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Abstract

Social capital is considered a productive resource for societies. The increase in social trust is usually
related to both economic growth and a reduction in inequality. In Latin American countries, and
particularly the economies that belong to the Pacific Alliance, the relationship between social capital
and income inequalities has not been studied at regional level. The paper aims to analyze whether
social capital impacts income inequality in the case of the Pacific Alliance regions. Dynamic panel data
models were used, covering 72 regions during the period 2002-2011. The results show that the decline in
generalized trust and congress trust impacts negatively income inequality, while government trust,
police trust and company trust have not effect.
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1. INTRODUCTION

The theory of capital is increasingly relevant in regional studies (Borozan and Funaric, 2016;
Bengoa, Roman and Pérez, 2017). In particular, through cooperation in collective actions and
participation in decision-making, an increase in generalized and institutional trust should act as a
means of reducing economic inequality (Knack and Keefer, 1997; Putnam, 2000; Ram, 2012; Wang
and Lu, 2016).

In the Pacific Alliance countries, social capital is unevenly distributed, with a low
contribution to the economy, because different actions have been taken and with little importance
to the implementation of social policies that help increase social capital. In recent years, the
disparate levels of social trust have been an intrinsic problem in the Latin economies, thus
contributing to the presence of wage gaps between the highest and the lowest deciles (Kliksberg, 1999).

Based on the results of income distribution at a regional and country level, our attention is
drawn to analyzing whether advances in social capital reduce intraregional income inequality for
the regions of the countries that belong to the Pacific Alliance. The research question arises due to
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the fact, shown by Putnam (2000), that the societies which present a higher rate of participation in
networks, civic norms and trust, have economic equality within the members of a society, on the
contrary, if they lack this resource, income inequalities will be persistent.

This research analyzes whether intraregional economic equality is favored by social trust in
the regions of the countries that belong to the Pacific Alliance.

In the literature review, it was found that there is no study that analyzes this relationship
between the variables using regional data from the economies with the highest income inequality
worldwide, which is relevant, since there is heterogeneity among the regions of the Pacific Alliance.

This study differs from current research on several points. Firstly, we use a database
extracted from the Latinobarémetro survey during the period from 2002 to 2011". We consider that
collective social capital refers to the degree to which people trust other members of society
(Putnam, 2000) and that all forms of cognitive social capital influence income inequalities
(Rothstein and Uslaner, 2006). Secondly, 72 regions of Chile, Colombia, Mexico and Peru were
analyzed, these economies are in the most unequal region in the world. Thirdly, in order to treat
endogeneity problems between variables, the dynamic panel data models proposed by Roodman
(2009) are used. The use of this estimator, unlike the generalized method of moments estimators of
difference and system proposed by Arellano and Bond (1991) and Arellano and Bover (1995),
allows us to analyze the limited time span and the potential of fixed and endogenous regressors
among the variables of the model.

2. LITERATURE REVIEW

This section presents the relationship between the variables and the context of the Pacific Alliance
countries, related to our object of study

2.1. Relationship between social capital and income inequalities

Over the last few years, recent research has studied how inequalities of opportunities, inequalities
of resources and economic inequalities affect the formation of social capital (Kliksberg, 1999; Elgar
and Aitken, 2011; Stephany, 2017). However, few studies research the impact of the decline in
intraregional social capital in developing countries on income disparities among members of a
society.

From the perspective of Banfield (1958) and the studies carried out by Putnam (1993,
2000), the negative effect of societies is observed when citizens have minimal or no involvement in
what happens in their environment, that is to say; citizens show reluctance to share, to receive and
provide help, as a result, transactions decrease and there is no mutual benefit; therefore, the
resource of social capital does not act as a means in reducing social problems, such as poverty,
income inequalities and economic growth (Robison, Siles and Schmid, 2003; Woolcock, 2010).

Knack and Keefer (1997) have demonstrated the importance of trust and civic norms as
forms of social capital in aggregate economic activity within 29 economies. Finding that
economies with low interpersonal trust create the perfect scenarios for the increase in economic
inequalities among members of a society.

This also happens in the context of Latin American countries, low social trust and the
increase in income inequality are the result of the deficient involvement of the State in the

' This analysis period was considered due to the limited availability of regional data for the Pacific Alliance countries. In
the case of capital stock, the data is available until 2020, however, this does not apply for the intra-regional gini index;
since the data are scarce and not periodic. Although, the imputation of missing data is applied, it was not feasible to
impute data until the current period, because the estimates would lack veracity.
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generation of policies that allow the development of social cohesion and generalized trust
(Gallicchio, 2004; Guiemes, 2011). Taking into account the importance of trust as a form of social
capital, studies recognize the relevance of this type of capital as the prerequisite for the
performance of cooperation and collective actions (Schaik, 2002).

