per
Child registered in the
program.

INTEGRA Monthly average expenditure 16.141 26.394 31.156
per
Child registered in the
program.
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ESTABLISHMENTS DEPENDENT
ON MINEDUC

Different contribution according to Monthly Contribution by 21.686 25.976 28.892
Mineduc Contributions to Corporation. Mineduc,
Private corporations
(Delegated administration, Per student registered in Nov.
MINEDUC) of 1994
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Appendix N°3(continued)

Subsidy Modalities Form of Valuation (1) Average Average Average

Value Value Value
1990 (2) 1994 (2) 1996 (2)

System of Subsidies for Differences according to type and Regular Subsidy per student

Municipal establishments grade, geographical zone and Assistant = Subsidy Base (3)
and Private Subsidized: Rural area. * Zone Factor (4) +

(MINEDUC) + Ruralness Increment (5)
- Disct. Shared Financ. (6)

Pre-school Education Base 1990: 0,9090 USE 7.827*z
Base 1994: 0,9090 USE 7.833*z+r
Base 1996: 1,2778 USE 10.733*z+r

Basic education - 10 to 60 Half-day, Less than 18 Base 1990: 1,0000 USE 8.61 1*z
Years old. .Base 1994: 1,0000 USE 8.618*z+r

Base 1996: 1,2808 USE 10.759*z+r-fc
Basic education - 70 and 80 Half-day, Less than 18 Base 1990: 1,1070 USE 9.532*z

Years old. Base 1994: 1,1070 USE 9.539*z+r
Base 1996: 1,3928 USE 11.699*z+r-fc

High School Scientific - Half-day, Less than 18 Base 1990: 1,2450 USE 10.720*z

Humanist Years old. Base 1994: 1,2450 USE 10.729*z+r
Base 1996: 1,5578 USE 13.085 *z+r.

fc

High School Technical - Agricultural and Maritime Base 1990: 2,2450 USE 19.331*z

Professional (T. P.) Base 1994: 1,9700 USE 16.976*z+r
Base 1996: 2,3268 USE 19.545*z+r-fc

- Industrial Base 1990: 1,8450 USE 15.887*z
Base 1994: 1,4800 USE 12.754*z+r
Base 1996: 1,8068 USE 15.177*z+r-fc

- Commercial and Technical Base 1990: 1,2450 USE 10.720*z
Base 1994: 1,3000 USE 11.203*z+r
Base 1996: 2,6168 USE 13.581 *z+r-fc

Basic education -Adult Evening prog, individuals Base 1990: 0,3160 USE 2.72 1*z

Over 18 Years old. Base 1994: 0,4740 USE 4.085*z+r
BR:q 199^ ]Qt- 0Q4f T NF 7 QO3*7+r
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Appendix No.3 (contd.)
Subsidy Modalities Form of Valuation (1) Average Average Average

Value Value Value
1990 (2) 1994 (2) 1996 (2)

Adult Grade School Education Evening Prog, individuals Base 1990: 0,3750 USE 3.229*z

(C. H. and T. P.) Over 18 Years old. Not Base 1994: 0,5630 USE 4.851*z+r
Differentiated by type of teaching. Base 1996: 1,0718 USE 3.797*z+r

Basic Special Education Base 1990: 2,3000 USE 19.804*z

Differential Base 1994: 3,0000 USE 25.852*z+r
Base 1996: 4,2504 USE 35.703*z+r-fc

Additional resources per Student
(MINEDUC):
Educational statute Differentiated by dependence of the Monthly assignment of

Educational
(Allocation for undertaking Establishment: Statute per student.
in Difficult conditions) - Municipal Did not exist. 2.443 909

- Private Subsidized 1.439 363
Unit of Professional Improvement Differentiated by region and (UMP + Group Contribution
(UMP), Contribution to dependence of the establishment: Differential + Subsidy
Differential groups and non - Municipal Extraordinary to non-schooll) Did not exist. 1.069 783
Educational Allowances - Private Subsidized per student and month. 832 126
Contribution of city Councils Differentiated by regions (7). Contributions of the 676 1.641 3.140
By Attending student Assigned, exclusively, to Municipalities (Area

Education)
(Compensation of Deficit) municipal establishments By student and month.
School supplies Program 2 notebooks of 40 pages, I pencil, Monthly cost of school supplies Did not exist. 563/12 630/12

(JUNAEB) I eraser, I box of 12 color Budget spent in 1994/
pencils. Only basic educ. Total number of sets

distributed.
School texts Only for Basic education Monthly cost of the texts Not asked 1.052/12 1.311/12
(MINEDUC) students, differentiated by course. used in each Grade level CASEN 90.

Municipal establishments and
private subsidized

Oral Health Program (JUNAEB)
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Fluoride Gel Application Less than 15 Years o]d, Basic Education Monthly cost of the program Did not exist. 1.257/12 1.257/12
(Municipal) Partly Subsidized. Differentiated per school going child, by zone
by rural-urban zone(excluding Regions I and V (8)
water fluoridation
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Subsidy Modalities Form of Valuation (1) Average Value Average Value Average Value
1990 (2) 1994 (2) 1996 (2)

Oral Health Program (JUNAEB)
(continued)
Modality Covenants Differentiated by regions, (Average Subsidy per PO *

according to
the N° Dental Fillings(PO) average PO for the highest in
in each type of treatment: the region) + subsidy for other
- High Integral (children of 10 Expenditures the highest in Did not exist. 961 1.073
basic) each.
- High Maintenance (20 to 80 480 388
basic)

School Health Program Children of 10 to 30 Basic. Cost of the program per child Did not exist. 83 957
Revision

(JUNAEB) of the teacher conducts to attention registered (includes treatment,
Primary (free) or secondary. exams and processing)

Scholarshins (CASEN Survey)
Application Scholarships Exclusively for students of Amount of the scholarship Not asked

Upper Education. received, in monthly terms CASEN 90.
Other Scholarships All levels of Education. Amount of scholarship Not asked

received,
in Monthly terms. CASEN 90.

Fiscal Loans Exclusively for students of Amount of credit received,
(CASEN Survey) Upper Education. in monthly terms

Source: Elaborated by Author, based on information provided by Ministry of Education, National Organization of Aid and Scholarships, National Organization of Pre-Schools,
National foundation for the Integral Development of the Smaller one and CASEN Survey 1990, 1994 and 1996.
Note:
(1) : In all cases, the value of the subsidy received has been obtained for each household member, in monthly terms.
(2): In pesos of November of 1998.
(3) Expressed in USE = Unit of Subsidy Educational, a unit of accounting of the Ministry of Education, variable over time in terms of pesos.
(4): Factor that varies according to region and province in which the council or private-subsidized establishment is located.
(5): Allocation that depends on the degree of physical isolation of the educational establishment. In 1990 it was impossible to attribute the allocation by

Ruralness, in 1994 this approached through the monthly expenditures in increments of ruralness by student, according to region and dependence of the establishment.
In 1996 it was possible to attribute to each establishment a corresponding assignment of ruralness: rural standard or incremental ruralness
(6) : The modality of shared financing was established in 1993, as such it is not considered in 1990. Likewise, due to the scarce available information in that respect,
this was only analyzed for the year 1996. The bias on 1994 figures due to this could be discarded due to the small significance of the system at that year and that the
average charge of the establishments was small and implied no per-pupil subsidy discounts.
(7): No available Information for the IX Region, in the year 1994.
(8): Elaborated by the authors based on Diaz et al. (1996) "Social Valuation of Fluoridation Altematives for the Prevention of Cavities in Rural Zones", MIDEPLAN /

Catholic University of Chile, Santiago, Chile, November.
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APPENDIX N04 VALUATION OF HOUSING SUBSIDIES

Subsidy Objective segment Form of Valuation (1) Average Average Average

Percentage Percentage Percentage
1990 (2) 1994 (2) 1996 (2)

PROGRAMS OF CHILEAN HOUSING
POLICY (MINVU)

Basic housing Low income Families in Percentage of housing value 1990: 75,4 1990: 75,4 1990: 75,4
marginal housing. Urban and Subsidized by average of each 1991: 75,5 1991: 75,5

year.
Rural zones. 1992: 75,2 1992: 75,2

1993: 74,4 1993: 74,4
1994: 65,9 1994: 65,9

1995: 61,8
1996: 61,0

5. PROGRESSIVE HOUSING Extremely Marginal Families. Percentage of housing value 1990: Did not 1990: Did not 1990: Did not
exist exist. exist.

Rural and urban zones. Program subsidized by average of each 1991: 85,9 1991: 85,9
year

prompted in November of 1990 1992: 81,3 1992: 81,3
(reason it was not considered 1993: 87,6 1993: 87,6
for this year). 1994: 90,3 1994: 90,3

1995: 92,7
1996: 89,0

Special Industry Families with income that allows Percentage of housing value 1990: 20,0 1990: 20,0 1990: 20,0
Program (PET) compliance with requirements of Subsidized each year, 1991: 20,0 1991: 20,0

savings and payment of approximated
dividends. Collective application. as the fraction of maximum 1992: 20,0 1992: 20,0

housing value that was required 1993: 20,0 1993: 20,0
as
prior savings. 1994: 22,5 1994: 22,5

1995: 22,5
1996: 22,5

Unified subsidy (ITS) Medium income families. Urban Percentage of housing value 1990: 29,7 1990: 29,7 1990: 29,7
and distinct types and values of -
rural zones. Programs consider - subsidized of average each year, 1991: 29,7 1991: 29,7
housing, differentiated with approximated by average 1992: 28,0 1992: 28,0
respect to proportion of subsidy housing subsidy value of
And prior savings required. the different types of housing. 1993: 26,9 1993: 26,9

1994: 25,5 1994: 25,5
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1995: 22,5
1996: 20,8
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Appendix N04
(continued)

Subsidy Objective segment Form of Valuation (1) Average Average Average

Percentage Percentage Percentage
1990 (2) 1994 (2) 1996 (2)

6. RURAL SUBSIDY Families of modest Percentage of housing 1990: 56,5 1990: 56,5 1990: 56,5
resources, value
Rural sector. Subsidized by average of 1991: 56,1 1991: 56,1

each year.
1992: 60,1 1992: 60,1
1993: 60,7 1993: 60,7
1994: 62,4 1994: 62,4

1995: 62,1
1996: 62,4

NEIGHBORHOOD IMPROVEMENT PROGRAM

(NEIGHBORHOOD CLEAN-UP)

7. LOTS WITH SERVICES Marginal Sectors. Percentage of housing 1990: 75,0 1990: 75,0 1990: 75,0
Sanitary value

8. Improvement, pest subsidized, in accordance 1991: 75,0 1991: 75,0
eradication and with the

9. fumigation of legislation in force since 1992: 75,0 1992: 75,0
neighborhoods. 1982.

10. 1993: 75,0 1993: 75,0
11. 1994: 75,0 1994: 75,0
12. 1995: 75,0

Source: Elaborated by the authors, based on information from the Ministry of Housing and Urbanization, and the Sub-secretary of Regional Development, Interior Ministry.
Note:
(1) : In every case, the value of the subsidy received has been calculated for each household from the rent that the owner estimates that he would pay, if the

the house in which he lives were not his property (attributed rent). The housing subsidy has been considered as a flow of services that are paid
monthly, valuated as that part of the rent attributed (alternative cost) that is attributable to the subsidy received to acquire the housing.

(2) : In November 1998 pesos.
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Introduction

3.1 This chapter provides an integrated analysis of poverty in Chile during the 90's, adding the dimension of
social services to the traditional income component. As is well known, social services are typically distributed on a
subsidized basis to the middle and low income sections of the population. On the other hand, the traditional
measurement of poverty is based on income (or expenditure) shortfalls relative to the poverty line or amount of
income (expenditure) which is required to attain a set minimum standard of living. Income poverty refers only to
those needs which are addressed with market commodities. However, access to education, health care and housing
is also an essential determinant of the standard of living of the population. As the provision of social services varies
across countries and periods, the exclusive dimension of income poverty renders an incomplete picture of the
welfare of the respective populations.

3.2 The chapter is organized into three sections. The first section presents some analytical considerations
regarding the inclusion of social services in the measurement of poverty. The second section discusses a set of
possible indicators to measure the lack of access to social services, illustrating the results with data for the year
1998. Section three develops a comparative analysis for the years 1990 and 1998, which makes it possible to
evaluate the evolution of income poverty vis-a-vis the developments in the access to social services.

Some Analytical Considerations

3.3 The traditional measures of poverty are based on income (expenditure) shortfalls. The most common
methodology defines a household as poor if household income (expenditure) per equivalent adult (y) is below the
poverty line (z): Yi < Z

3.4 The poverty line is the cost of the basket of commodities that each equivalent adult in the household
requires to attain a given minimum standard of living. There are countries where the poverty line is determined as a
fraction of the median income, emphasizing the relative or "social" content of the standard of living. On the other
hand, most countries have chosen a less relative concept for the poverty line. In these cases, the typical
methodology consists in the valuation of a standard food basket, which is based on actual expenditure patterns and
the recommended calorie intake level. Expenditure in non-food requirements is calculated from the Engel
coefficient (food share) for the "representative" household.

3.5 This procedure does not consider social services which are provided by the government on a subsidized
basis, as is typically the case with education, health care and housing. These services are not accounted for in the
monetary income (y) which forms the basis of the measurement of poverty. Neither are they considered in the
calculation of the poverty line, which is based on the pattern of actual or effective expenditure.

3.6 It follows that the measurement of poverty renders an incomplete picture of the standard of living of a
household. It excludes social services like education, health care and housing, which are no less important than
market commodities for the standard of living of the population.

3.7 The previous argument refers to the classical view which sees poverty as insufficiency of economic means
to attain a given minimum standard of living. As authors such as Sen have argued, social services allow people to
fulfill their basic capabilities and functionings: the "doings and beings" which are the constituents of living. In this
chapter we focus on the former view.
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3.8 It is well known that the measurement of poverty is characterized by several methodological shortcomings
and empirical problems. The identification of the poor depends on what definition is utilized for variables like
income, household, equivalence scale and others. The poverty line depends on what "representative" household is
chosen to derive the normative standards of food and non-food expenditure. There is also the question of what
adjustment the poverty line should have as per capita income increases over time. Aggregating the individual poor
as a single parametric measure raises another set of conceptual and operational issues; different poverty measures
differ in the weights each poor individual gets in the final parameter.

3.9 A sensible position at this point is to follow Ravallion (1994) and to focus on poverty comparisons rather
than poverty levels. What most matters is evaluating the evolution of poverty over time or to compare poverty
levels across regions or countries. Poverty comparisons can deal with the previous kinds of issues when the relevant
factor remains constant across time or location (fixed effects). The analysis of stochastic dominance applied in
Atkinson (1987) makes it possible to generalize poverty comparisons across poverty measures and poverty lines by
analyzing changes in the income distribution functions.

3.10 However, the exclusion of social services in the measurement of poverty is not solved by means of poverty
comparisons. The provision of these services has experienced important changes over time and across countries. By
way of example, real spending in education and health care increased by more than double in the Chilean economy
in the 1990-98 period, whereas per capita income increased by 57% in the same period. It follows that a
comprehensive measure of poverty, which includes access to social services, is likely to show a higher reduction in
poverty than traditional income based measures.

3.11 On the other hand, Chile presents one of the highest rates of life expectancy and years of schooling in Latin
America, which are the result of economic development and decades of previous investment in human capital.
Therefore, a comprehensive measure of poverty should rank Chile in a better position than traditional income
poverty indicators.

How to include social services in the measurement of poverty?

3.12 The problem therefore is how to incorporate access to social services in the measurement of poverty. One
possibility is to apply the methodology of full income presented in chapter two. As we may recall, full household
income consists of two components: (i) total monetary income, including an imputed rent in the case of own
housing; (ii) an estimate of the monetary value of social services which are accessed on a subsidized basis.

3.13 Let Y be full income, X a vector of subsidized social services and V a vector of associated values or
"prices" for these services. Assuming the case of free provision (100% subsidy) full income is given by the
expression:

(1) Y=y+Vx

3.14 There are two fundamental approaches to estimate V (Comes, 1994). First, V can be valued at the
production cost of social services. Second, the tabulation of V can be based on the demand price or marginal
benefit that social services provide to consumers. In spite of the analytical convenience of the latter
procedure, the production cost methodology is far easier to implement and as such is followed in chapter three
of this study.

3.15 Regardless of its advantages in the measurement of the income distribution, the full income methodology
presents one crucial shortcoming that prevents its utilization in the analysis of poverty. This refers to the non
fungible nature of in-kind subsidies like social services.
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3.16 To observe this point consider that applying the methodology of full income to the measurement of
poverty would require a "full poverty line". This corresponds to the income poverty line plus the cost of some
standard social services basket. Let Qj represent the threshold for social service j and let Q be the associated vector.

Then, the full poverty line Z is defined as:
(2) Z = z + V ?

According to this methodology, a household is now poor whenever:

(3) Yj < Z

However, the following situation can arise:

(4a) yj < Z

(4b) Yj > Z

This is, that full income can exceed the full poverty line but monetary income can be lower than the monetary
poverty line. This can happen if the household has low monetary income but enjoys generous access to subsidized
social services. Here, according to the full income methodology, the household is not poor. However, household
members could be experiencing severe deprivation in essential needs, as they lack money income to buy adequate
access to market commodities such as food, clothing, heat and others. The problem arises from the impossibility to
sell the "excess" of social services and acquire the market commodities in deficit.

3.17 The full income method can therefore lead to serious inconsistencies in the measurement of poverty. The
problem is serious enough to advise not using the full income methodology in the evaluation of poverty. Notice
that the problem can be particularly severe in countries like Chile, where the low income population has ample
access to social services. Notice also that the problem would be less serious if social services were valued according
to their marginal valuation by consumers. In this case an "excess" of social services relative to market commodities
would render a low marginal valuation of those services and the full income methodology would be less likely to
identify as non poor a household with severe deprivation in money income.

3.18 From the previous discussion it follows that the inclusion of social services in the measurement of poverty
has to consider the non fungible nature of in-kind subsidies.

3.19 In this respect, consider that household i attains some minimum standard of living according to:

(5a) Xi= j j = l, ......... J

(Sb) yi = z

3.20 The above expression establishes that a non poor household must address two conditions. First, money
income must suffice to attend needs which are satisfied with market commodities. Second, the household must
have access to a basket of social services which is adequate to satisfy the corresponding needs.

3.21 Two methodological issues arise in this context. First, the analysis should be extended to consider the case
where social services can be purchased in the market (at a higher cost and quality than the subsidized alternatives).
Second, social services address specific needs which depend on the demographic characteristics of the household.
Not every household requires the same basket of social services.
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The first point can be addressed straightforwardly by considering that a household is not poor
whenever:

(6) y, = z P?

3.22 Where P is the vector of market prices for social services. Expression (6) is a sufficient condition to not be
poor. It establishes that money income in the not poor household is enough to buy all required commodities in the
market, including the standard basket of social services.! Notice that a household cannot satisfy (6) but qualifies as
non-poor if it satisfies both (5a) and (5b).

3.23 The second issue relates to the specific needs addressed by social services at the household level. The
demand for education services is a function of the number of young members of the household; the demand for
health care services depends on the demographic (gender and age) composition of the household, etc. Let d be a
vector of the demographic characteristic of the household. Then, conditions (Sa) and (6) have to be rewritten as:

(5') Xij(di ) = ?j (di ) j = 1 ....... J

(6') yi = x P ?(di)

Evaluation Space

3.24 The measurement of income poverty is a rather standardized procedure. In this way, the methodology to
compute the poverty line on the basis of food and non-food requirements can be readily replicated, provided the
necessary information is available.

3.25 Instead, incorporating social services in the poverty measure is far less documented and admits a more
discretionary approach.

3.26 A first issue is to identify the evaluation space to be utilized. We are interested in poverty as human
deprivation originating in the lack of economic means. This is a more restricted but more precise definition than
human deprivation as such, which can relate to different kinds of conditions. To see this point consider the case of
an economically affluent person, who suffers some physical disability originating from a genetic condition. This
person can be classified as disabled or physically ill, but certainly not as poor. On the other hand, a healthy person
whose access to routine medical treatment is prevented because of financial constraints classifies as someone who
lacks the means to achieve health care coverage.

3.27 A second issue is the choice between outcome versus resource variables for the measurement of poverty.
Our position favors the latter alternative. Consider once again the health dimension, where life expectancy and
DALY's (Disability Adjusted Living Years) are examples of outcome variables.2 On the other hand, access to
health care services is a resource variable. As such, it constitutes one of the many determinants of the health status
of a person in addition to genetic, environmental and socioeconomic factors.

3.28 According to the 1993 World Development Report, two of the most important inputs in the "health
production function" at the household level are income and education (World Bank, 1993). In this way a final

' Expression (6) assumes that the "amount" 0 is provided by the market. This could not be the case if the provision of free social services by the
govemment causes the market to specialize in high quality services (Xp), where Xo > 0 .
2 Or closely related to final outcome variables such as welfare, well-being, quality of life, etc
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outcome like a short life expectancy can be the consequence of income poverty or lack of education rather than lack
of access to health care.

3.29 It follows that the measurement of poverty based on resource variables lends itself to a more operational
and policy oriented analysis than to focus on outcome variables. At this point it must be noted that income poverty
also emphasizes a resource variable: money income is one of the several determinants of welfare.

3.30 A related difficulty is whether the lack of access to some social service (say, education) originates from
demand or supply factors. Take for example a 12 year old child who is not attending school. Is this due to a family
decision or to the lack of school infrastructure? In the first case the decision probably reflects a condition of income
poverty and it would be mistaken to classify this household as lacking both income and access to social services.

3.31 Another important factor is related to the quality of social services. A child who attends primary school is
expected to obtain some educational achievements: literacy, arithmetic knowledge, a basic reasoning structure.
Failure to achieve these objectives renders useless the access to school. It follows that the definition of thresholds
regarding the access to social services must include substantive contents, besides the quantitative dimension.

3.32 However, this takes us back to the outcome vs. resources issue as contents like educational achievement
can be defined as a type of outcome. However, the difference between learning to read and, say, life expectancy
relies on the relative weight between endogenous factors (social policy) and exogenous factors (natural and
socioeconomic factors). Clearly, learning to read is mostly a responsibility of the school, including the
compensating extra effort that should take place in the case of disadvantaged children. Instead, life expectancy is
strongly influenced by factors exogenous to the health policy.

Identifying indicators and thresholds

The Data

3.33 The data comes from the 1990 and 1998 CASEN household surveys. Micro data provided by household
surveys are unique in allowing the analysis of the distribution of welfare and its determinants among households.
The description of the CASEN surveys can be found in chapter two. The 1990-98 period is characterized in Chile
by the return to democracy. One of the most important policies undertaken by the governments in this period has
been the surge in public social spending as a means to achieve "growth with equity". As a result, total public social
spending increased by 86.4% in real terms during this eight-year period. The largest expansion is to be found in the
education and health care sectors (125.8% and 110.8%, respectively). The expansion in social spending was
financed through economic growth and a tax reform introduced at the outset of this period.

3.34 The data provided by CASEN surveys allows a detailed analysis of income poverty. The balance regarding
social services is mixed. Access to housing and related infrastructure is well documented. The Casen survey
contains information about the type and quality of the building materials of the dwelling; number of household
members per room; access to electricity, drinking water and sewage facilities. On the other hand, access to
education is considered by the following variables: adult illiteracy, school attendance and grade level for age.
Access to health care is proxied by getting medical treatment when necessary and by how timely this access is.

3Because the data base used here is the CASEN survey, the emphasis is education, health and housing. Other
dimensions of poverty which might also be important in a concept of welfare, such as security and violence,are not
considered. Similarly, the CASEN survey is strong on housing indicators, but does not measure very well health
indicators, such as mortality and morbidity, availability of health services, etc.
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3.35 All tabulations regarding income poverty follow the chapter two definitions. A person is classified as poor
if the household income per adult equivalent is below $ 37.889 in 1998 pesos. Live-in servants are treated as
separate households. Keeping in mind that official poverty statistics are different to the extent that they are based on
per capita income and live-in servants are not considered.

Education

3.36 The CASEN household survey provides some information about the educational achievements of the adult
population. Table I reports literacy rates in 1998, reaching 95.4% of the population older than 14. The literacy rate
increases with per capita household income. 88.4% of the very poor report they are literate as compared to 90.5%
of the poor (not indigent) and 96.3% of the non poor population. Literacy rates do not vary according to gender.

Table 1: Literacy Rates by Income Poverty in 1998
(population older than 14)

very poor poor Non-poor Total
Literate 88.4 90.5 96.3 95.4
Illiterate 11.6 9.5 3.7 4.6
Total 100.0 100.0 100.0 100.0

Source: Calculations based on 1988 Casen survey

3.37 Table 2 presents average years of schooling of the population older than 23, classified by age and gender.
This indicator is more inforrmative regarding the educational attainment of the adult population than the literacy
rate, in a middle-developed economy. The youngest cohorts, in their late 20's, are close to achieving an average of
12 years of schooling, equivalent to complete secondary education. The profile of years of schooling and age
reflects the expansion in the coverage of education during the last few decades. There is no gender gap in the total
years of schooling for the most recent cohorts; on the other hand, the oldest cohorts show a slight advantage for
males.

3.38 Table 3 presents mean years of schooling across income groups. On average, the very poor exhibit
6.2years of schooling while the poor but non-indigent reach 6.7 years. The gap is substantial in relation to the non-
poor population, who reach on average 9.8 years of schooling. But it is worth noting that the Chilean poor are more
educated than the average Latin-American (poor and non-poor).4

Table 2: Mean years of schooling by age and gender in 1998
Age All Male Female
24-27 11.5 11.5 11.6
28-31 11.2 11.2 11.2
32-35 10.7 10.7 10.7
36-39 10.3 10.5 10.1
40-43 10.1 10.2 9.9
44-47 9.7 10.0 9.5
48-51 8.8 9.0 8.5
52-55 8.2 8.5 7.8
56-59 7.4 7.7 7.1
60-64 6.9 7.3 6.6

Source: Calculations based on 1988 Casen survey

Average years of schooling is xxx
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Table 3: Mean years of schooling by income poverty in 1998
(24 or older)

All male female
Very poor 6.2 6.3 6.1
Poor 6.7 6.4 6.7
Non-poor 9.8 10.1 9.6

Source: Calculations based on 1988 Casen survey

3.39 The educational level of the adult population is a crucial determinant of key social and economic
outcomes: GDP growth, social integration, democratic rule and so on. However, for the objective of incorporating
social services in the measurement of poverty the educational achievements of the young is the most interesting
variable. Assessing the current means households have to achieve some given standard of living relates more
naturally to the access to schooling of the young rather than the older population. The main exception is the
condition of adult illiteracy, which nowadays prevents integration to social and economic life.

3.40 We utilize two indicators for evaluating the access of the young to education: for drop-outs we compute
"lost" years of schooling relative to some standard or reference level; for those attending school a measure of grade
fallbehind is developed to assess educational achievement. Scores in national standardized educational tests are not
available at the individual level, preventing their utilization in this study.

3.41 Our first indicator -educational deficit for the drop-out population- is defined as the number of lost years of
schooling with regard to a reference period of 8 years. The latter is equivalent to complete primary education,
which represents a formal (compulsory) minimum level of schooling in Chile. The variable is calculated for the
population between 8 and 24 years old. We also report this indicator for a reference period of 12 years of schooling
or complete secondary education, which by most accounts constitutes the minimum schooling level required by the
job market and other dimensions of social integration.

3.42 Table 4 reports the results in the former case. In 1998, 5.7% of the 8-24 population had dropped out from
school before reaching 8 years of schooling, while the remaining 94.3% were either in school or had already
completed primary education. Breaking these results down by income poverty shows that the ratio of non-
attendance is 13.0% for the very poor population, 9.9% for the poor non-indigent and 4.4% for the non-poor.

3.43 Table 5 reports the results when a standard of 12 years of schooling is utilized. In this case, 16.7%
of the 8-24 population had dropped out from school before reaching 12 years of schooling, while 83.3% was
attending school or had completed secondary education. Among the former the mode is 4 (lost) years.
Although differences in secondary school attendance are significant between the poor and non-poor
populations, this gap is far lower than inequality evaluated in the income dimension.

3.44 The next question is about the reasons for non-attendance of the drop-out population. In particular,
we are interested in knowing the relative importance of supply vs. demand factors. It turns out that the latter
are by far the most important reason behind non attendance to school. About 85% of those who dropped-out
before completing secondary school report a demand related factor as the main reason for non attendance;
42% are at work or looking for a job; 13% help in household activities; 9.5% are pregnant or already have a
child; 8,5% are "not interested" in school, etc. On the other hand, 15% report a supply-related factor as the
main reason for not attending school: "absence of a school nearby", "no vacancies at the school" or
"difficulties in access or transportation".



Poverty and Income Distribution in a High Growth Economy 81

Table 4: Lost years of schooling I
(Difference between 8 and the actual years of schooling for drop-outs between 8-24)

Lost years very poor poor Non-poor Total
0 86.9 90.1 95.5 94.3
1 3.1 2.2 1.37 1.5
2 3.6 2.7 1.3 1.7
3 2.1 1.8 0.8 1.1
4 1.6 0.9 0.4 0.6
5 1.1 0.9 0.2 0.4
6 0.7 0.3 0.2 0.2
7 0.6 0.2 0.1 0.2
8 0.1 0.0 0.0 0.0
Total 100.0 100.0 100.0 100.0
Source: Calculations based on 1998 Casen survey

Table 5: Lost years of schooling II
(Difference between 12 and the actual years of
schooling for drop-outs between 8-24)

Lost years Very poor poor Non-poor Total
0 76.1 78.7 84.9 83.3
1 1.2 1.4 2.1 1.9
2 1.9 2.4 2.5 2.4
3 3.5 2.8 2.4 2.5
4 5.3 5.4 3.7 4.1
5 3.1 2.2 1.3 1.5
6 3.6 2.7 1.4 1.7
7 2.1 1.8 0.8 1.1
8 1.6 0.9 0.5 0.6
9 1.1 0.9 0.2 0.4
10 0.7 0.3 0.2 0.2
11 0.6 0.2 0.1 0.2
12 0.1 0.0 0.0 0.0

Total 100.0 100.0 100.0 100.0
Source: Calculations based on 1998 Casen survey

3.45 Our second indicator of school achievement is grade delay, or the actual grade level compared to the
expected grade level for age. . The variable is defined as a lag of two or more years with regard to expected
schooling grade. For example, a child is expected to attend first grade at six years of age. Thus, a 9 year-old
student who has just passed the first grade is one year behind the expected norm; a student aged 16 attending
8th grade is 3 years behind, etc. Grade delay is a function of two factors: repitition and late entry into school.

3.46 This variable was calculated for every primary and secondary student between 7 and 24 years of age.
The results are presented in Table 6 and report that 19.5% of the student population is behind the norm,
although most cases present only one year of grade delay. The divergence of the grade delay variable across
income subgroups shows that grade dealy increases with income poverty. About 30% of very poor students
exhibit some grade delay. The ratio decreases to 24.4% in the case of the poor non-indigent students and
16.9% for the non poor.
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Table 6: Grade Delay by income poverty
(% of the non tertiary level student population)

very poor Poor Non-poor Total
None 70.0 75.7 83.1 80.5
1 year 16.6 14.6 10.7 11.9
2 years 7.3 6.1 3.6 4.4
3 years 3.2 2.3 1.2 1.6
4or more 2.9 1.3 1.3 1.5
Total 100.0 100.0 100.0 100.0
Source: Calculations based on 1998 Casen survey

3.47 We now attempt to integrate the individual indicators of educational deficit in a single measure at the
household level. A first example of these measures is an indicator variable which takes a value of one
(deficit) if any of the following situations occurs: some member of the household older than 15 is illiterate;
some member of the household aged 8-23 is not attending school and has not completed primary education;
some member of the household is attending school but is two or more years behind the expected grade.
Results are presented in Table 7, which shows that 26.9% of households fall into the category of educational
deficit, varying from 48.5% for the very poor to 16.3% for the non poor households.

Table 7: Educational deficit at the household level I
(% of households)

% of households very poor poor Non-poor Total
Without deficit 51.5 54.7 76.4 73.1
With deficit 48.5 45.3 23.6 26.9
Total 100.0 100.0 100.0 100.0

Source: Calculations based on 1998 Casen survey

3.48 An altemative measure is shown in table 8. This time the variable represents the number of times a
deficit occurs at the household level. For example, the variable takes a value of 2 if there are two members of
the household below the educational standards: a child who has dropped out of primary school and another
who is three years behind the expected grade for his age. This measure provides more information about the
educational deficit than the previous alternative. Notice that the total (rather than per capita) deficit is the
appropriate variable under our framework of analysis.

Table 8: Educational deficit at the
household level II

(% of households)
very poor poor Non-poor Total

0 51.5 54.6 76.4 73.1
1 26.1 25.8 17.7 18.9
2 11.6 11.4 4.4 5.5
3 6.1 4.9 1.1 1.6
4 2.7 2.4 0.3 0.6
5 0.8 0.5 0.1 0.2
6 0.9 0.3 0.0 0.1
7 0.1 0.1 0.0 0.0
8 0.1 0.0 0.0 0.0
Total 100.0 100.0 100.0 100.0

Source: Calculations based on 1998 Casen survey
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Housing

3.49 The current housing situation in Chile is characterized by a high proportion of home-ownership: almost
70% of households own the dwelling where they live. On the other hand; 16.5% of households rent their
dwellings; 9.9% correspond to cases in which the dwelling is lent to them by relatives and in 3.3% the dwelling
is a part of their employment benefits (Table 9).

3.50 Regarding the conditions under which the dwelling was acquired, 77.7% of owners have already paid for
the property while the remaining 22.3% is still servicing the debt incurred in the purchase. More interestingly, for
the present study, 34.5% of owners purchased their dwellings accessing some public subsidy (Table 10). In
Chile, most housing subsidies are of a demand nature. Potential beneficiaries apply for a subsidy on the basis of a
set of socioeconomic variables. The subsidy typically consists of a portion of the price of the dwelling, which is
directly acquired by the beneficiary in the housing market.

Table 9: Housing: Property structure in 1998
Own house 69.6
Rented 16.5
Lent 9.9
Employment 3.3
Fringe benefits
Other 0.7
Total 100.0
Source: Calculations based on 1998 Casen survey

Table 10: Housing: Distribution of owners
Already paid 77.7
Servicing debt 22.3
Of which:

Purchased with public subsidy 34.5
No subsidy 65.2

Total 100.0
Source: Calculations based on 1998 Casen survey

3.51 The Casen survey obtains a number of characteristics of the dwelling. Among others, the number of
habitable rooms; the type and condition of the floor, ceiling and walls, the access to electricity, drinking water
and sewage facilities. In every case some minimum standard can be defined and then we can evaluate whether
the standard is actually met by each household. An index of housing deficit can be calculated as the number of
variables below standard.

3.52 The box below presents the set of proposed standards. These are adapted from the minimum housing
standards as defined by the Ministry of Planning (Mideplan) in Chile.
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Standards for housing
Below Standard

Material conditions of dwelling
Floor Dirt floor or floor in bad condition regardless of the material
Ceiling fonolite, scrap or ceiling in bad condition regardless of the material
Walls Mud, Scrap-materials, unlined panels or walls in bad condition

regardless of the material
Number of habitable rooms Less than one bedroom for every three people
Access to infrastructure
Electric power No access or illegal connection
Drinking water When the source is a river, spring or underground well (without

internal piping system)
Sanitation facilities No system, or box over ditch, canal or other system.
Source: Based on Mideplan housing standards

3.53 Table 11 presents the results in terms of the percentage of the households that experience deficits in
every housing dimension. The ratio fluctuates in the range of 3.6% to 15.9% according to the chosen
indicator, which implies a much lower incidence than income poverty. Moreover, only a minor fraction of
the very poor and poor population experiences deprivation in the housing variable. This could be interpreted
as proof of the impact of social policies on the welfare of the population, although any conclusions have to
be qualified because of the arbitrary nature of the chosen thresholds.

Table 11:
Housing: Percentage of households below standards. 1998

Very poor Poor Non-poor Total
Dwelling materials:
Ceiling 21.2 15.7 5.4 7.2
Floor 19.9 16.0 4.8 6.6
Walls 33.7 27.1 9.1 11.9
Crowding:
Persons/room 18.7 16.2 4.2 6.1
Infrastructure:
Electricity 12.9 10.4 2.6 3.8
Drinking water 20.6 17.8 4.6 6.7
Sewage facilities 43.2 38.4 11.7 15.8

Source: Calculations based on 1998 Casen survey

3.54 The next step is to derive an index which aggregates the different types of housing deficits. Here, it
seems natural to posit that a household which only lacks access to, say, drinking water is less deprived than
one which lacks access to drinking water and electricity. However, we lack information about the weights
that every dimension should have in this aggregate measure. More precisely, we do not know the welfare loss
associated with the lack of drinking water versus the one related with the lack of electricity. At this point it
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makes more sense to utilize a system of equal weights and to interpret the results as the number of unmet
housing standards (without a precise welfare meaning).5

3.55 Table 12 presents this index at the household level. The index takes values between zero (no housing
deficit) to a maximum of seven (all dimensions are below standard). According to this indicator, 72.7% of
households have no deficit in housing, 11.9% experiences one type of deficit; 6.5% two types, etc. The index of
housing deficit is closely related to income poverty: 62.3% of the very poor experience at least one type of deficit
as compared to 57.1% of the poor but non indigent population and 21.3% of the non-poor.

Table 12: Housing deficit index (households)
very poor Poor Non-poor Total

0 37.7 42.9 78.7 72.7
1 17.7 21.0 10.3 11.9
2 14.2 13.3 5.2 6.5
3 14.7 11.2 3.4 4.8
4 8.2 6.2 1.4 2.2
5 4.5 3.2 0.6 1.1
6 2.2 1.4 0.4 0.6
7 0.7 0.5 0.0 0.1
Total 100.0 100.0 100.0 100.0

Source: Calculations based on 1998 Casen survey

3.56 As expected, there are significant differences in the housing deficit index between urban and rural areas
(Table 13). Only 20.6% of rural households meet all housing standards as compared to 81.2% of urban households.
National aggregates are strongly influenced by urban statistics, consistent with the low proportion of rural
population (14% of total households).

3.57 It is interesting to analyze the deficit situation of dwellings that were acquired with public subsidies. A
high incidence of the deficit index would reveal failures in the public housing policy. Table 14 shows the housing
deficit index for dwellings that were acquired with and without subsidies. The comparison favors the former group:
dwellings acquired with public subsidies are more likely to meet the standards in terms of materials, access to
infrastructure and lack of crowding. The data is non-conditional and must be interpreted with caution. Additional
information is provided by examining the deficit index in the subset of dwellings acquired with public subsidies
after the year 1990. Somehow surprisingly, the deficit index for this subgroup does not improve as compared to the
aggregate. More than a fifth of the newer dwellings present at least one dimension below standard, which points to
problems of the housing policy in terms of quality standards.

5 This procedure is also contains a bias, since the more indicators that are used, the more likely one is to find a
deficiency. In a sense, we give equal weight to the chosen indicators, and a zero weight to all other indicators which are
not being used.
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Table 13: Housing deficit index
(households): urban vs rural

Urban Rural Total
0 81.2 20.6 72.7
1 10.4 21.2 11.9
2 4.1 21.7 6.5
3 2.7 17.3 4.8
4 1.1 9.6 2.2
5 0.4 5.4 1.1
6 0.1 3.4 0.6
7 0.0 0.7 0.1
Total 100.0 100.0 100.0

Source: Calculations based on 1998 Casen survey

Table 14: Housing deficit index (owners)
All public Subsidy No subsidy Total
subsidies after 1990

0 81.3 78.2 72.7 75.6
1 10.7 11.5 10.8 10.8
2 3.7 4.7 7.1 5.9
3 3.1 3.9 5.1 4.4
4 0.8 1.0 2.3 1.8
5 0.3 0.4 1.2 0.9
6 0.1 0.2 0.6 0.5
7 0.0 0.0 0.1 0.1
Total 100.0 100.0 100.0 100.0

Source: Calculations based on 1998 Casen survey

Health Care

3.58 The health condition of a person is a key determinant of his welfare (or well-being). As already
discussed, access to health care is only one determinant of the health status of the person. This is also
influenced by a plethora of other variables at the micro and macro levels. Our interest is to evaluate whether
a person gets adequate access to health care when in need. Accomplishing this objective can be particularly
demanding in terms of the information which is required for rendering operational concepts like "adequate"
and "in need".

