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l. Introduction

Globalization, new technologies and the market egonoffer new opportunities but at the same
time have introduced new risks and vulnerabilitiesese risks and vulnerabilities tend to affectenor
seriously the poor and the middle class that tylyiteve fewer assets and incomes than the rich to
protect themselves against unexpected events, gtomoses, health crises, natural disasters amet ot
man-made or nature—made calamities. All this hasdean increased demand for “social protection”, a
term carrying a slightly paternalistic flavor agniplicitly assumes that the state or special aigsnaill
be entitled to protect vulnerable citizens. Of seua deeper question is to what extent our focmslidh
be on how to design and reform economic systetrgérzerate, endogenously, excessive risks and

volatility besides looking for palliatives suchsscial protection

Anti-poverty/social protection policies in Latin Agrica during the (neo) liberal era have largely
failed to reduce poverty levels; in fact, abovepédcent of the population was considered to be poor
around 2003-04, say over 200 million people. Altjflopoverty has been a chronic problem in Latin
America, we can identify various causes why curpaticies have failed to reduce poverty. These eaus
often go beyond specific social programs and aietl to the macro and developmental performance of
the economies such as: (i) lack of steady econgnaiwth; in the last 15 years. GDP growth in Latin
America has not exceeded 3 per cent per year (@ithr GDP per capita gains); (ii) in addition to a
relatively modest rate @verageeconomic growth, this process has been accompagiatligh
frequency of growth crisén various countries (see Solimano, 2006). Thesetl crises often lead to
cuts in employment and real wages affecting moeeptior, (iii) persistent inequality that has redlitie
impact of growth (albeit low and unstable) on poye®Bocial policies have tried to mitigate thesecroa
and structural developments. However, the practi¢eargeting” in the delivery of social goods and
services has faced some unanticipated problents sddrmation requirements were often
underestimated. In addition, some of these poliaiss created new exclusions of those individuats n

receiving transfers because although being relgtpp@or they are not “very poor” as to qualify for
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benefits. Moreover, targeted social policies affaetmiddle class that pays taxes but do not felégive

the social benefits whose taxes contribute to fiean

The role of assets in social policy has been a&hgngeglected topic in Latin America although a few
scholars such as Moser (2006) have emphasizethffwrtiance of different assets for anti-poverty
programs and to reduce vulnerability of low incogneups. From another perspective, De Soto (2000)
has shown the adverse effects for saving and ¢apatilization stemming from the fact that a vast
amount of wealth held by the poor in developingrtagas is untitled becoming de facto equivalent to

“dead capital”.

This paper highlights the role that asset accunaudty the middle class and the poor can play in
fostering economic autonomy, reduce vulnerabilitgt anprove wealth distribution in economies subject
to various sources of volatility. The paper ideasfdifferences as well as complementarities batwee
social protection policies and asset building me@ras, and identifies some priority areas for new

policies that protect growth, strengthen the middidess, and promote asset building.

Il. Social Protection and Asset Accumulation: EvolutionComplementarities and Differences

Early Policies of Social Protection

Although the use of the term “social protectiontétatively new, a main concern of social polidies
Latin America have been to protect citizens from daverse effects of unemployment, economic crises,
health problems and aging (see ECLAC, 2006). Tteeiip modalities of social policies have evolved
according to the broader development strategieptaddy the region and the demands from different
social groups for redistribution and social pratact Under the development strategy of import
substitution, in place from the 1930s to the 1988s, main objectives of social policy were social
modernization and the formation of human resourtesded by the industrialization process. These
policies included the expansion of education atousr levels, including higher education (univeesji
housing policies to cope with the home needs ofawvigpg urban population, national public health
systems and pay-as-you-go social security. Labarkebgpolicies involved legislation on minimum
wages, severance payments and restrictions tagfiimd hiring by firms to ensure job stability of
(incumbent) workers. Land reform was also impleradrib correct a highly concentrated pattern of land
tenure that characterized most Latin American aoemit The social constituency behind these policies

was labor unions, various organizations in the ipuold private sectors and rural workers.
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This development strategy cum-social policy delpderespectable growth (for today standards) until
the late 1970s and a degree of social modernizatowever, the economic model of import substitutio
also involved micro-inefficiencies associated witgh import tariffs and the growth of the publict®.
The debt crisis of the early 1980s an its legacinftétion, fiscal deficits, exchange rate instapibnd
debt servicing problems led to a crisis of thatedepment model in Latin America. The criticism bEt
old economic model was also extended to its s@e@tection model. Main critical elements of thddat
were: (i) social spending was not necessarily negcthe most needy in urban and rural areas; @) t
subsidy of certain basic goods like foodstuff artieo goods was fiscally expensive; (iii) public
universities, often tuition free, implicitly subszéd the children of rich households and the uppedie
class; (iv) the social security system based ongsayou go delivered low pensions and failed to

contribute to the development of domestic capitatkats.