The literature argues that trust has been shown to have a positive correlation with
economic equality (Knack and Keefer, 1997; Stiglitz, 2012; Bergh and Bjernskov, 2014; Bolafos,
Saucedo-Acosta and Del Callejo, 2021). This is the case in countries such as: Norway, the
Netherlands and Canada, etc. where they have the highest indices of generalized trust and
economic equality (Wilkinson and Pickett, 2009). Although, in developing countries, as in the case
of Latin American countries, the situation is different. We believe that there is heterogeneity and
little social trust and that this has generated low cooperation from the members of a society with
regard to collective action problems, which permeates income inequalities

2.2. Social capital in Pacific Alliance Countries

The Pacific Alliance is a trade bloc initiative of the American continent, which was established in
2011, with four economies: Colombia, Chile, Mexico and Peru (see figure 1).
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Figure 1 Pacific Alliance Countries
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With regard to the distribution of social capital, Latin America has shown to have low levels
of generalized trust compared to developed countries (Barone and Mocetti, 2016; Lee and Law,
2017). The Latin American economies have gone through different transition processes in terms of
social policy, since the eighties social issues have been put aside as a consequence of the debt
crisis that most of the countries were experiencing. Later, in the nineties, social policy took on a
renewed importance in economies, regaining the relevance of action in social issues, poverty,
systems of reciprocity and social capital (Arriagada, 2005; Hardy, 2003)

Although various studies have been carried out that prove the impact of this resource for
developed and developing societies (Glanville, Paxton and Wang, 2016; Jhonh F et al,, 2017), in the
case of Latin America, the programs to increase this resource have been unsuccessful. In particular,
for the year 2000 18.4% of the population in the Pacific Alliance countries consider that people are
trustworthy, whereas for the year 2016 only 18.1% trust people in general (Latinobanometro, 2019)

3. METHOD AND DATA
The following equations represent the estimators proposed by Arellano and Arellano and Bover, (1995):
V= Y, + BX'+ &, m
g, = H; + U, (2)
E(p)=E(6,)=E(n;9,)=0 3)

Therefore, we represent the following equation for our object of study:

Gini,, = a Gini,,_, + B8,GT,,+ B,JT,. + B;CT,. + B, GoT,, +
BsPT; + JBE_GDP_a,r + &, 4)

The equation (4) expresses that income inequality (Ginii) depends on the lagged variable
(Ginii—1); a set of social capital variables: generalized trust (Gentrust;y), judiciary trust (Judtrusty),
congress trust (Congtrusti), government trust (Govertrust;;), police trust (Politrust,) and Gross
Domestic Product per capita (GDP_pc ;) as a control variable.

The System GMM estimator was used instead of the difference equations proposed by
Arellano and Bond, (1991). It was chosen because the equations in levels provide greater precision
in the estimates when the dependent variable is persistent (Blundell and Bond, 2000). The System
GMM estimation was applied through the xtabon2 command with the Stata version 14b software,
proposed by Roodman, (2006). This estimator is based on the analysis of Arellano and Bond, (1991)
and Arellano and Bover, (1995). However, what allows greater efficiency in this estimator is that it
considers a finite sample modification for the two-stage covariance matrix, which results in the
efficiency of two-step rather than one-step robustness. In this analysis, the Hansen test and the
Auto correlation test were applied and one-unit root was obtained.

3.1.Data

The main aim of the study is to analyze the relationship between income inequality and
intraregional cognitive social capital. In this study, we analyzed 72 regions of the Pacific Alliance
countries: Mexico, Colombia, Peru, and Chile

Table 1 show the study variables, and data sources. In this analysis, we use the Gini index,
as a dependent variable, cognitive social capital as an independent variable, and GDP per capita as
a control variable. Missing data were obtained by multiple and simple imputation. First, an
imputation using the regression model was implemented for the regions that presented a
monotonous pattern of data and few missing data, for which a simple imputation was first carried
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out for a certain region (Cahizares, Barroso and Alfonso, 2004) and a multiple imputation by
country was subsequently applied to preserve the variability of the data proposed by Honaker and

King (2010).