3.59 The Casen survey asks whether the person is affiliated to some health insurance system, which in the
Chilean case can be private or public. In each case a contribution of 7% of labor income has to be paid.
Private insurance offers coverage according to contributions paid and demographic related risk factors.
Public insurance is of a social nature: coverage is provided regardless of contributions paid. Besides, a
person with low income can access the public sector under the condition of "indigence", which does not
require a monetary contribution.

3.60 Table 15 presents a classification of the population according to health system affiliation. About 90%
of the population is covered by one or other scheme; the public social insurance being the largest with a
coverage of 61.7% of the total population. A sizable number of those affiliated to the public system (about
40%) classify as "indigent" and do not pay contributions.
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3.61 Should we use this variable to ascertain the condition of "access to health care when in need"?
There are two main considerations for this question. Firstly, we need to know whether the "non affiliated"
condition is equivalent to lack of access to health care. Secondly, we need to evaluate if belonging to a
formal health insurance implies that a person gets adequate access to heath care when in need.

Table 15: Affiliation to health insurance system
(% of population)

Very poor Poor Non-poor Total
Public/indigent 67.9 44.6 17.3 24.5
Public/contributor 19.6 39.8 38.0 37.2
Private 2.6 5.3 28.3 23.1
Others 0.5 0.9 4.0 3.3
Non- affiliated 9.2 8.8 11.5 10.9
Doesn't know 0.3 0.7 1.0 0.9
Total 100.00 100.00 100.00 100.00

Source: Calculations based on 1998 Casen survey

3.62 The former consideration arises because two contrasting situations can be related to the "non
affiliation" condition. On the one hand, it can relate to a supply factor: the person is not covered by some
public or private health insurance scheme because he/she faces some binding constraint that prevents such
affiliation. On the other hand, it can reflect a demand factor: the person voluntarily chooses not to have
health insurance because he/she favors self-insurance.

3.63 The former seems unlikely in the Chilean case. This is because participating in a formal health
insurance is compulsory for every active or retired worker and his/her dependents. Furthermore, the public
health system acts as a last resort insurance, supplying health care services to everyone who demands it,
regardless of affiliation to a health insurance scheme. Thus, every Chilean has in principle access to health
care when in need.

3.64 But this is clearly not good enough. We would like to know if access to health care is actually
provided, aside from formal coverage by insurance. If possible, we would be interested to know about the
quality and efficacy of the health care services which are provided to the population. Getting access to very
low quality health services is not equivalent to getting "adequate" access to health care when in need.

3.65 Data limitations are a binding factor at this stage. The Casen surveys contain very few questions
about these kinds of issues. Besides, the information is provided by self-reporting, which can reflect patient
satisfaction but not necessarily objective health outcomes.

3.66 One source of information provided by the Casen survey is whether a person who experiences some
kind of illness, injury or related condition, receives medical attention. "Attention" is defined as getting access
to medical services if necessary. On the other hand, we classified as "no attention" the following reasons for
not attending a health facility after illness, injury or a related condition: "utilization of home medication or
alternative medicine", "difficulties to access health care" or "other reasons".

3.67 According to the results reported in table 16, 16.8% of the population did not look for medical
attention after experiencing some illness, injury or related condition. However, most of these cases (88%)
correspond to the reason: "did not attend a health care facility; utilized home medication or alternative
medicine". This predefined answer is ambiguous enough to include cases where attending a health facility
was not necessary or was not worth the effort. The latter alternative would reflect supply constraints while
the former is more demand (preference) oriented.
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3.68 The incidence of the "no attention" answer shows little variation across income populations. 21.8%
of the very poor did not get medical treatment as compared to 18.5% of the non-indigent poor and 16.2% of
the non-poor. This evidence suggests that the "no attention" condition reflects a demand rather than a supply
factor. 6

Table 16: Access to health care after illness, injury or related condition
very poor Poor Non-poor Total

Attention 21.8 18.5 16.2 16.8
-No attention 78.2 81.5 83.8 83.2
Total 100.00 100.00 100.00 100.00

Source: Calculations based on 1998 Casen survey

3.69 A more dramatic case arises in the case of dental attention. 38.5% of the population who required
some kind of treatment did not get access to a proper facility ("requested attention without success" or
"didn't ask but in need"). The reason behind this large number is that dental treatment is not usually covered
by public or private health insurance. However, it can be argued that access to dental treatment classifies as
a basic need in a mid-developed economy like Chile.

Table 17: Access to dental treatment when in need
very poor poor Non-poor Total

Treatment 46.5 46.4 64.9 61.5
No Treatment 53.5 53.6 35.1 38.5
Total 100.00 100.00 100.00 100.00
Source: Calculations based on 1998 Casen survey

3.70 How timely has the access to health care for the population who looked for medical treatment after
experiencing illness, injury or a related condition been? This question provides some hints about the quality
of health care services. The predefined answers in the Casen questionnaire are: "timely", "rather late", "late"
and "don't know". Table 18 presents the results by income poverty subgroups. It turns out that 85.5% of the
population who looked for health care reported timely access. Income makes some difference in getting
timely access: 77.9% of the very poor report a timely access as compared to 86.7% of the non-poor.

Table 18: How timely was the access to health care?
very poor poor Non-poor Total

Timely 77.9 80.3 86.7 85.5
rather late 14.2 11.8 7.5 8.3
Late 4.9 5.5 3.1 3.5
doesn't know 2.9 2.4 2.7 2.7
Total 100.0 100.0 100.00 100.00

Source: Calculations based on 1998 Casen survey

3.71 The previous indicators relate to the access of the population to the health care system when in need
(disease, accident, etc). This is undoubtedly a central aspect of the health care sector. However, the main
objective of health systems should be to keep the population healthy. This function is related to the
development of lifestyles that are consistent with this objective, including preventive activities that are
supplied by the health sector itself, such as controls and early detection examinations.

6 Assuming that the non-poor are not supply constrained.
The public sector provides dental care in the case of "emergencies", which, in effect, means extractions.
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3.72 Some information about preventive health activities is provided by the Casen survey (see Table 19).
Thus, 11.3% of the population has attended at least one preventive control during the last year; 63.0% of
women older than 14 have taken the Papanicolau test at least once in their lives, 48.3% during the last three
years; 30.8% of the population older than 14 had smoked at least one cigarette during the past three months,
6.3% smoked at least 10 cigarettes a day. The incidence of these factors between the poor and non-poor
population is quite similar. The situation in the high income strata (not shown in the table) is somewhat better
with the Papanicolau - 67.3% of women in deciles 8-10 have taken the exam at least once in their lives and
53.5% during the past three years - but rather similar in the incidence of preventive controls and smoking
habit.

3.73 In conclusion, for those preventive health activities reported in the Casen survey there is no strong
evidence that the low income population is below standard, when the reference is provided by the access of
the higher income strata population. This does not imply that these records are in line with normative
standards.

Table 19: Preventive health activities
Very poor Poor non- Non-poor Total

indigent
Preventive control
(% who attended during last year) 13.3 12.4 11.0 11.3
Papanicolau (% of women older than 14)
at least once in lifetime 57.3 58.4 64.0 63.0
at least once in past 3 years 44.4 45.5 48.9 48.3
Smokers (% older than 14)
10 cigarettes or more a day 5.1 5.3 6.4 6.3

Source: Calculations based on 1998 Casen survey

3.74 In contrast to education and housing, health care deficits show up only in the subset of household
whose members experience some health condition which requires medical attention. How to deal with the
rest of the households? Clearly, it would be mistaken to assume that they are free of health care deficits.
Most health related events are of a random nature, which explains why health insurance plays a central role
in the organization of the health sector. Therefore, the relevant issue in our discussion is to ascertain the
probability of lacking adequate attention when this may be needed.

3.75 One way to proceed is regressing the probability of lacking adequate health care against a set of
observable variables in the subgroup of cases who experienced need, and then using this model to impute the
predicted values to the rest of the population. However, the statistical adjustment of these regressions turned
out to be very low, eroding the validity of this procedure.

3.76 We therefore followed a less demanding methodology, consisting of a random imputation of the
probability of lacking adequate healthcare attention. This procedure was applied for the variables: not getting
medical attention when in need or not getting a timely access after looking for medical attention. The
imputation was based on the actual frequencies shown by these variables across deciles of the distribution of
household income per equivalent adult (see table 20).
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Table 20: Access to health care services by deciles of income distribution
% in need % who did not get % who got late % in Dental % who got dental

attention when in attention need attention when in
need need

1 0.239 0.246 0.153 0.197 0.691
2 0.237 0.175 0.165 0.184 0.669
3 0.239 0.195 0.136 0.198 0.631
4 0.255 0.150 0.161 0.204 0.574
5 0.253 0.173 0.168 0.209 0.522
6 0.230 0.144 0.134 0.223 0.485
7 0.227 0.181 0.093 0.246 0.412
8 0.214 0.172 0.080 0.228 0.299
9 0.215 0.112 0.081 0.271 0.274
10 0.198 0.129 0.082 0.325 0.096

Need: population who needed attention over total population
No attention: population who did not get attention when in need
Late attention: received treatment but with delay

Putting it all together

3.77 What relationship exists between income poverty and deficits in social services? Throughout the
previous sections we have already presented two-way tabulations for the relation between income poverty
and each social service deficit. Income poverty correlates with social service deficits, although there are
many cases that exhibit only one type of deprivation. In this section we present the general case by
considering the interactions between the four dimensions under study: income, education, housing and health
care.

3.78 The general results are presented in table 21. This shows the percentage of households for which
deprivation occurs along every possible combination of the four variables. In this way, the first set of results
refers to the incidence of poverty along a single dimension. It is important to interpret these figures as
marginal frequencies for each variable. For example, 16.1% percent of households are income poor, which
may or may not be accompanied by other types of deprivation. This applies to every entry in table 21.

3.79 It is also important to keep in mind that the various measures of poverty are not strictly comparable.
One reason for this is that we lack a theoretical framework to identify comparable poverty thresholds across
the different dimensions. This renders a comparative analysis of poverty across these dimensions
meaningless. Thus, it would be wrong to establish that the incidence of housing poverty is, say, higher than
income poverty, because it might be the case that the threshold for housing is more demanding than the
threshold for income.

3.80 Having said that, table 21 shows that the percentage of households which show deprivation in at least
one variable varies between 16% for income to 25% for housing; overall, 48.9% fail to pass at least one
threshold. However, only 1.5% of households presents deprivation in all four dimensions. These numbers
suggest a rather heterogeneous profile of households. On the positive side it can be said that poverty is not an
overwhelming condition, in which poor households are deprived in every possible dimension. On the
negative side, only 51.1 % of households are above the poverty thresholds in all four dimensions.
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Table 21: % Households with deficits (marginal frequencies)

One dimension
Income 16.1
Housing 25.4
Education 22.6
Health Care 19.3
Two dimensions
Income-housing 9.4
Income-education 7.3
Income-healthcare 4.9
Housing-education 10.9
Housing-healthcare 7.1
Education-healthcare 6.3
Three dimensions
Income-housing-education 4.9
Income-housing-healthcare 2.9
Income-education-healthcare 2.1
Housing-education-healthcare 3.1
Four dimensions
Income-housing-education-healthcare 1.5
Source: Calculations based on 1998 Casen survey

3.81 The previous exercise is not aimed at producing a single measure of poverty. If this were the case,
we could define a household as poor if it fails to achieve at least one threshold. In this case we would have an
upper limit for the incidence of poverty at 48.9% of households. On the other hand, a lower limit would be
provided by defining as poor a household that fails to achieve all thresholds, setting the incidence of poverty
at 1.5% of households. In between these two limits we have a wide array of alternatives to generate "a
number" to represent the incidence of poverty in the country.

3.82 The reason against producing such a single "number" has already been stated. We lack a single
measure to represent deprivation across these different dimensions. As a result, different poverty dimensions
are not cardinally comparable. That being the case, it is more advisable to have several measures of poverty
deprivation rather than to integrate them all into a single but ultimately meaningless measure.

Poverty comparisons between 1990 and 1998

3.83 The following discussion focuses on the comparison of the several dimensions of poverty between
the years 1990 and 1998. The period is long enough to identify trends in the evolution of these indicators.
Moreover, the 1990-98 period is characterized by strong growth in both per capita income and public social
expenditure, which renders it particularly interesting for the analysis of the evolution of income poverty and
the other dimensions of the standard of living.

3.84 Table 22 summarizes in the first place the evidence about the reduction in income poverty. Utilizing
the official poverty line the percentage of households whose income per equivalent adult is below this
threshold, fell from 28.8% in 1990 to 14.5% in 1998 (32.1% to 17.0% of population). The reduction in
poverty generalized to other measures, such us the poverty gap and the FGT-2 (shown in the table), and other
measures of income, such us per capita household income (not shown).
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3.85 As established in chapter two, the reduction in income poverty has a strong correlation with the
process of rapid economic growth that has taken place in Chile since 1987.

What has happened witlh the evolution of other poverty dimensions?

3.86 Table 23 presents the case of education, where social public expenditure increased by 125.8% in real
terms during the 1990-98 period. Our indicators of educational deficit - adult illiteracy, grade fallbehind and
lost years of schooling - show some improvement through the course of these years. The percentage of
households with (at least one) deficit in education declined from 30.6% to 26.9% during the period. The
gains are greater if we look at the severity of the deficit: the percentage of households where two or more
members suffer an educational deficit decreased from 12.8% in 1990 to 7.8% in 1998.

Table 22: Income povertyin 1990 and 1998
(household income peradult equivalent)

1990 1998
Population
Headcount 32.1 17.0
Poverty gap 11.3 5.7
FGT-2 5.8 2.9
Households
Headcount 28.8 14.5
Poverty gap 10.1 4.9
FGT-2 5.2 2.5

Source: Calculations based on 1990 and 1998 Casen surveys

Table 23: Educational deficit at the household level, 1990 vs. 1998
1990 1998

Incidence
% of households with deficit 30.6 26.9
Severity: % of households with deficit
categorized by number of members with deficit
One 17.8 18.9
Two 7.6 5.5
Three 3.0 1.7
Four or more 2.2 0.8
Total 100.0 100.0

Source: Calculations based on 1990 and 1998 Casen surveys

3.87 The set of indicators behind the variable "deficit in education" is presented in table 24. All these
variables show some improvement during the 1990-98 period, with the exception of the illiteracy rate which
increased slightly between both years (which can be attributed to statistical interference). The percentage of
the population between 9 and 23 that abandoned school before completing primary education declined by 12
percentage points during this period. Those who dropped out of school before graduating from secondary
education fell by 7.7 percentage points. In both cases there are significant gains in the severity of the
indicator: the percentage of the youth population who dropped out of primary school four or more years
before graduation declined from 5.1 % to 1.4%; those who dropped out four or more years prior to graduating
from secondary school declined from 15.1% to 9.9%. On the other hand, the grade fallbehind indicator
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shows a smaller reduction - only three percentage points - during the period. Thus, 22.5% of the student
population was lagging behind at school in 1990; eight years later the percentage had declined to 19.5%.

Table 24: Educational deficit by categories, 1990 vs. 1998
1990 1998

Illiteracy (%, older than 15) 3.7 4.6

Lost years of schooling - I (reference 8 years, population 9-23)
None 82.3 94.3
One 4.0 1.5
Two 5.7 1.7
Three 2.9 1.1
Four or more 5.1 1.4

Lost years of schooling- 11 (reference 12 years, population 9-23)
None 75.6 83.3
One 2.6 1.9
Two 3.3 2.4
Three 3.4 2.5
Four or more 15.1 9.9

Grade fallbehind (% non tertiary students, ages 7-23)
None 77.5 80.5
One 13.8 12.0
Two 5.2 4.4
Three 2.0 1.6
Four or more 1.5 1.5

Source: Calculations based on 1990 and 1998 Casen surveys

3.88 All things considered, the reduction in the educational deficit looks rather small when compared with
the reduction in income poverty and the increases in public social spending which characterize the 1990-98
period. It can be argued that the indicators utilized to measure (lack of) achievements in education are of a
partial nature. Or that the extra spending in education requires a longer time horizon to materialize into
improved educational outcomes. These and other related arguments can be put forward to argue in favor of a
brighter picture in the levels of education. On the other hand, it can be argued that quantitative indicators like
the ones provided by the Casen survey overstate the educational level. To illustrate this point consider that
the rate of illiteracy reported by this survey is almost nil, whereas a recent evaluation of effective adult
literacy showed that most of the adult Chilean population is below the minimum standard.8

3.89 Gains in deficit reduction in the housing dimension are much larger than in education. Table 25
presents the evolution of the housing deficit between 1990 and 1998. It shows that the percentage of
households, which exhibit at least one dimension below standard, decreased from 42.8% in 1990 to 27.3% in
1998; those exhibiting four or more dimensions below standard declined from 10.5% to 4.4%. These figures
are in line with the reduction in income poverty or the increases in public social spending.

3.90 A look at the specific indicators identifies the period 1990-98 as one of large gains across all housing
dimensions (Table 26). In effect the incidence of most housing deficiencies decreases by about half during
these years. The largest gain occurs in access to electricity, where households in deficit were only 3.8% in
1998 (down from 11.8% in 1990). In contrast, 15.8% of households were still experiencing deficit in sewage
facilities in 1998, down from 24.6% in 1990.

' Second International Adult Literacy Test-.
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Table 25: Housing deficit index
(households), 1990 vs. 1998

1990 1998
No deficit 57.2 72.7
One 14.7 11.9
Two 9.5 6.5
Three 8.1 4.8
Four or more 10.5 4.0
Total 100.0 100.0

Source: Calculations based on 1990 and 1998 Casen surveys

Table 26 Housing: Percentage of households
below standards. 1990 vs. 1998

1990 1998
Dwelling
materials
Ceiling 14.4 7.2
Floor 14.0 6.6
Walls 21.8 11.9

Crowding
Persons/room 10.1 6.1

Infrastructure
Electricity 11.4 3.8
Drinking water 11.9 6.7
Sewage 24.6 15.8
facilities

Source: Calculations based on 1990 and 1998 Casen surveys

3.91 Turning to the case of health care, the results are less conclusive. The reason for this lies in the data
reported by the Casen survey, which is not very helpful for evaluating the access of the population to health
care services (Table 27). This feature already turned up in the previous section, where the measurement of
healthcare deficits was an exercise of a more hypothetical nature than in the cases of education and housing.
Matters get worse when a time comparison of the indicator is attempted. As shown in table 27, the
percentage of the population self-reporting lack of access to proper health care more than doubled in the
1990-98 period, a result that goes against all predictions and should be attributed to methodological flaws in
the health module of the Casen questionnaire. Moreover, the second indicator for identifying a deficit, the
"timely" dimension of healthcare access, was not reported in the 1990 Casen.

3.92 It seems rather awkward that a household survey whose aim is to measure the incidence of social
spending fails to inform us about some very basic questions related to deficits in healthcare access.

3.93 This raises the need to revise the Casen questionnaire. As we have already said, household surveys
are a unique instrument to evaluate the distribution of welfare across the population. Accordingly, they have
to be skillfully designed and administered.
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Table 27: Health care
Percentage of households below standards. 1990 vs. 1998

1990 1998
Medical attention
% did not get attention when in need 8.2 16.8
% untimely access N/A. 11.8
( % who experienced need in last 3 months) (24.9) (22.0)

Dental attention
% did not get attention when in need 39.8 38.5
(% who experienced need in the last 6 months) (30.1) (23.3)

Source: Calculations based on 1990 and 1998 Casen surveys

Conclusions

3.94 The objective of the chapter is to incorporate social services in the measurement of poverty in the
light of the Chilean experience of the 90's. The rationale for this is clear: access to education, health care and
housing is an essential determinant of the standards of living of the population. However, the typical
assessment of poverty based on income shortfall excludes these services to the extent that they are provided
on a subsidized basis to the middle and low income strata of the population.

3.95 The measurement of income poverty is a rather standardized procedure. Instead, incorporating social
services in the poverty measure is far less documented and consequently more difficult in both the analytical
and applied dimensions.

3.96 Our approach is based on the notion of poverty as human deprivation originating in the lack of
economic means to render the analysis consistent with the methodology to measure income poverty. It
follows that we are more interested in resources rather than outcomes when choosing the evaluation space;
and in supply rather than demand factors when assessing the lack of access to some social service.

3.97 One particular problem arises from the non-fungible nature of in-kind subsidies. It follows that the
full income method utilized in chapter three can lead to serious inconsistencies in the measurement of
poverty. The problem is serious enough to advise not using this methodology in the evaluation of poverty.
Moreover, different poverty dimensions (income, education, housing and health care) are not cardinally
comparable. That being the case, it is more advisable to have several measures of poverty deprivation rather
than to integrate them into a single but essentially meaningless measure.

3.98 In spite of these difficulties it must be emphasized that measuring and evaluating the access of the
population to subsidized social services is a must for two reasons. First, social services address essential
dimensions of the standard of living of the population; focussing only on income poverty renders only a
partial assessment of this variable. Second, it does not make sense that the government evaluates its social
policies by concentrating on the evolution of income poverty, a variable far beyond its control, without
monitoring what is going on in those dimensions where most of the social spending is actually channeled:
education, health care and housing.

3.99 Our operational measure to assess lack of access to education comprises three types of variables at
the household level: whether some member of the household older than 15 is illiterate; whether some
member of the household aged 8-23 is not attending school while not having finished primary education; and
whether some member of the household is attending school but is two or more years behind expected grade.
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The results for the year 1998 show that 26.9% of households fall into the category of educational deficit,
varying from 48.5% for the very poor to 16.3% for non-poor households.

3.100 Turning to the housing dimension, the Casen survey asks for a number of characteristics of the
dwelling. Among others, the number of habitable rooms; the type and condition of the floor, ceiling and
walls, access to electricity, drinking water and sanitary facilities. In every case some minimum standard is
defined and then we evaluate whether the standard is actually met by each household. An index of housing
deficit is then calculated as the number of dimensions below standard.

3.101 The results for the year 1998 show that 75.6% of households have no deficit in housing, 12.3%
experience one type of deficit; 5.8% two types and 6.3% three or more types. The index of housing deficit
relates closely to income poverty: 59.5% of the very poor experiences at least one type of deficit as compared
to 52.7% of the non-indigent poor and 19.2% of the non-poor.

3.102 Somehow, surprisingly, the deficit index shows that more than a fifth of the dwellings acquired with public
subsidies after the year 1990 present at least one dimension below standard, which points to problems of housing
policy in terms of quality standards.

3.103 We would like to know if access to health care is actually provided, asides from the formal coverage
by insurance. If possible, we would be interested to know about the quality and efficacy of the health care
services which are provided to the population. Getting access to very low quality health services is not
equivalent to getting "adequate" access to health care when in need.

3.104 The assessment of access to healthcare turns out to be more difficult because of data limitations. In
this way, 16.8% of the population did not look for medical attention in 1998 after experiencing some illness,
injury or related condition. However, it is not clear whether the lack of attention responds to a supply or
demand factor. This question provides some hints about the quality of health care services. On the other
hand, 85.5% of the population who looked for health care reported a timely access whereas the remaining
14.5% experienced delays in access to healthcare services.

3.105 When looking at the intersection of deficits in the dimensions of income, education, housing and
health care, it turns out that the percentage of households which shows deprivation in (at least) one variable
varies between 16% and 25%; those which show deprivation in two dimensions represents 5% to 11% of
total households; the incidence falls to 2%-5% in the case of simultaneous deprivation in three variables.
Finally, only 1.5% of households present deprivation in all four dimensions.

3.106 These numbers suggest a rather heterogeneous profile of households. On the positive side it can be
said that poverty is not an overwhelming condition, where poor households are deprived in every possible
dimension. On the negative side, only 51.1% of households are above poverty thresholds in all four
dimensions (48.9% fail to achieve at least one threshold).

3.107 Finally, we assess the evolution of these measures of deficit in the 1990 and 1998 period. These
years are characterized by strong growth in both per capita income and public social expenditure, which
renders them particularly interesting for the analysis of the evolution between income poverty and the other
dimensions of the standard of living.

3.108 As established in chapter two, the percentage of households whose income per equivalent adult is
below this threshold fell from 28.8% in 1990 to 14.5% in 1998 (32.1% to 17.0% of population).

3.109 In the case of education, public social expenditure increased by 125.8% in real terms during the
1990-98 period. Our indicators of educational deficit - adult illiteracy, grade fallbehind and lost years of
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schooling - show some improvement along these years. The percentage of households with (at least one)
deficit in education declined from 30.6% to 26.9% during the period. The gains are larger if we look at the
severity of the deficit: the percentage of households where two or more members experience educational
deficit decreased from 12.8% in 1990 to 7.8% in 1998.

3.110 However, all things considered, the reduction in the education deficit looks rather small when
compared with the reduction in income poverty and the increases in public social spending.

3.111 Gains in deficit reduction in the housing dimension are more encouraging as the percentage of
households which exhibit at least one dimension below standard decreased from 42.8% in 1990 to 27.3% in
1998; those exhibiting four or more dimensions below standard declined from 10.5% to 4.4%. These figures
are in line with the reduction in income poverty or the increases in public social spending.

3.112 A comparative analysis in the case of health care is prevented by the methodological shortfalls in the
Casen questionnaire, which raises the need to review this instrument. Household surveys are a unique
instrument to evaluate the distribution of welfare across the population. They have to be designed and
administered accordingly.
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THE TARGETING OF GOVERNMENT PROGRAMS IN CHILE:
A QUANTITATIVE AND QUALITATIVE ASSESSMENT

Carine Clert and Quentin Wodon1

INTRODUCTION

4.1 The government of Chile has been using for many years a system for the targeting of many of its
income transfers and other social programs. The system is based on theficha CAS, a two page forn
that households must fill if they wish to apply for benefits. Each household is attributed a score on the
basis of the ficha CAS, and this score is used to determnine eligibility not only for income transfers
(e.g., pension assistance and family allowances), but also for water subsidies, access to social housing,
and childcare centers. At the local level, municipalities also use the form for the targeting of their own
prograrns and safety nets. Almost a third of all Chilean households have been filling the form. Taken
as whole, the programs which are targeted using the ficha CAS play a major role not only in the
alleviation of poverty, but also in its prevention by enabling vulnerable households to receive or not
state and municipal support.

4.2 This papers provides an assessment of the ficha CAS system using both quantitative and
qualitative methods of investigation. After describing the ficha CAS system and the main income
transfers and other programs which are targeted using the system, the paper uses data from the
nationally representative 1998 CASEN survey to provide quantitative measures of performance for
each programn. Following Wodon and Yitzhaki (2000), the quantitative performance measures are
based on a decomposition of the Gini income elasticity of the various programs into a targeting
component which is based on who benefits from the programs and who does not, and an allocation
component which captures the impact of the variability in program benefits among participants.
Overall, the programs appear to be well targeted.

4.3 The good quantitative performance of the program does not mean that the ficha CAS is without
any limitations. In order to look in some detail at these limitations, the paper relies on a study of the
experience, perceptions and recommendations of poor citizens on the one hand and practitioners using
the ficha CAS at the local level on the other hand (Clert, 2000a, 2000b). Evidence derives from a
stratified survey of 88 randomly sampled households in the municipality of Huechuraba, a
comparatively poor area in the Greater Santiago area and from qualitative interviews with a sub-
samnple of households. Evidence also derives from focus-group discussions and semi-structured
interviews with professionals located in that municipality and from interviews with central government
officials. The fieldwork was carried out between December 1997 and June 1998. The triangulation of
household-level interviews and focus group discussions with municipal staff in Huechuraba revealed
that poor households often lack information about the government programs and how to apply for their
benefits. The qualitative work also revealed potential deficiencies and biases in the eligibility criteria

l Both authors are with the World Bank. Comments can be sent to cclertkworldbank.org and qwodon()worldbank.or .
The paper was funded by the World Bank under the Chile Poverty Assessment (Norman Hicks) and the Regional Study on
Extreme Poverty and Social Exclusion in Latin America (Estanislao Gacitua-Mario and Quentin Wodon). Assistance from
Rodrigo Castro-Fernandez and Corinne Siaens is gratefully acknowledged. The authors are grateful for the Chilean
govemment's comments which greatly improved this paper. The views expressed in the paper are those of the authors and
need not represent the views of the World Bank, its Executive Directors, or the countries they represent.
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and associated targeting methods based on the ficha CAS. While the targeting system as a whole is
sound, recommendations can be made for improving its effectiveness and its fairness.

4.4 The paper is divided in four sections. Section One introduces the paper by presenting some
background information on the ficha CAS and the targeted safety nets and other social programs
reviewed in this paper. Section Two provides evidence for a quantitative assessment of the targeting
of some of these social entitlements using the CASEN household survey data while Sections Three
sheds light on the a more qualitative assessment of targeting methods, based on the experience and
views of the poor themselves and of social practitioners. Conclusions and policy implications are
provided in the last section.

I. BACKGROUND

4.5 This section first sheds light on the official means-testing instrument used by the Chilean
government, theficha CAS or CAS form. It then puts the forthcoming findings of the paper in context
by presenting the key safety nets and programs reviewed in this paper and their importance in the
social protection of the poor.

The Ficha CAS

4.6 Introduced during the military regime (1973-1989) and modified by the post-1990 democratic
governments, the ficha CAS2 is a two page form which is used for determining the eligibility of
households to a number of Government programs including not only monetary transfers (Subsidios
Monetarios), but also access to low income housing and childcare centres.3 A reproduction of the
form is provided in Appendix Two. The forrn provides detailed information on housing conditions of
the dwelling unit (e.g., material used for the construction of the housing unit, number and type of
rooms, access to water, latrine and sanitary services, access to electricity, etc.); on members of the
dwelling unit (their occupation, educational level, date of birth, and income. Additional information is
provided on material assets held by the household (housing status, television, heating equipment, and
refrigerator). Points are allocated to households on the basis of the information provided, with the
number of points fluctuating between 380 and 770 points. Households with a total of inferior to 500
points are considered as extremely poor and those with a total number of between 500 and 540 points
are considered as poor. The Ministry of Planning MIDEPLAN is responsible for the design of theficha
CAS. The recruitment of the employees administrating the form is done at the discretion of the
municipality, but training must be provided by the Ministry. Municipalities usually separate the
activities of data collection and data entry from those of needs assessment. Data collection and entry
tend to be done by a department of social information within the municipality, while the control of the
needs assessment is usually done by social workers and tecnico-sociales (welfare assistants).

4.7 The national income transfer programs which are targeted using the CAS scoring system apply
the formula in a strict manner in order for determining eligibility. The score obtained by a household
automatically and exclusively prevails, so that eligibility depends only on the number of points
obtained. The ficha is also used for targeting locally financed safety nets, but in this case social
workers and other professionals can often give some weight to other eligibility criteria such as the

2 Ficha de Estratificaci6n Social.
3At present the official name of the form is theficha CAS-II.
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presence of a chronic illness, the civil status of household members, and their actual financial
resources at the time of request (the ficha is completed every three years, and there may be differences
between the status of households when they apply for benefits, as compared to their status when they
filled the form). For housing programs as well, differences can be observed in the use of the ficha at
various levels of government. Professionals dealing with central governrment programs (viviendas
bdsicas and vivienda progresiva) must follow the method of calculation defined by the Ministry of
Housing (SERVIU), while professionals involved in municipal initiatives have some discretionary
power.

4.8 One of the advantages of using the ficha for many different programs is that this reduces the cost
of means-testing. The cost of a CAS interview is about US$8.65 per household. The Ministry of
Planning estimates that 30 percent of Chilean households undergo interviews, which seems reasonable
given that the target group for the subsidy programs is the poorest 20 percent. The CAS system is used
as a targeting instrument for utility subsidies, income transfers, social housing subsidy, and pension
subsidies among other programs. Because the fixed administrative costs of targeting are spread across
several programs, the CAS is very cost-effective. In 1996, administrative costs represented a mere 1.2
percent of the benefits distributed using the CAS system. If the administrative costs of the CAS system
were to be borne by the water subsidies alone, for example, they would represent 17.8 percent of the
value of the subsidies.

The Targeted Programs: Their Role in Fostering Security and Alleviating Poverty

4.9 Many national and local Government programs rely on the CAS system for their targeting.
Locally, Comunas generate from their own budgets other safety net programs which vary in their
amount and eligibility criteria, but these cannot be evaluated with the CASEN. The national programs
implemented with the ficha CAS and reviewed in this paper include means-tested pensions, family
allowances, water subsidies, social housing, and child care. As developed below, most of these social
entitlements play a major potential role in decreasing vulnerability and alleviating poverty, which
makes the issue of targeting a crucial one. Full descriptions of the programs is provided in Appendix
One.

* Pensions PASIS (Pension de Asistencia): Means-tested state pensions are provided to elderly
and/or disabled individuals through PASIS. To be eligible, an elderly individual needed to have a
total income below half of the minimum pension allowance, which was CP$ 23,415 per month in
1998.4 The eligibility threshold for the disabled is the amount of the minimum pension allowance.
While the income transfers provided through PASIS are low in comparison with the minimum
wage, household interviews in the Comuna of Huechuraba suggest that the transfers can be
significant in the eyes of those who do not have any other source of income or family support to
rely upon. In addition, those who receive PASIS pensions are automatically eligible for free access
to public health services through the health gratuity card. By securing an entitlement to health,
PASIS thus provides low income elderly and invalid or disabled people with a key mechanism of
long term social protection.

* Family allowances SUF (Subsidio Unico Familiar!: Family allowances are important because they
help in coping with the extra expenses due to the birth of children, as well as with the possibility of

4In 2001, the PASIS is now worth 35104 Chilean pesos.
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a reduction in earnings due to the fact that pregnant women and women who have delivered may
have to stop working for a while. The loss in earnings is particularly likely for women involved in
precarious jobs which do not provide them with maternal and other family benefits. The amount
per child above three years of age was CP$2,500 per month in 1998, at the time the CASEN was
implemented. The amount per child below three years of age was CP$2,800. Maternal benefits
were also $2,800 per month for a period of ten months, with eligibility as of the fifth month of
pregnancy.5

* Water subsidies SAP (Subsidio Agua Potable): The water subsidy provides an allowance for the
cost of consumption of up to 15 cubic meters per month. As noted by Gomez-Lobo and Contreras
(2000; see also Estache, Foster, and Wodon, forthcoming, for a review), the subsidy was
introduced in 1990 to reduce the impact of rising prices after the reform of the water sector. The
initial take-up of the program (i.e., the percentage of eligible households participating in the
program) was low in the first year, at 5 percent only, because the eligibility threshold and the value
of the subsidy were too low to make it worthwhile for households to participate. To increase take-
up, water companies were given the opportunity to propose customers as potential subsidy
recipients, which was in their interest in order to increase payment rates. The subsidy covers from
20 percent to 85 percent of the bill for the first 15 cubic meters of monthly consumption.
MIDEPLAN uses regional data on water consumption and tariffs, as well as socioeconomic
conditions, to determine the funds made available to each region. Within each region, subsidies are
allocated to municipalities who then determine household eligibility using the ficha CAS. As for
other programs targeted with the ficha CAS, household eligibility is re-assessed every three years,
and the subsidy can be withdrawn by utilities if the household has more than three months of
arrears in paying its share of the bill.

* Social housing: The programs of vivienda basica and vivienda progresiva (etapas I -II) provide
subsidies for the construction of new housing units, or the improvement of existing units. The
amount of the subsidy is determined in UFs, which are monetary units.6 Apart from eligibility
criteria according to the ficha CAS, the households must contribute to the construction costs and
thereby provide evidence of savings when applying. The program is important not only to satisfy
basic needs, but also because the lack of safe and secure shelter has been shown to reduce the
ability of women to work because of their reluctance to leave their children at home (risks of
accidents in sub-standard housing, such as electrical shocks). Good housing conditions are also
essential for individuals involved in home-based wage employment or micro-enterprise, and for
reducing crowding and the associated social risks of domestic violence.

* Child care: The childcare programs of the JUNJI and Fundacion INTEGRA are also targeted using
theficha CAS. The programs provide care for children whose mothers are working. Since
vulnerable low-income women are more likely to be affected than men by exclusion from the labor
market and by poor quality of employment, this type of program for affordable or even free
childcare is important from a gender point of view and for building work experience and incentives
among poor women.

These figures refer to the period during which the micro-study in Huechuraba (See Section 111) was implemented. These
amounts have changed since. For instance, in July 2001, the SUF is now worth 3452.
6 In 1998, one UF was worth approximately CP$460.



Poverty and Income Distribution in a High Growth Economy 103

II A QUANTITATIVE EVALUATION

4.10 This section provides a quantitative assessment of the targeting performance of the social
programs which are implemented nationally and for which we have information in the nationally
representative 1998 CASEN survey (Caracterizaci6n Socioecon6mica Nacional) implemented by the
Ministry of Planning MIDEPLAN.

4.11 There are various ways to evaluate quantitatively the targeting performance of the programs
whose eligibility is based on the ficha CAS. The most common measures of targeting performance
used in the literature are based on the so-called errors of inclusion and exclusion. An error of inclusion
is observed when a household which is not part of the program's target population receives the
program's benefits. An error of exclusion is observed when a household which is part of the program's
target population does not receive the program's benefits. This approach for measuring targeting
performance has been used among others by Gomez-Lobo and Contreras (2000) for Chile's water
subsidies. In this paper however, we use an alternative (and arguably better) indicator of performance
which takes into account not only who benefits from social programs and who does not, but also to
what extent various households benefits (the program benefits may vary from one household to
another). The method is explained in Box 5. 1, and it relies on three key parameters for understanding
the impact of various programs on social welfare:

- Gini income elasticity (GIE): The overall impact on social welfare of changing at the margin the
budget allocated by the government to a given program is a function of the program's Gini income
elasticity (GIE hereafter). If the GIE is equal to one, a marginal increase in the benefits will not
affect the Gini coefficient in after-tax after-benefit per capita income, and thereby the effect on
social welfare can be considered as neutral (no change). If the GIE is less (greater) than one, then
an increase in program benefits will decrease (increase) the Gini of income, and thereby increase
(decrease) social welfare. The smaller the GIE, the larger the redistributive impact of the program
and the gains in social welfare. Importantly, since the GIE is estimated for a dollar spent on the
program, we can compare programs which are of different scale in terms of outlays.

The GIE can be decomposed into the product of a targeting elasticity and an allocation elasticity.

* Targeting elasticity: The targeting elasticity measures what would be the impact of a program on
social welfare if all those who benefit from the program were receiving exactly the same benefit.
In other words, the targeting elasticity provides the impact of pure targeting (who gets the program
and who does not) on social welfare. Lower and upper bounds can be provided for the targeting
elasticity, and these bounds depend on the share of the population which participates in the
program. The higher the share of participants in the population, the closer the bounds. The
intuition beyond this result is that it is easier to target a program to the very poor when the share of
the participants among the population is low. The practical relevance of the bounds is that they
enable an analyst to compare the targeting performance of programs of different sizes.

* Allocation elasticity: The allocation elasticity measures the impact of social welfare of the
differences in the benefits received by various program participants. Lower and upper bounds can
also be provided for the allocation elasticity. The combination of the information provided by the
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targeting and allocation elasticities enables the analyst to assess whether the good (bad)
performance of a given program is due to good (bad) targeting or to a good (bad) allocation of
benefits among participants.

4.12 In the 1998 CASEN, it is feasible to estimate both the targeting and allocation elasticities for the
income transfers provided by PASIS, SUF, and the water subsidies. Additionally and for comparison
purposes, we also compute the targeting and allocation elasticities for another type of means-tested
family allowances which is different from SUF and does not rely on the ficha CAS (according to the
CASEN questionnaire, these allowances provide CP$3,025 for households with gross income below
CP$91,800, CP$2,943 for households with gross income between CP$91,800 and CP$186,747, and
CP$1,000 for households with gross income between CP$186,747 and CP$365,399). For the housing
and child care programs, the information available in the CASEN enables us to compute the targeting
elasticity only because we do not have the amounts allocated (or the cash value of the in-kind benefits),
but the targeting elasticity should be fairly close to the overall GIE because there are relatively few
differences in benefits allocation between households in these programs (the amounts for the housing
allocations are fixed, and the child care benefits only depend on the number of young children that a
working mother may have).