Social Protection Mark I: the 1990s

The economic reforms of the 1990s in Latin Amerigduded macroeconomic stabilization, external
opening, financial liberalization, privatization camrmarket-deregulation (Chile implemented similar
policies earlier in the mid 1970s under the Pinbechgime). These policies were oriented to expéied t
possibilities of wealth creation through privatetee activity and the use of markets and intermeatio
trade in goods and financial assets. However, gpdication of these policies had social costs dral t
new policy regime open to markets brought new foofmsconomic instability and risks that neededdo b

mitigated. The social (protection) policies in ##0s had the following main features:

) The main social objective was poverty reductiondgdaster economic growth following the
adoption of market-based reforms. The main varitilee protected waacome defined as
the level above or below a certain poverty linee&ly the definition focuses on tllews
rather than on thsetocks —or assetsn fact, the reduction of wealth and income irady
was not an explicit policy priority for these padis (see Solimano, 1998). This is in contrast
with several experiments, of varied degree of sssoar failure, of income and wealth
redistribution in the 1960s, 1970s and 1980s irrelgdi)rji.

(i) Social protection policies had to focus on asgystine most vulnerable segments of the
population (the poor, the elderly, children, thendiaapped). This was the principle of
“targeting”. The intuitive idea of reaching the dasst is appealing both from the viewpoint

of simple common sense as well from a more instniatdogic of helping to minimize fiscal
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costs and help macroeconomic stabilization. Needgts targeting is not free of problems as
its informational and operational requirementsraeminor.

(iii) Targeting has to be complemented by social emeygimds oriented to provide support
income and public works programs to low-income goin the wake of severe macro-
economic crises or natural disasters.

(iv) Promotion of private sector participation in théidey of education, health and pensions as
a natural corollary of private sector—led developime

(V) Labor markets policies were oriented to ensure nhaer “flexibility” by relaxing firing

rules reduce severance payments; minimum wagesdeeeenphasized as an income support

policy.

A full evaluation of the results of these econorard social policies is beyond the scope of this
paper. However, the results of social and developnpelicies, for the region as a whole, are not
encouraging in terms of rapid and sustained growthjerty reduction and lower inequality. As a
consequence of modest growth Latin America’'s GDPcppita as share of the GDP per capita of more

advanced countries (i.e. the US) was stagnant addfdining in the last 10-15 years (see figure 1).
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Figure 1. Latin America and the Caribbean GDP per apita (PPP) as a percentage
of the United States GDP per capita (PPP), 1975-200
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Source: Own elaboration based on figures from World Bamdidators (WDI).

In addition, modest average growth has been accaghdy volatility and growth crisesghat
took place during the last two decades (see Sobm2d06). Needless to say those with fewer assets a

lower incomes tend to suffer more in downturns etigks that destroy jobs and increase poverty.
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Table 1. Growth Crisis in Latin America and Refererce Group, 1960-2003

Number of years with negative GDP per  Percentage of

capita growth rates crisis in total
period
1960-1980  1981-2003  1960-2003  1960-2003
Argentina 6 11 17 38.6
Bolivia 4 9 13 29.5
Brazil 2 11 13 29.5
Chile 4 3 7 15.9
Colombia 2 5 7 15.9
Costa Rica 3 8 11 25.0
Dominican Republic 4 6 10 22.7
Ecuador 3 8 11 25.0
Mexico 0 8 8 18.2
Peru 4 10 14 31.8
Uruguay 5 9 14 31.8
Venezuela 10 13 23 52.3
Average 3.9 8.4 12.3 28.0
Korea 2 1 3 6.8
Thiland 0 2 2 4.5
Philippines 0 7 7 15.9
Ireland 2 2 4 9.1
Spain 2 2 4 9.1
Turkey 5 6 11 25.0
Average 1.8 3.3 5.2 11.7

Source: Solimano (2006).