Table 1 Study variables

Dependent variable
Variable name

Description

Data source

The regional Gini index

Independent variables
Generalized trust

Institutional trust

Control variables

GDP_percapita

Distribution of income in the family
market

Percent of trust between people

Percent of trust in the congress; trust
in the Company; trust government
and trust in the Political

Gross domestic product converted to
international dollars using

The official nationals statistical
databases (CONEVAL, 2019; DANE,
2019; INEGI, 2019; MDSF, 2019).

Latinobarometro (2019

The official nationals statistical
databases (The regional observatory,
2018; DANE, 2019; INEGI, 2019; INEI,
2019; OCDE, 2019).

Source: elaborated by authors.

4. RESULTS

A dynamic panel model was run and table 2 shows the effect of different types of social capital and
inequality (Gini index) where GDP was included as a control variable. The results indicate that
generalized trust negatively affects the Gini index. Furthermore, the coefficient of generalized trust

is negative (-0.025) and significant at 5%.

Diagnostic tests were included. The Wald test shows that the model is correctly estimated.
The instruments (48) are inferior to groups (72), meaning that the model does not show over-
identification problems. The Hansen test shows a prob > chi2 =0.436, which indicates that the
instruments used are valid. The Sargan test shows a prob > chi2 =0.861 which also indicates that
the instruments are valid.

Table 2 Inequality and social capital: Generalized Method of Moments (GMM) Estimation.

Dependent Variable: Gini index

Variable

Lag (1) Gini 0.962%**
Generalized Trust -0.024*
Company Trust 0.0015
Congress Trust -0.032*
Government Trust 0.014
Political Trust -0.003
GDP_pc -0.000
Hansen test 41.79
Arellano-Bond AR (1) -5.84%**
Arellano-Bond AR (2) 2.39
Sargan test 31.39
Wald X? 1081%**
Observations 648
Regions 72

Notes: The Gini index is used as the independent variable. This table shows the generalized method of moments (GMM)
estimation. ***, ** and * represents statistical significance at the 1%, 5%, and 10% levels, respectively.
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5. DISCUSSIONS AND CONCLUSIONS

The objective of the article was to quantify the relationship between social capital and income
inequality in the regions of the countries that belong to the Pacific Alliance. Members of the Pacific
Alliance have historically had pro-market governments, which has had an impact on the high levels
of inequality. The proposed objectives are related to the results because, through a dynamic panel
data model, the relationship between social capital and inequality was estimated for the regions of
the Pacific Alliance countries.

The coefficients of generalized trust and congress trust are negative and significant, which
indicates that they negatively affect income inequality. The findings show that generalized trust is
low for all regions, therefore, it is considered that transactions are difficult and there are
coordination and cooperation problems between people, which impacts on the increase in
economic inequalities.

These findings are in line with our position on the existence of the inversely proportional
relationship between the variables and are similar to the presented by Knack and Keefer (1997), as
these authors argue that the decrease in trust and civic norms have a negative relationship with
wages, generating wage gaps. Unlike our study, the authors apply their research across countries
using simple regression analysis. New research confirms our argument (Ram, 2012; Hoyman et al.,
2016). Our findings do not coincide with the researches that consider no relationship between the
variables (Leigh et al., 2006; Geys and Murdoch, 2008).

In the case of congress trust, this has been considered a political, fragmented and de facto
system where: a) decision-making processes prevail for the executive powers, with the legislative
and judicial powers having less relevance in decision-making, b) citizens consider that policy
makers serve public opinion poorly, c) members of the executive powers have been involved in
corruption scandals, d) Most members of Congress are made up of an elite group, whose
predominance is the fulfillment of the interests of an exclusive group. These actions are relevant to
citizens’ low trust in Congress (Joignant, 2011; Milanese, 2011; Dargent and Mufoz, 2012). In this
sense, research has shown that despite the fact some Latin American countries have grown,
inequalities in the territory are increasingly visible.

The results obtained are new for two reasons: firstly, the relationship between social capital
and intra-regional inequality is analyzed in a supranational region of Latin America through a panel
data model; secondly, the previous relationship is studied in a process of integration such as the
Pacific Alliance, which has been characterized by pro-market governments open to trade, with high
levels of inequality.

The findings achieved can be useful for the governments of the Pacific Alliance, since it is
shown that generalized trust and trust in congress are the forms of cognitive social capital that
influence income inequalities, this is relevant for the development of public policies that
encourage social capital at the regional level. On the other hand, being an intra-regional study of
the Pacific Alliance, the results can be considered as input for the design of supranational public
policies that aim to reduce intra-regional inequalities.
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