4.13 The results of the estimation are provided in Table 1. To understand how Table 1 works, let's
consider the case of the pension assistance provided under PASIS. The table indicates that the GIE for
PASIS is -0.58, which is fairly low and hence highly redistributive (any elasticity below one indicates
that the corresponding program is redistributive; a negative elasticity implies a large redistributive
impact). The GIE for PASIS is equal to the product of the targeting elasticity (-0.56) and the allocation
elasticity (1.05). The fact that the allocation elasticity is close to one suggests that there are few
differences in pension benefits among PASIS participants. In other words, the redistributive impact of
the program comes from its good targeting based on the ficha CAS. As for the participation rate in the
program of 6.1 percent, it determines (together with the value of the overall Gini for per capita income
of about 0.57) the lower and upper bounds for the targeting and allocation elasticities. For comparison
purposes, other sources of pension income have been included in Table 1 even though these are not
targeted through the ficha CAS and are provided in many cases by private operators. Clearly, and as
expected, the pension assistance provided through PASIS is much more redistributive than other
pensions.

4.14 More generally, two main conclusions can be drawn from Table 1:

* High overall redistributive impact, but differences between the various programs: All the programs
targeted according to the ficha CAS have a large redistributive impact per peso spent. This is
evidenced by the low values of the GIE elasticities for the income transfers and water subsidies,
and by the low values of the targeting elasticities for the housing and child care programs (for these
programs, we cannot compute an allocation elasticity, so that the GIE remains unknown). Yet,
some programs are better targeted than others. Among income and other transfers, the SUF family
allowances have the best performance, while water subsidies have a somewhat lower performance.
Among the other social programs, the child care programs tend to be slightly better targeted than
the housing programs, perhaps because of the savings requirements required for participation in the
later.

* Good targeting, with few differences in allocation: The redistributive impact of the programs is due
to their good targeting, which is based on the ficha CAS. The fact that the GIE tends to be close to
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the targeting elasticity (because the allocation elasticities are close to one) suggests few differences
in the amount of benefits received from the various programs by different households. Only in the
case of water do we have an allocation elasticity well below one, probably because those who
consume more water and thereby receive more subsidies tend to be higher up in the distribution of
income.

Table 1: Gini Income Elasticity of Social P ograms Targeted According to the Ficha CAS
Income transfer programs and water subsidies

Non-PASIS Pension Family Water
pensions assistance allowances subsidies

(not targeted) PASIS SUF
Gini income elasticity (GIE) 0.91 -0.58 -1.03 -0.35
Program participation rate p 15.7% 6.1% 11.5% 6.4%
Mean allocation received 7634.04 503.16 155.68 47.61
Overall Gini for per capita income Gy 0.57 0.57 0.57 0.57
Targeting elasticity
Lower bound -1.49 -1.66 -1.56 -1.65
Actual value 0.47 -0.56 -0.95 -0.43
Upper bound 1.49 1.66 1.56 1.65
Allocation elasticity
Lower bound -1.19 -1.06 -1.13 -1.07
Actual value 1.91 1.05 1.09 0.80
Upper bound 1.19 1.06 1.13 1.07

Other targeted programs
Housing Housing Housing Child care Child care

___________ 7 X _Viv. Basica Viv. Prog I Viv. Prog II JUJNJI INTEGRA
Gini income elasticity NA NA NA NA NA
Program participation rate p 5.8% 1.1% 0.2% 1.7% 1.3%
Overall Gini for per capita income Gy 0.57 0.57 0.57 0.57 0.57
Targeting elasticity
Lower bound -1.66 -1.74 -1.76 -1.73 -1.74
Actual value at individual (per capita) level -0.41 -0.68 -0.59 -0.50 -0.71
Actual value at household level -0.32 -0.54 -0.48 -0.44 -0.65
Upper bound 1.66 1.74 1.76 1.73 1.74
Source: Authors' estimation using 1998 CASEN survey.
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Box 1: METHODOLOGY FOR THE QUANTITATIVE EVALUATION

To assess the impact on welfare of government programs per dollar spent in each program, we Wodon
and Yitzhaki (2000) Denote by y the mean income in the population and by G the Gini index of income
inequality. A common welfare function used in the literature is W=y3(I-G). The higher the mean income, the
higher the level of social welfare, but the higher the inequality, the lower the aggregate level of welfare. This
welfare function takes into account not only absolute, but also relative deprivation (people assess their own level
of welfare in part by comparing themselves with others). Using the implicit distributional weights embodied in
this welfare function, we can derive the marginal gains from additional investments in government programs. If
x denotes the mean benefit of a social program x across the whole population, and if m1 is the Gini income
elasticity of that program (defined below), increasing at the margin the funds allocated to the program by
multiplying the outlays by I + A for all program participants, with A small, will result in a marginal social
welfare gain equal to:

dW = ( xA)(1 -il G) (1)

Equation (1) makes it clear that considerations related to both growth (as represented by the mean
marginal benefit x- A) and distribution (as represented by the Gini income elasticity i1 times the Gini index G)
must be taken into account in program evaluations. The Gini income elasticity Tj (hereafter GIE) measures the
impact of an increase of one dollar, distributed as a constant percentage change in the benefits of the program,
on income or consumption inequality. Denoting by x the household (per capita) benefit from the program, by y
income, by F(y) the cumulative distribution of income, and by x the mean benefits of the program over the
entire population, the GIE is:

cov(x, F(y)) y (2)

cov(y, F(y)) x

If the elasticity equals one, a marginal increase in benefits will not affect the Gini coefficient in after-tax
after-benefit income. If the elasticity is less (greater) than one, then an increase in benefits will decrease
(increase) the Gini of income. The smaller the elasticity, the larger the redistributive impact of the program and
the gains in welfare. Since the GIE is estimated for a dollar spent on the program, we can compare programs
which are of different scale in terms of outlays. A decomposition of the GIE can be used to differentiate
between two properties of a program that can affect its impact on welfare: targeting and the allocation
mechanism among participants (internal progressivity). The decomposition enables the analyst to assess whether
the (lack of) performance of social programs and policies is due to either the selection mechanism for
participants or the allocation of benefits among program participants. To differentiate between targeting and
internal progressivity, define z as the targeting instrument:

Z , f h E P (3)
o0 if hXP)

That is, z is equal to the mean benefit among participants for households who participate in the program
and it is zero for households who do not participate (one could substitute the average benefit by an indicator
which is equal to one without affecting the results.) The variable z is an indicator of targeting because it is only
concemed with whom is affected by the program, rather than with the actual benefit received. Using this
definition of z, we can rewrite the GIE as a product of two elasticities as follows:

(cov(z, F(y)) j) cov(x, F(y)) z

cov(y, F(y)) z cov(z, F(y)) x (
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The first term is related to the targeting of the program (targeting effect). The second term is the
progressivity among participants (allocation effect)The distributional impact of a program depends on the
product of its targeting and allocation elasticities. Good targeting, for example, can be offset by a bad allocation
mechanism among program beneficiaries. Equation (6) is useful to assess whether the (lack of) performance of a
program is due to its targeting or to the allocation of benefits among beneficiaries. But one can go further by
establishing bounds for the values of the targeting and allocation elasticities. Specifically, the minimum and
maximum values of the targeting elasticity depend on the share the population participating in the program and
the overall Gini. Denoting by p the share of the population participating in the program, and by Gy the overall
Gini, it can be shown that:

_ (1 _p) < -<1p) .(5)

IT Gy

The lower bound increases with the proportion of the population reached by the program and the level of
income inequality. The relationship between the lower bound and the share of program participants is
straightforward. The more households the program reaches, the less effective targeting can be because each
additional participating household makes it more difficult to focus resources on the poorest. If all households
participate, p=1 and the lower bound is zero. The fact that the targeting capacity declines with the overall level
of inequality is perhaps more surprising, because one might expect that the higher the inequality, the higher the
potential for redistribution through targeting. The intuitive explanation is that the higher the inequality, the
further apart households are from each other, so that adding a small amount of resources to the program
participants does not reduce inequality by a lot (remember that the elasticities capture the impact on inequality
and social welfare on e per dollar basis). A similar reasoning applies for the intuition regarding the upper
bound, and the two bounds are symmetric around zero.

Lower and upper bounds can also be provided for the allocation elasticity. As shown in the appendix, the
minimum and maximum values of the allocation elasticity depend on the share the population participating in
the program, but not on the overall Gini:

-1 _ p) 77A < (6)
(l-p) (l-p) 

As the share of the population participating in the program increases, the interval for the allocation
elasticity increases as well, because a higher participation rates provides more opportunities for differenciation
in the allocation of the benefits among participants of the program. It is important to note that the interpretation
of what a good elasticity need not be the same for the targeting and allocation elasticities. In the case of the
targeting elasticity, one would hope to obtain an elasticity below zero, which would indicate a good targeting
performance. But if the targeting elasticity is below zero, one would hope to have an allocation elasticity above
zero in order to keep the overall elasticity negative. At In reverse, if the targeting elasticity is positive,
suggesting bad targeting, one would hope to have a negative allocation elasticity. It should also be emphasized
that the interpretation of the upper and lower bounds for both elasticities changes depending on whether we are
dealing with taxes or transfers. In the case of targeting for example, when comparing transfers, the lower bound
is typically the best that can be achieved, while when dealing with taxes, it is the upper bound that one would
like to reach. Note finally that equations (5) and (6) enable us in principle to compare the targeting and
allocation effectiveness of programs with different participation rate, since the bounds depend on that
participation rate. (The role played by the overall per capita income Gini in the bounds for the targeting
elasticity is less important since the Gini is identical for all programs at any given point in time.)
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III. QUALITATIVE EVALUATION: AN ACTOR-ORIENTED APPROACH

4.15 The quantitative evaluation provided in the previous suggests that the programs targeted
according to the ficha CAS have a good redistributive impact. This does not mean, however, that there
are no problems or challenges with the Jicha CAS targeting or with the outreach of the various
programs. In this section, in order to go beyond our quantitative results, we present findings from an
exploratory study on poverty, access to government programs, and social exclusion in Chile conducted
in 1998 by Clert (2000a, 2000b). Using an actor-oriented approach, the research used both quantitative
and qualitative methods (see Box 2) to explore the priorities, experience and perceptions of three sets
of actors concerned with poverty reduction: a) the government leadership; b) the residents of
Huechuraba, a socially disadvantaged Comuna of Greater Santiago, and c) public agents involved at
different levels of policy formulation and implementation. For the purposes of this paper, we focus on
the views from households and social workers.

Box 2: METHODOLOGY FOR THE QUALITATIVE EVALUATION

Much of the research on social exclusion is done without consultation with those who experience social
disadvantage and those who formulate and implement social policies. The qualitative evaluation of the ficha
CAS presented here is part of a broader study on poverty and social policy in Chile carried out by Clert (2000b)
using an actor-oriented methodology. The research was carried within a social exclusion framework which
recognizes the multidimensionality of poverty (e.g., the connection between distributional and relational
dimensions), the role of institutional factors in the generation of social disadvantage, and its time and spatial
aspects. More specifically, the research explored the priorities, experience and perceptions of three sets of actors
concerned with poverty reduction; a) the residents of Huechuraba, a socially disadvantaged district of Santiago
through a micro study; b) local and central government staff concerned with poverty reduction at different levels
of the state apparatus, through interviews and focus groups, and c) the government leadership, through a study
of official policy documents and discourse. This methodology allowed to confront central government priorities
with the reality of poverty and social exclusion, as experienced and perceived by both Huechuraba's residents
and the social practitioners implementing the policies. The fieldwork was carried out between December 1997
and June 1998.

The micro-study of the residents of Huechuraba

The study of the residents of Huechuraba took place between December 1997 and May 1998. The
research included an area survey, a small household survey, and qualitative interviews.

Area survey. The micro-study started with a comuna survey. Like traditional 'community surveys', it
aimed at identifying the characteristics of the area. Given the complex and multidimensional questions raised
by a social exclusion perspective, this entailed going beyond the usual area profile used in poverty assessments.
It also required a review of secondary resources and an extensive use of key informant interviews: 25 key
informant interviews were conducted in December 1997 (13 municipal agents including managers of programs,
departments and one administrator; five agents involved in service provision; five social leaders of community-
based organizations; two NGO representatives; and one resident who had lived in a poor sector of the comuna
for the last thirty years).

The household survey. The survey was based on a stratified random sample of 88 households living in
Huechuraba. Given the spatial heterogeneity of the comuna, the stratified sample was used to ensure the
adequate representation of all neighborhood units and campamentos (informal settlements). However, given the
focus of the study on social disadvantage, the most well-off area of the comuna was excluded from the survey.
Regarding respondents, the female head of household or the female partner of the male identified as the head of
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household was chosen for the interviews. If the head of household was a male living by himself or with
children, then he was the respondent. Despite the preference for female respondents for practical and
methodological reasons, the research also saw the importance of including male respondents in order to elicit
differences in the experience of social disadvantage between men and women. In the end, there were 18 men
out of a total of 88 respondents. In terms of content, the questionnaire aimed at getting information on labor
market participation and access to social entitlements (social programs, benefits, social services), as well as
organizational and relational issues relevant for the social exclusion perspective adopted (e.g., participation in
organizations, level of information on social entitlements, reliance on social networks for the provision of care).
The questionnaire was divided between questions on the respondent herself, and questions regarding other
household members, which aimed at capturing intra-household differences. After completion of the survey, the
data was entered and analyzed using the Statistical Package for the Social Sciences (SPSS). Basic frequencies
and cross-tabulations helped in selecting interviewees for the sub-sample qualitative interviews.

Qualitative interviews. The household survey was followed by a sub-sample of 24 semi-structured
interviews. A 25 percent non-random sub-sample of the original questionnaires was selected, ensuring that the
sub-sample was as representative as possible of the overall profile found in the household survey. In order to
better capture intra-household differences and a wide range of experiences of exclusion, the household head was
not always chosen as the interviewee. In order to elicit gender-based differences, a little more than a third of the
interviews were conducted with men, and on three occasions the choice was made to interview separately both
the male and the female partners within the same household. The semi-structured interviews aimed at exploring
subtle visible mechanisms of exclusion such as perceptions of exclusion and/or discrimination on the basis of
specific elements of identity (e.g., age, gender, place of residence) and causal relationships suggested by the
preliminary results from the quantitative data analysis of the larger household survey. The interviews focused
on capturing the personal experience and the perceptions of exclusion/inclusion of the interviewees in areas
identified in the survey questionnaire, including, for instance, the job interview process when searching for
employment and the perceptions of the quality and accessibility of various social entitlements. Each interview
ended with a participatory exercise in the form of a Venn Diagram, which was used to highlight perceptions of
social and institutional relationships. Derived from Participatory Rural Appraisal (P.R.A.) methods and based on
the drawing of circles, this exercise asks whether there exist different actors or institutions that are relevant to
participants in terms of their capacity to help and/or care for them in times of trouble. It also allows inquiring
into the perceived caring and helping capacity of these actors and institutions.

Focus groups and interviews with public agents

The key criterion for the selection of public agents was to obtain the insights of agents located at different
stages of the policy process, from the level of local implementation and practice to the level of central policy
formulation and agenda setting. On this basis, the choice was made to select professionals within the
municipality of Huechuraba as well as central government officials. The research used different qualitative
techniques for the two types of agents. The interviews were conducted in June 1998.

Local government staff. The Huechuraba municipality was similar to other local government structures
in that the unit for 'community Development' DIDECO (Direcci6n para el Desarrollo Communitario) was
responsible for social development and poverty reduction. Therefore, most of the agents interviewed were
located there. Since the micro-study had already provided an opportunity to interview middle managers and
social planners, only three local officials were selected and the focus was placed on agents located at lower
hierarchical echelons of the municipality, i.e., social workers and welfare assistants (tecnico-sociales) for the
welfare (Atenci6n Social) and housing sub-units. This choice was made mainly for two reasons: a) the positions
of the agents placed them in direct contact with disadvantaged residents; and b) the agents occupy a key place in
the minds of disadvantaged residents, as identified by the micro-study. In terms of techniques, focus groups
(four in total) were used for social workers, welfare assistants and CAS surveyors since they were sufficiently
numerous and homogeneous in their educational level and the tasks they performed. Additionally, four semi-
structured interviews were used for local managers located at a higher hierarchical level.
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Central government staff. There were two key criteria for the selection of these agents. First, senior civil
servants had to be closely involved in the process of policy fornulation and agenda-setting, and also directly
involved with the government's anti-poverty strategy. Second, the position of the civil servants needed to allow
them to discuss different aspects of the government's anti-poverty strategy, from overall orientations and
priorities to social policy methods and planning. Nine policy advisors and planners located at the Ministries of
Finance, Planning, Labor (Institute of Vocational training SENCE), Women and the Secretariat of the
Presidency were selected. Semi-structured interviews were used.

I1I.1. The View from the Households

4.16 Clert's micro-study showed that exclusion from safety nets and other social entitlements strongly
relates to lack of access to information. Three key findings emerged from the household quantitative
survey as to the degree of information on social entitlements among household heads or spouses living
in the comuna of Huechuraba. First, on average, the proportion of respondents who declared not
having heard at all of the social entitlement under review was relatively high, at 51 percent of the
sample. Second, this proportion varied depending on the kind of social entitlements. It reached 74
percent for benefits such as municipal programs in health and education which provide safety nets
(e.g., free provision of medicine or material help for the buying of the school uniform). It was also high
for the main national program against poverty among women-headed households, since 70 percent of
the female respondents had not heard of the program at all. The awareness rates were better for social
funds (which tend to be promoted through radio and TV), and vocational training classes which have
been for long a priority of both central and local governments. However, even when the respondents
had heard of the social entitlements, a large share did not know how to apply to these benefits. For
instance, among the respondents who knew about the existence of vocational training courses, half did
not know how to apply for these courses. Given the fact that the survey was carried in a poor
neighborhood whose inhabitants are primary targets for the government's programs, this lack of
information is probably detrimental to the success of the programs.

4.17 One way to analyze the causes of the poor transmission of information to the programs' potential
beneficiaries is to look at the ways 'informed' respondents gained their knowledge. Taking the
example of the government's income transfers (subsidios monetarios), Figure 1 points to four ways in
which information was obtained by households on these programs. The most frequent sources of
information were close contacts such as friends, family and neighbors (43 percent of the total number
of informed respondents). More official actors such as municipal social workers or health centers rank
second, contributing to 37 percent of the informed respondents. Among these more official sources of
information, the impact of direct visits to the home of respondent by a social workers was large. Social
organizations such as neighborhood associations were at the source of information on government
programs in only 6 percent of the cases. Finally, more distant modes of information such as posters or
radio announcements accounted for only 5 percent of the informed respondents.

4.18 These findings suggests that three main causes may be at the source of the lack of information
about social entitlements among the poor. First, the isolation of some among the poor from social
networks (e.g., family and neighbors) may reduce access to information. Second, the lack or
irregularity of visits to the municipal centers of information by the poor may also reduce their exposure
to information. Third, the fact that only a minority of households benefit from spontaneous home
visits by social worker also reduces the likelihood of being informed (many of these visits are
organized during barridos which are general 'sweeps' of an area). Although statistics such as those
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provided in Figure 2 cannot claim conclusive causal links, they do raised concerns about the mobility
of public actors such as social workers who need to be in close contact with those among the poor who
experience social isolation and disadvantage the most. Focus group discussions with practitioners from
Huechuraba confirmed the concern regarding the lack of mobility and outreach among social workers.
The social workers and tecnico-sociales called themselves for more mobile initiatives (such as the
barridos) in order to better identify existing needs rather than solely responding to demands from
applicants coming to the municipality. As a social worker summed it up: "We need more people on the
ground, accompanying processes. Before the integration of people into social programs, you need to
make an assessment of who might need these programs. This is the opposite of what we 're doing now
in most cases, which is to waitfor the demand to come and help people benefitfrom the program."

Figure 1: Sources of Information on Income Transfers Among Poor Households
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Source: Households Survey in Clert (2000a, 2000b). Share of respondents
Note: The state income transfers consist of SUF, SUM, SRN, SAP, and PASIS

4.19 Another important finding of the study was that the rejection of the respondents' applications for
different social entitlements was directly linked to them obtaining an inadequate number of points on
the means-testing instrumentficha CAS. This was reported by a majority of unsuccessful respondents
who had applied for one or more of the following social entitlements: the gratuity card (also named
tarjeta de indigencia) which allows free access to public health facilities, the income transfers, the
low-cost housing (mainly vivienda basica) and the access to public childcare centers (mainly through
the JUNJI)7. The emphasis of the ficha CAS on material possessions may overlook the risks which

7 From a gender perspective, exclusion from public childcare centers constitutes a contradiction between the priority
assigned to female labor-market insertion and the use of exclusionary rules of selection by the Public Institution for
Childcare in Chile (JUJNJI). At the national level, SERNAM has managed to remove the exclusionary rule for women
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households can be faced with and which can make them vulnerable. The examples of Maria and
Margarita can make this clear.

* Maria, who was 52 at the time of her interview with the CAS surveyor, was without any source of
income other than the help of her children. A sudden illness in her spine prevented her from
working. Separated from her husband, she was unable to obtain a pension from him. She was
responsible for her eldest daughter who suffered from a psychiatric illness and for her daughter's
child. She applied for a small pension, but the points she scored on the ficha CAS at the screening
test were found to be too high, as she recalls: "They came to see me, she asked me if I had a
washing machine -yes I do I said to her, 'do you have a centrifuge machine' - yes I do,
'refrigerator', -yes I do, 'Right Madam', she said, you don't have any right to a pension' "

* Margarita recalled that her daughter was hospitalized and that she needed the indigence card since
she could not afford the cost of the medical attention. Her daughter's illness had coincided with
Margarita's loss of her job, and she had been unemployed for two months at the time of the visit of
the CAS surveyor. She explains: "When she came here, she found me better than I am now.... In
those years and because I had been working, I had my floor impeccable. Inclusively I wasn't
polishing the floor with wax but with brown shoe product. So it looked really shiny.... She was
looking everywhere and so she told me, just like that: how could I buy floor wax if I didn't have
money to cook and to meet my expenses. I told her it was illogical, since it was two months that I
was out of work, but when I was working, I had bought the wax. And my little plants, my little
things... With time, I had been buying them and so now that I was in need, without a job, I wasn't
going to take out a piece of the table, or a bit of the armchair. This, she didn 't understand.... I told
her: 'You mix up poverty with cleanliness. I'm poor I said, maybe I don't have a lot to put into the
casserole. Yet I have a rag, I said, and I still have something to clean. "

4.20 These examples show that both applicants were unable to generate any income, so that they were
becoming highly vulnerable, one through her illness and the other through the loss of her job. While
their life events justified external support to prevent them from falling further into poverty, the rules of
targeting excluded them from such support because a presumption of well-being was based on their
possession of a number of assets. Margarita's reasoning suggests a logic for the granting of
government support which contrasts with the more rigid criteria of theficha CAS instrument.

l1l.2. The View From Social Workers and Welfare Assistants

4.21 Drawing on interviews and focus-group discussions with local staff, Clert (2000a, 2000b) also
analyzed the experiences and perceptions of municipal professionals in direct contact with
disadvantaged citizens. The social workers and welfare assistants (ticnico-sociales8) who use the
means-testing instrument provided by theficha CAS in their daily work mention their frustration with
the rigidity of the eligibility criteria associated with theficha CAS. Following on site visits and in-
depth interviews with residents, they would at times conclude that assistance was needed without being
able to offer it because of the results of the CAS point system. As one social worker put it: "social
reality is much more dynamic, changing and complex than the criteria." Or as a teicnico-social
reflected: "Criteria are designed for extreme situations, but in practice most situations are not as

heads of households, but the new rules have not yet filtered to the local level. Furthermore, it seems that the rule still
applies to women who were not household heads.
8 The 'social technicians' are welfare assistants who, unlike social workers, do not have a university degree.
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extreme... The CAS surveyor might tell us the lady earns I 00, 000 pesos. Right, but she must pay for
rent, water, electricity andfood This will never be enough for four people! "

4.22 Local level staff stressed in focus groups the need for less focus on material possessions such as
a color TV, the type of roof materials and the like. Questions relating to possessions were seen as
outdated, given 'the overall development of the country' and ~people's easy access to goods such as a
refrigerator... through credit facilities'. Another argument was that possessions deflected attention
from the central issue of the applicant's means of livelihood. A 'more relevant way to assess poverty',
would be 'to ask if and how people manage to make ends meet'. Tecnico-sociales also mentioned that
low-income sectors often improve the quality of their house and equipment by low-cost, self-help
means. Therefore, such improvements do not necessarily reflect an increase in income or security.
Rather, they reflect people's desire to 'have a better life' and to gain greater dignity. Tecnico-sociales
also noted that rigid criteria could end up making people more vulnerable to destitution and long-term
insecurity. By denying state financial support, the emphasis on enumerating possessions in targeting
indirectly left people with no other option than to sell their assets 'in order to survive'. Finally, local
staff made a number of suggestions for improving the targeting system of theficha CAS:

* Indicators of vulnerability: Professionals suggested to pay greater attention to vulnerability
indicators so as not to exclude people who are in need of assistance even though they may appear
to be non-poor on a assets basis. As one professional put it: 'surveyors ask how much do you make
a month? They don 't ask what kind ofjob people do, what kind of contract they have, if they have
one'. The recommendation from social workers would be to pay more attention to labor market
exclusion.

* Private transfers: Local staff pointed to the dangers associated with the way the CAS form takes
into account private transfers (e.g., from relatives and friends) registered under the category 'ayuda
de terceros'. CAS surveyors must translated private transfers, whether in kind or in cash, into an
average monthly income. Imposed by MIDEPLAN rules and long before by the former military
regime, this obligation originates in the assumption that benefit claimants tend to lie about their
actual sources of livelihood. While local staff recognized that this could be true for a certain
proportion of claimants, they also warned against hasty generalizations. They suggested that such
rules ended up distorting the reality and reliability of people's survival strategies and needs. As
one worker put it:

"Why can't they believe that some people don't have any money to live? You often find an older
woman who tells you "senorita, ... I don 't do any pololitos9 , I've got nothing"i So, the surveyor
asks "but what do you live on then sehora"? So she says "my son brings me a kilo of rice..., my
neighbor offers me a kilo of sugar and pieces of bread". The surveyor transforms all this into
money and her points increase. But then, the senora explains "because I'm on my own, if the
neighbor gives me three pieces of bread, I eat half of it at lunch time because sometimes I get
nothing else to eat. Then I eat the other half, I still keep some for the day after and sometimes I
eat bread that is two days old". It's real, people have told me this and I've been able to observe
it so often in my site visits.... But sometimes the surveyor only heard "look, the neighbor offers
me two pieces of bread a day"!"

9 Pololito is a colloquial name for casual work or temporary job.



Poverty and Income Distribution in a High Growth Economy 114

4.23 Such experiences lead some tecnico-sociales to push for reflecting as faithfully as possible the
applicants' ow-n words in this area and for avoiding mechanical assumptions for the valuation of
private transfers.

* Intra-household allocations: A third area of reform suggested by professionals was the need for
CAS means-testing methods to recognize intra-household allocations. This is particularly
important from a gender perspective, and it can be illustrated with a reference to pregnant
teenagers. Classified as dependants, they end up being excluded from maternity benefits. Unable
to afford a place of their own, these future single mothers are assumed to benefit from their
parents' support but as a tecnico-social put it:

"We're talking about a pregnant kid who needs a bit of support here...! Fair enough, her
parents might help her a bit, somehow, sometimes. But sometimes parents also reject them, tell
them off... So the girls come to the municipality for help but there 's no support there either... "

4.24 The assumption of the parents' support is all the more worrying in the Chilean context as many
studies have pointed to the strong stigmatization attached to teenage pregnancy (Latorre et al, 1996).

* Training of surveyors: Fourth and lastly, the professionals raised the need for better training of the
surveyors themselves and for a better sensitization to the issues outlined above.

111.3 The Changes introduced in September 1999: Achievements and Persisting challenges

4.25 In 1999, there was an official recognition of some of the limitations of the targeting system of
CAS, with particular emphasis on the outdated character of variables such as the presence of a
television and the like. The MIDEPLAN (1999) report on the modernization of the CAS system clearly
stated that "in the last 13 years, the current (CAS) Model had lost most of its ability to identify eligible
population among the poor across the socio-economic spectrum". Based on mathematic simulation
models, the Government introduced three key changes to the CAS system. First, the revised CAS
system dropped the questions of electricity access (under the housing factor) and of TV access (under
material assets or patrimonio), which are no longer considered to reflect poverty since an increasing
number of households have access to those goods. Second, different systems for rural and urban areas
were eliminated and merged into a single, national assessment. Third, it introduced a revised system
of weights and scaling of the various factors. In the new model and as illustrated in Table 2 below,
the weights for housing increased despite the elimination of electricity access. In the newly created
factor Income-Assets (Ingreso familiar/Patrimonio), the weight Income sub-factor lowers while the
overall equipment/material assets increases. The weights for the factors education (years of schooling)
and occupation of the head of dwelling unit remain overall the same.

4.26 The elimination of TV access and electricity access certainly are achievements towards a better
targeting performance. Trials of the new system indicate that the revised system it is more effective in
identifying the poor, and the non-poor, and therefore preventing errors of inclusion of the non-poor in
social programs. For instance, MIDEPLAN (1999: 36) reported that in the revised system, 53.1 % of
families would see their level of points lowered i.e. become classified as "poorer" while 46.9% would
see theirs increase. In terms of implications for access to benefits, the proportion of families with a
total number of points lower than 550, that is those families entitled to the benefits described in section
I above, increases from 22% (908,223) in the old model to 26.6% ( 1,096,973) in the revised model.
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4.27 Nevertheless, concerns can also be raised. While errors of inclusion may be diminished, errors
of exclusion of poor and vulnerable households could still occur. On the revised quantitative model in
particular, it is noteworthy that key indicators of need and vulnerability are still not incorporated into
the CAS system, such as issues of intra-household allocations;10 precariousness of the type of
occupation;' 1 degree of indebtedness; and illness. Private transfers, whether in cash or in kind, even if
minimal, are still registered under the category 'ayuda de terceros' and translated into an average
monthly income. Finally, findings from the Huechuraba study and interviewees with practitioners
suggested that possible errors of exclusion should be measured not only quantitatively but also
qualitatively. However, the methods used have been exclusively quantitative mathematic simulation
models.

Table 2. Relative Weights of Each Variable in the revised CAS SYSTEM

Or inal Model Revised Model
Factor Variables Urban Rural National

Wall 3.92% 4.01% 3.64%
Floor 1.96% 2.00% 3.64%
Roof 3.92% 4.01% 3.12%

Housing Crowding 2.44% 2.50% 5.72%
Water 3.67% 3.76% 3.46%
Sanitation 4.89% 5.01% 2.96%
Tub-shower 1.22% 1.25% 3.46%
Electricity 2.44% 2.50% -

Total, housing
24.46 25.04 26.00

Education Education, HH head 8.96% 20.33% 25.00%
Ocupation Highest Job Status of Couple 22.12% 24.94% 22.00%

Income Per capita family income 24.58% 25.04% 11.61%
House and Lot (owned) 15.87% 3.70% 3.51%

Assets TV 1.35% 0.31% -

Refrigerator 1.31% 0.30% 5.94%
Water Heater 1.31% 0.30% 5.94%

Total 100.00 100.00 100.00
Source: MIDEPLAN (1999:39)

111.4. The impact of additional eligibility criteria: Housing and child care

4.28 Despite significant achievements, some additional rules used for determining eligibility to social
services also have exclusionary effects. In the eligibility rules used by the Ministry of Housing
SERVIU for its own programs, the infornation provided by theficha CAS is only one element among
others. Specifically, applicants with an adequate number of CAS points cannot be eligible if they do
not meet required level of savings (Table 1). Affordability, therefore, is a key obstacle. As one worker

10 The occupation factor remains the occupation of the head of the dwelling unit.
" MIDEPLAN had initially proposed another alternative model for the calculation of CAS, incorporating new variables
such as access to health insurance and pensions -as part of the job contract -under the occupation factor. However,
incorporating new variables would have required to apply the CAS survey again and these administrative and financial
costs were considered too high at the time (MIDEPLAN, 1999).
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put it for the program of basic housing (vivienda basica): 'This programme is frustrating... It's
supposed to be targeted at the poorestyet people with no saving capacity can 't have access to it. '

4.29 The difficulties encountered by households for benefiting from public housing programs can also
be illustrated with the examples of the so-called allegados. These are self-help organizations in which
people collectively advocate for public housing and pool their savings towards this end12 . Group-
based housing applications have been encouraged by the post-1990 Chilean democratic governments.
But allegados are more likely to succeed in getting low-cost houses for their members if they all have
the same savings capacity, and apart from being unable to be successful in their own application for the
government's housing programs, many tenants can't even save enough to be part of allegados
committees. In a household interview, the secretary of one allegados committee suggested that some
directivas (rules from the association's board) put pressure to keep out those with precarious or
insufficient saving capacities. The selection process of membership deserves to be quoted in detail:

The secretary: There is a minimum to get into the scheme. We were around 50, but this was
still useless. Either people didn't have the money or they couldn't be reached .... So we
started to eliminate people.
The interviewer: How didyou select your people then?
The secretary: We started to askfor money, they had to give us a certain amount of money by a
certain deadline. We went to every address we had, explained what we were doing .... In the
end, we only kept 15 out of the 50. They were those who really had the money and all their
papers in order.
The interviewer: How much did they need to be selected?
The secretary: We put a minimum of $300, 000 (i.e., more than four times the minimum wage.)

4.30 The inability to save is particularly widespread among the low-income elderly because they are
no longer able to generate new income. This makes it difficult for them to receive help for the
improvement of the quality of their homes, which in turn makes them more vulnerable to health risks
(e.g. exposure to the cold and deficient sanitary services) and social risks (exposure to theft and
aggression). To some extent, the rules used for access to housing programs also exclude women.
Although women heads of households are usually given an additional 10 points in their application for
social housing, the women who were previously married and whose ex-husbands own a house are not
entitled to apply for social housing because the government benefit is only given once and to the
family rather than to the individual.

4.31 Another example of exclusionary rules can be observed with regards to childcare. Apart from
having the adequate number of points in the CAS index, the mother of the child must show proof of
employment and associated working hours. This criteria tends to exclude three categories of women:
teenage mothers who wished they could complete their schooling instead of entering the labor market;
women involved in precarious employment with irregular working hours such as cleaners or domestic
workers; and most of all, female job-seekers whose mobility ends up being considerably restricted. 13

12 The term refers to a housing status in which the allegado is allowed by the person who officially owns or rents the house
to live under the same roof without paying a rent, although they sometimes share bills and other costs.

1 Women involved in illegal activities -mainly prostitution- are also systematically excluded and therefore miss any
chances of reinsertion opportunities through the possibility for instance, to attend training courses.
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Conclusion and Policy Implications

4.32 The quantitative evaluation of the targeting performnance of the government programs whose
eligibility rules are based on the scoring system of the ficha CAS suggests that the scoring system is
effective in identifying the poor and in helping to maximize the redistributive impact of state-funded
pension assistance, family allowances, water subsidies, housing subsidies, and childcare programs.
While some programs are better targeted than others, all programs are rather successful at channeling
resources to the poor and very poor. This does not mean, however, that theficha CAS system does not
have some weaknesses. Several of these weaknesses have been revealed by the qualitative evaluation.
In this conclusion, we would like to highlight a few recommendations for improving Chile's targeting
system.

4.33 In order to improve the impact of the government's income transfers and social programs, it may
be necessary for government agents to get closer to the poor. Two suggestions can be provided. First,
it may be useful to implement a more effective communication strategy since it appears that the poor
still lack access to the relevant information about the various programs. Many poor households do not
know about the existence of the programs, and among the households who are aware of the programs,
many do not know how to apply for benefits. Second, it may be useful to encourage more contacts
between the poor and social workers. Beyond the reception of applications at the municipal welfare
office, initiatives such as the "sweeping" of areas could be encouraged, so a to reach those among the
poor who have weak connections to municipal institutions. Better contacts between social workers and
the poor may also help if social workers are given some latitude to depart from the strict scoring
system of theficha CAS in order to respond to situations of vulnerability which are not well measured
by the simple possession of assets.

4.34 Related to this last point about vulnerability, more emphasis could be placed in the ficha CAS
system on the prevention as opposed to the alleviation of poverty. Targeting rules for centrally
financed income transfers and other social programs could be revised so as to prevent the fall of
vulnerable people into a vicious circle of loss. This is especially important in a context of high
unemployment rates which tends to provoke brutal changes in the lives of the poor. The means-testing
approach of the ficha CAS may lead to the exclusion of households in need of assistance when the
CAS criteria fail to adequately measure the dynamic and complex reality of deprivation. The emphasis
on material possessions could be reduced in the CAS in order to make place for indicators such as the
loss of a job or a sudden illness.

4.35 Another finding from the qualitative research refers to the need to adapt eligibility rules in order
to better take into account intra-household allocation patterns. Paying attention to individual needs in
the household also cuts across the variable of age. This was illustrated by the difficulty for pregnant
teenagers to gain access to maternal benefits when they live in larger households. The potential for
gender discrimination also exists in the access rules to means-tested housing and child care. Another
group which may not be covered well enough is the low income elderly, especially when informal
private transfers are taken into account by CAS surveyors in order to determine eligibility for pension
assistance.
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4.36 Finally, from a methodological point of view, this paper has illustrated the benefits of going
beyond quantitative assessments for the evaluation of targeting instruments. On the basis of
quantitative simulation models,'4 the Chilean government recently introduced some modifications to
the ficha CAS, including a lesser emphasis on possessions. But the system still has limits which tend to
be overlooked by government officials. One more recommendation emerging from this paper would
be to collect in a systematic and periodic way the views and opinions not only of the local staff who
actually implement means-testing on the basis of the CAS form, but also of poor and/or vulnerable
households themselves.