Casual evidence suggests unequal access to eduaatiohealth services by low-income groups
and the middle class compared to the upper middEs@and the wealthy. The reality in Latin America
today is that in several countries the private esyst of delivery of social services offer better liqya
education and health services (although probaliiywbthe standards of advanced countries) to themupp
middle class but the poor and the lower middlesclzen not afford paying for private provision usles
they receive a subsidy. Most of the time peoplenaktinsuficiently funded public education and pabli
health systems. The quality of education is segetemfeographically and by income levels (better
education is often found in urban than rural asasin more affluent neighborhoods than in poorspne
Moreover, international test of educational perfante in Latin American countries often show

significant differences between private and pusditools.
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In the health sector, public hospitals are oftedemfunded and queuing time for patients is
routine. In Chile, in recent years, thousands ailfasnhave left the private health - insurance eysbf
ISAPRES and switched to the state run FONASA systéamdo Nacional de Salud) because of the
escalation of costs in the private system andithigeld coverage of the services offered (Solimand a
Pollack, 2006).

Asset Accumulation and Social Protection: Compleimeties and Differences

The asset accumulation approach (see Moser, 2086)fies various assets that affect the well-being
of individuals and communities such as materiabtssgand, capital, housing), financial assetsjasoc
capital (the network of contacts, norms, cultureoagindividuals in a certain community), natural
capital and others. The approach goes beyond dypoenomic approach to the issue of asset formatio
and focuses also on the role of mechanisms of Isoteaction and social support in helping pedple

cope with adverse circumstances.

From an economic perspective assets (under cectiglitions) can provide protection against
unexpected shocks, helping to reduce vulneralslitiea person suffers a temporary loss of income a
asset can provide collateral to borrow to maintainsumption. In the event that the loss of incosnef ia
more permanent nature, a person (or householdjalathe asset although this will reduce his nettlvo
Assets must have an economic value, be tradedtaircenarkets and be potentialiguid to be accepted
as collateral for borrowing or to find a buyer retcase of selling the asset. In addition, propégtts on
the asset must be clearly defined. Not all asswigply with these conditions. Non-economic asseté su
as social capital have a different value to a tgeconomic asset. Still, social capital can helghtn
negative shocks by providing other non-market memas such as social interaction and community

groups.

Social protection policies can operate throughabsets side and/or through the flows. If a pension
system is based on the individual accumulationsskts as in a privatized system then individuagtass
are a cushion against the decline in income adsaociaith ageing. If social protection is based ba t
provision of temporary income or jobs to the unewgpt it will operate more on the flows side and wil
rely on the decision of government to provide fratection. In a way, individual assets is clogesdif-
insurancewhereas social protection is a form sdgcial insurance Social capital is based on “civil

society” organizations rather than on the diretgrivention of the state.
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The empirical relevance of the asset approachdsjilend on the pattern of ownership of assets: what
type of assets hold the middle class and the ploeir, liquidity and the structure of property righThese

issues are taken up in the following sections.

I1l. Asset Distribution in Latin America.

Income distribution is (and has historically b&equite unequal in Latin America: cross country
average Gini coefficients, a measure of income eotmation, are around 0.5 well above OECD and East
Asian levels. A recent study of patterns of asseteyship in Latin America is Torche and Spilerman,

(2006) whose main results can be summarized asnsil

)] Housing is the most widespread asset hold by haldeln the Latin America region. For
the vast majority of the population this is theyoakset held in their portfolios. A large
proportion of the population, (69 percent) ownsirtheomes in Latin America. This
proportion of home-ownership is similar to the @ditStates and is relatively uniform across
various socio-economic levels in Latin America.

(i) This high pattern of home ownership in Latin Amaris associated with housing policy for
the poor and the middle class and also with (illegattlement of public land in cities
historically carried-out by movementsmdbladores

(iii) Education is another “asset” although of differelmaracteristics than material assets such as
housing, land and financial assets as it is emlzbdugeople and therefore far less liquid
than these other assets. Education has expandedl Bvels (primary, secondary and
tertiary). In contrast, to the more extended access‘quantity education” we have
considerably more social differentiation in theesxto “quality education”.

(iv) Land concentration has been historically high itir.dmerica although agrarian reforms in
various countries led to a decline in land conegitn. The growing urbanization of the
region has diminished the importance of land inétyua

(V) Capital assets such as business assets, rentarfyroptocks and bonds are much more
concentrated than home equity. The highest incoeneeptiles concentrate the ownership of

financial and capital assets in Latin America.

