CHAPTER 2

Beyond Unequal Development: An Overview

Andrés Selimano

[n the 1940s, 1950s, and 1960s, development theory emphasized market
failures. discontinuities, irreversibilities, and excessive social inequality.
The dominant development paradigm stressed the need for the state to
create an adequate physical infrastructure and the institutional and so-
cial conditions required for development. This would entail implement-
ing large-scale public investment programs, planning, and policies aimed
at social modernization in the areas of education, health, social protec-
tion, and housing.

In the 1980s and 1990s, this paradigm changed. In a way. develop-
ment problems were reduced to growth problems, and the lack of sus-
tained growth, particularly in the 1980s in Latin America, was thought
to have resulted from state interference in the market process, both
internationally through trade protection and nationally through the over-
regulation of goods, capital, and labor markets, and extended state
ownership of national productive assets.

Economic growth (material progress) became the main develop-
ment goal in the policies known as the Washington Consensus. Growth
was to be supported by (1) macroeconomic stabilization — understood
basically as the reduction of inflation and fiscal deficits —and (2) struc-
tural reforms such as trade liberalization, financial deregulation, privat-
ization, and a decisive shift to a smaller state role in the economy.

Previous concerns with reducing inequalities of income and wealth
were eschewed in favor of an agenda dominated by macrostabilization
and liberalization. The experience of the 1990s is showing that the com-
bination of fiscal adjustment and market liberalization, although neces-
sary policy steps to reduce macroimbalances and increase efficiency,
is insufficient to bring about stable and equitable development. Reality is
showing several difficulties in the adjustment and development process
that were underestimated by the policies of the Washington Consensus:
(1) the transition from low inflation to sustained growth and development
is often long; (2) the excessive emphasis on fiscal adjustment neglected
the risks of premature financial liberalization; (3) globalization has
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increased the frequency, scope, and severity of financial and macrocrises:
(4) governance problems have been reflected in corruption, dysfunctional
institutions, and social conflict; (5) poverty is persistent and positively
correlated with macrocrises; and (6) inequalities of income and wealth,
both across and within countries, seem to have increased in the last de-
cade in Latin America.

Addressing these issues may call for a rethinking of existing develop-
ment paradigms. This chapter focuses on one important dimension of
the development process —namely, inequality—and asks how we can
move beyond the trap of unequal development. For that purpose, this
chapter selectively reviews two strands of literature pertaining to our
subject: (1) recent developments in distributive justice that provide an
interphase between the political philosophy of justice and the economics
of income distribution and social welfare; and (2) the analytics and
empirics of the relationship between inequality and growth. The underly-
ing idea is that more egalitarian development is feasible and desirable
and that positive complementarity can be found between distributive
justice, social equity, and economic development.

Then this chapter turns to social policies. The discussion continues by
identifying policies compatible with both rapid growth and more egalitar-
ian development: structural social policies, emergency social safety nets,
and policies intended to foster egalitarian access to wealth-creation pro-
cesses and assets (e.g., education, credit, and ownership of productive
assets). The scope and limits of targeting, trickle-down growth, and the
private provision of social services are also reassessed in their role as
foundations for social policies behind the Washington Consensus.

Poverty and Inequality: What Do We Mean
by Social Equity?

A minimalist approach views the reduction of absolute poverty as the
only valid concern of social policy. Public policy must assure that most
(ideally all) of the population is above the poverty line and that no
vulnerable groups (the elderly, children, the disabled) suffer income
deprivation. As society reaches a threshold of basic needs satisfied for
the population as a whole, according to this view, subsequent inequal-
ities can be considered largely irrelevant. The extent to which the reduc-
tion of social inequality is a valid additional policy objective is a complex
issue related to at least two considerations: (1) ethical and moral ques-
tions of distributive justice; and (2) the impact of income inequality on
other policy objectives such as sustained economic growth, overall devel-
opment, sociopolitical balance, and the ability to conduct public policy.
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The Theory of Distributive Justice

The theory of distributive justice! focuses on the causes of inequality and
provides useful philosophical and economic foundations for a discussion
of inequality.

Outside Factors and Personal Responsibility

If observed income and wealth inequality reflects, to a large extent,
differences in initial endowments of wealth, talent, family connections,
race, or gender —factors mostly beyond the control of the individual or
(in philosophical terms) a set of “morally arbitrary” factors—then in-
equality becomes an ethical issue, as key wealth-creating factors are
bevond the control of the individual. However, observed inequality of
income, wealth. or consumption can and do also reflect individual differ-
ences in effort, ambition, and risk taking. To the extent that these ele-
ments reflect personal preferences and belong to the realm of “individ-
ual responsibility,” they do not necessarily constitute an ethical problem
from the viewpoint of the theory of distributive justice. This provides an
attractive framework for distinguishing between equality of outcomes
(e.g.. income or wealth) and equality of opportunities, a subject we will
deal with later. This sharp separation between arbitrary and nonarbi-
trary factors is blurred when it is recognized that “morally arbitrary”
factors (e.g., initial wealth and talents) are likely to be related to the
formation of preferences and the concept of individual responsibility,
two elements that ultimately influence effort levels and the willingness
to take risks. In fact, one may think that the perception of a wealthy
individual of what constitutes “success in life” (or acceptable levels of
welfare) can be very different for the rich than for the poor. This circular-
ity between resources and preferences, or between “morally arbitrary
factors™ and “personal responsibility,” makes the theme of social in-
equality both exciting and overly complex.

Alternative Views

The fundamentally different visions of society found among various
schools of thought affect views on inequality.? Liberalism, neo-Marxism,
and libertarianism are three main schools of thought in this regard.
Liberals such as Rawls emphasize that initial wealth, family background,
social connections, and the like can be unfairly distributed at the “birth
lottery.” For Rawls, the organization of a just society requires a social
contract negotiated under a “veil of ignorance” with regard to the distri-
bution of wealth and other traits that shape individuals® interests in






















