14 MIDEPLAN (1999).
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Appendix One: Description of some of the main programs targeted according to theficha CAS

BENEFIT Nature Who can apply? Eligibility criteria
(amounts in Chilean pesos relate to the
year 1998 and are monthly amounts)

FOR ALL BENEFITS AND PROGRAMS BELOW - The common eligibility criteria is to show
evidence of lack financial resources, according
to the evaluation made through the means-
testing survey with theficha CAS
- be a resident of the comuna (borough)
responsible for the selection of beneficiaries

PASIS
Pensi6n Asistencial
Pensions for the elderly
and for the disabled

- Pensi6n de Ancianidad - minimal amount: $23,415 Low-income elderly people -be older than 65 years at the time of the
(pension for the elderly) - automatically entitles the elderly with a over 65 years of age survey with the ficha CAS

card allowing free access to public - lack of access to any other social insurance
health services (tarjeta de gratuidad including pensions
m&dica) -total income inferior to 50% of the minimal
- the pension can no longer be provided pension amount (aprox. 23,415)
if the beneficiary situation stops meeting
the criteria. This is usually evaluated
following the visit by aficha CAS
surveyor.

~~~~~~~~~........... .. - -... ..... ........... ........ ... .. .. ....... ..... ............................I .1. - .1.- ...... ........ ........... ....... ... .... ... .. .... I......" ....... ......... ... .. ............ ..... .......... .........I..... ............................. . ........... ............. ......................................

- Pensi6n de Invalidez - the benefit has a duration of 3 years Physically disabled people -the total income of the applicant and of his
(Invalidity) and can be renovated, provided that the (personas invclidas), older than family group (comprising all other members of

requisites are still met (mainly number 18 years of age the dwelling unit) cannot be superior to the
of points with theficha CAS) - No access to other pensions or minimal pension
- - automatically entitles the elderly with other forms of social protection
a card allowing free access to public mechanisms (sin previsi6n
health services social

- Pensi6n de Invalidez para Same as above Same as above, except the Same as above
Deficientes Mentales following characteristics:

- mentally disabled people
- no age requirement

SUF Subsidio Unico
F am iliar ... .... ......... .. .. .... ... ..... ......
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(fam,ily.allowances)
-al Menor (child benefit) - child benefit All dependent children, under -for children under 6, health control must be

- amount: S2500 15 years of age or studying up to date
- duration: 3 years- can be renewed children under 18 - for children older than 6, must be enrolled in

primary education (Educaci6n BAsica)
- the child cannot perceive an income equal or
suiperior to the amount of the benefit

a la Macire Mothers of the children - the father of the child cannot receive family

maternal benefit selected for the subsidio al allowances from other sources (e.g. through his
menor employer

- Maternal - ~~~maternal benefit Pregnant women. To be -the father of the child cannot receive family

-amount: 2800 received ten timnes . allowed from their fifth month allowances from other sources (e.g. through his

- - -- - - - o~~~~~~~~~~~~~~~~~f pennyemployr -- --

ReciMn Nacido -child monthly benefit of 2860 pesos - mothers who benefit from the
lasts for three years from the birth of the subsidio maternal and who do
child not have access to other forms

of social protection (sin
prevision social)

Subsidio de agua potable - state contribution to the Low income families facing - be up to date with the payment of water and

consumption/use of drinkable water and difficulties to pay for water sewerage services
water sewerage (alcantarillado) services
- This contribution finances half of the
consumption of water up to a maximum
of IS m 3 _ _ _ _ _ _ _ _ _ _ _ _ _

Housing programs 1
5

Vivienda Subsidy of 132 UF for the construction -families facing emergency situation in - All those who are registered and who meet the
Progresiva I Etapa of housing. terms of their housing or simply lacking criteria will enter the selection process according to

The program vivienda progresiva has adequate housinig of housing - \- the strict order of 'points' obtained in the specific

two stages. Stage I (etapa 1) comprises, particularly (but not necessarily) applies to survey conducted withficha CAS
as a minimum, of an urbanized site and a famities living under free-rent - The applicanit must have saved the equivalent of 3

sanitary unit (bath/kitchen) total value: arrangements (allegados) UF.
1 4OUF). The applicant's contribution - elderly people who are not owners of or -group-based applications are encouraged

will be 8 UF, of which 3 UF are assigned with a vivienda, and who did not
necessary as a requisite for the previously receive a housing subsidy

application -

V'ivienda - 2d stage of the program above -specific and complex criteria - see MIDELAN
Progres.iva il Etapa ipoement of the housing unit (1998:21)

Vivienda Bdisica (basic - construction of solid housing unit (can Low-income households willing to have -All those who are registered and who meet the

housing) indude i) one-floor house, ii) two-floor access to housing in a definite manner (en criteria will enter the selection process according to

15 Other centrally financed housing programs include the rural housing subsidy (Suibsidio Habitacional Rural).
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houses; and iii) apartment in a three- Jbrma definitiva) the strict order of 'points' obtained in the specific.
floor building block, survey conducted withficha CAS

- the applicant must have saved the equivalent of at
-Total value is 240 UF and the least 5 UF in order to be able to enter the process of
financement is arranged as follows: selection. By the time the housing is available for
- applicant's savings (10 UF- see delivery, the applicant must show evidence of the
eligibility criteria) same amount of savings.
- 140 UF state subsidy (in monthly
dividends throughout 12 years)
- and the remaining through the
applicant's own contribution (monthly
dividends)

Childcare programs

Programs JUNJIL Integral care of the child in childcare -for children between 84 days and a years - in addition toficha CAS, there is a 'social report'
INTEGRA centers (includes health, food provision, and I1] months ( children under five) evidencing lack of resources.

social welfare -atenci6n social- and - mother must be working , with certificate certifying
dental-medical attention) the mother's working situation, her income, working

--------......... ..... .......... ...... .. ...... ....... .... ... .. ... ...........I.hours ..... and .... typ..e.. .. o.f....a.. .h ur a dtypyo.ati i
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Appendix Two. CAS form at the time of the qualitative fieldwork (December 1997)- ENCUESTA CAS

SISTEMA DE INFORMACiON SOCIAL
SECCION 0: DATOS GENERALES

___________________ _ 1 3 _________________ 3 0 4 Folio No
Rezi6n Metronolitana Comuna Huecharaba 4

_ 2 I I 5 1 Urbana Fecha de

Provincia _Unidad Vecinal 2 Rural Encuesta dia/mes/ano

Nombre del Campamento, Poblaci6n o Villa Codigo Manzana Cod. Calle Nombre de la Calle o Camino Numero Bl ock/C asa fDcpto/S itio
Sector CMd Calle Noobre de la Calle, Caroino o Carretoro Nuorero Aceratona

Encuesta:

Revisor:

Supervisor:

SECCION 1: PROTECCION AMBIENTAL

MATERIALES USADOS EN MUROS MATERIAL UTILIZADO EN EL PISO MATERIAL UTILIZADO EN EL
EXTERIOES DE LA VIVIENDA DE LA VIVIENDA TECHO DE LA VIVIENDA

I. ILadrillo, concreto o bloque 1. Radier revisto (radier cubierto con parque, tabla, linoleo, 1. Teja, tejuela, losa, piedra
2. Albafleria de Piedra flexit, baldosa, alfombra, etc) 2. Zinc o pizarreflo con cielo interior
3. Tahique forrado 2. Radier no revisto (radier a la vista) 3. Mixto aceptable (combinaci6n de materiales, pero alguno
4. Adobe 3. Mixto aceptable (combinaci6n de materiales, pero alguno de tipo 1 o 2)
5. Mixto aceptable (combinaci6n de material pero alguno de tipo I a 4) 4. Zinc o pizafrefio, sin cielo interior

de tipo I a 4) 4. Madera colocada sobre solera o vigas 5. Fonolita
6. Barro, quinona, pirca 5. Madera, plaistico o posteriores colocados directamente 6. Paja, coiron, totora. cafla
7. Tabique en forro interior sobre la tierra 7. Desecho (car.6n, latas, sacos)
8. Desecho (carton, latas, sacos, etc) 6. Piso de tierra 8. Mixto deficiente (combinaci6n de materiales, pero
9. Mixto deficiente (combinaci6n de materiales pero 7. Mixto deficiente (combinacion de materiales, pero ninguno de tipo I o 2)

ninguno de tipo I a 4) ninguno de tipo I o 2)

SECCION 2: HACINAMIENTO
22 PIEZAS OCUPADAS DE LA VIVIENDA

Dormitorios

Estar (living)

Comedor

Estar - Comedor _

Cocina (s6lo si es utilizada
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Como estar o comedor

Total de Piezas

SECCION 3: SANEAMIENTO Y CONFORT

TIPO DE ABASTECIMIENTO SISTEMA DE ELIMINACION DISPONIBILIDAD DE 'IINA 0 DUCIIA SVJMTNISTRO ELECTRICO DE LA

DE AGUAS DE LA DE EXCRETAS DE LA De uso exclusivo (no comparte con otras viviendas)

VIVIENDA VIVIENDA I. Tina o ducha, con agua caliente La vivienda dispone de electricidad
2. Tina o ducha, sin agua caliente I. Con medidor particular

2. Con medidor compartido (con otras
El agua proviene de red pOblica de agua potable De uso exclusivo (No comparte De uso compartido (con otras viviendas
I . Con Ilave dentro de Ia vivienda ~3 . Sini medidor
2. Con llave dentro del sitio fuera de la con otras viviendas) viviendas) 4. La vivienda no dispone de electricida,

vivienda
3. De llave de pil6n o grifo ubicado ftiera del I W.C. conectado a alcantarillado 3. Tina o ducha, con agua caliente

sitio 2. W.C. concctado a fosa scptica 4. Tina o ducha, sin agua caliente
3. Letrina sanitaria 5. No tiene

El agua no proviene de red publica de agua 4. Pozo negro
potable
4. Con Ilave dentro de ia vivienda De uso compartido (con otras
5. Con Ilave dentro dcl sitio, pero fuera de la viviendas)

viinaviviendas

6. Por acarreo 5. W.C. conectado a alcanterrilla

6. W.C. conectado a losa septica
7. Letrina sanitaria
8. Pozo negro
9. No tiene (eliminaci6n a campo libre)

DECLARACION: Declaro que los datos proporcionados son
Legltimos y asumo la responsabilidad por ello.

FAM I _ __

FAM 2

FAM3

FAM4 ( )
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SEC. 5: OCUP. ING. SEC SEC

SECCION 4: IDENTIFICACION DE LOS RESIDENTES (Todos) Todos los de 14 aiios v 6 7DU
SUB D

mas

- 10

RUT- RUN o 3
~ Apellido Apellido Maserno Primer Nombre Cedula de Fecha de y t 0 

_ APaterno Apellido Matemo Primer Nombre Identidad con Nacimiento e 0 0
Patemo digito de/e/Ai 

hE = ~~~~~~~~~~~~~~~DaMsA X 1
SECCION 8: PATRIMONIO JEFE DE FAMILIA Y/O SU PAREJA~~~~~~~~~~~~~U 

verificadori a q ingres l

ocupa el sitio. funciones? _~~~~~~~ingeso -

Reg.ste (en pesos) s otc
*0~~~~~~~~~~~~~~~~~~~~~~~~ 2 

5

SECCION 8: PATRIMONIO JEFE DE FAMILIA Y/O SU PAREJA

FAMILIA No.
Para cada familia que habita c 5la

vivienda indique la situaci6n bajo la cual t La familia tiene algin televisor que

ocupa en sitio. ftnciones?
1. Sitio propio. sin deudas.
2. Sitio propio, sin deudas atrasadas- I Tiene TV en colores

Registre en esta columna ~~~~3. Sitio propio, con deudas atrasadas. 2. Tiene TV en blanco y negro
legstr n eno qesta coaura 4. Arrienda cl propietario del sitio sin 3. No tienc TV.

identificar a las familias pgsarsds
que habitan en vivienda. 5. Usan cl sitio, pero no creen que
Si en la vivienda viven pueden set desalojados en los

mas de cuatro familias prtiximos meses.
use una segunda ficha de 6. Usan el sitio, pero si creen que
encuesta. pueden ser desalojados en los
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j,La familia tiene refrigerador {j ,La familia tiene calef6n o -E
que funcione? termo para calentar el agua?

1. Si tiene refrigerador 1. Si tiene calef6n o termo

2. No tiene refrigerador {E 2. No tiene calef6n o terrno {

{2 {u~~-E
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I. Introduction

5.1 Poverty can be conceptualized as the inability to generate a sufficient and stable income, as well
as the inability to have access to quality basic services in order to meet basic needs. A key determinant
of poverty is the lack of insertion into the labor market, with access to jobs understood both
quantitatively and qualitatively. Certain low-income groups face specific disadvantages on the basis of
age, gender or ethnic origin, and these disadvantages may lead to multiple and reinforcing exclusion
mechanisms.

5.2 In Chile, labor-based inclusion policies and training programs have been targeted at social groups
seen as especially vulnerable. Using results from the 1990 CASEN household survey, the democratic
governments identified youths and women heads of households as target groups in need of training. This
lead to the creation of two training programs: one for women (Capacitacion para Mujeres Jefes de
Hogar), and one for youths (Chile J6ven). Do young workers and women need these special training
programs? If yes, do programs such as PMJH and Chile Joven, as they stand, succeed in promoting the
labor market insertion of their beneficiaries and in addressing the obstacles faced by low-income youth
and female heads of households in finding and keeping good jobs? Are there other segments of the
population which also require special attention from policy makers? Although this paper cannot address
all these questions in a comprehensive manner, it does provide an introductory discussion of the issues.

5.3 The paper has three main sections. Section II first provides evidence based on the nationally
representative 1998 CASEN survey about the level of unemployment, the quality of employment among
those employed, the extent of training, and the reasons for opting out of the labor force among various
segments of the population, including young workers, women, and the poor. It is shown that youths and
women tend to more often unemployed or out of the labor force than other groups of workers. They also
tend to receive less training, and to have a lower quality of employment when employed. These results
suggest that there is indeed a need for training programs targeted at young workers and women in Chile.

5.4 The next two sections provide a discussion of the performance of the two government programs.
After briefly describing the two programs, section III summarizes existing quantitative results from
recent evaluations (Santiago Consultores, 1998; CIDE, 1997). Although the methodologies used for the
quantitative evaluations carry the risk of bias in the findings, the results are nevertheless informative.
Section IV then presents findings from a qualitative study by Clert (2000a, 2000b) to assess to what

I The authors are with the Latin America Region of the World Bank. The paper was funded by the World Bank
under the Chile Poverty Assessment and the Regional Studies Program for Latin America. The authors benefited
from comments from the Government of Chile. The views expressed in the paper are those of the authors and need
not represent the views of the World Bank, its Executive Directors, or the countries they represent.
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extent the two programs tackle the many obstacles to labor market insertion faced by youths and women.
The section also reviews some of the challenges that remain for helping these groups to fully participate
in labor markets, and it mentions the possibility that other groups may need support as well. The paper
does not, however, take into account recent changes in the programs for youth and women heads of
households.

II. Employment, age, gender, and poverty

5.5 The first question that can be asked regarding government training programs for young workers
and women is whether the intended beneficiaries need these programs. Tentative answers to this
question can be provided by looking at simple cross-tabulations comparing the employment status and
the training received by young workers and women to the employment status and training of other
groups. This is done in this section. Alternatively, to go beyond simple cross-tabulations, one could use
regression analysis to look at the determinants of per capita income, and thereby poverty, and to assess
the role of employment. While this is not done in this paper, such regressions are provided in another
paper by Castro-Fernandez and Wodon (2000) also prepared for the poverty assessment of Chile
conducted at The World Bank. It is worth mentioning that the regressions show, among other findings,
that households whose heads are female face a higher probability of being poor, and that unemployment
and a lack of labor force participation among women also lead to a higher probability of being poor in
their household.

5.6 Here, we focus on comparative results regarding the labor market insertion of youths and women
versus other groups. In the statistical appendix to this paper, detailed cross-tabulations are provided to
give an idea of the employment and training characteristics of young workers and women, as compared to
the same characteristics for other groups of workers. All tables are based on the nationally representative
1998 CASEN survey, and they all have the same format. The tables give the share of the population in a
given age group and a given income group (defined by income quintiles nationally, within urban areas,
and within rural areas) which has a given characteristic. The following comments can be made:

* Higher unemployment among young workers: Younger workers tend to have a higher probability of
being unemployed and searching for work. Nationally, among male workers (appendix table 1), 11.7
percent of workers aged 18 to 24 years were searching for work in 1998, as compared to 8.2 percent
in the 25-34 year group, 5.9 percent in the 35-54 year group, and 5.5 percent in the 55-64 year age
group. Unemployment is also higher nationally for younger female workers (appendix table 2), at
9.2 percent in the 18-24 year age group, 6.0 percent in the 25-34 year group, 3.7 percent in the 35-54
year group, and 1.4 percent in the 55-64 year age group. While unemployment rates are higher in
urban than in rural areas, the same type of patterns emerges by age groups for both genders.

* Higher unemployment and inactivity among workers living in poorer households: Unemployment
rates are higher in the poorer segments of the population. For example, among the male and female
workers aged 18 to 24, the national unemployment rates are 27.9 percent and 16.0 percent in the first
and poorest quintile, as opposed to 3.6 percent and 3.5 percent in the fifth and richest quintile. Of
course, the observation that unemployment is higher among the poor is a bit of a tautology to the
extent that unemployment implies lower labor earnings, and thereby a higher probability of being
poor. The marginal impact on unemployment on per capita income controlling for other household
and individual characteristics is estimated in the section on regression analysis. It is also worth
noting that inactivity rates among young workers living in poor households tend to be higher since
few are enrolled in higher levels of schooling. This is true especially in urban areas.
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* Lower labor force participation among women, especially among the poor: In appendix tables I and
2, those who are not in the labor force (and not in an educational institution for the 18-24 age group)
are considered as inactive. While it is hardly surprising that inactivity rates are much higher for
women than for men, it is striking to note the very high inactivity rates among women belonging to
poor households. This suggests (and will be confirmed by regressions) that having women being out
of the labor force may be a major determinants of poverty in Chile, in both urban and rural areas.

* Among those working. few differences in the number of hours worked and the number of jobs held
by age group and by income bracket, but large differences by gender: The differences by age groups
and income brackets among male workers in terms of the number of hours worked per week and the
number of jobs held (one or more) tend to be smaller than the differences in unemployment and
inactivity, even though a larger share of the better off tend to have two or more occupations. Not
surprisingly, women are much more likely than men to be employed only part time, and it would be
less likely to have two or more occupations. Still, from the patterns across quintiles observed in the
tabulations, it is not obvious that underemployment is a major determinant of poverty in Chile.

* Somewhat lower qualitv of employment for young workers and women, especially among the poor:
Appendix tables 3 and 4 provide statistics on whether workers have a contract or not, and when they
have one, whether they have a fixed term appointment or an open-ended appointment. The table also
indicates whether workers have a permanent, fixed term, or "by the task" job, and whether their job
is during day-time or night-time (or shift). The information provided suggests a somewhat greater
exposure of young workers and women to precarious employment. But the differences are not
extremely large. For example, nationally, 13.3 percent of male workers aged 18 to 24 year have no
contract, versus only 10.0 percent among older workers. For female workers of the same age, the
comparison is 8.75 percent versus 7.69 percent. The differences are larger by income groups, with
workers living in poor households being more likely to have lower quality or less reliable jobs.

* Differences in the reasons for not working by age. gender, and income group: Appendix table 5
provides the reasons for not being in the labor force. Disabilities and diseases are cited more often
by the poor for not working, while among the lower age group, being a student is cited more by the
rich. There is no surprise there. As expected as well, the rate of discouragement is higher among the
poor than the rich. Domestic duties and child care are much more prevalent as reasons for not
working among women in poor households than in rich households. This may be due to the fact that
poorer households do not have the means to pay for outside help. It may also be due in part to the
fact that poorer households tend to have more children. Still, the sheer magnitude of domestic work
and child care as a reason for not working among poor women suggests that training programs should
pay attention to the issue (as we will see, Mujeres Jefes de Hogar and Chile Joven do pay attention.)

* Lower access to training for young workers, women, and the poor: Appendix table 6 provides
statistics on the training received by various groups. Most of the training is provided by firms or paid
for by the individual themselves, and this naturally tends to exclude poorer individuals. The poor are
slightly more likely than the non poor to participate in government programs, but this does not
compensate for their disadvantage. Importantly, the poor tend to be almost as interested in receiving
training than the non-poor, so that if opportunities were available, they would participate more. The
differences in attitudes towards training do not differ widely by age groups or gender. Finally, the
lack of knowledge about government programs appears to be a key reason for not receiving training.
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III. Program Description and Quantitative evaluation

III.1. Program description

5.7 To improve the employment prospects of young workers and women from disadvantaged social
backgrounds, the government has created two training programs: Chile Joven and PMJH (Capacitacion
para Mujeres Jefas de Hogar). Table I provides an overview of the two programs. The objective of both
programs is to facilitate the labor market insertion of their target groups through vocational training and
other forms of support. A central premise of both programs is that since program participants face
multiple difficulties in finding good employment, the programs should take these difficulties into
account.

Table 1: Chile J6ven and PMJH (Programa Jefas de Hogar): Overview of the two Programs
Chile J6ven PMJH (Programa Jefas de Hogar)

Now called "Mujeres de Escasos Recursos,
Preferentemente Jefas de Hogar"

Target Group Low-income youths Low-income women who are heads of
Between the ages of 15 and 24 households. Since 1998, women in male-

headed households can also participate.
Coverage First phase: Reached 120,000 First phase: 18,000 women reached by 1997

Second phase: Objective was 70,000 Second phase: Objective for 2000 was 50,000
Main components First phase 1991-1995 First phase: 199?-1997
in first phase - vocational training - vocational training through the National

- coordination by SENCE and competitive Institution for Vocational Training (SENCE)
selection of private training centers - childcare facilities during training period
- childcare facilities during training period - housing (e.g., additional points for housing
- access to information application of female heads of households)
- reinforcement of municipal job centers - access to dental health

- judicial aspects/legal advice

Key changes with Second phase 1996-1999 Second phase 1998-present
second phase - stronger emphasis on the labor market - stronger emphasis on labor market insertion

insertion, including stronger incentives for - institutionalization of the program within
private training centers to offer formal sectoral ministries under the coordination of
employment at the end of training course SERNAM and increased contribution of
- end of specific components such as access to municipalities
childcare for female participants

Financing First phase: IDB and Chilean Government, First phase: Chilean Government, mainly
including comunas (municipal funds) SERNAM and comunas (municipal funds)
Second Phase: End of IDB funds Second phase: Institutionalization of the

program, mainstreaming of gender issues
involved, and greater responsibilities of
sectoral ministries, Central Government and
municipal funds

Source: Own elaboration
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II.2. Quantitative evaluation of Chile Joven

5.8 This section summarizes the results of a quantitative evaluation of Chile Joven (Fase II) prepared
by Santiago Consultores (1998). The evaluation was done by comparing treatment and control groups.
The treatment group consists of a sample of young individuals who participated in the program. The
control group consists of individuals who did not participate in the program, but were neighbors of a sub-
sample of program participants. To be included in the control group, for the period corresponding to the
training program, the individuals needed to a) be unemployed, inactive or underemployed; b) not attend a
day-time schooling program; c) be between 16 and 27 years of age and d) not be enrolled in a training
program for young people. The treatment and control groups were broadly comparable in terms of
gender, age, schooling, job experience, and socioeconomic background. However, it is likely that the
treatment and control groups differed in a number of unobserved variables, so that the results obtained in
the evaluation may be biased. This will be discussed below. Note that the evaluation differentiates the
treatment group in three sub-groups, according to whether the youths who enrolled in the Chile Joven
and graduated in 1997 participated in each of the three following program modalities: CEL, AA and FJT.

* CEL (Capacitacion v Experiencia Laboral en Empresas): The modality focuses on developing semi-
qualified skills among program participants. The modality provides 250 hours of courses ("theory")
together with internship of 3 months in a firm. The participants receive a stipend for their
transportation and food costs, and a health insurance against accidents.

* AA (Aprenidizaje Alternado): The modality alternates training within the training institution and
within a firm under the guidance of a teacher. The teacher helps in defining the skills to be acquired
through the training, and the training lasts from 6 months to one year. The participant receives a
fixed-term-contract and the minimum wage. Participants must be between 15 and 24 years of age,
and they must be literate. To be eligible, participants must be unemployed, underemployed or
inactive and being listed as searching for employment in the municipal labor office of their residence.

- FJT (Formacion de Jovenes para el Trabalo): The modality is designed to prepare participants for
the creation and the management of a small independent business. The participants receive 250
hours of theory as well as practical skills. As with the CEL modality, the participants receive a
stipend for their transportation and food costs, and a health insurance against accidents.

5.9 The evaluation of Chile Joven provides information on the job status of individuals before and
after training (or before and after the period corresponding to training for the control group). The
difference in status is computed for both the treatment (column [3] in table 2) and control groups (column
[6] in table 2). If in column [7] in table 2, the differences are more (less) favorable for the treatment
group than for the control group, one may conjecture that controlling for other factors (such as changes
in the labor market which affect both groups similarly), the training provided by the modality is having a
positive (negative) impact. The outcomes variables selected for comparing the performance of the three
modalities are the employment status of the youths (with the various categories summing to 100 percent),
as well as their employment rate (number of employed youths divided by number of active youths) and
their labor force participation rate (number of active youths divided by total number of youths).

5.10 Apparently, all three programs seem to be highly successful in that the unemployment rate among
participants is much lower after training than before, while there are few differences in unemployment
rates for the control group (in both groups, the impact in terms of labor force participation is negligible).
Although these results are encouraging, their magnitude is a bit surprising, and it may be that the



Poverty and Income Distribution in a High Growth Economy 132

evaluation suffers from a bias. Specifically, if the participants in Chile Joven are among the more
dynamic individuals who are willing to make sacrifices in order to be trained and to find employment, we
would expect that they would register some progress after the training, even though this progress may not
be due to the training itself. In other words, the evaluation method used here may not adequately take
into account the selection of the individuals who participate in the program (i.e., the fact that the
participants choose to participate in the program for reasons that may not be observed by the
researchers). To take into account the sample selection problem, one would need to use so-called
randomization or instrumental variable techniques in the evaluation, but this was apparently not done.
As shown in the case of Mexico's Probecat program for example, the methods used for the evaluation of
training program can have a large impact on the evaluation results (Wodon and Minowa, 2000), and it is
unclear whether the results for Chile Joven would be robust to the use of different evaluation techniques.
As a matter of fact, most training and re-training programs in countries belonging to the Organization for
Economic Co-operation and Development have been found to have limited impacts, and when the
programs have been found to have some impact, this impact tends to vanish after a few years (Dar and
Gill, 1998). The fact that Chile Joven may have a large impact is unusual, so that the results must be
taken with caution.

Table 2: E ployment by Modality within Chile Joven (entries are percenta es)
Treatment Group Control Group Performance

Before After Difference Before After Difference Difference
__________________ (1) (2) (3 2 - 1) (4) (5) (6 = 5-4) (7 = 6-3)
CEL
Employed 31.5 55.0 23.5 42.0 40.3 -1.7 25.2
Unemployed 42.8 22.1 -20.7 27.9 27.1 -0.8 -19.9
Inactive (no student) 21.0 16.4 -4.6 21.2 20.8 -0.4 -4.2
Inactive (student) 4.7 6.5 1.8 8.9 11.8 2.9 -1.1
Total 100.0 100.0 100.0 100.0
Employment rate 42.4 71.3 28.9 60.1 59.8 -0.3 29.9
Participation rate 74.3 77.1 2.8 69.9 67.4 -2.5 5.3
AA
Employed 30.3 64.9 34.6 41.2 39.9 -1.3 35.9
Unemployed 51.5 15.6 -35.9 28.2 27.5 -0.7 -35.2
Inactive (no student) 13.3 12.2 -1.1 21.2 20.0 -1.2 0.1
Inactive (student) 5.0 7.3 2.3 9.5 12.6 -3.1 5.4
Total 100.0 100.0 100.0 100.0
Employment rate 37.0 81.0 44.0 59.0 59.0 0 43.0
Participation rate 81.8 80.5 -1.3 69.4 67.4 -2.0 0.7

Employed 31.6 56.0 24.4 42.2 36.6 -5.6 30.0
Unemployed 37.5 16.4 -21.1 26.8 29.3 2.5 -23.6
Inactive (no student) 23.0 21.8 -1.2 26.7 29.2 2.5 -3.7
Inactive (student) 7.9 5.8 -2.1 4.2 4.9 0.7 -2.8
Total 100.0 100.0 100.0 100.0
Employment rate 46.0 77.0 32.0 61.0 56.0 -6.0 38.0
Participation rate 69.1 72.4 3.3 69.0 65.9 -3.1 6.4
Source: Santiago Consultores (1998).

5.11 Without discussing in detail all the other results of the evaluation, it is worth mentioning a few
findings according to the gender, age bracket, and level of education of program participants. As
indicated in table 3, there is no universal performance rank for the three modalities in terms of the impact
of the training on employment by gender and age bracket. While for one modality, the men may gain
more than women, for another modality the women may gain more than men. The same is observed for
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the various age groups. By contrast, it seems that the employment gains are systematically larger for
those with a better education in all three modalities. If this is the case, it would mean that Chile Joven
still has difficulties in helping those with the lowest education level2 , i.e. those who are more likely to be
among the poorest of the poor. This concern also appears in the qualitative evaluation (see section IV).

Table 3: Performance by Modality within Chile Joven by gender, age bracket, and education level
CEL AA FT

Gender
Males 2 1 2
Females 1 2 1

Age
15-19 3 1 2
20-24 1 3 3
25+ 2 2 1

Education
Primary and lower 3 3 3
Secondary incomplete 2 2 2
Secondary complete or more 1 1 1

Source: Constructed from Santiago Consultores (1998). The gender, age bracket or education level in which the
modality has the largest impact gets a ranking of "I", while the other groups get rankings of "2" or "3".

H1.3. Quantitative evaluation of PMJH

5.12 This section summarizes the results of a quantitative evaluation of the Programa de
Capacitacion para Mujeres Jefas de Hogar (PMJH) prepared by the Centro de Investigacion y
Desarrollo de la Educacion or CIDE (1997). The evaluation is based on a sample of women who
participated in the program from 1995 to 1997. The evaluation was done on the basis of a survey and
interviews, but the analysts did not use a treatment and control group methodology, so that once again, as
was the case for Chile Joven, it is not clear whether the good results obtained for PMJH are due to the
self-selection of the participants into the program. Despite these methodological limits, it remains
worthwhile to give the main results, which can be summarized according to the impact of the program on
both employment and its quality.

* Employment: When asked whether PMJH improved their conditions for a job search, 61 percent of
the women interviewed answered yes, while 39 percent answered that they had remained in the same
job search readiness after the training. As indicated in table 3, the unemployment rate is lower by 15
percentage points among participants after training in the program, from 58 percent to 43 percent.

* Quality of employment: The quality of employment also appears to have been improved by the
training, with a larger share of the women employed as salaried workers with open-ended contracts
after program participation. The salary level and the numbers of hours worked also tend to improve.

2 As Toha (2000) argues in her study on youth and social exclusion, education shapes inequalities at an early age.
While the average number of years of schooling among Chilean youths has increased in the 1990s and coverage is
almost universal in primary education, 47 percent of the young interrupt their schooling at a later stage because of
socio-economic problems. In the age group 14-17, boys tend to drop out of school due to the household need for
additional income, while girls tend to do so because of their involvement in domestic or reproductive tasks, such as
raising brothers and sisters or their own children (Silva, 1996; Letelier,1996). The latter is also commonly reported
in a context where teenage pregnancy is still high (TohA, 2000). Since 1990, schools are no longer allowed to
exclude teenage or pregnant teenagers. This decision was made by R. Lagos when he was Minister for Education.
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Table 4: Job Situation, Participation Mechanisms, Job Stability of the PMJH Beneficiaries
Before After

Employment Salary level (Pesos)
Employed 42.0 57.0 < $60,000 21.0 15.5
Unemployed 58.0 43.0 $60,001-$90,000 38.5 17.5

Type of employment $90,001-$120,000 27.7 36.5
Self-employed 11.4 13.4 $120,001-$150,000 8.8 17.0
House work 44.3 25.7 $150,001-$180,000 2.0 8.0
Salaried worker 24.9 42.5 $180,001-210,000 1.3 0.5

Temporary worker 4.7 1.0 > $210,001 0.7 2.0
Others 14.7 17.4 Hours worked

Stability < I Ihours 8.2 7.9
Open-ended contract 25.3 51.2 11- 12 hours 11.6 9.9
Fixed term 12.7 14.7 22-35 hours 27.2 15.8
Deal-based 43.0 19.4 36-48 hours 27.2 38.6
Fees-based 12.7 12.7 49-60 hours 14.3 21.8
Task-based 1.2 7.8 > 61 hours 11.5 5.9
Replacement 3.8 3.9
Test 1.2 2.3

Source: CIDE (1997)

IV. Qualitative evaluation

5.13 In this section, to complement the results of the quantitative evaluations reported so far, we use
material from a qualitative study by Clert (2000a, 2000b) which gives evidence as to whether the two
programs succeed in addressing the many types of disadvantages and constraints faced by participants.
We first review some of the strengths of both programs before pointing to some remaining weaknesses.

IV.1. Strengths of the two programs

Lack of work-related networks (informal and formal): Unemployed workers applying for jobs feel
that rejections are in large part due to certain pre-requisites asked for by prospective employers, such
as the need for the applicant to present references and recommendations 3 . The problem is that young
unemployed workers often lack informal contact networks which can serve not only as referees for
potential employers, but also as sources of information on job availability. This lack of social assets
contributes to youth unemployment, which in turn restricts access to work-related networks. Women
also lack access to informal employment networks. While men tend to have many friends who are
work colleagues or were former colleagues, the networks of unemployed women tend to belong to
other circles, for example related to the neighborhood where they live. Apart from lacking informal
networks, young workers and women are not always able to rely on formal support network.
Specifically, while the relationships between job-seekers and municipal job centers (the Oficina

3 Another request often made by employers is a certificate of clear antecedents with respect to the justice system
This type of request may affect adversely men who report a precarious relationship with the police. Although
arbitrary arrests of citizens due to their "suspicious" behavior (detencion por sospecha) were officially forbidden by
the Frei administration, Clert's (2000a) study suggests that some violence may still be inflicted on men by
carabineros (the police) and the Policia de Investigaciones of comunas. When this happens, the rights violation
often begins with an arbitrary arrest, either in the street or at home, involving the use of physical force, usually
during special operations.
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Municipal de Informaci6n Laboral in Chile) can be determinant for finding employment, the job
centers' working arrangements and practices do not always respond adequately to the needs of
specific groups of job-seekers such as individuals with literacy or mobility problems and the
physically disabled. Additionally, while municipal job-centers may help, potential employers may
prefer calling on professional employment agencies rather than value municipal job centers. To deal
with these issues, the government's training programs help program participants to build their social
and relational assets. In the case of Chile J6ven, intermships in firms (practica laboral) are key, and
the program improves the process of job-searching by looking at institutional dimensions (e.g.,
capacity-building in municipal job centers). The approach has been to move away from bureaucratic
to dynamic and inclusive management. As for the Programs Jefas de Hogar, it is noteworthy that
the second phase gave serious consideration to these issues by the reinforcement of the component of
intermediaci6n laboral, building up bridges between low-income women and municipal job centers.

* Lack of income for job search costs: Searching for a job can be costly, and the lack of income of
unemployed workers may represent a barrier to their employment. One example is the cost of
transportation in urban areas. Clert's study among residents of the peripheral comuna of Huechuraba
in Santiaguo reveals that many job seekers who could not afford to spend money on transportation
saw their mobility and their chances to find jobs restricted. In 1983, bus fares were freed from
pricing restriction and their cost has increased subsequently. While governments have been able to
limit somewhat the pace of these increases, recent fares have been affected by the rise of oil prices.
Moreover, in Santiago, many low-income comunas still do not have access to the metro system. This
is especially problematic for workers who must change location, for to go to construction sites. Both
training programs address the problem of affordability by providing free vocational training courses
and a financial allowance in order to compensate for costs of both transportation and maintenance.

- Lack of child care: The access to extra-household networks helps for women who lack access to
affordable childcare. In rural areas, Valdes (1996) has shown that female temporary workers
involved in fruit-picking (temporeras de la fruta) rely on family networks for the care of their
children. In urban areas however, access to this kind of support is more difficult. In Clert's study in
Huechuraba, 37 percent of the respondents with children under eight said that they could not rely on
anybody to leave the children with (Figure 1). The trade-offs between work and child care faced by
women often leads them to leave a full-time job, accept part-time employment or employment with
inferior working conditions, or simply opt out of the labor force when they get children (SERNAM,
1996). The lack of access to free or low-cost childcare thus remains a major obstacle to the labor
market insertion of women. Both training programs have made efforts to include a childcare
component, even though the latter is only guaranteed for the training period. The program Mujeres
Jefas de Hogar also included the expansion of access to other key areas, such as social housing and
access to the justice system. The link with law centers has been instrumental in addressing issues
arising within the private environment of women heads of households. For example, women have
been able to receive help and orientation in terms of pension allowances from their former partners or
in terms of domestic help. Improving access to housing has also been important, since program
participants have expressed concern about leaving their children in unsafe homes when going to
work.
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Figure 1. Reliance on Social Networks for Childcare

Who takes care of children under 8 in the household?

M Other family member
within the household

/29 _29% Elfamily members who live
37% / _ outside the household

:[ Friends, neighbours

* Municipal childcare
centre or sala cuna

MP Private childcare centre

2% _ Cant rely on anybody to
8% 6%leave the children with

Source: Clert (2000b), based on a household survey for January-February 1998

• Difficulties of finding a job due to age and/or physical appearance: In Clert's study, some of the
more subtle perceptions of exclusion from labor markets relate to elements of the respondents'
identity such as age, physical appearance, place of residence and disability. Margarita, a women aged
52, had worked as a domestic worker all her life but was fired by her employer two years before the
time of the Huechuraba survey and has remained unemployed since then. She explains: "One goes to
a place and the offer says 'Needs domestic worker more than 25 until, let's say, 40'. So what's the
matter? Those of us who are over 50, we don't have the right to work? The social construction of
physical appearance also affects women and young men. A key informant from the municipal job
bureau explained that qualifications were not the only factor at a job interview: "The employer
weighs certain criteria: good appearance (buena presencia), experience, knowledge. [A good
appearance relates to] the look, there are things about details. For instance, you have people who
come here with their pony tail, their earring... Presentation counts for 25 percent. But it is true that
they will tell them 1 already hired someone else '. They won 't say I don 't take you because you look
ugly. " The training programs show an awareness of the subtle mechanisms of discrimination which
tend to be used by employers in their hiring practices. Non-written rules of selection have been
addressed in the contents of vocational training courses. Program participants value the acquisition
of presentation skills, writing skills for resumes, and communication skills. Interestingly, the
program Mujeres Jefas de Hogar gives participants free access to dental health, in part because early
consultations with participants for the program design showed that women faced discrimination due
to the importance given to physical appearance and personal presentation by firms.

* Difficulties of finding a job due to the area of residence or other factors: The residents of the Pincoya
Sector of the comuna of Huechuraba have felt discriminated against because of the reputation of the
area as a rough and dangerous area peopled by dishonest inhabitants. For example, Jose who lived in
the Pincoya sector, reported the following: "They ask me from which comuna I come from. I say
'Huechuraba'. And where is that? Nothing more but they look at me in a certain way with a gesture
as if it meant... ah, there you have to come in with your back turned to make people believe that you