Thus we observe that asset distribution is notommifacross different types of assets with a clear

differentiation between financial and capital assatd housing (more egalitarian the distributiorihef
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latter). In addition, a feature of some countriesLatin America is the absence of formal titling fo
resources and property owned by the popular cla3$estypical case is the lack of land titling irban
dwellings a fact that impedes the use of thesetasese collateral for obtaining loans by the banking
system (see De Soto, 1989, 2000). Incomplete prppights are then considered to be a cause of the

limited access to capital accumulation by the @soit was mentioned before.

Segmentation in the access to credit and hightguadiucation by socio-economic status is one factor
that prevents a more egalitarian distribution afeés. Also variables such as family backgroundofime,
wealth, education level of the parents, occupatistatus, social connections, etc.) are powerfolois
that tend to reproduce across generations the atiggin wealth, access to political power and uefhce

in society.
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IV. Building Blocks for Better Policies: Growth, the Middle Class and Asset Accumulation.

New and more balanced social protection and dewsop polices for Latin America should
recognize broader goals and more instruments. \Wedestify at least three areas in which developgmen
policies can be broadened to include, among othiegs, asset accumulation by the poor and the middl
class (see also ECLAC 2006 for specific proposalthe areas of pensions, health systems and other

policies of social protection):

Stability and growth

The main macro accomplishments of the 1990s arlg 2800s in Latin America have been the
reduction and stabilization of inflation, the impemnent of fiscal budget and a stronger externalosec
position. This is important for the poor as inftatti affects them more severely than other groups. In
addition, macro stability creates conditions forrensustained growth if the growth impulse is there.
Unfortunately, except in the early 1990s with tlsumption of capital flows and the launching of
reforms and in the 2004-2006 with commodity pricefns, sustained and high growth has been elusive
in most of Latin America when considered in a madgierm perspective. The lack of sustained growth
and its volatility has impeded, as mentioned beftive improvement of social conditions in the regio
a sustained way. Growth helps create jobs, boogesvand provide fiscal revenues for the government
that can be spend in (good) social policies. Ihasd to think of lasting solutions for social preims
without some basic stability and steady economimwgjn. In recent years the main gains in poverty
reduction in Latin America (i.e. the case of Chdey elsewhere (i.e. China) have taken place intces
that experienced rapid GDP growth. Of course, gnowtnot the whole story and policies to strengthen
the middle class, reducing inequality and widertimg access to productive assets and social capéal

also very important.

The Middle Class and Lower Inequality

Latin America is a continent of large inequaliti@s income is concentrated at the top. As a
consequence of thisean incomes often greater thamedian incomea feature typical of concentrated
income distributions. The size of the middle classasured as both share of total income and total
population is oftersmallerin America Latina than in OECD and former soctatieuntries of Eastern
Europe (see Birdsall, Graham and Pettinato, 2008 figure 2Y. The smaller size of the middle class is

related to the fact that income is concentrated..

10
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Figure 2. Size of the Middle Class a/
(Middle Class’s income share)
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Notes:

a/ The "Middle Class" is composed by those houskshwith per capita income between 75% and 125%eof t
median income.

b/ Latin America includes: Brazil, Chile, Costa Ridexico, Panama, and Peru.

¢/ High Income countries includes: Australia, AisstBelgium, Canada, Denmark, Finland, France, Gaym
Ireland, Israel, Italy, Luxembourg, NetherlandsaiBp Sweden, Switzerland, Taiwan, United Kingdond &nited
States.

d/ Transition Economies includes: Czech Republizmdhry, Poland, Russian Fed., Slovak Republic.
Source:Birdsall, Graham and Pettinato (2000). Data cowedp to the 1990s.

Stable, higher income democracies often have agtniddle class and relatively low levels of
inequality. In contrast, polarized, lower to mediimoome per capita countries often have a weak lmidd
class and concentrated income distributions.. Tditiqal correlate of this system is often volatded
populist politics (see Solimano, 2005). A strongad more stable middle class is often considereal as
stabilizing factor in politics and economics astlire later case private investment is very sensitive
instability and political polarization. More unigal social policies can strengthen social cohearuh
stabilize politics, thereby favoring social peacgl @conomic growth. Easterly (2000) has shown,dase
on cross country and panel econometric regresstbasa higher share of income for the middle class
(and lower ethnic polarization) are empirically @gated with higher income, higher growth, more
education and other favorable development outcomes.