are getting out." This and similar type of discrimination are especially difficult to fight, but the
government has promoted awareness and sensitization campaigns to combat the stigma attached to
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low-income youth, which often tends to be associated with delinquency, violence and threat (Toha,
2000). Similarly, the program Mujeres Jefas de Hogar has promoted a recognition of social diversity
within Chilean society by disseminating a positive image of various types of families. Within the
government, the program contributed to a better recognition of the heterogeneity of poverty by public
policy. As a senior official put it: "Women heads of households used to suffer from a triple
discrimination: being poor, being a woman and being a single mother... With regard to women
heads of householdfor instance, there's now greater cultural acceptance of the diversity offamily
types ... Years ago they appeared in statistics but there wasn't a social recognition that they
existed."

IV.2. Limits of the two programs

5.14 Low-income youth and women tend to be more exposed to labor market exclusion than other
groups of workers. They face a higher probability of being unemployed, a lower probability of receiving
privately funded training, and a lower probability of having a good, long-term contract when employed.
The specific difficulties faced by young workers and women justify the existence of targeted public
programs for these groups. In this paper, we have discussed two of these programs: Chile Joven and the
PMJH. These programs share an integrated approach to fighting the exclusion from labor markets. While
they have a number of strengths discussed in the previous section, they also have several limits.

- Education and literacy requirements: A lack of a good education leads to difficulties in finding a job,
but it also makes it more difficult to participate in some of the training programs since the completion
of secondary education is increasingly required by training centers, including those involved in Chile
Joven. One may be led to believe that literacy is not a major issue since according to the CASEN,
the illiteracy rate among (urban) adults is relatively low. Yet while the survey only asks for a yes/no
answer to the question "Can you read and write? ", it is well-known that an appropriate assessment
of literacy should also take into account those people who can read and write, but with considerable
difficulty. Since the program for Mujeres Jefas de Hogar explicitly includes literacy among its
eligibility criteria, it may not be able to reach very poor women with low levels of education.

* Emphasis on prompt labor market insertion and cream-skimming: In the second trienum of the Frei
administration, a stronger emphasis has been placed on the productive impact of both training
programs, and especially Chile J6ven. While the program Mujeres Jefas de Hogar has maintained its
concem for an integrated approach, Chile J6ven - now under the sole coordination of the National
Institute for Training SENCE - has restricted its objective to the creation of jobs through the
provision of vocational training, with less emphasis on gender aspects (at least by mid-1998.) and at-
risk youth, who used to attend special courses through a sub-component executed by the social fund
FOSIS. The program has also increasingly been relying on private training centers. In theory, the
focus of the program is on young people from low-income households, as assessed by the ficha de
caracterizaci6n socio-econ6mica that applicants in municipal job centers. But in practice, certain
training centers are applying their own selection criteria in order to ensure a prompt labor market
insertion of their trainees. As a govemment official explained: 'Training centers tend to organize
their own process of selection We are really concerned about those issues. Some training centers
strictly apply SENCE criteria, others don 't. Some prefer to select young participants who completed
their secondary education (media completa). They think that these young people will ':fit" better,
that they are more "socially included". They think "these young people won 't drop out, they won 't
fail us ". This suggests that the selection practices of private training centers tend to exclude the most
disadvantaged among young participants ("cream-skimming"). In other words, by generating
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financial incentives for training centers to ensure prompt labor market insertion, the program could
potentially create perverse effects with regard to the quality of its targeting.

* Lack of programs for middle-age men: The respondents of the age group 45-64 in Clert's study
mention age-based discrimination in hiring and dismissal practices. Manuel, aged 53, was a semi-
killed worker, a welder. He had been working for many years in the same building company. At the
conclusion of one construction job, the firm suddenly stopped sending him to further construction
sites. Similar exclusionary practices occurred in the hiring process, as Manuel further described his
search for work: "I went to different firms... I kept knocking at doors. I managed to work in two or
three places but it occurred again, the same thing. They told me 'so hasta luego, 'you're useless'.
And simply, in many parts, they didn't even give me the job. They looked at me up and down. The
job ad was there but they said 'no, we already hired someone'. Also, I used the phone, I phoned
them from outside the site and they still said that they needed people and I had just talked to them.
So, this is how you realize that you're discriminated against. " Individuals of the age group 45-64,
who are already excluded from the labor market, are paradoxically also excluded from vocational
training programs restricted to the young. The policies which have been centred on women and the
young so far should be extended to men in their late forties and beyond. As an official from the
Ministry of Planning put it: "If you think about it, those who are considered vulnerable are children,
women, old people, ethnic groups... and the only ones who aren't considered vulnerable, who are
they? The men who don't belong to any ethnic minority or who are not elderly, nor young, nor
children. "

* Institutional issues: In the second phase of PMJH, the decision was made to mainstream the program
by making it part of the interventions of sectoral ministries and municipalities. At the central
government level, Clert' s (2000b) study reveals that this lead to a questioning of the priorities of the
ministries which had been influenced by traditional perceptions keeping women in their reproductive
roles. While such questioning is good news, a government official explained "there is still a
conception of women household heads that impedes the reformulation ofprograms. For instance we
want women to have access to primary health care. Within that, an important line and aspiration on
the part of working women has been odontological attention. But primary health care in this country
is still centered on what is related to women's reproductive role, maternal and infant programs,
etc. ". The risk highlighted by this official in the mainstreaming of PMJH was for the program to lose
what made it different, i.e. its attempt at tackling social discrimination. Serious challenges are also
faced for the implementation at the municipal level. Despite improvements, gender awareness has
not reached municipal staff equally, and social planners expressed concern with the institutional and
programmatic segmentation which had been associated with the target group approach of programs
such as PMJH. As one manager put it: "Gender is a theme that crosses everything. However, ....
there are people who deal with poverty and gender issues separately". Despite programs such as
PMJH, gender issues remain synonym of women's issues with a realm of intervention distinct from
the anti-poverty and employment generation initiatives.

* Structural issues in the labor market and the education system: Evaluations have shown that access to
jobs improves for all the different sub-components of the training courses (Santiago Consultores,
1998). However, on closer scrutiny, labor market insertion differs according to gender and age. The
proportion of female beneficiaries who find a formal employment is 10 percent lower than for males.
Similarly older participants are more likely to find jobs than younger participants (those between the
ages of 15 and 19). This tends to be due to structural features of the labor market which cannot be
solved by the training programs alone. Senior government officials interviewed in Clert's (2000a,
2000b) point to the insufficiencies of the programs. After referring to the crucial importance of issues
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such as labour rights, the level of wages and seasonal work in the generation of female poverty, one
manager argued: "There are areas where discrimination is very strong and where social policies
have not any impact.... We prepare women 's entry into the labor market, we generate conditions, we
provide tools, networks, institutional contacts but at the end of the day the one who hires is the
empresario [entrepreneur], and the one who fixes the level of wages is the empresario in a
framework of labor laws that leaves working women very unprotected... However good our program
will look, it will be useless it will fail you if there aren't broader conditions. " Social inclusion
policies cannot foster change if they only rely on special programs that have no impact on the
exclusionary environment of the groups at which they are targeted. This applies also to Chile J6ven.
In its initial phase, the program was willing to stimulate the combination of studies with employment
on the part of beneficiaries and to contribute to their reinsertion into school. However, according to
Toha (2000), such reinsertion has rarely occurred, and some beneficiaries have interrupted their
schooling as a result of their participation into the program. Clearly, the target group approach of the
implementation of special programs will not be enough for fighting poverty and social exclusion.
Broader efforts will also be needed for the education system and the functioning of labor markets.

V. Conclusion

5.15 The evidence presented in this paper relates to the training programs as they stood in 1998-1999.
Our conclusions and policy orientations should therefore taken with the necessary caution. Nevertheless,
the paper sheds light on the key questions raised in the introduction. Five findings are worth
emphasizing.

5.16 First, the identification of serious cumulative disadvantages among low-income youths and
women, and particularly among women heads of households, suggests that these population groups need
special multi-faceted training programs such as those provided by Chile Joven and PMJH.

5.17 Second, some of the innovative features of these programs may have been threatened recently.
With the higher emphasis placed on the productive components of both programs, there is a risk that the
other social barriers to employment experienced by program beneficiaries might be overlooked. While
there may be a rationale to improve the productive components of the programs, their integrated
approach should also be maintained and their innovative features should be mainstreamed into other
policy interventions both at the central and local government levels.

5.18 Third, the analysis stresses the limitations of labor based inclusion programs. The programs tend
to have a limited impact on the social exclusion of their beneficiaries. Structural problems related to low
wages, widespread casual employment, and exclusionary hiring practices simply cannot be dealt with the
programs alone. As argued in more details in Clert (200a), wider policy reforms are needed.

5.19 Fourth, the evidence suggests that other segments of the population may also require special
attention. The qualitative study points to the limits of the target group approach. For example,
individuals in their forties, who are excluded from the labour market due to age stigmatisation, cannot
participate in state vocational training programmes restricted to the young.

5.20 Lastly, subtle processes of exclusion which relate to the social construction of identity based on
physical appearance, place of residence and age suggest the need for public information campaigns and
incentives for firms in order to counteract stigmatisation in hiring practices. Some of the policies which
have been centred on women and the young so far could be extended to other groups suffering from
stigmatisation.
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Appendix Table 1: Em loyment, Male population by age roup, Chile 1998 (all entries are percenta es)
Urban Quintiles Urban Rural Quintiles Rural National Quintiles Nat'l

I 2 3 4 5 Total 1 2 3 4 5 Total 1 2 3 4 5 Total
18-24 year old
Workin last week 27.5 50.8 54.2 58.8 40.4 47.1 37.4 69.0 71.7 74.5 61.7 61.1 28.0 525 57.8 59.5 43.9 49.2
Searching last week 27.7 13.6 9.9 6.1 34 117 257 6.6 7.1 26 4.5 11.5 27.9 13.6 100 5.9 3.6 11.7
Inactive 14.7 12.2 _ 8.0 7.5 4.3 9.2 18.9 10.8 7.5 10.2 9.7 12.2 16.0 12.1 8.1 8.2 4.8 9.6
Student 34.3 26.4 33.3 35.5 63.5 385 191 14.2 16.4 16.9 26.1 17.1 31.9 24.2 29.0 337 58.0 35.4

25-34 year old 9 2_ _ 
Working last week 58.9 852 85.7 88.6 87.1 82 7 73.8 87.4 91.0 94.8 94.5 85.8 60.3 84.4 86.4 89.2 87.6 83.1
Searching last week 26.7 8.0 7.4 4.4 2.9 8.6 12.8 3.9 1.8 0.7 1.6 5.3 25.2 7.7 6.8 4.3 2.8 8.2
Inactive 11.8 6.0 4.8 3.6 3.1 5.4 13.1 8.6 6.7 4.4 2.1 8.5 12.2 7.2 5.4 3.7 3.2 5.8
Workin <20 hours/week 5.4 2.5 1.7 2.0 2.9 2.6 5.5 2.2 1.2 1.0 6.0 2.8 5.7 2.2 2.2 1.9 2.9 2.7
Working 20-39 hlweek 7.7 5.1 54 6.7 8.2 6.6 8.2 5.5 7.5 6.8 8.2 7.0 7.9 4.9 5.8 6.8 8.1 6.6
Working 40-49 hlweek 54.3 52.3 58.6 57.6 52.5 55.2 56.6 62.0 70.9 55.3 53.8 61.2 54.7 54.9 59.6 56.8 53.6 56.0
Working 50+ h/week 32.5 40.1 34.3 33.7 36.4 35.6 29.7 30.3 20.4 37.0 32.1 29.0 31.7 38.0 32.4 34.6 35.4 34.7
1 job last week 96.9 95.8 94.7 93.6 89.7 93.7 95.5 96.4 93.6 94.3 88.7 94.7 96.3 96.3 95.1 92.8 90.6 93.8
2+ jobs last week 3.1 4.1 5.2 6.4 9.9 6.2 4.5 3.6 6.4 5.7 11.2 5.3 3.7 3.7 4.8 7.1 9.1 6.1

35-54 year old _____ _____ _____ I I _____ 1 -____ __ __ _

Working last week 62.1 86.2 92.1 93.1 97.6 87.9 74.3 89.1 92.2 94.9 95.6 86.2 62.9 86.1 91.9 93.0 97.1 87.6
Searching last week 25.0 6.0 2.4 1.9 0.3 6.0 13.6 2.4 1.1 1.4 0.1 5.4 23.6 5.8 2.6 2.0 0.4 5.9
Inactive 12.8 7.7 5.5 4.8 2.0 6.0 12.1 8.5 6.6 3.7 4.4 8.4 13.4 8.0 5.6 4.9 2.4 6.4

Workin <20 hours/week 6.4 3.3 3.2 1.8 1.9 2.9 2.4 3.6 2.5 1.5 2.6 2.7 5.4 3.4 3.1 2.1 1.9 2.9
Working 20-39 h/week 7.1 5.8 8.1 7.6 8.3 7.5 12.6 7.2 10.1 9.7 7.9 9.7 8.7 6.6 7.4 8.2 8.4 7.8
Working 40-49 h/week 49.8 54.8 52.0 53.1 49.5 51.8 49.5 59.1 56.7 55.9 44.3 54.4 49.9 55.4 53.8 51.9 501 52.2
Working 50+ h/week 36.7 36.1 36.7 37.5 40.2 37.7 35.6 30.1 30.7 32.8 45.2 33.2 36.0 34.6 35.8 37.7 39.7 37.1
I job last week 96.2 94.6 95.1 94.1 90.4 93.7 94.8 93.6 90.5 91.8 81.9 92.2 95.6 94.6 94.4 94.1 90.4 93.4
2+ jobs last week 3.8 5.4 4.9 5.8 9.5 6.3 5.2 6.3 9.4 8.2 18.1 7.8 4.4 5.4 5.6 _5.8 9.6 6.5

55-64 year old ___ __=_= __=_=

Working last week 33.0 62.2 70.4 75.9 81.4 68.8 53.5 80.4 80.5 91.7 95.3 77.1 39.0 63.7 71.5 78.1 82.5 70.4
Searching last week 24.0 8.5 4.2 2.6 0.7 6.1 9.6 1.7 1.1 0.3 0.0 _3.2 20.4 7.4 3.8 2.4 0.7 5.5
Inactive 43.0 29.3 25.5 21.5 18.0 25.1 36.9 17.9 18.4 8.0 4.7 19.7 40.6 28.9 24.7 19.6 16.8 24.1
Working <20 hours/week 10.9 7.2 4.8 5.1 2.3 4.7 5.6 2.1 2.7 3.8 3.0 3.4 8.5 6.1 4.3 5.1 2.3 4.4
Working 20-39 h/week 10.1 9.2 10.6 9.9 9.4 9.8 12.4 9.3 13.8 10.2 9.6 11.1 12.0 7.9 11.6 10.1 9.7 10.1
Working 40-49 h/week 45.0 47.0 48.9 48.7 49.4 48.5 44.5 54.8 47.7 48.9 50.5 49.5 42.5 53.1 47.5 48.1 49.6 48.8
Working 50+ h/week 34.0 36.6 35.6 36.3 38.9 37.0 37.4 33.8 35.7 37.0 37.0 36.0 37.0 32.9 36.6 36.8 38.4 36.8
I job last week 95.4 97.0 93.7 96.1 91.8 94,1 99.2 98.3 91.4 88.6 87.9 93.3 96.9 97.2 94.5 94.6 91.4 94.0
2+ jobs last week 4.6 3.0 6.3 3.9 8.2 5.9 0.8 1.7 8.6 11.4 121 6.6 3.1 2.8 5.5 5.4 8.6 6.0

Source: Authors' estimation using 1998 CASEN survey.
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Appendix Table 2: Em loyment, Female population by a e grou , Chile 1998 (all entries are percena ges)
Urban Quintiles Urban Rural Quintiles Rural National Quintiles Nat'l

I | 2 3 4 5 Total 1 2 3 4 5 Total 1 2 3 4 | 5 Total

18-24 year old __ ___ =__=

Working last week 12.2 26.0 34.3 41.6 37.2 306 96 19.3 44.8 394 27.4 24.0 11.1 22.2 352 40.2 37.4 29.8

Searching last week 17.3 10.5 9.0 7.0 3.7 9.4 9.4 9.4 6.9 2.1 0.7 7.8 16.0 10.7 8.8 7.6 3.5 9.2
Inactive 41.7 44.5 321 191 109 292 632 493 359 346 48.7 49.4 453 47.9 347 214 12.3 31.8

Student 31.4 22.0 29.5 39.6 56.0 36.0 17.9 23.3 14.3 28.0 24.7 20.2 29.5 21.3 _ 25.4 38.3 53.9 33.9

25-34 year old . . __=

Working lastweek 21.9 35.6 44.9 63.2 75.1 49 .0 .224 436 54.2 64.1 26.4 176 309 445 588 744 46.1
Searching astweek 11.3 7.4 6.6 3.8 2.7 6.2 6.7 4.0 2.5 1.7 0.7 4.4 10.7 6.8 6.1 4.2 2.6 6.0
Inactive 64.5 55.7 47.3 29.5 19.4 42.6 82.9 72.6 53.4 42.4 34.1 68.4 69.7 61.2 480 34.4 19.8 45.9
Working <20 hours/week 17.8 10.1 7.6 5.1 3.3 6.7 19.1 10.0 11.4 1.0 6.0 9.5 20.1 8.7 8.9 5.8 3.2 6.9
Working 20-39 hiweek 20.3 16.9 15.0 14.8 14.7 15.6 20.8 15.8 13.6 13.3 14.9 15.3 20.5 18.1 16.0 13.9 _146 15.6
Working 40-49 h/week 40.3 50.8 58.0 57.8 60.8 56.3 37.7 57.0 54.7 59.0 48.1 53.0 35.4 52.7 55.1 57.7 61.0 56.1
Working 50+ h/week 21.6 22.2 19.4 22.4 21.2 21.4 22.5 17.2 20.3 26.7 31.0 22.2 23.9 20.5 19.9 22.6 21.2 21.4
I job last week 95.6 97.4 97.5 97.3 91.6 95.4 98.8 99.2 99.8 99.7 90.8 98.5 95.2 97.9 97.6 97.5 92.3 95.6
2+ jobs last week 4.4 2.5 2.4 2.5 8.3 4.5 1.2 0.8 0.2 0.2 8.9 1.5 4.8 2.1 2.2 2.4 7.7 4.3

35-54 year old ____ f_ X__

Working last week 20.8 36.2 45.6 55.5 67.8 46.7 9.2 19.7 32.1 40.4 52.2 23.2 17.1 31.0 43.2 52.5 66.6 43.8

Searching last week 10.9 3.7 3.1 2.1 1.5 4.0 2.6 1.2 0.7 0.7 0.2 1.4 9.5 3.3 3.1 2.2 1.4 3.7
Inactive 67.7 59.7 51.0 42.0 30.4 48.8 88.0 79.1 67.2 58.9 47.4 75.3 72.8 65.4 53.4 45.0 31.7 52.1

Working <20 hours/week 22.5 10.2 10.7 4.8 5.1 8.2 19.0 14.7 7.6 6.5 4.4 10.2 22.9 11.1 10.9 6.2 4.7 8.3

WorkinR 20-39 h/week 19.9 19.8 18.2 18.8 15.6 17.9 33.3 17.3 14.2 18.2 22.6 19,6 22.5 18.5 18.9 18.5 16.1 18.0
Working 40-49 h/week 31.2 44.8 46.2 49.6 49.9 46.9 31.3 45.8 56.1 47.8 40.8 46.3 30.4 43.7 47.0 47.9 50.4 46.9
Working 50+ h/week 26.4 25.3 24.9 26.7 29.3 27.0 16.4 22.2 22.1 27.5 32.2 24.0 24.2 26.7 23.2 27.5 28.8 26.8

joblast week 94.1 95.8 97.0 95.4 93.9 95.1 96.6 97.8 98.0 92.8 91.9 95.8 93.4 96.2 96.8 96.0 93.7 95.2
2+ jobs last week 5.9 4.2 3.0 4.5 6.0 4.8 3.4 2.2 1.9 7.2 8.0 4.2 6.6 3.8 3.1 3.9 6.2 4.7

55-64 year old
_orking last week 10.1 18.8 27.8 29.0 45.3 28.1 6.7 9.7 9.8 16.8 39.1 12.4 8.6 16.4 23.5 26.9 43.9 25.7
Searching last week 4.0 1.7 1.9 0.5 0.8 1.6 0.5 0.8 0.0 0.0 0.0 0.3 3.1 1.9 1.1 0.8 0.7 1.4

Inactive 85.9 79.1 70.3 70.5 53.9 70.2 92.9 89.5 90.2 83.2 60.9 87.3 88.4 81.3 75.4 72.2 55.4 72.8

Working <20 hours/week 39.7 19.2 12.9 10.3 7.0 12.2 32.6 13,1 0.1 9.5 2.4 10.1 37.4 23.8 10.9 10.3 7.4 12.1
Working 20-39 h!week 13.8 21.4 23.5 24.1 18.0 20.5 41.0 34.9 34.6 19.4 5.8 24.9 21.0 18.5 26.6 24.6 17.1 20.9

Working 40-49 hweek 23.7 33.6 41.1 38.5 44.9 40.2 19.7 38.0 32.1 37.8 54.0 38.3 23.7 31.6 38.9 40.4 44.6 40.1
Working 50+ h/week 22.8 25.7 22.4 27.1 30.1 27.0 6.6 14.0 33.2 33.3 37.9 26.7 18.0 26.1 23.6 24.7 31.0 27.0

I job last week 99.3 96.6 95.7 97.0 98.1 97.3 99.8 99.6 97.4 93.0 94.2 96.4 99.2 96.7 96.4 97.3 97.5 97.3

2+ jobs last week 0.7 3.4 4.3 3.0 1.9 2.7 0.2 0.4 2.6 7.0 5.8 3.6 0.8 3.3 3.6 2.7 2.5 2.7

Source: Authors' estimation using 1998 CASEN survey.
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Appendix Table 3: Qu lity of employment, Male popula ion by age group, Chile 1998 (all entries are per entages)
Urban Quintiles Urban Rural Quintiles Rural National Quintiles Nat'l

1 2 3 4 5 Total 1 2 3 4 | 5 Total 1 2 | 3 4 | 5 Total
18-34 year old
Contract signed 31.37 47.76 49.25 47.46 41.82 44.03 16.82 36.19 40.30 35.97 25.82 31.08 16.12 42.31 48.52 51.76 45.40 42.20
No contract signed 18.09 13.44 12.29 9.68 6.73 11.72 21.01 27.51 23.24 22.29 13.01 23.17 16.89 18.66 14.09 10.94 7.81 13.33
Permanent contract 23.17 36.58 39.03 40.27 37.27 35.84 9.71 25.10 27.20 23.82 18.01 20.68 10.31 30.64 38.20 42.40 40.30 33.70
Fixedterm contract 7.44 10.08 8.84 6.08 3.83 7.17 6.03 10.42 12.30 11.67 7.62 9.64 5.19 10.61 8.98 8.14 4.48 7.52
35-64 year old
Contract signed 37.67 52.84 55.33 50.24 44.83 48.39 22.84 38.73 35.16 31.83 20.24 30.68 24.89 49.91 51.92 50.65 46.35 45.59
No contract signed 15.92 12.51 9.14 5.1 1 3.09 8.62 22.10 20.66 15.98 8.43 9.88 17.55 16.75 15.68 11.11 6.77 3.81 10.03
Open (long term) contract 28.83 43.61 47.88 44.23 41.75 41.70 16.57 30.84 28.68 2701 18.60 24.51 18.26 39.37 43.95 44.73 42.99 38.99
Fixed tern contract 7.99 8.01 6.84 5.29 2.72 5.96 5.35 6.83 5.89 4.52 1.53 5.43 5.98 9.22 7.20 5.18 3.05 5.88
18-34 year old
Permanent, day-time job 27.28 38.83 43.68 45.12 48.17 41.33 30.81 38.89 43.16 49.60 54.58 39.96 20.33 36.90 41.94 48.39 51.92 41.13
Permanent, night or shift 5.61 10.43 9.84 9.51 8.04 8.79 1.15 3.05 4.86 4.15 3.14 3.09 3.55 7.59 9.93 9.87 7.78 7.99
Fixed term, day-time job 15.15 13.87 10.87 10.11 4.60 10.64 21.59 33.13 30.16 24.49 16.92 27.10 14.82 19.56 15.42 10.68 5.82 12.96
Fixedterm,nightorshift 1.60 2.01 2.15 1.14 0.57 1.47 0.51 0.82 1.04 1.10 0.40 0.80 1.24 1.84 1.67 1.34 0.84 1.38
By the task, day-tirne 3.87 5.27 4.34 4.43 3.34 4.24 3.83 3.11 2.85 5.51 4.57 3.67 3.89 4.23 4.14 4.55 3.93 4.16
By the task, night or shift 0.90 0.28 0.53 0.17 0.13 0.38 0.07 0.33 0.30 0.16 0.18 0.22 0.38 0.52 0.50 0.23 0.21 0.36
35-64 year old
Permanent, day-time job 32.47 50.09 57.05 62.71 75.41 57.15 42.07 54.69 59.84 67.70 76.75 55.51 30.43 48.26 56.57 63.01 74.58 56.89
Permanent, night or shift 6.67 11.33 12.29 12.62 8.48 10.37 1.53 2.55 2.80 3.94 2.26 2.46 6.62 9.35 10.44 10.19 8.59 9.12
Fixed term, day-time job 15.13 13.54 11.36 7.74 4.87 10.10 22.82 25.48 20.77 17.23 12.67 21.51 15.41 17.17 13.79 10.29 5.95 11.90
Fixed term, night or shift 1.76 1.46 1.04 1.08 0.58 1.14 0.34 0.31 0.34 0.41 0.36 0.34 1.10 1.58 1.21 0.82 0.59 1.02
By the task, day-tirne 5.99 6.42 3.97 4.96 3.34 4.84 2.91 4.15 5.38 3.76 3.29 3.90 4.26 5.62 5.61 4.91 3.41 4.69
By the task, night or shift 0.64 0.32 0.42 0.34 0.27 0.39 0.31 0.27 0.31 0.01 0.49 0.27 0.50 0.47 0.40 0.34 0.21 0.37
Source: Authors' estimation using 1998 CASEN survey.
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Appendix Table 4: Quality of employment, Female population by age group, Chile 1998 (all entries are percentages)
Urban Quintiles Urban Rural Quintiles Rural National Quintiles Nat'l

1 2 3 4 5 Total 1 2 3 4 5 Total 1 2 3 4 5 Total

18-34 year old
Contract signed 8.32 19.93 32.49 37.54 41.64 28.57 3.31 9.38 21.14 25.06 31.24 11.96 5.21 15.82 26.22 36.48 45.59 26.44
No contract signed 8.70 10.62 9.45 8.40 6.92 8.77 4.62 8.18 17.32 9.95 2.93 8.64 7.27 9.29 10.61 9.40 7.12 8.75
Permanent contract 5.98 14.63 25.93 31.59 37.42 23.67 1.68 4.73 15.42 18.12 23.67 7.83 3.51 10.74 20.19 30.26 40.88 21.64
Fixed term contract 2.22 4.72 5.73 5.26 3.82 4.37 1.59 3.95 5.47 5.82 7.19 3.73 1.65 4.52 5.47 5.26 4.32 4.29

35-64 year old
Contract signed 9.70 18.24 23.52 26.77 34.88 23.24 2.17 6.20 10.06 12.31 16.31 7.19 4.33 13.34 19.60 26.78 35.54 21.16
No contract signed 10.67 9.97 9.40 6.87 4.42 8.09 3.17 5.23 7.98 4.44 4.94 5.01 7.75 8.91 10.13 7.42 5.04 7.69
Open (long term) contract 8.11 15.02 20.85 24.36 32.76 20.85 0.53 2.91 5.30 9.60 15.02 4.34 3.02 10.23 16.35 24.07 33.58 18.70
Fixed tern contract 1.53 2.99 2.31 2.05 1.83 2.13 1.36 2.78 4.68 2.63 1.29 2.58 1.15 2.84 2.97 2.35 1.71 2.19

18-34 year old
Pernanent, day-timejob 11.79 21.81 34.39 39.31 46.32 31.34 4.85 8.33 24.05 29.35 42.28 13.63 8.04 16.18 28.43 39.20 50.45 29.07
Permanent, night or shift 0.49 1.71 2.71 3.45 2.99 2.31 0.11 0.48 2.10 1.92 0.63 0.81 0.71 1.01 2.31 3.31 3.07 2.12
Fixed tern, day-time job 5.04 7.74 6.74 5.96 3.33 5.72 4.31 10.36 15.93 12.68 5.32 9.31 4.51 8.16 7.67 6.57 3.97 6.18
Fixed term, night or shift 0.61 0.58 0.48 0.83 0.34 0.56 0.11 0.31 0.33 0.22 1.10 0.27 0.40 0.55 0.57 0.63 0.47 0.53
By the task, day-time 1.00 2.19 2.17 1.65 1.92 1.80 0.51 1.45 1.00 2.61 0.47 1.11 1.04 1.59 1.83 1.96 2.06 1.71
By the task, night or shift 0.20 0.11 0.26 0.10 0.12 0.16 0.00 - 0.76 0.07 0.10 0.161 0.20 0.16 0.26 0.07 0.11 0.16

35-64 year old
Permanent, day-tirne job 14.53 24.47 31,78 38.07 54.33 33.64 3.36 9.99 16.42 25.40 44.31 13.56 7.98 17.19 28.58 36.74 55.07 31.03
Permanent, night or shift 1.71 1.93 2.78 2.97 2.72 2.46 0.16 0.52 0.27 1.76 1.15 0.55 0.69 2.09 1.73 3.19 2.93 2.21
Fixed tern, day-time job 6.59 6.63 5.34 4.53 2.13 4.92 4.70 5.76 7.45 5.38 3.15 5.53 5.43 6.38 6.35 5.02 2.56 5.00
Fixed tern, night or shift 0.36 0.76 0.37 0.33 0.32 0.42 0.13 0.01 0.01 0.11 0.12 0.07 0.27 0.64 0.41 0.27 0.32 0.37
By the task, day-time 1.90 2.01 2.23 1.68 1.69 1.89 0.46 0.94 1.77 0.82 0.17 0.89 1.33 1.78 2.03 1.89 1.73 1.76
By the task, night or shift 0.19 0.21 0.13 0.07 0.14 0.15 - 0.05 0.03 0.0 0.09 0.14 0.20 0.05 0.16 0.13

Source: Authors' estimation using 1998 CASEN survey.



Poverty and Income Distribution in a High Growth Economy 145

Appendix Table 5: Reason for not working, Male and female populations by age group, Chile 1998 (all entries are percentages)
Urban Quintiles Urban Rural Quintiles Rural National Quintiles Nat'l

It---_ 1 _ 2 3 4 5 Total 1 | 2 3 4 1 5 Total 1 2 3 4 5 Total

Men 18-34year old
Housework or child care - - - - - - - - - - - - - - - -

Disabilities or disease 2.28 1.63 1.14 0.84 0.38 1.19 3.55 4.79 2.32 2.32 0.88 3.31 2.47 2.65 1.50 1.00 0.27 1.49
Student 11.03 9.41 f3.90 16.02 27.26 15.90 8.45 5.95 6.49 5.71 12.87 7.12 15.02 9.55 11.61 13.59 22.88 14.66
Retired with pension - - - - 0.08 - - 0.06 0.03 0.02 - - 0.00 0.00
Other income sources 0.02 - 0.05 - - 0.01 - 0.02 - - - 0.00 - 0.06 - - - 0.01

Intermittent worker 1.74 0.37 0.53 0.34 0.39 0.63 3.49 1.45 0.42 0.21 0.85 1.58 2.60 0.75 0.50 0.20 0.24 0.76
Discouraged/other 2.76 1.76 1.32 1.30 0.48 1.46 3.96 0.66 1 .50 1.16 0.14 1.82 4.03 1.67 0.97 1.28 0.27 1.51

Men 35-64 year old
Housework or child care - - - - - - - - - - - - - - - -

Disabilities or disease 5.63 2.85 1.88 1.28 0.30 2.19 6.54 4.54 5.28 1.28 0.51 4.51 6.61 3.48 2.75 1.35 0.24 2.55
Student 0.11 0.01 0.03 0.20 0.04 0.08 0.03 0.01 - 0.01 - 0.01 0.11 0.07 - 0.09 0.08 0.07

Retired with pension 3.07 4.02 4.43 4.17 3.60 3.88 0.73 2.23 2.26 1.69 1.45 1.64 2.54 3.22 3.18 4.16 4.06 3.52
Other income sources 0.11 0.00 0.09 0.03 0.04 0.05 0.19 0.01 - - 0.13 0.07 0.30 0.02 0.02 0.00 0.01 0.06
Intennittent worker 1.13 0.78 0.42 0.28 0.22 0.53 3.99 1.08 0.10 0.47 - 1.60 2.53 0.90 0.43 0.19 0.05 0.70
Discouraged/other 1.21 0.84 0.69 0.35 0.23 0.62 1.58 0.82 0.39 0.06 1.13 0.88 1.73 1.15 0.31 0.30 0.24 0.67

Women 18-34year old
Housework or child care 51.95 39.99 27.05 21.58 11.01 29.60 67.83 55.43 38.96 30.90 33.32 53.29 49.89 47.84 35.09 22.35 10.82 32.63
Disabilities or disease 2.12 1.46 1.30 0.49 0.30 1.10 2.50 2.59 1.91 1.43 0.46 2.22 2.22 2.10 1.19 0.63 0.24 1.24
Student 8.74 9.92 12.56 15.65 24.85 14.64 7.24 10.15 5.92 12.71 9.91 8.55 13.18 8.86 10.35 14.92 21.50 13.86
Retired with pension - 0.02 0.04 - 0.06 0.03 0.01 - - - - 0.00 0.02 0.04 - - 0.06 0.02

Other income sources - - 0.02 0.03 0.05 0.02 0.00 - - - - 0.00 0.03 0.02 0.00 - 0.05 0.02

Intermittent worker 0.69 0.27 0.24 0.29 0.51 0.40 0.69 0.45 1.22 0.30 - 0.65 0.75 0.34 0.37 0.27 0.45 0.43
Discouraged/other 2.23 1.83 2.03 1.37 1.35 1.75 2.51 1.71 1.73 2.81 1.51 2.10 2.87 1.79 1.62 1.52 1.28 1.79

Women 35-64 year old
Housework or child care 52.12 50.00 45.88 41.53 29.92 43.30 79.55 73.89 66.44 58.44 46.79 70.31 61.86 59.53 48.97 41.57 29.33 46.80
Disabilities or disease 5.49 3.59 2.36 1.49 0.74 2.61 4.58 3.59 4.06 4.55 0.42 3.90 4.90 3.68 3.35 2.20 0.62 2.78
Student 0.32 0.33 0.30 0.31 0.21 0.29 0.37 0.36 0.06 0.47 - 0.29 0.28 0.30 0.36 0.36 0.18 0.29
Retired with pension 4.20 3.03 3.40 3.82 3.11 3.50 2.09 1.32 1.37 1.15 1.69 1.58 4.76 2.24 2.98 3.58 2.81 3.26
Other income sources 0.06 0.05 0.05 0.06 0.01 0.05 0.05 - - - 0.16 0.03 0.19 - 0.02 0.01 0.02 0.04

Interrnittent worker 0.54 0.36 0.11 0.13 0.27 0.27 0.96 0.52 0.11 - 0.31 0.50 0.73 0.35 0.08 0.28 0.15 0.30
Discouraged/other 1 .59 0.94 1I.50 1 .47 1.42 1 .39 0.46 0.46 0.19 0.68 0.98 0.47 11.52 1 .00 0.82 11.33 1 .59 1.27

Source: Authors' estimation using 1998 CASEN survey.
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Appendix Table 6: Training, Male opulation by age group, Chile 1998 (all entries are percenta .

Urban Quintiles Urba Rural Quintiles Rura National Quintiles Nat'l

__________________________ 1 2 3 4 5 Total 1 2 3 4 5 Total 1 2 3 4 5 Total

18-34 year old
Training received
Training by the firm 5.56 10.29 12.83 14.44 17.81 12.56 0.66 2.71 3.68 7.45 11.44 3.50 3.97 7.04 9.18 14.42 19.19 11.28
Training by Government programs 2.80 2.46 1.92 2.41 1.52 2.19 3.28 2.61 2.80 2.77 4.38 2.96 2.63 2.96 1.96 2.41 1.69 2.30
Training by own resources 0.87 1.42 1.74 3.46 4.27 2.45 0.05 0.11 1.01 0.23 1.87 0.41 0.88 0.81 1.48 1.91 5.21 2.16
Training by other means 0.31 0.56 0.54 0.19 0.32 0.38 0.14 0.21 0.04 0.33 0.39 0.18 0.45 0.34 0.19 0.32 0.49 0.35
No training and interest in training
No expected impact of training 2.59 1.99 2.28 1.79 1.05 1.91 2.93 2.50 1.22 2.00 0.91 2.17 2.74 2.55 1.72 2.02 0.96 1.94
Bad experience in previous training 0.19 0.06 0.06 0.01 - 0.06 0.35 0.09 0.11 - - 0.15 0.18 0.06 0.05 0.09 - 0.07
No special reason mentioned 14.60 13.97 11.29 11.33 8.71 11.80 13.19 11.00 15.91 9.47 6.71 12.29 14.58 13.40 12.44 11.30 8.55 11.87
No training and interest in training
Lack of fmancial resources 12.72 11.09 9.40 8.89 4.03 9.01 11.77 7.05 7.27 6.94 1.57 8.12 12.46 10.53 9.99 8.43 4.21 8.89
No possibility provided by employer 0.88 1.71 2.55 1.98 0.72 1.61 0.71 1.20 0.44 1.25 0.38 0.85 0.65 1.25 1.95 2.47 0.90 1.50
Lack of knowledge of Gvt. programs 15.44 9.81 8.77 6.45 3.02 8.34 26.42 26.70 21.42 20.06 16.67 23.93 18.23 15.03 10.35 8.08 3.68 10.54
Lack of preparation for training 1.06 0.49 0.47 0.60 0.03 0.51 1.62 1.72 1.11 1.68 0.71 1.49 1.15 0.90 0.67 0.57 0.12 0.65
No possibility because studying 10.26 9.25 13.52 15.72 26.46 15.42 6.88 5.54 6.40 6.02 13.58 6.62 12.73 8.84 11.73 13.98 22.45 14.18
Noneed,notime, orotherreason 32.37 36.16 33.70 31.80 31.37 33.02 31.87 38.07 38.25 41.25 41.09 36.98 28.60 35.57 37.46 33.51 31.83 33.58

35-64 year old
Training received
Training by the firm 5.09 10.08 14.63 18.72 22.18 14.83 1.76 2.71 2.85 3.47 7.53 2.95 4.21 8.39 11.22 15.47 20.83 12.96
Training by Government programs 1.52 1.05 1.42 1.88 1.22 1.42 2.63 2.23 2.12 2.50 3.04 2.43 1.84 1,45 1.38 1.77 1.50 1.58
Training by own resources 0.54 0.39 0.89 2.35 5.59 2.14 0.03 0.16 0.42 1.00 2.31 0.47 0.29 0.45 0.64 1.73 4.97 1.88
Training by other means 0.12 0.29 0.23 0.15 0.35 0.23 0.08 0.41 0.15 0.10 0.47 0.22 0.14 0.20 0.27 0.18 0.33 0.23
No training and interest in training
No expected impact of training 4.19 2.82 3.22 2.45 2.10 2.88 4.52 3.64 2.57 1.89 2.68 3.36 4.85 3.55 2.46 2.43 2.18 2.96
Bad experience in previous training 0.21 0.21 0.08 0.03 0.06 0.11 0.04 0.03 0.26 0.47 - 0.14 0.18 0.20 0.07 0.08 0.08 0.11
No special reason mentioned 17.08 16.66 14.73 15.64 12.01 15.05 13.67 15.98 14.85 13.18 12.63 14.38 16.24 16.21 16.02 14.54 12.77 14.95
No training, and interest in training
Lack of financial resources 11.28 8.73 7.55 7.09 3.10 7.26 6.53 4.84 7.34 4.86 2.05 5.64 10.09 7.80 8.65 6.52 3.65 7.00
No possibility provided by employer 1.46 2.03 2.25 1.29 0.94 1.56 1.39 0.57 1,40 0.62 0.60 1.00 1.31 1.72 2.04 1.54 0.91 1.47
Lack of knowledge of Gvt. programs 12.95 9.91 7.95 5.65 2.43 7.37 22.37 19.42 13.81 16.81 11.37 18.16 15.93 12.62 9.07 7.99 3.20 9.07
Lackofpreparationfortraining 1.78 0.61 0.76 0.34 0.12 0.66 2.81 1.68 1.50 1.36 2.30 1.99 1.80 1.13 0.84 0.66 0.31 0.87
No possibility because studying 0.19 0.05 0.06 0.48 0.39 0.25 0.30 - - 0.05 - 0.10 0.25 0.07 0.08 0.13 0.50 0.22
No need, no time, or other reason 36.61 40.90 39.56 37.98 41.95 39.53 36.08 41.18 43.71 41.89 39.85 40.13 36.12 40.23 41.35 39.49 40.20 39.63
Source: Authors' estimation using 1998 CASEN survey.
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Appendix Table 7: Training, Fema le population by age group, Chile 1998 (all entries are percent ges)
Urban Quintiles Urba Rural Quintiles Rura National Quintiles Nat'l
_ _~~~~~~~~ n I

1 2 3 4 5 Total 1 2 3 | 4 5 Total 1 | 2 3 4 5 Total

18-34 year old
Training received
Training by the firm 1.89 3.92 6.46 10.30 15.69 7.90 0.49 0.80 1.78 5.38 9.48 1.69 1.07 2.32 5.37 8.74 17.07 7.11
Training by Government programs 4.77 3.62 3.04 3.56 1.85 3.32 4.25 5.13 4.05 5.02 2.88 4.51 4.41 4.23 3.27 3.39 2.21 3.47
Training by own resources 0.52 1.81 2.38 3.40 4.17 2.52 0.66 0.18 0.72 0.82 4.13 0.68 0.71 1.26 1.62 2.48 5.09 2.28
Training by other means 0.52 0.38 0.48 0.19 0.79 0.48 0.03 0.49 0.17 0.17 0.21 0.22 0.40 0.41 0.40 0.29 0.71 0.44
No training and interest in training
No expected impact of training 0.90 1.04 1.76 0.95 0.82 1.09 1.72 1.28 1.98 2.10 0.33 1.61 1.40 1.23 1.52 0.94 0.74 1.16
Bad experience in previous training 0.28 0.12 0.08 0.15 0.02 0.13 0.08 0.02 0.06 0.84 0.34 0.14 0.17 0.13 0.14 0.18 0.02 0.13
No special reason mentioned 13.81 12.83 12.32 10.87 8.42 11.55 11.48 11.46 12.55 11.25 9.58 11.58 13.41 12.60 13.12 10.44 8.52 11.56
No training and interest in training
Lack of fmancial resources 11.14 10.44 11.44 8.20 4.07 8.93 9.86 6.14 11.02 4.96 4.77 8.22 10.71 9.72 10.89 8.72 4.45 8.84
No possibility provided by employer 0.21 0.59 0.56 1.14 0.63 0.63 0.06 0.02 0.74 2.24 - 0.40 0.10 0.36 0.68 1.21 0.60 0.60
Lack of knowledge of Gvt. programs 19.49 15.29 9.91 7.58 2.83 10.72 29.86 27.04 21.08 18.03 13.28 25.42 19.81 19.20 12.90 9.15 3.16 12.61
Lack of preparation for training 0.91 0.60 0.32 0.29 0.02 0.41 2.07 1.74 1.77 0.93 0.14 1.72 1.11 0.73 0.69 0.37 0.06 0.58
No possibilitybecause studying 7.39 8.88 10.68 15.84 23.73 13.60 5.80 7.75 6.18 11.29 9.83 7.20 11.71 7.17 9.14 14.85 20.47 12.78
No need,no time,orotherreason 37.69 39.62 39.50 36.36 36.01 37.79 33.12 37.71 37.60 36.08 44.19 36.16 34.36 39.87 39.35 38.54 35.66 37.58
35-64 year old
Training received
Training by the firm 1.79 3.18 5.49 10.14 14.40 7.36 0.38 0.83 1.57 4.28 4.19 1.51 1.60 2.16 3.89 7.78 14.69 6.61
Training by Government programs 3.46 3.29 2.97 2.97 2.58 3.03 3.66 2.97 3.07 3.24 6.91 3.52 3.35 3.39 2.80 3.13 2.90 3.09
Training by own resources 0.49 1.37 1.66 2.16 5.28 2.31 0.29 0.33 0.58 1.07 2.34 0.60 0.87 0.78 1.25 1.84 4.83 2.09
Training by other means 0.20 0.46 0.30 0.38 0.33 0.34 0.11 0.05 0.11 0.18 0.25 0.11 0.22 0.35 0.28 0.26 0.41 0.31
No training and interest in training
No expected impact of training 1.56 1.49 1.50 1.40 1.44 1.47 0.69 1.12 0.78 0.27 0.16 0.74 1.59 1.32 1.15 1.38 1.44 1.38
Bad experience in previous training 0.08 0.10 0.00 0.12 0.02 0.06 0.05 0.09 0.24 0.17 0.02 0.11 0.05 0.12 0.05 0.08 0.05 0.07
No special reason mentioned 18.19 17.68 18.41 19.84 16.72 18.17 17.59 18.75 18.61 16.01 18.53 17.98 17.70 19.42 18.17 18.39 17.28 18.14
No training and interest in training
Lack of financial resources 9.74 8.48 7.62 6.00 3.50 6.90 4.92 4.63 5.37 3.87 1.44 4.55 8.57 7.82 8.07 6.39 3.25 6.60
No possibility provided by employer 0.30 0.61 0.49 0.62 0.49 0.50 - 0.00 0.26 0.05 0.02 0.06 0.09 0.29 0.43 0.79 0.54 0.45
Lack of knowledge of Gvt. programs 15.12 12.73 10.53 6.21 3.43 9.27 25.87 19.51 13.32 15.30 12.29 19.25 17.66 14.87 11.12 8.76 3.35 10.57
Lack ofpreparation for training 2.12 0.96 0.80 0.49 0.37 0.91 3.81 2.29 3.41 1.98 0.58 2.85 2.40 1.11 1.26 0.91 0.41 1.16
No possibility because studying 0.28 0.12 0.45 0.55 0.44 0.38 0.04 0.04 0.04 0.06 0.08 0.05 0.30 0.22 0.38 0.30 0.44 0.33
No need, no time, or other reason 36.66 42.25 42.12 40.52 43.78 41.17 34.49 41.12 43.70 42.99 43.64 39.93 36.74 40.45 42.90 42.25 41.95 41.01
Source: Authors' estimation using 1998 CASEN survey.
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I. Introduction

6.1 Many workers are at risk of loosing their job due to involuntary separations from firms.
Traditionally, countries have dealt with those risks through a combination of state-funded unemployment
assistance (or insurance) and firm-funded severance payments. Chile has both types of programs. The
problem with these types of programs is that they have a number of weaknesses. Unemployment
assistance is supposed to help workers who loose their job to smooth their consumption spending during
an unemployment spell. Yet when the unemployment benefits are large, there may create incentives for
the workers to remain unemployed longer than necessary. This "moral hazard" problem may have been
at work in the rise of unemployment rates and the length of unemployment in European economies2 . As
for severance payments programs, they also have the potential of creating distortions in the labor market,
not only in the relationships between firms and workers, but also between younger and older workers.

6.2 The weaknesses of traditional policies for dealing with unemployment shocks has placed the
reform of social insurance programs at the center of the public policy debate. Unemployment insurance
saving accounts (UISAs) have been proposed as an instrument to protect workers from the loss in
earnings associated with unemployment (e.g., Feldstein and Altman, 1998; Orszag and Snower, 1997).
The idea is to have all workers (and possibly their employers as well) deposit a share of their monthly
incomes into their UISA, with the balance in the account accruing market interest rates. During an
unemployment spell, the workers who would be eligible to do so could withdraw funds from their
individual account. It is only when there would be no or few funds left in the account that complementary
unemployment assistance allowances would be provided. The fact that the accounts are individualized
helps to solve the moral hazard problem. Moreover, the fact that the contribution system is mandatory
also helps to solve another problem, namely the adverse selection mechanisms through which only some
workers might choose to self-insure, or through which the private insurance firms insuring workers would
try to hand-pick those workers with the lowest risk of being unemployed. Overall, the objective of UlSAs
is to set incentives right. Recent proposals for replacing standard forms of unemployment assistance by
UISAs are being implemented in several Latin American countries (e.g., Brazil and Colombia).

6.3 In Chile, the need to rethink the unemployment protection system is reinforced by the fact that the
current mix of unemployment assistance and severance payments does not work properly. The
unemployment assistance benefit provided by the government is of such a small amount (compared with

' Both authors are with the Latin America region at the World Bank. The paper was funded by the World Bank
under the Chile Poverty Assessment and the Regional Study on Public Spending and the Poor in Latin America.
Assistance from Corinne Siaens is gratefully acknowledged. The views expressed in the paper are those of the
authors and need not represent the views of the World Bank, its Executive Directors, or the countries they represent.

2Beyer (2000) shows that the unemployment duration in Chile is lower than that observed in the OECD, and
especially in Europe. In Chile, the average unemployment spell was 3 months over 1995-97, while in OECD
countries, more than half of unemployed workers have been unemployed for more than a year (OECD, 1999).
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the minimum wage) that it is insufficient for ensuring adequate protection. Probably in part because the
benefits are so low, only 8 percent of the unemployed get benefits (another reason for the low take-up is
the fact that only formal sector workers with a certain length of job tenure are eligible). Under the
severance payments system, unemployed workers receive one month of pay for each working year with
the firm, up to a limit of eleven months of pay. The problem is that many of the workers who need
support the most when unemployed because they have few savings are also excluded from the severance
payments system because they lack adequate tenure (this is the case for youths and women)3.

6.4 This paper explores some of the implications of replacing in Chile the current job security system
with UISAs. To motivate the paper, we start in section 2 by presenting evidence as to the role played by
unemployment as a determinant of poverty. Section 3 then discusses the weaknesses of the current
system of unemployment protection in Chile (severance payments by firms and unemployment assistance
by the government). Section 4 outlines the theoretical rationale for UISAs and discusses the main
proposal for UISAs made in Chile so far, in July 1999. The section also analyzes the potential impact on
the distribution of income of a shift from the current system to the new one. Section 5 concludes.

II. Impact of unemployment on per capita income and thereby poverty

6.5 Unemployment is a key determinant of poverty in Chile. To motivate the rest of the paper, the
objective of this section is to support this assertion by measuring the marginal impact of unemployment
and other labor market variables on the per capita income of households and thereby on their probability
of being poor. To do so, we use data from the nationally representative 1998 CASEN survey and linear
regressions as indicated in Box 1. The dependant variable is the logarithm of per capita nominal
monetary income (without imputations). Separate regressions are provided for the urban and rural
sectors. Apart from a constant, the regressors include: (a) the geographic location of the household
according to Chile's regions; (b) household size variables and their square (number of infants, children,
and adults), whether the household head is a woman, the age of the head and its square, and whether the
head has a spouse or not; (c) characteristics of the household head, including his/her level of education;
whether he/she is employed, unemployed and searching for work, or not working; his/her sector of
activity; his/her position; whether he/she works in the public sector; the size of the firm in which he/she
works; and whether he/she is underemployed; and (d) the same characteristics for the spouse of the
household head when there is one.

6.6 While the regressions can be used for poverty simulation (the regression results are robust to the
choice of the poverty line), we focus below on the percentage increase in per capita income associated
with household characteristics rather than on the impact on poverty per se. Although we present below the
regression results in separate tables by topic, only one set of regressions with all the relevant exogenous
variables were estimated in urban and in rural areas separately. We discuss subsequently (a) the impact
on per capita income of demographic and household structure variables; (b) the impact of education; and
(c) the impact of employment variables, including the fact of being unemployed.

6.7 As indicated in Table 1, per capita income decreases, and thereby poverty increases with the
number of infants and children in the household (negative coefficient estimates, with the estimates
representing the percentage decrease in per capita income associated with the corresponding variable).
While these results make sense, it must be mentioned that they may be sensitive to the methodological

3 Another weakness of Chile's current system is that severance payments can be cumulated with unemployment
assistance. Coloma (2000) has proposed to use the severance payments system as a deductible, in such a way that
the worker who has lost his/her job would not become eligible to receive unemployment benefits during the period
covered by the severance payments.
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choices made for poverty measurement 4 It is also worth noting that after controlling for other household
characteristics, female headed households have a level of per capita income 10 percent below that of male
headed households (this type of finding can be used to justify the implementation of special programs and
provisions for women heads of households; when a women head of household is unemployed, the
combination of the loss of earnings due to the absence of a partner and the woman's own loss is large).

Table 1: Marginal percentage increase in per capita income due to demographic variables
[The excluded reference categories are a household with a male head and a spouse]

Urban Rural Urban Rural
Number of infants -0.105 -0.143 Number of adult squared 0.005 0.009
Number of infants squared -0.002 0.036 Female head -0.108 -0.112
Number of children -0.186 -0.204 Age of the head 0.005 0.034
Number of child squared 0.018 0.017 Age of the head squared -0.001 -0.001
Number of adults -0.047 -0.038 No spouse for the head 0.018 0.004
Source: World Bank staff using: CASEN 1998. NS means not statistically different from zero at the 10% level.
Coefficients underlined are significant at the 10% level. Coefficients not underlined are significant at the 5% level.

6.8 The gains from education are substantial. A household with a head having gone to the university
(superior level in table 2) has almost twice the expected level of income of an otherwise similar
household whose head has no education at all. Completing secondary schooling brings in an 70 percent
gain versus no schooling. Completing primary school brings in a 30 to 40 percent gain. There are some
differences in the gains for the head in urban and rural areas, probably because that there are more
opportunities for qualified workers in urban. The gains from a well educated spouse are also large and
similar in urban and rural areas, but they are slightly smaller than for those observed for the head. This is
not surprising given that the employment rate for women is smaller than for men for all levels of
education, so that women use their education endowment less than men. Another explanation could be
that there is gender discrimination in pay, but this would require further analysis to be established.

Table 2: Marginal percentage increase in per capita income due to education
[The excluded reference categories are a household head and a spouse with no education at all]

Urban Rural Urban Rural
Household head Household spouse
Primary partial 0.398 0.256 Primary partial 0.205 0.325
Primary total 0.365 0.302 Primary total 0.198 0.187
Secondary partial 0.701 0.513 Secondary partial 0.351 0.523
Secondary total 0.651 0.612 Secondary total 0.413 0.506
Superior (university) 0.901 0.8 14 Superior (university) 0.687 0.789
Source: World Bank staff using CASEN 1998. NS means not statistically different from zero at the 10% level.
Coefficients underlined are significant at the 10% level. Coefficients not underlined are significant at the 5% level.

4 By using per capita income as our indicator of well being, we do not allow for economies of scale in the
household, nor for differences in needs between household members. By ruling out economies of scale, we consider