11
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Part of the story of building a stronger middlesslas providing people a better access to assets
such as housing and education, the two main a#isgtshe population accumulates. In addition, the
middle class is the owner of small and middle gmises that are often in need to finance capital
investment and working capital. Moreover, as tlsaiings capacity grows over time they need access t

financial assets to build their portfolios.

Democratizing Asset Accumulation

A broader access to asset accumulation by the aondrthe middle class can contribute to
mobilize their hidden productive potential with fin® effects on economic efficiency, growth anaisb
welfare. Moreover, a stronger asset position helggecting against negative shocks. There are three
main impediments for a more evenly distribution afsets in the Latin American region. These
impediments can be removed, however. One is théelinsavings capacity of low income groups
(although their savings capacity is not zero asehirbefore). Usually low income families can save t
finance the down-payment of a house or other typeaperty. In addition, in most countries they bav
certain economic capacity to acquire durable goBdsing the process of economic development, the
relationship between savings rates and the levgigeiocapita income is non-linear and relativelsgéa
increases in savings can take place after growkbstaff at low to intermediate levels of per capita
income. Second, as mentioned before for assete tble to mobilize capital, property rights must be
well-defined and enforceable. In Latin America limcome groups have acquired their main asset
(housing) often through non-market mechanisms: paton of urban dwellings and/or subsidized
housing policies. Some house owners have titlethein property while others do not. The legal syste
unfortunately, is expensive and often unfriendlythe poor. In fact, the design and enforcement of
contracts is costly, and it requires some legakation and access to lawyers. The poor often can no
afford all that. Third, capital markets are alsgreented serving better the elites than the poorthaed
middle class. The traditional circuits to accumellataterial assets and also to acquire higher ddacat
such as borrowing and access to capital markets haen largely restricted to the non-poor (thee elit
hold assets that can be used as collaterals ahdi@r the right connections to access to creditgatd
their children in good quality schoolS)'he reform of judiciary systems to make the acadgsistice

more expedite to the poor is essential if we wamhéke asset accumulation a more egalitarian psoces

12



Brookings/Ford Workshop, Asset-based Approaches Solimano, conference paper
June 27-28, 2006

V. Concluding Remarks.

This paper has reviewed the conceptual underpisnofgsocial protection policies in Latin
America implemented under various policy regimesluding import substitution policies, market
oriented reforms of the Washington Consensus abddyegimes. The paper highlights the need to go
beyond policies based purely on growth-based, pyveduction and targeted social policies to btimg
middle class into the picture and exploit the ptétof asset building to cope with adverse shobk&st
savings, investment and promote upward social ntpbil

The literature on assets building identifies a widege of assets ranging form material assets
such as housing, land, financial assets to sonthcammunal assets. Economists stress the rolesefsa
in coping with negative shocks. However for assetbe economically valuable for that purpose the
property rights must be reasonably well-defined #ygdassets must have liquidity. Other social sigtn
emphasize the role of social interactions, famityd acommunity relationships —social capital-- as
mechanisms of social protection. In reality indivadlassets and social capital can complement wadeo
social protection and enhance social progress.

In the paper we show that in the last two decadsoomodest and unstable growth, persistent
inequality and narrowly defined social policies dalwampered more rapid social progress in Latin
America. The paper stresses the importance oflisyadid growth as a framework for poverty reduatio
and broad social improvement, but also underlieentted to reduce inequality and strengthen thelenidd
class and widen the access to assets by the pdothanmiddle class. A more widespread and less
unequal ownership of assets in society can havgrawth dividend by unleashing creativity,
entrepreneurship and innovation latent in grougg thaditionally have little access to formal capit
markets and the legal system. More egalitariantasssumulation could be expected to have also a

political dividend for democratizing the traditidiyaelitist Latin American societies.

13
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" The cases of Cuba in the early 1960s, Chile uAtlende in the early 1970s, Nicaragua in the 198@der the
Sandinistas were the most radicalized experimemdistribution. More gradual policies with a rslibutive bend
were implemented in Costa Rica and Uruguay amonerst

" Historically Latin America has had a quite unequattern of wealth distribution linked to concetdighland
tenure and a social structure of relatively limigattial mobility.

v Birdsall et.al (2000) define the middle classhesdroup whose income are in the range of 75 %26 of the
median income in a given country.

¥ Stable, higher income democracies often haveoagimiddle class and relatively low levels of inalify. In
contrast, polarized, lower income countries oftamehweak middle class and concentrated incomeluisns.
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