that the needs of a family of eight are exactly twice the needs of a family of four. With economies of scale, a family
of eight having twice the income of a family of four would be judged better off than the family of four. Thus, not
allowing for economies of scale over-estimates the negative impact of the number of infants and children on
poverty. Moreover, by ruling out differences in needs between household members, we do not consider the fact that
larger households with many children may not have the same needs per capita than smaller households because the
needs of infants and children tend to be lower than those of adults. In other words, our poverty line measures the
cost of basic needs for an "average" individual, but very large families do not consist of average individuals because
infants and children are over-represented in them. Not considering differences in needs also leads to an
overestimation of the impact of the number of infants and children on poverty. Nevertheless, even if corrections
were made to take into account both differences in needs and economies of scale within the household, a larger
number of infants and children would still lead to a higher probability of being poor.
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6.9 Employment patterns for the head and the spouse also have a large impact on per capita income
and thereby on poverty. The regression specification enables us to look at various issues (table 3):
* Unemployment: Not surprisingly, having a head or a spouse available for work or searching for

employment has a large negative impact on per capita income in both urban and rural areas. In most
cases, the household suffers from a drop in income of 20 percent as compared to the case when the
head or the spouse is fully employed (these are the excluded reference categories in the regression).
While these results probably overstate the impact of unemployment on consumption poverty
(households may use smoothing strategies in order to cope with unemployment, and the volatility of
consumption expenditures is lower than the variability of income because households save and
borrow), the fact that unemployment can lead to serious consequences for per capita income is clear.
Moreover, households with a head or spouse not working also tend to have lower levels of income.

* Underemployment: Having a head or spouse working less than 20 hours per week is not associated
with a low level of per capita income, which suggests that many of those who work few hours can
afford to. By contrast, underemployment at the level of 21 to 39 hours per week is associated with
lower per capita income and higher poverty in the case of households heads, but not for spouses.

* Sector of activity and position held: Having a head or a spouse belonging to the construction,
commerce, service, mining/manufacturing/electricity, or transport sector brings in additional per
capita income as compared to working in agriculture (the excluded reference category). There is a
surprisingly large premium to working in the public sector (which is worth investigating further; note
however that the data may not be representative of the public sector), and a gain in working for a firm
with more than 10 employees. Self-employment is associated with a lower income, and being an
employer generates a gain in per capita income, while unpaid family work is associated with poverty.

Table 3: Marginal percentage increase in per capita income due to employment variables
[The excluded reference categories are a household head and a spouse fully employed (at work and not
underemployed), and working a wage earners (as opposed to self-employment) in the ag iculture sector]

Urban Rural Urban Rural
Household head Household Spouse
Employment of head Employment of spouse
Available (unemployed) -0.198 -0.029 Available (unemployed) -0.171 -0.187
Searching (unemployed) -0.225 -0.725 Searching (unemployed) -0.154 -0.058
Not working 0.058 -0.517 Not working -0.210 -0.598
Sector of activity of head Sector of activity of spouse
Mining/Manuf/Electricity 0.302 0.388 Mining/Manuf./Electricity 0.042 0.057
Construction 0.528 0.043 Construction 0.617 1.007
Commerce 0.402 0.501 Commerce 0.278 0.175
Transport 0.491 0.684 Transport 0.458 0.256
Services 0.405 0.204 Services 0.391 0.144
Type of employment of head Type of employment of spouse
Self-employed -0.105 -0.540 Self-employed -0.105 -0.540
Employer 0.515 -0.054 Employer 0.515 -0.054
Unpaid family work -0.403 -0.274 Unpaid family work -0.403 -0.274
Public sector 1.105 2.154 Public sector 1.105 2.154
Size of firm > 10 people 0.104 0.054 Size of firm > 10 people 0.104 0.054
Underemployment of head Underemployment of spouse
Hours of work per week < 20 0.125 0.154 Hours of work per week < 20 -0.028 0.196
20< hours per week •39 -0.155 -0.256 20• hours per week •39 0.187 0.485
Source: World Bank staff using CASEN 1998. NS means not statistically different from zero at the 10% level.
Coefficients underlined are significant at the 10% level. Coefficients not underlined are significant at the 5% level.
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Box 1: Determinants of poverty: categorical or linear regressions?

It has become a standard practice to analyze the determinants of poverty through categorical regressions
such as probits and logits. When using such categorical regressions, it is assumed that the actual (per
capita) income of households divided by the poverty line, which is denoted by the latent variable y*i, is
not observed. We act as if we only know whether a household is poor or not, which is denoted by the
categorical variable yi, which takes the value one if the household is poor, and zero if the household is not
poor. If we denote by Xi the vector of independent variables (including a constant), the model is:

y*j = 'X; + £j with yi = 1 if y*j >O and yz = O if y*i < O

Under the hypothesis of a normal standard distribution for the error term si, this model can be estimated
as a probit. The probability for a household with characteristics Xi of being poor is given by Prob[yi* >
O]= ProbIj3'X, + Ei > 0] = Prob [Ei >-f3'Xi] = F (,B'Xi) where F denotes the cumulated density of the standard
normal distribution. The marginal impact of a change in a continuous variable XA on the probability for
household i of being poor, all other variables being held constant, is f(3'Xi)3A, where f is the standard
normal density. A coefficient ,BA positive (negative) implies a positive (negative) effect of an increase in
the corresponding variable on the probability of being poor. The marginal probability variations can be
measured for any particular value of the Xi vector since f(f3'Xi)3A depends upon Xi. The convention is to
compute the marginal effects at the sample mean. If XA is discrete, its impact on the probability of being
poor can be obtained by comparing the cumulated normal densities at various values.

The main problem with such categorical regressions is that the estimates are sensitive to specification
errors. With probits, the parameters will be biased if the underlying distribution is not normal. The
alternative is to use the full information available for the dependant variable (indicator of well-being), and
to run a regression of the log on the indicator (if its distribution is log normal.) Assume that k*j is the
normalized indicator divided by the poverty line, so that k*, = y*i/z, where z is the poverty line. A unitary
value for w*i signifies that the household has (per capita) income exactly at the level of the poverty line.
Then, we can run the following regression:

Log k*i = 7'Xi + si

From this regression, the probability of being poor can then be estimated as follows:
Prob[log k*i <0 I XJ = F[-(y'Xj)la]

where C is the standard deviation of the error terms and, as before, F is the cumulative density of the
standard normal. This does not mean that probit/logit regressions should never be used. Categorical
regressions will typically have better predictive power for classifying households as poor or non-poor.
However, to conduct inference on the impact of variables on poverty, it is better to use linear regression.
Another advantage of linear regressions is that probabilities of being poor can be computed for any
poverty line the analyst whishes to use without having to rerun a new regression for every poverty line.
This is with region-specific poverty lines valid for urban or rural areas as a whole, or for specific
departments within the urban and rural sectors, only the constant and/or the coefficients of the regional
dummy variables in the regression will change, and this happens in a straightforward way.
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III. Weaknesses of Chile's current protection system for the unemployed

6.10 A key finding from the previous section is that unemployment for a household head or his spouse
generates a loss of up to 20 percent in the household's per capita income. The unemployment assistance
and severance payments systems that have been in existence for many years in Chile (see Box 2 for an
outline of the history of the two types of programs) are supposed to offset such losses, but the systems as
they function today do not succeed in protecting the unemployed. In this section, after briefly mentioning
some of the limitations of both types of programs in theory, we discuss their main observed weaknesses.

III.1. Unemployment assistance

6.11 At the theoretical level, the main critique of unemployment assistance programs (and more
generally, of traditional social insurance programs which are funded through tax revenues) is that the
programs generate moral hazard. As suggested by Gruber (1997), social assistance and insurance
programs can have distorting effects on individual and firm decision-making. The workers who are laid
off may take longer to find new employment if they benefit from generous allowances which are funded
by others. The employers who are laying off workers regularly may do so because they do not bear the
cost of their decisions. Empirical studies show that these distortions exist, and that they can be sizeable.

6.12 There are at least three ways of reducing the likelihood of moral hazard. One possibility is to
make sure that unemployed workers loose part of their earnings when becoming unemployment (i.e., the
unemployment allowances are typically set below the wage previously earned by the workers). Another
possibility is to have the unemployment benefit depending on the past contributions to the system by the
worker. For example, workers who have contributed more to the system may be entitled to better
benefits, and employers who have avoided laying off staff may see their contributions to the system
reduced. A third possibility is to require the unemployed workers receiving benefits to be actively seeking
work and to accept a suitable job when such a job is offered to them. While the first two methods for
reducing the likelihood of moral hazard can be implemented either publicly or privately, the third method
is easier to implement when a public agency is in charge of monitoring the unemployed.

6.13 In Chile, one could argue that the first possibility for reducing the likelihood of moral hazard by
limiting benefits has been taken to such an extreme that today, the problem is not moral hazard per se, but
rather the inadequacy of the benefits and the lack of coverage of the unemployed population. The
deterioration over time in coverage and benefits is shown in table 4, which provides for the period 1980-
1999 the unemployment rate in percentage of the labor force, the number of workers receiving
unemployment assistance, the total outlays for assistance, and the share of GDP that the outlays represent.

* Low benefits: As shown in table 4, each unemployed worker received US$300 on average in 1998 for
the full length of the unemployment spell. By comparison, in June 1998, the minimum wage was
worth US$178 per month, at which time five percent of the labor force was earning the minimum
wage5. Given that only one in five unemployed workers was without a job for less than 2 months in
the last quarter of 1998 (table 5), it is clear that the unemployment assistance benefits were low. This
can be made more apparent by noting that in the 1998 CASEN survey, unemployment assistance
benefits represent only 0.3 percent of total income. At the time of the survey, the unemployment
assistance benefits were (Chilean Pesos) CH$17,300 for the first three months of unemployment,
CH$11,600 for the next three months, and CH$8,700 for the next six months, versus a minimum

According to the Economy and Labor Program (PET), in April 1996, the gap between the legal minimum wage
and the minimum monthly wage required to meet basic needs, defined in the government's minimum basket for the
satisfaction of basic needs, was 34.2 percent. That is, the legal minimum wage was CH$58,900 while the salary
required by a worker to satisfy his or her basic needs was $89,538.
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wage of about CH$80,500. Table 4 clearly shows that there has been over time an erosion in the
unemployment assistance benefits per unemployed worker, with the total outlays for unemployment
assistance representing only 0.01 percent of GDP in 1998, versus 0.23 percent in 1980.

* Low coverage: Figure I shows that only 8 percent of all unemployed workers were receiving benefits
in 1998. While this is a higher share of unemployed workers than in 1994, it is well below the levels
of coverage of the 1980s. The low coverage is due in part to the fact that only formal workers are
eligible, and the decrease in coverage may be accounted for in part by the strength of the Chilean
economy during most of the late 1980s and the 1990s. Still, it is also possible that the decrease in
coverage is due in part to the erosion of the benefits, with some eligible unemployed workers
deciding not to apply for benefits because they do not believe that the benefits are worth the effort.

Table 4: Unemployment Rate and Unemployment Assistance Outlays in Chile, 1980-1999
Unemp. Number Assistance Outlays as Unemp. Number Assistance Outlays as

rate receiving outlays share of rate receiving outlays share of
(%) assistance (US$M) GDP (%) (%) assistance (US$M) GDP (%)

1980 10.40 74,000 56,000 0.23 1990 5.70 33,845 6,000 0.02
1981 11.30 75,000 65,000 0.25 1991 5.30 30,246 6,000 0.02
1982 19.60 131,000 103,000 0.46 1992 4.40 23,432 6,000 0.01
1983 14.60 142,000 95,000 0.43 1993 4.50 19,147 4,000 0.01
1984 13.90 98,000 52,000 0.22 1994 5.90 20,572 6,000 0.01
1985 12.10 97,000 47,000 0.19 1995 4.70 21,282 6,756 0.01
1986 8.80 85,000 31,000 0.12 1996 5.40 21,343 7,234 0.01
1987 7.90 66,051 18,000 0.07 1997 5.30 22,586 7,610 0.01
1988 6.30 51,750 14,000 0.06 1998 6.15 27,290 8,014 0.01
1989 5.30 39,245 9,000 0.03 1

Source: Compendios Estadisticos, INE (lnstituto Nacional de Estadisticas) and Boletines Mensuales, SSS
(Superintendencia de Seguridad Social)

Figure 1: Coverage of Unemployment Assistance (share of
unemployed workers)
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Table 5: Unemployment Duration in October-December 1998 by gender (entries are in percentage)
Duration in Males Females All Duration in Males Females All

months months
Total 64.67 35.33 100.00 9-12 4.45 9.21 6.13
< 2 22.38 13.25 19.15 12-24 6.09 13.08 8.56
2-4 36.95 26.05 33.10 24-48 0.79 1.98 1.21
4-7 14.86 15.76 15.18 48+ 0.50 0.27 0.42
7-9 4.61 5.68 4.99 Neverwork 9.39 14.75 11.28
Source: Instituto Nacional de Estadisticas
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Box 2: Brief review of the unemployment assistance and severance payments systems in Chile

Unemployment assistance (UA). Three periods can be distinguished in the history of the Chilean
UA system: until 1974, from 1974 to 1982, and after 1982. The main difference between the system that
existed before 1974 and the system in place between 1974 and 1982 consisted in the fact that the pre- 1 974
system was formed by different programs for different occupational groups (e.g. private employees,
workers, bank employees, etc). The reform implemented in 1974 (Law Decree 603) led to some level of
harmonization in the eligibility rules and benefits received by workers, and to the extension of the
coverage of the system to all formal sector workers, including those from the public sector who were not
eligible before. The maximum level of the benefits could not be greater than the 90 percent of four times
the minimum wages, nor could it be less than 80 percent of two minimum wages. Differences in funding
and benefits persisted between the private and public sectors. Former public employees were entitled to
75 percent of their last wage, while private sector employees were entitled to 75 percent of the average
wage earned during the six months before they became unemployed. The assistance granted to former
public employees was fully financed by the government, while for former private sector employees, the
assistance was financed in through a two percent tax on wages paid by workers (employers also
contributed, but to a lower extent). One key requirement for eligibility was to have at least 12 months of
tenure/contribution to the system (in continuous or discrete forrn) in the two years preceding the
unemployment spell. After receiving benefits and finding a new job, a worker had to wait for two years
before being eligible for assistance again.

The UA system was reformed again in March 1982 (Law Decree 150), in part to tighten the
eligibility rules. It was decided that in order to receive assistance, the reason for being unemployed (i.e.,
fired) was to be beyond the worker's control. The worker also had to be enrolled in the unemployment
records of the social security office as well as of the municipality where she or he belonged. It was also
decided that a worker would no longer receive assistance if he/she were to refuse a job offer from the
Training and Employment National Service, unless the wage offer was less than 50 percent of his/her
previous salary. The eligibility conditions regarding the required previous contributions to the system and
the length of time necessary before being eligible again for assistance were kept unchanged. The
maximum benefits duration was set at 360 days, with decreasing payments over time. The payments were
set independently of the pre-unemployment wage. Along with the UA, the workers were made eligible for
other benefits such as health and maternal allowances. It was explicitly stated that UA benefits were
incompatible with certain other types of incomes (e.g., workfare under the emergency employment
schemes used during the 1970s and 1980s). UA benefits were also incompatible with benefits such as
allowances received for sick-leave, occupational disease, and work place accidents. One important change
brought by the reform relates to the financing of the system. Since 1982, UA benefits are funded by the
Unemployment Insurance Fund using general tax revenues, without taxes on private firms and workers.

Severance payments. Since April 1966, the Law No. 16455 deters employers to fire workers
without ajustified cause. Originally, the system worked as follows. If the layoff was considered unfair by
the court, the employee had to be reinstated, or the employer had to provide a severance payment
equivalent to one month of pay per year of service, with no maximum threshold. If the layoff was
justified, no severance payment had to be provided. In June 1978, the Law Decree No. 2200 reintroduced
employee dismissal as a way of putting an end to an employment contract. The employer could layoff a
worker without providing a specific reason, provided the worker received a severance payment
corresponding to one month of pay for each working year. The rule applied only to workers hired after the
Law Decree took effect. The ability of employers to end contracts was confirmed by the Law No. 18018
of August, but the severance payment was reduced to one month per working year with a five-year limit.
In December 1990, the Law No. 19010 required again that all layoff be justified, and for all workers hired
after August 14, 1981, severance payments were set at one month per working year with a eleven-year
limit. The workers hired before that date keep a severance payment with no maximum year limit.
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II.2. Severancepayments

6.14 Severance payment systems have a number of virtues. They strengthen the workers' bargaining
position and create an income source for unemployed workers without depressing labor supply. They help
older workers who may loose some of their investment in human capital when they are laid off because
they had specialized in a given area and they have more difficulty in acquiring new skills. Severance
payments also force firms with higher layoff rates to pay a higher part of the cost of protecting the
workers who are laid off, thereby reducing the cross subsidies which are implicit in traditional
unemployment assistance and insurance mechanisms. In some extreme cases, the firm and the worker
may agree to a temporary separation funded by a partial severance payment allowance, with the promise
that the worker will be hired again when the firm's situation becomes healthier. This may lower the
temporary unemployment that could arise when the firm faces short-term difficult market conditions.

6.15 At the same time, despite these interesting features, severance payment systems also have a
number of weaknesses. They may discourage firms from investing in their workers' human capital since
the programs tend to lead to shorter and less formal contracts (this hypothesis, however, would have to be
validated empirically, and other factors may help provide incentives for firms to invest in human capital).
Severance payments may also lead firms to reduce wage increases. The employment relationship
between the firm and the worker may be distorted because older workers have perverse incentives to
induce their layoff and firms have perverse incentives to promote the worker's resignation instead.
Severance payments may reduce labor mobility, with older workers not seeking otherwise better jobs out
of the fear of losing their accumulated job tenure. The labor market becomes more rigid, so that it cannot
adapt well to during the business cycle, since it becomes more difficult for the firms to adjust their payroll
when the state of the economy require some flexibility. While some severance payment systems were
established in part to provide mandatory savings for retirement, this function is progressively loosing its
importance because public and private social security systems are being developed. There is also a risk
for workers in that it remains uncertain whether the worker will indeed receive severance payments. The
reason leading to a worker's dismissal may also lead to a denial of benefits. Altematively, if the firm is in
a poor economic situation, the worker may have to accept a severance payment of lower value than what
is stipulated in the law. The firm's liquidity problem become critical under weak business conditions,
which may lead to the dismissal of workers with less tenure even though these workers may be more
productive. The workers who have not completed the required number of years in the firm when they are
laid off are not eligible for severance payment, so that the system does not provide protection for all.

6.16 While Chile's unemployment assistance system has low coverage and low benefits, the problem
with severance payments is rather that the coverage and the benefits tend to differ a lot between workers.

* Uneven coverage: Mizala et al. (1993) estimated that among formal sector workers, 68 percent of
those who might encounter an unemployment spell should be well covered by the severance
payments system, in that they would receive an allowance equal to at least three months of pay. The
workers who are not well covered tend to be young workers (27 percent are between 15 and 24 year
of age, and 41 percent are between 25 and 34 year of age; these two groups represent respectively 16
percent and 35 percent of all formal workers). These groups are not entitled to large severance
payments because they lack employment tenure since they are at the beginning their professional life.

* Uneven benefits: The disparities which are observed in terms of coverage are also observed in terms
of benefits since the benefits are proportional to the tenure of the employee. As shown in table on
average a worker that is laid off would have 6.2 months of severance payments. Since the average
length of unemployment is about 3 months, the average worker benefits from a small rent and does
not necessarily face hardship during an unemployment spell. However, in the case of young workers,
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the average number of years worked does not provide for a generous severance package. Some of the
workers above 35 year of age also lack good severance packages because they have recently changed
job or because they found their job after an unemployment spell. Since female workers are over-
represented in this last group, they would tend to gain from a reform of the system.

Table 6: Tenure at the Current Job by Gender and Age Group
Gender 15-24 25-34 35-44 45-54 55-64 65+ Total
Males 1.7 3.8 7.5 11.7 14.5 15.5 6.7
Females 1.7 3.7 5.8 11.1 13.9 9.1 5.0
Total 1.7 3.8 7.0 11.6 14.4 14.9 6.2
Source: Mizala et al. (1993).

IV. The Rationale for Unemployment Insurance Savings Account

IV.1. Problems with private insurance markets

6.17 It was mentioned earlier that a number of mechanisms can be used to reduce the moral hazard
problems faced by traditional unemployment insurance systems. If policy makers want to go beyond
these mechanisms for reducing moral hazard, a more radical idea is to promote a shift to private insurance
markets for the consumption smoothing of unemployed workers. The suggestion is that workers could
pay insurance premiums in order to be entitled to unemployment benefits when unemployed. The
workers would select their insurer privately, and the insurance market would ensure an appropriate
costing of the insurance premiums. There are, however, three problems with this solution: the potential
for adverse selection on the part of the worker and the insurer, the inability for private insurers to
diversify risk, and the inability for the govemment to redistribute income with equity objectives in mind.

e Adverse selection: There are two types of adverse selection, on the part of workers and insurers.

* Workers: First, there is a possibility that only those workers who are likely to loose their job will
want to insure. This implies that the premium that these workers will have to pay will be larger
than what they would have had to contribute under a mandatory contribution system, so that the
mechanisms of solidarity between workers will be reduced. This is why in most state-sponsored
insurance programs, the participation of all workers is required. The compulsory participation
prevents the opting out of the insurance coverage by the individuals who believe themselves to be
low risk. A comparable but not identical outcome could be achieved with private sector provision
by requiring that all labor market participants to carry at least some minimum level of insurance.

* Insurers: Second, on the part of the insurer, there is an incentive to insure only those workers who
are less likely to be unemployed. This may lead to "cream-skimming" and to the rejection from
the insurance system of those workers who need insurance the most. Also, given the fact that
there is asymmetric information between the worker and the insurer (the worker knows better
what his/her probability of becoming unemployed is), some workers who would qualify for
participating in the system could be excluded, while others who would not qualify if the insurer
ha.d perfect information could be able to participate. This could lead to a sub-optimal pricing
structure for the premiums, and the premiums could be higher because the insurer would face a
higher risk due to the imperfect information at its disposal. Finally, in order to reduce their risk
exposure on an individual basis, private companies may be unwilling to offer insurance against
the risk of unemployment except under very narrowly specified circumstances.
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* Systematic risk: Due to the business cycle, the risk of unemployment is positively correlated
across members of the labor force so that pooling many workers within the same insurance
system need not lead to a substantial reduction in the aggregate risk faced by the insurer. To say
this differently, unemployment is a largely non-diversifiable risk, except over time. This may
lead to a failure of private insurance markets to provide adequate coverage and benefits during
recessions. Although fully developed private insurance markets may not exist for the above
reasons, it would be a mistake to assume that there are no private market responses at all to
respond to the demand for insurance among workers. Firms may be able to insure their employees
to some degree, thereby shifting the risk from the labor market to the capital market, where it can
be handled more readily via portfolio diversification by shareholders. This is the central insight of
implicit contract theory, whereby in exchange for offering relatively stable employment, the firm

6can afford to pay a lower wage . Yet even successful firms may not be able to fully protect their
workers during a recession. Because of their softer budget constraint (and the pressure of public
opinion to provide public support when needed), publicly funded insurance mechanisms may be
more apt to diversify the risks across time than both insurance companies and employers.

6.18 The upshot of the above discussion is that public interventions in markets characterized by moral
hazard, adverse selection, and systematic risk can have positive impacts on social welfare. Whether a
specific intervention will be beneficial depends on the intervention's design (Green and Riddell, 1993).
That is, when policy makers consider the design of social insurance programs, they must weight various
factors. For example, while increasing program generosity may lead to increased distortions in behavior,
it may also lead to better consumption smoothing, and the gains from consumption smoothing must be
weighted carefully against the potential for behavioral distortions in assessing the optimal benefits.

IV,2. Design of Unemployment Insurance Savings Accounts

6.19 In the specific case of a system of unemployment insurance saving accounts (UISA), workers
have individualized accounts to which they contribute in periods of employment and from which they
draw funds when they are unemployed. Interest payments are credited or debited to their account,
depending on its balance (see, for example, the simulations done by Feldstein and Altman, 1998, for the
US economy.) A typical design for UISAs should specify the rate of contribution to the system, the limits
and rules for drawing funds, the limits on total liability, and the interest rate applied to balances. The main
advantage of UISA's is that by internalizing the cost of remaining unemployed (or becoming
unemployed), employment incentives are improved. This is particularly true for workers with lower
unemployment risk, who are more likely to retire with positive balances in their UISAs if they manage to
avoid unemployment spells. The more likely it is that the system will result in positive final balances, the
better the incentives are for keeping jobs and searching for employment opportunities while unemployed.
This is because under the UISA system, the incentive to find a new job and to shorten the unemployment
spell as much as possible is the fact that any withdrawal decreases the individual's net worth (assets and
income), something which does not happen with the more traditional unemployment insurance schemes7.

6 If employees are more risk averse that the owners of firms, which is likely given that human capital risks are
difficult to diversify, both the employee and the firm can benefit from such an arrangement. In effect, the
employment contract, whether explicit or implicit, involves two transactions: a transaction for the labor services
provided by the employee, and an employment insurance provided by the employer. In general, the employer will
be better able to deal with the adverse selection and moral hazard problems than a private insurance company.

7At the extreme, when the rate of contribution to the individual account nears zero, we have the traditional
unemployment insurance system. As the rate of contribution to the individual account increases, and the likelihood
of negative balances due to unemployment falls, the system becomes closer to self-insurance for retirement.
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6.20 Feldstein and Altman (1998) and Orszag and Snower (1997) have discussed whether UISAs
would be appropriate for the US economy. In the proposal made by Feldstein and Altman (1998), workers
would contribute roughly 4 percent of their wages to their UISA (there could be some variation in the
contribution rate depending on the wage level of the individual), and they would be allowed to withdraw
funds under rules yielding benefits similar to those provided by the system of unemployment insurance
currently in place (i.e., the wage replacement ratio would be at about 50 percent, with a time limit of six
months). Market-based interest rates would be applied to the balance in the accounts, and negative
balances would be allowed (i.e., if the account is exhausted, the government lends money to the account).
Those workers reaching retirement with a negative balances would be forgiven. Positive UISA balances
could be converted into retirement income or bequeathed if the individual dies before retirement age.

6.21 The key empirical question is whether UISA accounts based on a moderate savings rate can
finance a significant share of unemployment payments, or whether the concentration of unemployment
among a relatively small number of individuals would force these workers to rely on govemment benefits
with the same adverse effects that characterize the more traditional unemployment insurance. Feldstein
and Altman (1998) used the Panel Study of Income Dynamics (PSID) surveys to simulate a UISA system
over a 25 year historic period (1967-1992). Their analysis indicates that even among the individuals who
experience unemployment, most would have positive account balances at the end of their unemployment
spell. Although about half of the benefit dollars would go to individuals whose account balance is
negative at the end of their working life, less than one third of the benefits would go to individuals who
also have negative account balances when unemployed. The cost to taxpayers of forgiving the negative
balances was estimated to be less than half the cost of the current system. Since the simulations took as
given the behavior of workers under the current system, the magnitude of the negative balances may be
overestimated, so that the savings could be even larger for tax payers.

V. Unemployment Insurance Savings Accounts in Chile

V.1. The law adopted by Congress in April 2001

6.22 This section reviews the characteristics of the "PROYECTO DE LEY QUE ESTABLECE UN
SEGURO DE DESEMPLEO - LEY NUM. 19.728", (hereafter denoted as the law), an unemployed-
worker-job-security-program which is similar to an unemployment insurance savings account. The law
was approved by the Chilean Congress in April 2001.

* Funding: The UISAs are financed with contributions from workers (0.6 percent of the gross
wage) and employers (2.4 percent of the gross wage). This is specified in Article 5. For collection
and tax purposes, the contributions are treated as social security payments, and they are applied to
the gross wage up to a maximum of 90 UF8 (about CH$1,400,000 or US$2,500) per month.
Workers with more than one job pay the tax for each wage they earn and the various employers
pay as well for each contract that a worker may have with them. The maximum period for making
payments into the system is 11 years. Out of the 2.4 percent of the gross wage contributed by the
employer, 1.6 percent goes to the UISA and 0.8 percent is pooled into a unemployment assistance
fund which intervenes when the worker fulfills various requirements (this is explained below).
The unemployment assistance fund is complemented by government transfer of about US$ 10.5
million per year (at the current exchange rate of CP$600/US$). The government transfer is
funded from general tax revenues.

s Unidad de Fomento, a standard measure of real living costs.
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* Coverage: To be eligible for benefits when unemployed, the workers must have lost their job due
to one of the reasons specified in the law, with reference to the labor code9. Essentially, the
worker may not have been at fault in order to receive the benefits. Each worker cannot receive
benefits more than twice within a period of 5 years. Workers must also have made a minimum of
twelve monthly contributions to the system in order to be eligible for benefits (these
contributions do not need to have been made continuously).

* Withdrawals from the UISA when unemployed: When unemployed, the workers may withdraw
funds from their UISA. If the worker loses his job due to one of the reasons specified in the law,
he/she is entitled to a number of withdrawals from his/her account corresponding to the number
of years of contribution, with a maximum of five withdrawals. For workers entitled to more that
one withdrawal, the amount of the first withdrawal is obtained by dividing the balance available
in the UISA by a factor that varies depending on the number of withdrawals the worker is entitled
to (the factor is equal to 1.9 for two withdrawals, 2.7 for three, 3.4 for four and 4.0 for five). The
amounts for the remaining withdrawals are computed in proportion to the amount of the first
withdrawal (90% for the second withdrawal, 80% for the third, and 70% for the fourth). The fifth
and last withdrawal corresponds to whatever is left in the account. Depending on the reason for
the lay-off, the worker may or may not receive severance pay, and this will affect the withdrawals
allowed from the account. Once the worker gets a new job, he/she is entitled to one last
withdrawal, but he/she may also decide to keep the corresponding amount in his/her accountl°.

- Other withdrawals, retirement and death: If the account holder dies, the balance of the account
passes to whomever the worker has designated for this purpose under his contract with the entity
managing his/her account. If no one has been designated by the worker, the balance is allocated
according to Article 60, N° 2 of the Labor Code. If the holder retires, he can freely dispose of the
funds.

* Withdrawals from the public fund:. The employer and Govemment contributions, as specified in
Article 5, are pooled in a fund which can be used by those 1) who have made at least 12 monthly
contributions to their account, 2) who have been laid off due to one of the reasons mentioned in
Article 159, No 6 or Article 161 of the Labor Code, and 3) whose account balance is not sufficient
to obtain a predetermined monthly payment stipulated by the law. The predetertnined monthly
payment is a function the wage earned during the last 12 months of work and is described in
Article 25. There are ceilings and floors to the assistance provided, so that the better off do not
receive large sums of the money, and those who had low wages do not fall below a subsistence
level.

* Administration: The collection and payment business is awarded by a public auction to one entity
that can be national or international, but must be incorporated in Chile. This entity will run both
the unemployment individual accounts and the public assistance fund. The entity is supervised
by the Superintendence of Pension Funds (SAFP). The contract is awarded taking into account
the proposed fee structure, adjustments, and technical conditions.

9 Workers must have lost their job due to one of the reasons mentioned in the Labor Code in Articles 159, 160, 161
171 (N°l), with the exception ofthe reasons specified in Article 159, N°4 and N°5.
'1 Under a previous version of the law (known as PROTRAC), a potentially serious problem was the fact that if a
worker changed job, he had the possibility of withdrawing the full balance of the funds from the UISA
corresponding to his previous job. Of course, the worker could in principle keep the fund in his UISA, but he has no
incentive to do so. This is not feasible anymore under the new law, since the worker may only retrieve an amount
corresponding to one more month of benefits once he/she finds a new job.
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V.2. Limits of the new system

6.23 The law has a number of interesting features in terms of providing adequate incentives for
workers. At the same time, it has weaknesses as well, which may not be easy to avoid.

* Forced savings and lack of flexibility to account for the heterogeneity among workers: Some workers
have stronger short term liquidity constraints and/or higher inter-temporal discount rates than other
workers. In a private insurance market, the workers would be free to save as they wish in order to
smooth their consumption over time. Those workers who would not save would do so either because:
they do not value the implicit insurance that the savings provide, or because they face liquidity
constraints and high discount rates. When the same savings rate is imposed on all workers, the
system is in theory (an in the absence of externalities) inferior to a private unemployment insurance
scheme whereby all workers optimize their consumption pattern over time. However, one of the main
reasons to justify a compulsory saving scheme is to avoid externalities such as the fact that workers
without savings impose a tax on their relatives and society as a whole. Still, poor workers tend to
typically have larger liquidity constraints and higher inter-temporal discount rates, so that there
remains a question as to whether the same savings pattern for all is optimal or not.

• Long-tern unemployment for comparatively poorer workers: The compulsory saving and
unemployment assistance system specified by the law does not guarantee the financing of a specific
unemployment spell. While it is implicitly recognized that it could be necessary to finance
unemployment spells of 5 months or more, the only way to do this is to combine large balances in the
UISAs and possibly severance payments. Yet the workers who tend to be poorer and who need
assistance the most also tend to have shorter job tenures, so that they will not be well protected under
the revised system. Comparatively poorer worker with longer unemployment spells may also lack
human capital, in which case the balances accumulated in their UISAs will be even lower simply
because their expected wage will also be lower. There may be a need to reinforce the unemployment
assistance benefits for these workers, but this may not be feasible if they lack a voice in the debate"l.

* Bargaining power and severance payments: It is not clear what the effect of UISAs could be on the
workers' bargaining power. On one hand, the workers would have available funds to protect them
from unemployment, and this could improve their bargaining power. On the other hand, if the
contribution of firms to the UISA was funded through a reduction in severance payments, the
marginal cost of firing workers for the firms would be reduced.

* Political economy: Because the unemployment insurance savings account would be compulsory, the
cost of the new system(at 2 to 3 percent of GDP) would appear to be much higher than the cost of the
current unemployment assistance system (at 0.01 percent of GDP). Although the balances in the
UISAs belong to the workers, the system may be perceived as an additional tax, and this may
generate opposition. At the administrative level, the logistics involved in a UISA system would be
more complex, and therefore more costly, than those involved in the current assistance system.

V.3. Distributional impact

6.24 In this last sub-section, our objective is to assess the distributional impact of shifting from Chile's
current system of unemployment assistance to a system of UISAs. To do so, we use the method described
in Box 3. For each program, the method will yield two key parameters: the GIE (Gini income elasticity)

1 l Orszag and Snower (1997) explore the possibility by the government to implement balanced-budget redistribution
among the unemployment saving accounts by taxing the contributions of the rich and subsidizing those of the poor.



Poverty and Income Distribution in a High Growth Economy 163

for the benefits of the program, and the GIE for the taxes through which the program is funded. The
interpretation of the GIE in terms of the redistributive impact of a policy differs for benefits and taxes.

* Interpretation of a GIE for a program benefit: If the GIE of a program (unemployment assistance or
UISAs) is equal to one, a marginal increase in the benefits will not affect the Gini coefficient in after-
tax after-benefit per capita income, and thereby the effect on inequality can be considered as neutral
(no change). If the GIE is less (greater) than one, then an increase in program benefits will decrease
(increase) the Gini of income, and thereby increase (decrease) inequality. The smaller the GIE, the
larger the redistributive impact of the program and the gains in inequality.

* Interpretation of a GIE for a tax: The rules for taxes are reversed as compared to the rules for
programs. If the GIE is less (greater) than one, then an increase in tax revenues will increase
(decrease) the Gini of income, and thereby decrease (increase) inequality. The larger the GIE, the
larger the redistributive impact of the tax and the gains in inequality. If the GIE of a tax is equal to
one, a marginal increase in the tax will not affect the Gini coefficient in after-tax after-benefit per
capita income, and thereby the effect on inequality can be considered as neutral (no change).

* Combining the two GIEs: Since the GIE is estimated for a dollar spent on the program, or a dollar
raised in taxes, we can compare programs and taxes which are of different scale in terms of outlays or
revenues. This means that we can compare the GlEs of unemployment assistance and of UISAs, as
well as the GIEs of the taxes raised to fund the two programs, in order to find the overall impact on
social welfare of shifting at the margin from one type of protection of the unemployed to the other.

6.25 Two parameters must be estimated to assess the redistributive impact of the current system: the
GIE for unemployment assistance, and the GIE for the general tax revenues used to fund the benefits.

* GIE for the current system of unemployment assistance: This elasticity was estimated using data
from the 1998 nationally representative CASEN survey. It is equal to -0.84, which is highly
redistributive. This is not surprising since the take-up of the program is higher among those who
have few other resources to cope with the loss of eamings generated by unemployment.

* GIE for the general tax revenues used to fund the current system: Using information from Engel et al.
(1998), we estimated that the GIE for general tax revenues was 0.90 in 1996 (the current tax system is
regressive since the elasticity is smaller than one). Although the income tax is progressive (i.e., the
rich pay a higher share of their income in tax, with a GIE of 1.73), the VAT is regressive, with an
elasticity of 0.79, and other taxes are also regressive, with a GIE of 0.90. The weighted combination
of the elasticities for the three types of taxes yields an overall GIE for tax revenues of 0.90.

* Combining both estimates: As explained in Box 3, all what one has to do to assess the impact of the
current system per dollar spent on benefits (and raised in taxes) is to sum the impacts from the
benefits and the taxes, which each impact being to the relevant elasticity minus one. For the current
system, this yields a marginal impact on inequality proportional to (-0.84-1)-(0.90-1) = -1.74.
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Box 3: Analyzing the impact of the reform of unemployment benefits on inequality

To analyze the distributional impact of the transition from unemployment assistance to
unemployment insurance savings accounts in Chile, we use a source decomposition of the Gini index of
inequality proposed by Lerman and Yitzhaki (1985, 1994). Denote total pre-tax per capita income by y,
the cumulative distribution function for total per capita income by F(y), and the mean total per capita
income across all households by [Ly. The Gini index of inequality can be decomposed as follows:

Gy = 2 cov [y, F(y)]/,uy = , SAR G,

where Gy is the Gini index for total income, GC is the Gini index for income y, from source i, Si =
,.j/y is the share of total income obtained from source i, and R, is the Gini correlation between income
from source i and total income. The Gini correlation is defined as R, = cov [y1, F(y)] / cov[(yi, F(yi)],
where F(y1) is the cumulative distribution function of per capita income from source i. The Gini
correlation R, can take values between -I and 1. Income from sources such as income from capital which
tend to be strongly and positively correlated with total income will have large positive Gini correlations.
Income from sources such as unemployment benefits tend to have smaller, and possibly negative Gini
correlations. The overall (absolute) contribution of a source of income i to the inequality in total per
capita income is thus SiRiG,. The above source decomposition provides a simple way to assess the impact
on the inequality in total income of a marginal percentage change equal for all households in the income
from a particular source. As proven by Stark et al. (1986), the impact of increasing for all households the
income from source i in such a way that y, is multiplied by (I + es) where es tends to zero, is:

.S,y
a -S,(Rj Gj - GY)

This equation can be rewritten to show that the percentage change in inequality due to a marginal
percentage change in the income from source i is equal to that source's contribution to the Gini minus its
contribution to total income. In other words, at the marginal level, what matters for evaluating the
redistributive impact of income sources is not their Gini, but rather the product RiGi which is called the
pseudo Gini. Alternatively, denoting by i = RiGi/GC the so-called Gini elasticity of income for source i,
the marginal impact of a percentage change in income from source i identical for all households on the
Gini for total income in percentage terms can be expressed as:

dJGI / -, SjR,G. _ S =Sih -1)

Thus a percentage increase in the income from a source with a Gini elasticity mi smaller (larger)
than one will decrease (increase) the inequality in per capita income. The lower the Gini elasticity, the
larger the redistributive impact. When conducting policy simulations for the marginal impact on
inequality of changes in various income sources, it is easiest to consider the impact on the Gini per dollar
or peso spent (or taxed), because that marginal impact is directly proportional to (i- I) . All what one has
to do is to sum the impacts from the various sources one by one, with each impact being equal to the
relevant elasticity minus one. For example, in the case study analyzed in the main text, we have two
elasticities for the current system: (a) the GIE for the current system of unemployment assistance is -0.84;
and (b) the GIE for the general tax revenues used to fund the current system: 0.90 As a result, the
marginal impact on inequality of the current system is (-0.84-l)-(0.90-1)=-I.74. Under the new system,
the GIE for the UISA-based assistance is -0.46 and the GIE for tax revenues on formal sector wages is
1.00, so that the total impact at the margin is -1.46. Under the assumptions made for the estimates, the
new system would be less redistributive than the current system, but it would still be highly redistributive.
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6.26 There are also two parameters which must be estimated empirically to assess the redistributive
impact of the new system: the GIE for the publicly funded unemployment allowance received by workers
once they have depleted or exhausted their UISA, and the GIE for the tax on formal sector wages used to
fund not only the UISA, but also the unemployment assistance benefits once the UISA has been used.

* GIE for the UISA-based system of unemployment assistance: To estimate this parameter adequately,
we would need to forecast the probability of being unemployed for formal sector workers, their
expected balance in the USIA when becoming unemployed, and their expected public unemployment
assistance once the unemployed workers are eligible. This is a difficult task. As a proxy, we can use
a GIE representing the position in the income distribution of those unemployed workers whom
belonged to the formal sector before becoming unemployed. While the previous sector of
employment of the unemployed is not given in the 1998 CASEN, it is part of the information
provided in the 1997 "Encuesta Nacional de Empleo". Using this survey, we found a GIE of -0.46.
Note that the simplification used to compute the GIE assumes that all the workers who are
unemployed and who belonged to the formal sector have the same expected benefit from
unemployment assistance after they deplete or exhaust the funds available in their UISA. While the
unemployment assistance provided under the USIA system would still be redistributive (the elasticity
is less than one), it would be less redistributive than the current system per dollar spent, essentially
because in the new system, we implicitly assume that the take-up would not be limited to the poorest.

* GIE for the current svstem of unemployment assistance: Since the taxes that would fund the UISA
system are proportional to the wages of formal sector workers, the elasticity for the taxes is equal to
the elasticity for the source of income represented by these wages. It turns out that the elasticity is
equal to one, so that on the taxation side, the taxes for the USIA have no impact on inequality.

Combining both estimates: Given that under the new system, the GIE for the UISA-based assistance
would be -0.46 and the GIE for tax revenues on formal sector wages would be 1.00, the total impact
at the margin is proportional to -1.46. Under the simple assumptions made for the estimates, the new
system would be less redistributive than the current system, but it would still be highly redistributive.

V. Conclusion

6.27 Unemployment is one of the key determinants of poverty in Chile. When a household the head or
its spouse is unemployed, the per capita income of the household is reduced by up to 20 percent (up to 40
percent when both the head and the spouse are unemployed). The policy makers involved in the design of
unemployment protection systems must deal with a number of trade-offs. At one extreme, when no
unemployment assistance or insurance is provided, the unemployed workers must rely on self-insurance
through precautionary savings or informal lending channels, such as loans or gifts from relative or
friends, in order to smooth their consumption. At the other extreme, one can fund generous government-
sponsored unemployment assistance systems, where a worker's contribution is independent of the
benefits received. While the proposals for reform discussed in the literature fall somewhere in between,
depending on the specific parameters chosen, moving from a traditional unemployment assistance and
severance payments system to UISAs does change substantially the incentives faced by workers.

6.28 In Chile, under the current system, the workers receive (rather small) unemployment benefits
upon losing their jobs, and potentially larger severance payments. They lose the unemployment benefits
when they find a new job, but they keep the severance payments. The unemployment benefits are
financed through general tax revenues, while the severance payments are financed by firms. The main
problem with the unemployment assistance system is less related to the potential moral hazard that the
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system might create than to the low value of the unemployment benefits and the low coverage of the
program among the unemployed. The main problem with the severance payments system is the fact that
the coverage and benefits are uneven, to the detriment of poorer and younger worker as well as women.

6.29 Under the UISA system, the workers would receive no "reward" upon losing their jobs, and they
would suffer no "penalty" for finding jobs quickly. Each employed worker would make a fixed
mandatory minimum contribution to his/her UISA each month, and additional voluntary contributions
above the mandatory minimum levels would be permitted. Upon becoming unemployed, an individual
worker would be entitled to withdraw a fixed maximum amount per month from his or her UISA (smaller
withdrawals would also be permitted). When the individual's UISA balance falls to zero, or is seriously
depleted, he/she would be entitled to unemployment assistance. The unemployment assistance would be
financed through a tax levied on all wage earners. When workers would retire with a positive balance in
their UISA, they would be able to use the balances to top their pensions. Overall, the workers themselves
would play a much larger role in the financing their own support during periods of unemployment
(Guasch, 2000).

6.30 The main advantage of UISAs is that they tend to set the incentives right, without creating
distortions in the behavior of employers and firms. That is, the funds taken by an unemployed individual
from his/her UISA directly reduces the individual's personal wealth by an equal amount, so that
individuals fully intemalize the cost of unemployment compensation. UISA systems are not without risks,
and special interventions are likely to be needed to protect those workers who tend to be younger, poorer,
and less well educated. Although the redistributive impact of a UISA-based system would probably be
smaller than the redistributive impact of Chile's current unemployment assistance system, the
complementary unemployment assistance component of system would still be highly redistributive.
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Indigenous Peoples in Chile
Current Situation and Policy Issues

I Introduction

7.1 Indigenous issues in Chile have become increasingly relevant for policy makers.
While there are no current nation-wide estimates, according to the 1992 population
census, indigenous peoples in Chile represent 7.5% of the total population, or almost 1
million people, of which about 79% would be urban. Either rural or urban, indigenous
peoples experience higher poverty rates (35.6%) than the non-indigenous (22.7%)
population and multiple studies indicate that most social indicators for indigenous groups
are consistently below national averages'. In rural areas, indigenous peoples have little
land and tend to be concentrated in extreme fragile, rapidly deteriorating environments.
Similarly, water rights of indigenous communities have been severely curtailed. In urban
areas, particularly in large urban centers such as Santiago, Concepci6n and Temuco,
indigenous peoples are clustered in the poorest municipalities, with limited access to social
services, and a significant proportion of the population is underemployed and/or work in the
informal sector. Indigenous peoples struggle with poverty and are subject to racial
discrimination, deprived of the means to reproduce its culture,.

7.2 Starting in 1990, several steps were taken to improve the situation of indigenous
peoples. The Aylwin administration (1990-1994) created the Special Commission for
Indigenous Peoples (Comisi6n Especial de Pueblos Indigenas, CEPI). CEPI drafted an
indigenous bill that was widely discussed by indigenous organizations and the national
Congress for over two years. After its approval in October 1993 (Ley de Desarrollo
Indigena 19.253), a government agency, the National Corporation for Indigenous
Development (Corporaci6n Nacional de Desarrollo Indigena, CONADI), was established
under the Minister of Planning and Cooperation (Ministerio de Planificaci6n y
Cooperaci6n, MIDEPLAN) with the mandate of ensuring the implementation of the
indigenous law. CONADI launched several special programs3 for indigenous peoples,
and begun coordinating with other government programs to facilitate indigenous peoples
access to them.

7.3 Over the last 3 years, tension between indigenous organizations and the Chilean
state have risen and wide-spread mobilizations have taken place. Some of the key issues

MIDEPLAN, Depto. de Informaci6n Social. Encuesta CASEN 1996.Nota: se excluye servicio domestico puertas adentro y
su nucleo familiar.

2 CERC-Participa. "La Discritninacr6n a los Mapuches '. Resultados Encuesta Julio-Agosto 1999. Libertad y Desarrollo.
Temas Publicos No 447, 28 de Agosto de 1999. "Plan Indigena: Solucidn de Problemas o Solucidn de Conflictos?

3 Land and Water Fund, Indigenous Development Fund, Indigenous Development Areas, Culture and Education.
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indigenous organizations have been rallying over are their right to self-determination,
restitution of indigenous lands and water rights'.

7.4 This report is based on the analysis of existing information (census data, CASEN
19965, project documents, MIDEPLAN reports and other papers written by Chilean
scholars on the subject of indigenous peoples in Chile), as well as information provided
by government officials, indigenous leaders and other qualified informants). The report
organizes and summarizes existing information. The objective of this report is to provide
a rapid assessment of current indigenous issues and government policies in Chile.
Specifically, this note: (a) provides a brief diagnostic of the current situation of
indigenous peoples in Chile; (b) identifies key policy issues and challenges; (c) describes
what the government is attempting to do in the area of indigenous peoples development
(d) analyzes what are the chances of the government' s program being successful given
the current tensions over such things as land rights between the government and various
indigenous groups, especially the Mapuche in the south of the country, and, (e) assesses
what role, if any, would there be for the Bank in supporting the government efforts to
address indigenous issues.

II Diagnostic

Current Situation of Indizenous peoples

Population

7.5 According to the 1992 population census, indigenous peoples represent 7.5% of the
total population. An estimate based on the CASEN 1996 survey suggest a much lower
figure of 4.5% (see Table 1). However, most analysts agree that the population census
figures are a better estimate, as even the population census would not reflect the actual
number of indigenous population in Chile6.

7.6 Almost 80% of the indigenous population lives in urban areas and most of them
(40%) in Santiago, followed by Temuco and Concepci6n. Over the last 15 years there
has been a steady trend toward urbanization among indigenous peoples in Chile. This is

Recently, these issues have gained public attention through two specific cases that reflect the different dimensions of the conflict:
(i) the approval by CONADI of indigenous land permutations necessary for the construction of a hydroelectric dam at
Ralco and; (ii) land takeovers of properties disputed with forestry companies (this includes taking over former communal
lands, or lands in dispute, obstruction of public roads, buming of forests and private property, and seizure of buildings and
public offices).

At the time of preparing this report, the most updated quantitative information on indigenous peoples in Chile was the
CASEN 1996 survey. The results of the CASEN 2000 were not available at that time. Currently, the Bank has asked
MIDEPLAN to have access to the CASEN 2000 survey to process and analyze the data pertaining to indigenous peoples in
the context of the Regional Study on Extreme Poverty and Social Exclusion.

6 This sharp difference could be explained by a sampling effect and differences in the questionnaires used by the CASEN
survey and the population census. The sample has no representativeness at the municipal level. At the same time, spatial
distribution of indigenous population is not uniform across municipalities. Indigenous population is clustered in certain
municipalities (rural and urban). Therefore, the sampling strategy of the CASEN survey may result on under-
representation of rural areas and urban settings with high concentration of indigenous populations. Regarding the
questionnaire, the question of ethnic origin in the CASEN survey is asked in a slightly different way than in the population
census questionnaire. For further analysis see MIDEPLAN (1998) Encuesta CASEN 1996, Valenzuela (1995) La
Poblacion Indigena en la Regrin Metropolitana, CONADI and, CELADE (1994) Estudios Sociodemograficos de Pueblos
Indigenas.
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a key element that needs to be taken into consideration when discussing policy options
for the social, economic and cultural integration of indigenous groups in Chile7.
Regarding spatial distribution in urban areas, indigenous groups are clustered in certain
municipalities and, more specifically in neighborhoods which responds to existing social
networks of the families or groups that have migrated before. In most cases, indigenous
groups are located in poor areas either in the periphery of the city or in the depressed
downtown areass.

Table 1: Indigenous Population by Region

1992 Population Census 1996 CASEN Survey
Indigenous Percentage from Indigenous Percentage from Total
Population Total Population

Region % %
I 25,320 7.5 35,625 9.8
II 16,634 4.0 11,832 2.7
III 8,340 3.6 5,852 2.4
IV 20,961 4.2 2,826 0.5
V 65,270 4.7 21,372 1.5
VI 38,004 5.5 9,635 1.3
VII 34,899 4.2 3,920 0.5
VIII 130,874 7.5 56,509 3.1
IX 145,364 18.6 239,325 29.4
X 71,106 7.5 106,913 10.7
XI 3,473 4.3 5,770 7.0
XII 5,105 3.6 5,605 3.9
RM 433,035 8.2 130,192 2.3
Total 998,385 100 635,376 100
Urban 794,952. 79.6
Rural 203,433. 20.4

7.7 According to the 1992 population census, the Mapuche is the largest indigenous
group in Chile, followed by the Aymaras and Rapanui9 (see Table 2). From 1993,
Chilean law (No 19.023 D.Of. 05-10-1993) recognizes 8 different indigenous groups
(Mapuche, Aymara, Atacamefio, Rapanui, Colla, Quecha, Yagan and Kawashkar). In
this regard, the 1996 CASEN survey, reports (see Table 2) members for the 8 groups.
However, it should be mention that ethnographic and linguistic studies suggest that

7 Chile is probably the country that has the highest ratio of urban indigenous population from the region, where indigenous
peoples are mostly rural. Different studies suggest that a large proportion of the indigenous population from the region is
rural, ranging from 80% in the case of Guatemala to 50% in Peru. See Psacharopoulos and Patrinos (1994) Indigenous
Peoples and Poverty in Latin America. An Empirical Analysis, The World Bank; CELADE (1994) Estudios
Sociodemogrdficos de Pueblos Indigenas, CELADE; Jordan (1990) Poblaciones Indigenas de America Latina y el Caribe,
FAO/I1I.

s For further information see Rodrigo Valenzuela (1995) "La Poblacion Indigena en la Region Metropolitana " and by the
same author his study "Poblaci6n Urbana en Chile " (1998), Documento de Trabajo No 8, MIDEPLAN, Departamento de
Evaluaci6n Social, Area Indigena. Also, Tabilo et al. (1995) Las Agrupaciones de Residentes Aymara Urbanos en el Norte
de Chile: Adaptacion a La Ciudady Vinculos con las Comunidades de Origen, Taller Estudios Aymara

9 The 1992 census only included three groups (Mapuche, Aymara and rapanui), which represent about 95% of the total
indigenous population.
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besides the Mapuche, Aymara and Rapanui, only two other indigenous groups could be
found in Chile (the Quechua and the Kawashkar, with only a few individuals)'o.

Table 2: Indigenous Population by Ethnic Group

1992 Population Census 1996 CASEN Survey
Ethnic Population % from total Population % from total
Group
Mapuche 928,060 93.0 517,125 81.4
Aymara 48,477 4.8 90,527 14.2
Rapanui 21,848 2.2 7,720 1.2
Atacameho 9,988 1.6
Colla 5,467 0.9
Quechua 3,436 0.5
Yagan 975 0.2
Kawashkar 138 0.0

Total 998,385 100 635,376 100

Socioeconomic Conditions

7.8 Indigenous peoples are among the poorest and more vulnerable groups in Chile".
The CASEN 1996 survey indicates that incidence of poverty is significantly higher
among indigenous (35.6%) than non-indigenous population (22.7%). In average,
indigenous families receive almost half the income of non-indigenous families, and 65%
of the families are within the lowest two quintiles compared to 44% for non-indigenous.
Most economically active indigenous people are in unskilled jobs (31%) and agriculture
and fisheries (25%).

7.9 Schooling among indigenous peoples is about 2.2 years below the average years of
schooling for the non-indigenous population (9.5). In the case of rural Mapuche
population, 80% of household heads have less than 4 years of schooling, and only 3% of
the rural Mapuche population above 15 years has some type of education beyond high
school. Overall educational attainment and performance among indigenous population is
very low. Furthermore, according to the ranking of the national system for measuring the
quality of education (SIMCE), from the 44 municipalities with the lowest scores, 26 of
them are municipalities with high concentration of indigenous peoples"2.

10 However, it should be mention that this proposition has been under severe criticism from academics and indigenous
organizations. See Sanchez, "Estado Actual de las Lenguas Aborigenes en Chile " in Boletin de la Academia Chilena de la
Lengua No 71. The issue that has been questioned is the validity of self-identification (as the only criteria used), vis a vis
the command of the language, the identification by other individuals, and the belonging to family or groups that also
identify themselves as members of that particular group.

Rapanuis living in Easter Island (Isla de Pascua) are the only exception to this rule. According to the CASEN 1996
survey, poverty incidence in the island is only about 3%.

12 For further information see Ministerio de Educacion de Chile (1997) Compendio de Informaci6n Estadistica..
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7.10 Regarding access to health services, about 80% of the indigenous peoples relies on
public health services and have no access to private medicine, compared with only 43%
of non-indigenous population. Infant mortality among indigenous peoples is higher,
particularly in rural areas where it may reach up to 50% in some municipalities.
Incidence and prevalence of diseases such as diarrhea (among children), tuberculosis
(among adults), and different parasitosis are higher among indigenous peoples than non-
indigenous from the same socioeconomic levell.

7.11 With respect to housing and sanitation, the CASEN survey indicates that only 41%
of the indigenous households have sewerage, compared to 76% for non-indigenous.
Similarly, only 58% of the indigenous population has access to running water, compared
with 90% for non-indigenous. Finally, while 92% of non-indigenous households have
electricity, only 65% of the indigenous households have.

Land

7.12 From the rural indigenous population, Mapuches represent about 95% of the total.
Most rural Mapuche are small scale subsistence farmers that combine on-farm activities
(mostly wheat/potato and livestock production and subsistence agriculture) with off-farmn
activities (seasonal work and petty commerce)'4. Overtime, the survival of rural Mapuches
has become increasingly difficult due to the decreasing amount of land available for
family farming, the lack of local employment opportunities and the poor quality of the
services available to them.

7.13 Until the end of the Spanish rule, Mapuche people possessed a territory of almost
10 million hectares which was recognized by the Spanish Crown in the Treaty of Quilin".
After independence, the newly created Chilean state begun an aggressive colonization
scheme to expand the agricultural frontiers and consolidate its control over the territory.
In addition continuous land divisions due to population growth resulted in the average
farm size per person decreasing progressively from 6.1 ha/inhabitant in 1884 to 1.9
ha/inhabitant in 1963 to less than 0.8 ha/inhabitant in 198016.

13 See Bustos et al. (1997) Deficit de Crecimiento en Escolares Indigenasy no Indigenas Expuestos a Diferentes Condiciones
de Vulnerabilidad Social. Universidad de Chile. Also Hector Gonzalez (1995), Los Migrantes Aymaras en la Ciudad:
Acceso a Educacion Vivienda y Salud.

See Annex 0 (Volume lI)of "Chile. Strategyfor Rural Areas. Enhancing Agricultural Competitiveness and Alleviating
Rural Poverty". The World Bank (1994). For a detailed analysis of the survival strategies of rural Mapuches see Gacitua
and Bello (1992) "10 Years Of Land Division A Study Of Three Mapuche Communities In Southern Chile ", paper
presented at the 1992 meeting on the Intemational Rural Sociological Association.

15 Mapuche leaders have also substantiated this demand based on several other treaties, called "Parlamentos", such as the
Parlamento de Negrete (1803). Mapuche representatives at the UN working Group made reference to several of these
treaties which have not been yet fully reviewed in the UN "Commission of Human Rights Study on Treaties, Agreements
and other Constructive Arrangements between States and Indigenous Populations". See also, Aylwin, Jose. 1990. "Tierra
Mapuche: Derecho Consuetudinario y Legislacion Chilena". Pp.333-354 en Entre la Ley y la Costumbre

16 See Gacitua (1992) "Fundamentos Socio-Econ6micos, Culturales y Juridicos para el Establecimiento de un Banco de
Tierras para Pequenos Productores Mapuches en Tres Microregiones de la IX Region " Informe de Consultoria Instituto
Nacional de Desarrollo Agropecuario (INDAP).
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7.14 From the initial resettlement in reservations to the current situation, it is possible to
differentiate five different periods regarding the legal framework that regulated the
indigenous' land tenure system:

(a) Reservation and Resettlement: Between 1880 and 1927 the Chilean
government granted Titulos de Merced to indigenous families. This
process sought to demarcate the lands occupied by Mapuches' families,
confining them to a limited territory. The imposition of the reservation
system implied a severe reduction of the lands available and a break down
of the material and social conditions of the Mapuche society. About 3,000
Titulos de Merced, covering some 525,000 hectares were granted. However,
subsequently Mapuches lost a significant amount of their lands land due to
the lack of secure land titles and continuous encroachment in their lands of
mostly large agricultural producers.

(b) First Division: By mid 1920s' the lands taken from the Mapuche
communities by colonist and large agricultural producers needed to be
regularized. Furthermore, the expansion of the agricultural frontier
required releasing Mapuches' lands from reservation system under state
protection. In 1927, a law was enacted that allowed the voluntary division
of the communal lands if all household heads of the community agreed
upon the division. From 1927 to 1972 almost 800 communities, about
125,000 hectares, were divided into family units, giving land titles to
approximately 13,000 families.

(c) Agrarian Reform: After the enactment of the agrarian reform law in 1966,
Mapuche's permanent demand for land gained momentum. In 1972 a new
law (17.729) came into effect. A specialized state agency, the Instituto de
Desarrollo Indigena was created and between 1972 and September 1973,
more than 70,000 hectares were transferred to Mapuche communities.

(d) Second Division: This period started with the promulgation of decrees 2568
and 2750 in 1979. This new legislation prompted the division of Mapuche
communities. According to the law, the owners would receive individual
land titles and their lands no longer would be considered indigenous lands
and protected as such. As a result, over 1,600 communities were divided
63,600 individual property titles were granted over 315,000 hectares.

(e) Protection: With the enactment of the Indigenous Law (No 19.253 D.Of. 05-
10-93), for the first time in Chilean history, indigenous peoples were
officially recognized and their lands protected. A state agency, the
National Corporation for Indigenous Development (Corporaci6n Nacional
de Desarrollo Indigena, CONADI), was created and a land fund was
established. As a result, from 1994 to 1999 about 112,000 hectares have
been purchased, benefiting some 27,000 families.
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Sociocultural

7.15 Until recently, the so-called "indigenous question" in Chile was equated with the
Mapuches. All other indigenous groups were largely overlooked by policymakers
(because of their small numbers and geographic isolation) and were only the concern of
academics. It has been only with the explicit recognition in the 1993 law of eight distinct
indigenous groups'7 that Chilean society has been forced to become aware of its ethnic
diversity. However, still Chilean society is a long way from changing the stereotypes
regarding indigenous peoples, and developing and mainstreaming more culturally
inclusive policy instruments.

7.16 In the past, discrimination of indigenous peoples has taken multiple forms, from
state policies aimed at the integration of the indigenous population through the
educational system, to the use of cultural sterotypes depicting indigenous peoples either
as villains or noble-savages or ignorant-lazy peoplel8. A recent survey (1999) '9 shows
that there is a widespread misinformation and lack of sensibility in Chilean society
regarding indigenous peoples and their situation. The study concludes that most non-
indigenous respondents do not recognize discrimination as an issue, while at the same
time use stereotypes to describe the Mapuche and their problems. At the same time,
indigenous respondents indicate they feel discriminated in several dimensions including
their physical appearance, the right to use of their own language, perform sacred
ceremonies, access resources, benefit from state programs, and participate in the labor
market. Urban Mapuches feel they have difficulties to express and carry out their
religious beliefs and ceremonies.

7.17 The educational system has played a key role as a tool for cultural assimilation as
well as a channel for disseminating the Chilean view and stereotypes of indigenous
peoples and history. It has been only recently that the Ministry of Education has started
to review the national curriculum and to the develop multicultural and bilingual
educational programs. However, these have little resources and very limited coverage.
Beyond the educational system, government policies have done little to increase the
cultural participation of indigenous groups in Chilean society. There is no public policy
to stimulate and facilitate the public expression of indigenous culture, particularly in
urban areas.

7.18 Lack of public policy supporting the development and expression of indigenous
culture has been a constraint for increasing indigenous participation in Chilean society.
Nevertheless, equally important has been the absence of a pluricultural approach to
education. Educating Chilean society to respect and value indigenous culture is essential
to change the existing stereotypes. The review of the current curriculum has been a first
step. However, the exaltation of positive stereotypes is not enough and does not help to
resolve the issue of changing cultures that need to be recognized as such. In this regard,

1' Mapuche, Aymara, Atacameffo, Rapanui, Colla, Quecha, Yagan and Kawashkar.

18 A recent newspaper article (El Mercurio, 14 de Mayo 2000), by a well know history professor (Sergio Villalobos) triggered

a strong debate on these issues that reflects the prevalent stereotypes regarding Mapuches.

19 CERC-Participa. "La Discrnminacion a los Mapuches ". Resultados Encuesta Julio-Agosto 1999.
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it is important to highlight that the government recently agreed with indigenous groups
establishing a special commission on "Truth and History" to look into these issues. To
summarize, the absence of dialogue between Chilean society, the state and indigenous
groups, and the lack of agreements regarding the cultural and political rights of these
groups are key problems that undermine the relationship between these actors.

7.19 While the new legal framework (19.253) represented a significant progress in the
recognition of the indigenous cultures, there are still some issues that need to be resolved.
Chile has not yet ratified the 1989 OIT's Agreement 169, and the current legislation does
not fully reflect its recommendations. Chile's constitution does not recognizes special
minority status to indigenous groups and there are no specific mechanisms for indigenous
participation i the legislative power. Further, indigenous participation on policy decision
making is limited. Indigenous peoples have little participation on the design or control
over the development policies that directly affect them.

7.20 Historically, indigenous groups, particularly the Mapuche, generated a "culture of
resistance" against the discrimination they experienced. This resistance was expressed
through their social structure and organizations. In spite of diverse ideologies among
indigenous organizations, where each one represents a specific type of leadership, which
leads to different relationships with the national society, the function of group
maintenance has been given greater importance, and has became a true resistance against
discrimination and cultural domination.

Organizations and Social Mobilizations

7.21 There are multiple indigenous organizations among the three largest indigenous
groups, representing urban and rural communities and a wide variety of objectives and
interests. In the north, the Aymara People National Council (Consejo Nacional del
Pueblo Aymara) represents more than 200 local and regional Aymara organizations
addressing from cultural issues to agricultural production to political rights. The Consejo
has become the primary interlocutor regarding Aymara issues and is the official voice
when negotiating with other groups or the Chilean state. In 1997, the Consejo Aymara
put out a development strategy summarizing their key demands and policy proposals
which include intercultural-bilingual education, institutional development and
organizational strengthening, economic development funds for indigenous communities,
and regularization and protection of water rights, among others 20,

7.22 In Easter Island, the Elders' Council, a traditionally social structure, officially
speaks for the people in the island. Nevertheless, over the last year a group of islanders,
linked to small tourist business has challenged the leadership of the council. The issue at
stake has been the discussion of control over Government lands that would be transferred
to the islanders. The Elder's Council has advocated community management of the
lands, while the challenging group is pressing for private property rights. One of the
main concerns of the Council has been to keep their identity and culture, including their
language. In that framework, the Council prefers to foster the island development
through the gradual empowerment of the community, while reinforcing the traditional

20 Consejo Nacional del Pueblo Ayrnara (MalIku-T'Alla). Estrategia de Desarrollo Aymara. Iquique, 1997.
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cultural structure. It is important to highlight that the council has strong ties with other
Polynesian indigenous groups, as they look towards the Polynesian basin for much of
their cultural exchanges. There are a few other Rapanui organizations based in
continental Chile that work on cultural issues as well as political rights. While these
groups are very important for the islanders living in continental Chile, mostly students,
these groups have little influence on the affairs in the island.

7.23 Finally, among the Mapuche there are several hundred rural and urban-based
organizations, of which 30 or so claim to have either national or regional
representativeness. Recently, some of these organizations, such as the Consejo de Todas
las Tierras, the Coordinadora Mapuche Arauco-Malleco, Identidad Lajkenche, and Ad-
Mapu, have been successful in getting media attention, presenting their views on key
issues and mobilizing their supporters in public demonstrations. While there is no single
organization that represents the Mapuche people, there is a common platform shared by
most of the organizations which was developed during the National Mapuche Congress in
November 19972'. The congress proposed a policy agenda that included among others,
assuring Mapuche access and/or control over ancestral lands and water rights, bicultural
and bilingual education, constitutional recognition, political representation and
autonomy.

7.24 Due in part to the large difference in population between the three main indigenous
groups, Mapuche issues and organizations have overshadowed the other indigenous
groups. Nevertheless, with the new legislation and the creation of CONADI's council,
the different indigenous groups have developed stronger coordination among themselves.
Last November indigenous peoples elected their representatives to CONADI's council.
While some 83,000 were register to vote, only 20,000 participated in the election". The
high absenteeism is explained by the fact that this was the first time indigenous peoples
elected their own representatives and CONADI had been under severe criticism from
some indigenous organizations (see below).

7.25 Overtime, indigenous organizations have used multiple strategies for advancing
their agenda. Among these, social mobilization has been used at critical times. Recently,
three elements have contributed to the development of conflict and mobilization: a)
grievances regarding rights to access and control over resources, specifically land and
water; b) the lack of a clear government policy and position regarding indigenous
conflicts; which indigenous organizations claim has been biased and; c) the demand for
autonomy and development policies that would not threaten indigenous rights.

7.26 The relationships between the government, indigenous groups, particularly
Mapuches, and Chilean society in general have been strained over three main conflicts: i)
the Ralco Dam, ii) forestry industry and; iii) existing legislation and the role of CONADI.

21 Congreso Nacional del Pueblo Mapuche. Documento de Conclusiones, Noviembre 1997.

22 The council member elected are Carlos Reginio Inquiltupa (Aymaras); Sandra Bema Martinez (Atacameflos); Alberto

Hotus Chavez (Rapuanui), llario Huirilef Parra, Jose Santos Millao Palacios Francisco Chodiman Arnoldo Nanculef
EHuaiquinao (Mapuches) Jose Llancapan Calfucura (Urban/Mapuche).
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Ralco Dam

7.27 The dispute over the construction of the Ralco dam on the Bio Bio river, 500 kms
south of Santiago, has been one of the most visible conflicts between indigenous groups,
environmentalists, the Chilean government and private sector investors. The dam would
create a reservoir with a capacity of 1.2 billion cubic meters of water, which would flood
3,467 hectares of land. That area is now home to 91 Pehuenche (Mapuche) families.

7.28 Tension developed over the issue of land permutations and the required approval of
CONADI (under the Indigenous Law) of these swaps. Extensive negotiations took place
between the potentially affected families, CONADI, and the Spanish-Chilean company
Endesa, owners of the project. As a result, 11 of the affected families refused to abandon
their ancestral territory, while 80 agreed to swap their property for land elsewhere offered
by Endesa as part of a US$20 million resettlement plan. However, Mapuche
organizations accused Endesa of obtaining agreement on the land swaps of the 80
families through deceptive means.

7.29 The approval of the land permutations sparked tremendous controversy in
CONADI's board, ultimately leading to the resignation of two successive CONADI
executive directors (and two government appointed board members) who considered the
permutations were incompatible with the indigenous law, which would take precedence
in the dispute. The government granted Ralco the required permits and the concession
for supplying electricity. After a series of court appeals by Mapuche organizations and
environmentalists, the Comptroller-General's office authorized the last two concessions
on Ralco exploitation and Mapuche land expropriations. Nearly 30 percent of work on
the project has been completed, and Endesa has spend some US$157 million of the
planned investment of US$540 million.

Forestry Industry

7.30 The conflict between the Mapuche and the forestry industry is complex. Its origin
goes back to the establishment of the reservation system and the transfer of Mapuche and
state lands to private owners23. After 1974, forestry companies bought significant
amounts of this land. At the same time, the enactment of DL 701 in 1974 granted a 75%
subsidy to the forestry industry for each planted hectare. As a result, there was a rapid
growth of pine plantations in a vast territory, including Mapuche's ancestral territories in
Arauco Malleco and Cautin provinces. Many Mapuche communities lost some of their
lands to forestry companies and their traditional means of survival disappeared
progressively as they became surrounded by the fast-growing pine plantations which
contributed to the depletion of ground water sources, making agricultural production even
more difficult.

7.31 According to recent estimates at least 30 Mapuche communities distributed in the
VIII, IX and X region are in conflict with forestry companies and private owners over

23 Jorge fvan Vergara, Andrea Aravena, Martin Correa y Raui Molina (1999) "Las tierras de la ira. Los sucesos de Traiguen

y los conflictos entre comunidades mapuches, empresas forestales y Estado. Praxis. Revista de Psicologia y Ciencias
Humanas N'l, Universidad Diego Portales, Santiago.
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some 60,000 hectares of land24. During 1999, almost every week there were land
occupations by Mapuche communities in the provinces of Arauco and Malleco. These
incidents have resulted in occasional violence and confrontations between the police and
the indigenous communities.

7.32 The conflict between Mapuche communities and forestry companies has escalated
and would be very difficult to resolve for several reasons. First there is neither updated
nor valid information regarding indigenous land tenure issues. Secondly, the conflict has
been extremely politicized. According to some Mapuche organizations, the lands under
conflict would be about 200,000 hectares, considering ancestral territories. It is very
difficult to judge the legitimacy of the claims as there are no studies assessing how much
Mapuche land would have been transferred.

Existing Legislation

7.33 The two previous cases highlight some of the legal issues that are been raised by
indigenous organizations. These conflicts have demonstrated that there are significant
limitations in the existing indigenous legislation and that there is no clear legal
framework to resolve the disputes. These can be summarized into four main questions:
(i) constitutional recognition and autonomy; (ii) ratification of international treaties (OIT
169); (iii) political representation and participation of indigenous peoples; and (iv) the
institutional constraints of CONADI, the government agency with government appointees
and indigenous representatives, to act independently, to safeguard the indigenous law and
to promote indigenous participation in Chilean society.

7.34 Indigenous organizations are calling for a modification in the constitution and the
legal framework. One of the proposals is that of Congressman Francisco Heunchumilla,
a Mapuche who has become increasingly active in advancing indigenous rights in the
Chilean Congress. The proposal calls for a constitutional amendment to grant official
status of indigenous "peoples" to the various indigenous groups acknowledged in the
1993 law (19.253). This would entail a political pact -between opposed political forces-
recognizing rights to indigenous peoples/nations that would allow indigenous
participation in the executive and legislative powers. The proposal seeks to ensure a fair
representation and participation of indigenous peoples in all institutions. It proposes the
establishment of an indigenous voting register and the election of 3 senators and 10
indigenous deputies for the legislative power, as well as the popular election of additional
municipal council members representing indigenous peoples in municipalities with more
than 5% of indigenous population. It also proposes specific representation and
participation of indigenous peoples in the regional governments. Finally, the proposal
considers the creation of an elected Indigenous Congress (Parlamento Indigena) which
would be in charge of setting policy, administrating national resources for indigenous
development and nominating the director of CONADI or its successor. However, under
the current situation it is very unlikely that the National Congress would approve the
proposal developed by Congressman Huenchumilla, or other less ambitious efforts to get
Congress ratification of OIT 169.

24 Foester, Rolf y Javier Lavanchy. La Problemdtica Wapuche. Analisis del Aflo 1999. En Sociedad-Politica-Economia.
Departamento de Sociologia, Universidad de Chile, 1999, pp. 65-102.
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Government Proarams

7.35 Starting in 1990, the Aylwin administration (1990-1994) established a Special
Commission for Indigenous Peoples (Comisi6n Especial de Pueblos Indigenas, CEPI),
which drafted an indigenous bill that was widely discussed by indigenous organizations
and the national Congress for over two years. In October 1993 the new law (Ley de
Desarrollo Indigena 19.253), was approved by the congress. While the law was
approved by the congress with significant modifications that curtailed its initial spirit, the
law provided a new framework for developing specific policies and programs targeted to
the indigenous peoples as well as mechanisms to channel resources through other regular
government programs.

7.36 A government agency, the National Corporation for Indigenous Development
(Corporaci6n Nacional de Desarrollo Indigena, CONADI), was established under the
Minister of Planning and Cooperation (Ministerio de Planificaci6n y Cooperaci6n,
MIDEPLAN). CONADI was given the mandate of implementing the indigenous law
through specific programs, and coordinating with other government agencies to ensure
that other sectoral (health, education, etc.) resources would be accessible to indigenous
peoples.

7.37 By law (Article 41, Law 19.253), CONADI's decisions are taken by a council. The
council is a policy making body composed of (8) representatives of different government
agencies, and a Director appointed by the Govemment, and (8) indigenous
representatives, elected by indigenous peoples registered to vote in the indigenous
peoples voting register. This mixed composition of CONADI's council was intended as a
mechanism to ensure indigenous participation in the decision making process. However,
indigenous leaders, as well as legal experts have criticized this arrangement and its
outcomes because it has demonstrated serious limitations as the indigenous council
members views/votes could be side stepped by the government appointed members and
the director. In this regard, the Ralco case put in evidence that the system did not work as
intended.

7.38 Between 1994 and 1999, CONADI has implemented four main programs: (i) Land
and Water Fund; (ii) Development Fund; (iii) Indigenous Development Areas and; (iv)
Culture and Education. CONADI's total budget for 1999 was MCh$ 13,346,022 or
approximately US$ 25.5 million.

Land and Water Fund (Fondo de Tierra v Aguas)

7.39 The land and water fund was established as a mechanism to address land tenure
issues, including resolving land tenure conflicts (litigations) between indigenous
communities and private owners. The fund has four main components: (i) land
acquisition; (ii) acquisition of water rights; (iii) irrigation sub-projects and; (iv) legal
support (indigenous lands). The land and water fund represents about 60% of CONADI's
annual budget. Between 1994 and 1999 the total budget of the land and water fund grew
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from approximately US$ 5.5 million in 1994 to US$ 16.2 million in 1999 (see table 3
below).

7.40 About 75% of the annual fund's budget has been earmarked for land acquisitions.
From 1994 to 1999, some 125,000 hectares were acquired under the fund, benefiting
approximately 27,000 families. The remaining monies have been used for irrigation
(13%), legal costs (5%) and acquisition of water rights (4%).

Table 3: Annual Budget Land And Water Fund

Land and Water Fund
Year US$ (million)

1994 5.5
1995 5.1
1996 8.1
1997 10.9
1998 10.1
1999 16.2

Total 55.8

Development Fund (Fondo de Desarrollo)

7.41 The fund was established to promote and support the development of economic
activities through credit, technical assistance and training, seed money and subsidies to
indigenous micro-entrepreneurs. To ensure better coordination between programs, most
of the activities financed through the fund, particularly those related to small productive
projects and technical assistance have been targeted to beneficiaries of the land and water
fund. The annual budget for the development fund has remained almost constant over
time, experiencing a significant (25%) increase only during 1999 (see Table 4 below).
From 1994 to 1999, approximately 8,500 families benefited from the fund. It is also
important to highlight that under the fund were financed until 1999 dissemination
activities as well as a specific bicultural-bilingual education program.

Table 4: Annual Budget Development Fund

Development Fund
Year US$ (million)
1994 2.8
1995 2.9
1996 2.8
1997 2.6
1998 2.9
1999 3.6
Total 18
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Indizenous Development Areas (Areas de Desarrollo Indigena. ADIs)

7.42 Indigenous development areas (ADI) are defined by law (19.253), as delimited
geographical areas inhabited by indigenous peoples. These areas have been conceived as
local planning units, used for targeting as well as coordinating different government
programs to indigenous peoples. To date there are three established ADIs: (i) San Pedro
de Atacama, (Aymara communities in Northern Chile); (ii) Alto Bio-Bio, (Mapuche-
Pehuenche communities in the Ralco dam area); and (iii) Lago Budi, (Mapuche
communities in the IX region coastal zone). Under study is the creation of at least 6 new
ADIs in southern Chile (Lumaco, Puren, Lleu-Lleu, Chonchi, Queilen, Quellon).

7.43 In the ADIs, CONADI seeks to collaborate with other government agencies to
ensure the coordination of public programs, specifically housing, education, health and
public works. The ADIs are based on detailed participatory diagnostics in which the
communities prioritize with local government authorities investments and government
spending in the area over time.

7.44 While the three established ADIs have completed their diagnostics and designated
their boards, Alto Bio-Bio is the most advanced regarding the developed annual
investment plans. In total, the Alto Bio Bio ADI has channeled almost US$ 6.8 million
from different government to this area (see Table 5 below).

Table 5: Public Investment in ADIs

Alto Bio Bio Lago Budi San Pedro de Atacama

US$ US$ US$
1998 2.18
1999 3.17 N/A
2000* 1.48
Total 6.83

*PIanned

Culture and Education (Cultura v Educacion Indie na)

7.45 This program involves two main activities: (i) intercultural and bilingual education
program and (ii) the scholarship program. The intercultural and bilingual program was
recently created (1998) and has little resources to develop independent activities or to
support other ongoing programs addressing intercultural and bilingual issues. In 1998,
total budget for this program was about US$ 1 million and in 1999 it went down to US$
895,000. In this regard it is noteworthy to mention the collaboration between CONADI
and the National Board of Childcare Centers (JUNJI) in Temuco piloting bicultural
childcare centers.

Sectoral Programs

7.46 As any other citizen, indigenous peoples are eligible for social benefits and
assistance including (i) subsidies for families below the poverty line (CAS); (ii) primary
health care; (iii) food subsidies for students (primary and secondary) in low income
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schools; (iv) housing subsidy; (v) unemployment benefits; (vi) technical and financial
assistance for productive projects (FOSIS); and (vii) vocational training. In addition to
these benefits and the specific programs described above, some sectoral ministries have
programs targeted to indigenous peoples.

Education

7.47 The indigenous scholarship program managed by the Ministry of Education started
in 1991, providing support only university/technical education. In 1992 basic education
and high school scholarships were also included into the program. The program has
grown from 5,000 annual scholarships in 1994 to 14,000 in 1999. In 1998, the
distribution of the scholarships by educational level indicated that 53% of the
scholarships went to basic education, 27% to high school students and 20% to higher
education. Although high school and basic education scholarships have increased over
time, there still is a great demand for more scholarships, particularly in rural areas. In
addition to the scholarship program, the Ministry of Education also runs Indigenous
Homes (dorms) for students. These homes provide the students with food and shelter as
well as facilities to study. Nevertheless there are only a few and with limited capacity.
In Santiago, for example, there is only of these homes, with a capacity for less than 30
students.

Health

7.48 Starting in 1996, the Ministry of Public health launched a special program
(Programa Salud y Pueblos Indigenas), in seven regions (I, II, III, VIII, IX, X, XIII),
aimed at increasing access and quality of services provided to indigenous communities.
This program involved the training of health staff working with indigenous peoples on
intercultural health issues, appointment of intercultural health facilitators in some rural
areas with high concentration of indigenous population and support field research on
epidemiological and sociocultural factors relevant for indigenous health.

Agriculture

7.49 Although INDAP does not have a specific program for indigenous beneficiaries, it
has provided support though its current programs to indigenous small farmers.
Nevertheless, due to the program's eligibility criteria the poorest Mapuche farmers are
not eligible to participate. At the same since the program operates in a decentralized
manner through private sector providers, these have neither incentives nor experience to
work with indigenous communities which require special attention.

7.50 Regarding other programs, it is important to mention the social fund (FOSIS)
special program to support reforestation among indigenous communities. Also, the
Ministry of Housing has special procedures for indigenous applicants to the rural housing
subsidy. Similarly, the rural electrification program has targeted indigenous households.
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August 1999 Pact

7.51 In May 1999, the Government established an Indigenous Development Task Force,
comprising key public figures and indigenous leaders. This group had the task of
identifying key issues and proposing policy aimed at improving indigenous peoples'
quality of life. The task force worked for almost three months meeting with indigenous
leaders and communities across the country. As a result the task force produced a
diagnostic shared by all its members and proposed a public policy agenda that was
translated into a development plan (Pacto de Respeto Ciudadano), announced by
President Frei on August 5, 1999. The three year investment plan of approximately US$
270 million, was presented as an answer to the urgent demands of indigenous peoples.
The objectives of the plan were to develop a multicultural and inclusive society and to
promote indigenous participation and the mainstreaming of their cultures. The plan
involved 5 areas: (i) infrastructure; (ii) economic development and productivity; (iii)
culture and identity; (iv) health and (v) education. The plan included 23 measures such
as constitutional recognition, ratification of article 169 of the International Labor
Organization Treaty, debt relief for indigenous peoples in need, new loans, special
funding and subsidies for indigenous families, increased scholarships, development of
bicultural educational programs, more health coverage, special housing programs, and
construction of roads in indigenous communities, among others (see annex 1).

7.52 This pact was the culmination of multiple indigenous mobilizations frustrated with
the real limitations of CONADI in handling the "indigenous problem" and community
meetings held by government representatives with indigenous leaders. The government
bypassed CONADI, created the task force and sent high government officials to address
indigenous demands. The plan was view by some as a positive sign that the government
was finally attempting to address indigenous issues. Others2", quickly questioned the
political intention of the plan, launched a few months before the presidential election, and
argued it had no long term sustainability.

7.53 The plan came under fire by Indigenous leaders soon after it was announced.
Indigenous leaders claimed that the plan involved little new investments (above those
already planned under the sectoral tri-annual budgets), and that the moneys were those
regularly assigned to government services in the regions. In any event, the empirical
question that remains is whether the US$ 90 million per year assigned by the government
would be enough to match the needs and to resolve the structural problems indigenous
leaders are pointing out. In this context it is important to indicate that if the 150,000
hectares that the Mapuche are claiming (and the government has promised) were to be
bought by the Land and Water Fund at market value, this investment would be
approximately US$ 225 million, not considering any additional investment in water
rights, productive infrastructure, or training. Also, it is important to mention that the plan
is mostly targeted to rural Mapuche. Aymaras, Quechuas, Rapanui have been marginally

25 See Instituto Libertad y Desarrollo, Temas Publicos (Agosto 1999). Plan Indigena. Soluci6n de Problemas o Solucion de

Conflictos.
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considered. Further, urban indigenous groups have not been specifically contemplated in
the plan.

III POLICY ISSUES

7.54 At the beginning of the 1990s, the situation of indigenous peoples in Chile was
critical. The existing legal framework at that time neither recognized indigenous rights
whatsoever nor provided special mechanisms for addressing indigenous peoples' issues.
Indigenous peoples had almost no participation in government or policy making. Poverty
among indigenous peoples was significantly higher than among non-indigenous
population. In the case of Mapuches, as a result of several laws (DL 2.578 and 2.750)
there had been a systematic loss and fragmentation of indigenous property. Racial and
cultural discrimination against indigenous peoples in every-day life were not even
considered an issue.

7.55 The Nueva Imperial accord signed between indigenous leaders and the future
Aylwin administration on December 1989, the establishment of CEPI, and later on the
passing of the indigenous law on October 1993 changed the framework for addressing
indigenous issues in Chilean society. As a result, a significant improvement of the
conditions of indigenous peoples has taken place over the last decade. Nevertheless, the
current situation indicates there is a crisis in the relationship between Chilean society-
State and indigenous peoples (both urban and rural). There are five main policy issues
that require special attention: (i) Legal/Institutional; (ii) Organizational; (iii) Participation
and Autonomy; (iv) Access to Resources; and (v) Culture and identity.

Legal Institutional

7.56 The legal framework dealing with indigenous issues and the institutional
arrangements resulting from that framework need to be improved. The current legislation
has significant limitations that make it difficult to resolve the current crisis. First, law
19.253 does not provide for a constitutional recognition of indigenous peoples as distinct
groups with special rights. Similarly, there is no ratification of article 169 of the
International Labor Organization treaty. Indigenous leaders have already proposed a new
indigenous bill addressing these two issues, as well as the right of indigenous peoples to
elect their own representatives to the congress and local governments26.

7.57 Second, at the operational level, the institutional arrangements have proven
inadequate. CONADI's board mix composition (indigenous representatives elected by
universal vote and government representatives appointed by the executive) is not working
as it was intended. Indigenous participation has been subordinated to "national interests"
when conflict has arisen (such as in the case of the Ralco dam and other emblematic
development projects). It seems that CONADI has not been able to provide or develop

26 See Proyecto de Reforma Constitucional que reconoce la existencia de los pueblos indigenas y les otorga participacion
politica en el estado. Indigenosu bill proposed by Congressman Francisco Huenchumilla, submitted for consideration to
the National Congress on June 24, 1999.
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the mechanisms for allowing independent indigenous participation. At the same time
CONADI appears with severe constraints to advance a clear an unequivocal government
policy towards the indigenous peoples. As a result, decisions over sensitive issues in
which there is no agreement among the Board members are delayed or carried out
without the support of the indigenous representatives which are a minority (8 to 9) in the
board. This situation has generated frustration among indigenous peoples and increasing
mistrust on CONADI and the government in general.

7.58 From an operational standpoint, CONADI, as the sectoral institution in charge of
implementing the indigenous policy, lacks the resources and staff required to carry out its
responsibilities. CONADI executive staff has systematically requested more resources
for increasing the staff and expanding their activities. However, due to fiscal constraints
CONADI has not received the funds to go up to the required level of operations. Despite
the budget increases in 1999 (17.7%) and 2000 (22.5%), still CONADI does not have
enough funds to respond to the demands coming to the Land and Water Fund or the
Development Fund. Particularly critical is the situation of the culture and education
program which from 1998 has experienced a decrease of 10% in its budget.

7.59 Finally, another important issue that needs to be resolved is the lack of consistency
between the current indigenous law and other regulatory frameworks such as the electric
and water laws. Again, the Ralco dam has put in evidence discrepancies between these
legal frameworks needs to be resolved. Issues such as water rights, requisites for land
swaps, and the final precedence of each of these regulatory frameworks have different
interpretations that need to be harmonized to ensure proper resolution of the current
conflicts. Under the current legislation and institutional arrangements, or if a new
indigenous law is passed in the future, it is essential to resolve disputes over competence
between different legal frameworks addressing indigenous issues. Legal studies are
required to asses which legal framework takes precedence under what circumstances and,
if needed suggest modifications to these regulations to ensure the existence of transparent
and consistent norms and regulations.

7.60 Under the current legislation, it would be advisable to revise CONADI's
regulations and operational procedures. Existing institutional mechanisms would need to
be adjusted. In this regard, there could be two alternative scenarios. First, if indigenous
representatives would not have the power to affect government decisions at CONADI's
board, it would be best to have an only-government appointed board. In this case,
indigenous participation could be channeled mainly through their organizations and
potentially elected representatives to the National Congress in the long term. The second
alternative would be to increase the autonomy of CONADI's board to define policy
issues, administer resources, programs and projects.

Organizational Development

7.61 Most indigenous organizations are weak and lack strong coordination among
themselves. Further, the existing organizations (urban or rural) have been unable to
generate large grassroots support. Each organization has a small group of supporters (or
clientele) and most indigenous peoples (particularly among the Mapuche) do not feel
represented by the existing national level organizations. There is a problem of
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representativeness which poses a serious challenge for indigenous organizations. While
the existence of multiple organizations will continue to be a reality, and it could be
argued is a strength of the indigenous movement in Chile, the need for coordination and
establishing common strategies aimed at increasing representativeness and participation
at all levels is crucial.

7.62 There is an urgent need for organizational development and institutional
strengthening. Indigenous organizations need training to develop a new generation of
leaders that will be more responsive to their membership and capable of coordinating
among themselves. Strengthening indigenous organizations is a crucial condition to
ensure broad representation and participation of the indigenous peoples at all institutional
levels, from the National Congress to the local governments. Today, most indigenous
organizations and their leaders have not developed the skills and expertise required to
take full advantage of the existing institutional mechanisms. Further, by strengthening a
wide range of organizations the existing problem of lack of representativeness of some of
the current leaders will be minimized as more organizations will be able to participate in
the political arena and become valid interlocutors with the state and other civil society
organizations.

7.63 It would be advisable to develop an organizational development and institutional
strengthening program targeted to local and regional indigenous organizations. Special
attention would need to be given to urban organizations, trying to facilitate the dialogue
and coordination between urban and rural organizations, as well as organizations from
the different indigenous groups. In this regard, CONADI could play a key role in
implementing this program, as well as other government agencies already involved in
similar activities, such as the Ministry of Education, Instituto Nacional de la Juventud,
and Secretaria General de Gobierno. Also, it would be highly desirable to include in its
definition and implementation non-governmental organizations and academic centers
already working with indigenous peoples along the country.

Access to Resources

7.64 The issue of access to resources should be carefully analyzed as it has different
dimensions for urban and rural families as well as for the different indigenous groups.
Increasingly, the indigenous population in Chile will become more and more urbanized.
This fact does not necessarily mean that the absolute number of indigenous families
living in rural areas will decrease substantially. Rather, it indicates that a growing
proportion of indigenous peoples will live in urban settings.

Urban

7.65 In the case of the urban indigenous population the key issues regarding access to
resources are related to: (i) human capital; (ii) labor market discrimination; and (iii)
access to capital. Regarding human capital, most of the indigenous peoples living on
urban centers or migrating to them do not have the technical skills required to have
access to better employment opportunities. In fact, most of the urban migrants end up
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working as unskilled construction workers (males), domestic services (females); food
industry/service employees (males and females). In the case of Mapuches living in small
towns and secondary cities, there is also a significant proportion (males and females)
which combine seasonal agricultural work and informal sector activities.

7.66 A further problem (that will be analyzed in detailed below) is that even when a
indigenous worker has the required technical skills he or she faces a strong labor market
discrimination. There are multiple examples of this blunt discrimination from
professionals to middle level technical staff, but more importantly among skilled and non
skilled workers that are subject to race-based discrimination in hiring and dismissal
practices affecting female categories of occupation such as secretarial work, as well as
male-dominated categories, such as construction.

7.67 Finally in the case of urban (as well as rural) small/micro entrepreneurs or self
employed workers they face significant constraints accessing (seed or operational) capital
for starting and/or expanding their activities. First, the issue of discrimination plays a
significant role in limiting their access to credit. Secondly, lack of collateral and poor
knowledge of the system restrict their access too. In this regard, the Development Fund
established by CONADI is filling a gap. Nevertheless, the budgetary constraints of
CONADI has imposed a severe cap to the program.

Rural

7.68 In the case of the rural indigenous population there are two main issues that are the
most conflictive ones and have capture all the media attention: (i) land access/control and
(ii) access/control of water rights. The land problem affects primarily the Mapuche rural
population, while the water issue is relevant for Aymara and Quechua as well as
Mapuche communities.

Land

7.69 Since their forced confinement to reservations the Mapuche people has demanded
compensation and rehabilitation for what they consider a historic debt that the Chilean
State and society have for depriving them of vast areas of their land. Estimates suggest
that by the late 1970s, Mapuche communities had lost some 250,000 hectares from the
original Titulos de Merced17. Today, Mapuche leaders demand land compensation. This
compensation would range from 150,000 hectares for the more conservative estimates
made by some leaders that only seek the restoration of the land granted in the Titulos de
Merced (for example the Mapuche organization Ad-Mapu as well as other Mapuche leaders
that are in CONADI's board) to more ambitious demands that indicate as goal the
indigenous territories occupied before the settlement in reservations, or about 1 million
hectares (as the Consejo de Todas las Tierras headed by Aucan Huilcaman has suggested),
to others than do not set a specific target but leave it open and related to the establishment of

27 See Gacitua (1992) "Fundamentos Socio-Econ6micos, Culturales y Juridicos para el Establecimiento de un Banco de

Tierraspara Pequenios Productores Mapuches en Tres Microregiones de la IXRegi6n " Informe de Consultoria Instituto
Nacional de Desarrollo Agropecuario (INDAP).
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territorial autonomy28. In this regard, it is important to note that during the recent
presidential campaign promises were made to restore 150,000 hectares, which would
represent the restitution of the lands granted under the Titulos de Merced Land (and
territory) is a key component of the Mapuche demand in particular and of indigenous
peoples in general. For Mapuches land is a central component of their world-view, not
only as a mean of subsistence but also as an integral part of their identity and relationship
with Chilean society.

7.70 Addressing the legal-civil dimension of the land question is a necessary step to
resolve the current crisis. Recognizing the land rights indigenous groups have is a
necessary step to in part compensate them for material losses as well as to rehabilitate
them from the historical and socio-cultural perspectives. However, it is essential to keep
in mind that the restoration of land does not guarantee the development of socially and
environmentally sustainable strategies and does not resolve the long term problem of
rural indigenous poverty and increasing land pressure (due to simple demographic
growth).

7.71 Land access is a difficult bottleneck for Mapuche small farmers. Most rural
indigenous families have little land in rapidly deteriorating environments with few
productive alternatives. However, even if the land available to these families would be
doubled from 5 hectares per family to 10 hectares, or tripled to 15 hectares per family,
most of these rural Mapuche families would not be able to get enough income as to move
out of poverty solely based on an on-farm-based production strategy (including
agricultural production, forestry, livestock, etc.). The development of sustainable natural
resources management and agricultural production strategies is necessary to generate a
subsistence basis. But these need to be in combination with off-farm productive
activities, which are essential to ensure the sustainability of the small family farm units.
Further, generating off-farm employment opportunities and providing training to the
young rural indigenous population is essential to facilitate their out-migration and
insertion in the labor market.

Water

7.72 According to the water legislation (C6digo de Aguas) passed in 1981 and the
constitution of Chile, individuals or enterprises, can obtain private water rights by
receiving a grant from the state for new water sources, by prescription or by purchasing
water rights, which are fully tradable and transferable. The law differentiate two types of
water rights: (i) consumptive, which entitle the owner to completely consume the water
without any obligation to replenish it, or (ii) non-consumptive, in which the holder must
restore the water at a stipulated quality and quantity. The law also distinguish different
categories of consumptive and non-consumptive rights29.

7.73 In 1975, the government through administrative orders froze the use of water at
1975 levels. After the 1981 water code was passed, water rights of indigenous groups

28 See Ancan, Jose and Margarita Calfio (1999), "El retorno al Pais Mapuche. Preliminarespara una utopia por construir"
en Liwen # 5 Pp 43-78

29 See Rios, Monica and Jorge Quiroz, 1995, The Marketfor Water Rights in Chile, .World Bank Technical Paper 285.
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were either transferred directly to the private sector (through prescription) or were
acquired through non-contested application or bidding and subsequent registration in the
water registry (Registro de Propiedad de Aguas del Conservador de Bienes Raices). As a
result of the above, water rights of indigenous communities have not been regularized, or
are been contested, particularly by non-consumptive users (power-hydroelectric
companies).

7.74 Several conflicts have occurred among different users of water resources,
particularly among consumptive and non-consumptive ones. Indigenous groups have
been particularly affected by these conflicts over water rights particularly with power
companies, as well as with water and sewerage companies, the mining industry, and the
forest industry. In a lesser degree there have been also some conflicts with other private
users.

7.75 Currently there are no estimates of how many families/communities are part of
these conflicts, or how much resources are involved. Nevertheless, and indication of the
extent of the problem is that CONADI has assisted over the past 5 years more than 4,500
families claiming their water rights.

7.76 Developing human capital is essential to facilitate and strengthen the social,
cultural and economic inclusion of indigenous peoples in Chile. It would be
recommendable to develop a technical/vocational training program specifically targeted
to indigenous peoples. At the same time it would be important to strengthen the access of
indigenous peoples to existing training alternatives (Ministry of Education, Technical
Training Service, National Institute for the Youth) through dissemination, special
recruitment programs, financial assistance (scholarships), decentralized programs, and on
the job-training programs.

7.77 Regarding access to productive resources CONADI's Development Fund has
proven to be a powerful tool to facilitate access to capital to small/micro entrepreneurs
and independent workers. To increase its current impact, the Fund's financing scheme
would need to be expanded to match the demand that it has. In addition to expanding the
financial resources available to the fund, it would be important to develop a stronger
coordination between the fund, FOSIS and training programs, to ensure that the new
trainees have access to resources to put to work their skills.

7.78 Land restoration is essential for achieving a solution to the current land conflicts
The issue is defining the criteria, procedures and the time frame for completing this
compensation/rehabilitation of indigenous peoples (particularly Mapuches). The first
step would be to clearly map the current land tenure situation and identify the demand for
land. It would be essential to identify to the most accurate level possible the current land
tenure situation and the demand for land. That is, in order to develop a viable solution it
is necessary to have a detailed cadastre of the indigenous lands. After having established
the current land tenure situation it would be essential to assess the costs and financial
implications involved and initiate a negotiation process. Thirdly, criteria, procedures and
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mechanisms for implementing this measure would need to be developed"0. In this regard
it would be highly advisable to revitalize the fora3l established by the government with
the participation of representatives of all stakeholders, including the private sector
(forestry industry, power companies).

7.79 Regarding water rights, it would be advisable strengthening the efforts of the
General Directorate of Waters (DGA) to complete a cadastre of indigenous communities'
water rights, as well as to foster collaboration between CONADI and DGA to arrive to a
clear account of the existing water rights conflicts. With respect to the water code, it
would be advisable to analyze possible modifications to it in order to: (i) make sure that
indigenous water rights (consumptive/non-consumptive) are properly recognized; (ii)
simplify the procedures for indigenous peoples for constituting water rights (over new
waters) and registering those rights; and (iii) recognize in the case of conflicts between
non-consumptive users and indigenous communities the right of the latter to participate in
the administration (and the benefits) of those rights..

7.80 Finally, it would be important to strengthen the Water and Land Fund, both with
staff and the resources necessaries to carry out the work above indicated. At the same
time, more resources would be needed to acquire water rights. This would be of
particular importance for communities that have lost their rights and for those that would
eventually get more land. It would be unrealistic to think of the expansion of indigenous
lands without providing the required water.

Participation and Autonomy

7.81 A key issue raised by all indigenous organizations is the lack of participation of
indigenous peoples at different levels. It has already been mention that participation
within indigenous organizations needs to be strengthened. However, the issue refers
more to the lack of participation at the policy decision making level, either in the way in
which funds for indigenous programs are allocated, or the administration of those
programs, or the direct participation in the implementation of those activities, or the more
broader absence of indigenous participation in the political and institutional system.

7.82 The demand for constitutional recognition of the status of indigenous peoples is an
expression of the indigenous peoples' desire to have full participation and control over
decisions affecting them. Currently, with a few exceptions, the existing channels for
participation at the local level are not working properly. Indigenous participation in the
local governments is rather low. This is consequence first of the electoral/political
system that does allow the expression of indigenous demands, unless they are a majority
in the circumscription and, secondly, even if there are a majority, the lack of appropriate
institutional mechanisms for participation and disadvantaged position of the indigenous
peoples hampers their capacity to really participate. In this regard, it should be point out
that the institutional mechanisms for citizens participation in the local government (such

30 It would be essential to fully apply the mechanisms provided by the current indigenous law (19.253) to protect and
regularize indigenous lands and implement the tax exemption provided in the law (to this end an agreement betWeen
CONADI and the Ministry of Finance would be required).

3 1 The Lagos administration recently (March 14, 2000) convoked a official "Mesa de Dialogo Indigena".
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as the municipal council and the neighborhood associations) are not used by many
indigenous people who prefer their traditional organizations and networks to participate.

7.83 At the macro-level, indigenous participation in the political system and government
administration is quite limited. CONADI is the only institution that has attempted to
institutionalize a mechanism for indigenous participation in the management of the
agency. However, as it was discussed before, this initial intention needs to be revisited in
light of the existing conflicts and apparent lack of power of the indigenous
representatives to effectively influence the decision making process.

7.84 Regional governments in areas with indigenous populations have no special
mechanisms to facilitate or ensure their participation. The Indigenous Development
Areas (Areas de Desarrollo Indigena, ADIs) could be a significant step in that direction;
however, in terms of political representation, there are no direct mechanisms for the
expression of indigenous views neither at the local/regional government level nor at the
legislative level.

7.85 All these demand have been articulated into a much complex issue: autonomy. The
demand for territorial and or political autonomy (in different degrees) has been
manifested by several Mapuche organizations as well as the Consejo Aymara. In the case
of the Aymaras, the demand for autonomy refers to the recognition of the Consejo
Nacional Aymara (as a legislative body), changes in the electoral law to ensure
indigenous representation in the local and regional governments, and changes in the
judicial system to transfer the resolution of certain legal conflicts to traditional local
authorities. Mapuche organizations have been much more ambitious in their demand for
autonomy, which includes a territorial dimension. Even though the territorial dimension
has not been clearly defined, it would include the current areas of Mapuche rural
settlements in the VIII, IX and X regions32. In this regard, the bill proposed by
Congressman Huenchumilla represents a clear attempt to force the discussion at the
national level regarding indigenous participation in the executive power (regional
governments) and the legislative power (through the establishment of an Indigenous
Legislative Body, the election of a proportion of indigenous representatives to the
National Congress and the election of indigenous council members at the municipal level
based on the proportion of indigenous peoples in the circumscription).

7.86 There are several areas in which it would be possible to strengthen indigenous
peoples participation. First, it would be important to strengthen indigenous civil society
organizations. In this regard it would be advisable to develop new and expand the
existing programs for training indigenous organizations and leaders. Also, it would be
important to develop a communications program to disseminate information to and
among indigenous organizations and communities. Along with the above, it would be
important to develop second tier organizations empowered to represent indigenous
interests and negotiate with the government, the private sector and other civil society

32 For a detailed discussion of this issue see Ancan, Jose and Margarita Calfio (1999), "El retorno al Pats Mapuche.
Preliminares para una utopia por construir" en Liwen # 5 Pp 43-78, also Reiman-Huilcaman, Alfonso (1999) "Solo
Tenemos porciones de tierra pero no control de un espacio territorial en Liwen # 5 Pp99-1 18. Finally. Elicura Chihuailaf
(1999) in Recado Confidencial a los Chilenos, provides a general framework linking the demand for participation political
and territorial autonomy
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organizations. Similarly, the role of traditional organizations should be strengthen by
recognizing their authority to resolve conflicts within the communities and manage
resources.

7.87 Indigenous participation would be greatly enhanced if municipal governments
would receive specific support to facilitate indigenous participation in local government
decision making processes. Municipalities need institutional and operational
strengthening to develop specific mechanisms to work with indigenous peoples,
particularly in rural areas, but also in urban municipalities. Extension and
communication services specifically targeted to the indigenous population would
contribute to promote their participation. In this regard, the ADIs constitute an
innovative attempt to provide a channel for indigenous participation in the definition of
investment priorities and the management of public funding in geographical areas
broader than municipalities. Despite the current limitations of the ADIs which do not
provide a framework for participation at the regional government level (in terms of
balancing funding priorities between different investments), the procedures for
establishing and managing an ADI are highly participatory and provide a real opportunity
for increasing indigenous control over resource allocation and fostering political
participation. In that context, it would be important to expand the number of ADIs and to
provide them with additional resources earmarked for supporting and expanding the role
of the coordinating units that are supposed to define the investment priorities.

Culture and Identity

7.88 Indigenous peoples in Chile have faced permanent discrimination by their different
physical appearance, social behavior, beliefs, and world view; to sum up, because of their
culture. Indigenous peoples have their own culture and history, which makes them
different from Chilean society. Because of that, indigenous peoples have systematically
experienced discrimination. Nevertheless, indigenous peoples have resisted and today
they are demanding full recognition of their rights as a distinct people.

7.89 . Indigenous societies have experienced significant social and cultural changes
over the last 100 years. These changes have been the result of a complex process of
transformation carried out by the indigenous groups to manage their conflictive
relationship with Chilean society. In other words, such changes represent the elaboration
by the indigenous groups of the problems emerging from their relationships with Chilean
society, rather than the adoption of cultural patterns or norms imposed by mainstream
Chilean society. The indigenous groups' culture and specific group identity have
changed but they have remained distinct to that of the Chilean society. Further, within
each group different types of identities might have developed over time and changed
according to the status of the relationships with Chilean society, in some cases leading to
the denial of their own identity. But, in any case, those changes have never erased ethnic
identity as inter/intra group categories. In this context, ethnic identity has recently
become a source of conflict and mobilization as indigenous groups seek the status of
"peoplehood" and other forms of self-determination and autonomy.

7.90 In this regard, the key problems that indigenous groups face today are related to: (i)
the lack of public recognition and legitimacy of their cultural specificity; (ii) the public
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use (by the government, the media, the educational system, etc.) of contradictory
stereotypes that distort (and deny) their identity; and (iii) the lack of resources and
support to express, to develop and to advance their cultural manifestations and identity in
Chilean society.

7.91 The existing conflicts and prevalent interpretations suggest that Chilean society
needs to modify its perception and attitude towards indigenous peoples. A public
education and dissemination campaign could contribute to a better understanding of the
issues providing coverage of (i) the current situation of indigenous peoples, (ii) the
historic causes of its current situation based on the indigenous point of view, (iii)
indigenous peoples' values, norms, and social organization; (iv) indigenous peoples
expectations and; (v) the potential and value of having a multicultural society.

7.92 Multiple actions could be taken to develop an inclusive socio-cultural environment.
As a first step to achieve this objective, the Government and indigenous peoples have
agreed on the establishment of an independent multicultural commission for truth and
reconciliation that would look into the general issue of systematic discrimination and the
specific cases of violations of indigenous rights through history. The creation of this
commission could be a good instrument to develop a more permanent dialogue and
would provide the basic elements for a negotiation between the Chilean state and
indigenous groups.

7.93 At the educational level, the government could review the curriculum and texts
used to ensure at all educational levels that potentially racists and/or discriminatory
contents would be eliminated and a multicultural multiethnical approach would
incorporated. Also, the curriculum could include specific sections on indigenous culture,
identity and history (from the indigenous point of view), presenting indigenous
cosmogony, social order, norms and values.

7.94 Regarding bicultural/bilingual education, it would be important to develop
bicultural/bilingual educational programs particularly for daycare centers, preschool and
primary school indigenous students in (rural and urban) areas with high concentration of
indigenous peoples. To this end it would be necessary to form qualified teachers and
universities would have to develop new academic programs in bilingual/bicultural
education. Bilingual/bicultural educational programs would greatly contribute to
establish the required educational basis. However, it would be essential to expand the
secondary and higher education opportunities for indigenous students. More
scholarships, access to credit, and housing facilities would be required.

7.95 The establishment of a Indigenous Cultural Fund could be an instrument to provide
financial support to the expression of multiple indigenous cultural manifestations. At the
same time, the National Science and Technology Commission (CONICYT) could
establish a special funding program for academics working on indigenous issues to
increase the knowledge on indigenous issues and to facilitate its dissemination and
understanding.

7.96 Finally, it would be important to include the indigenous dimension as a criteria for
assessing the impact of all pertinent government initiatives. In this regard, it would be
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advisable to incorporate "indigenous impact assessment variables" in the monitoring and
evaluation systems used by the different government programs to assess their outcomes
and impacts.
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