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The purposes of this research are : to estimate the effectiveness of economic  

growth and economic development in elimination of poverty through econometric tools and to 

gure out the role of e ogenous demanded shoc s in raising the well eing among people in an 

economic sector through ocial ccounting atri   multipliers. or the scope of this study  

it focuses on ve countries in atin merica including cuador  l alvador  eru  ruguay  and 

ene uela due to their various performance on poverty reduction.
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rom employing econometric techni ue  the study reveals that economic development 

yields more effectiveness in reducing poverty than economic growth which leads to a suggestion 

of holistic development policies shedding on income  health  and education simultaneously 

instead of increasing income level merely. dditionally  from  multipliers  meat sector  heavy 

manufacture  and te tile should e the regional priority for government of ve countries to support 

the production and e port due to their highest promises to raising population s living standard. 

 conomic evelopment  conomic rowth  overty eduction   ultiplier

overty is oth cause and conse uence 

of social pro lem. ccording to the latest 

poverty data  the world poverty rate measured 

y poverty headcount ratio at 1.  a day 

 is around 14.  percent in 011 1 . 

overty in u aharan frica is highest  

around 4 .8 percent of its population is the 

poor  followed y outh and ast sia and 

atin merica. or poverty alleviation  it is 

realized that a great medicine is economic 

growth which is ideally e pected to raise 

population s income. 

ow much the uality of life among  

people increase as they receive more income? 

The research on the rowth lasticity of 

overty  is normally focused on the 

effects of a change in income level on poverty 

reduction . owever  this relationship  

can e affected y the situation of income 

ine uality in society ecause an additional 

income may e not tric led down to all groups 

of people. Thus  income ine uality is also 

included in the model 3 4 . dditionally  

instead of using the poverty rate  the poverty 

gap representing the etter picture of poverty 

is also implemented . owever  with the 

limitation of data a out poverty rate measured 

y the international poverty line from orld 

an  some authors used a mathematical 

estimation to calculate  .

esides a single num er from  there 

is an widely accepted measure to effectively 

consider the national income distri uted to 

economic sectors. t is ocial ccounting 

atri   which captures the monetary 

ows or transactions among all sectors and 

institutions in economy. owever  the core 

of SAM is its multiplier which displays the  

overall impacts of income su sidy in each 

sector from government to the economy. 

A high SAM multiplier of one single sector 

is generally referred to the high impact  

to economy when the produc t ion o f  

that sector increases or decreases 8 .  

SAM multiplier was also developed to study  

the poverty  which stated that the  

elimination of poverty re uires an e ogenous 

shoc . Also  it was found that an increase 

in output of agriculture  services  and 

manufacturing sector can effectively reduce 

poverty in South Africa 10  which is 

correspondent to authors studied poverty 

and economic activities in South Africa and 

stated that economy needed to shift its ase 

from resources to primary industries 11 . 
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Moreover  the effects of macroeconomic 

policies on poverty reduction were clearly 

studied through SAM multipliers 1 . Also  

it was found that poverty was related to 

economic growth in all sectors through the 

poverty income elasticity 13 . Moreover  the 

effects of income injection was investigated 

through many scenarios  for e ample  an 

increased demand or decreased su sidy using 

SAM multiplier in the dairy chain in reunion 

island 14 . To the e tent  a new techni ue 

in considering poverty with SAM multiplier 

was improved 1   and it was revealed that 

poverty measured y eadcount nde   

dramatically decreased from government  

in cash su sidy income injection . 

hy atin America? atin America 

ecomes an interesting region ecause 

every country has its own good pace of 

running economy. rom 00  to 013  

ross ational ncome  per capita and  

regional ross omestic roduct  

growth rate were higher than the glo al 

average which was contrast to many  

regions around the world  for e ample   

South Asia and Su Saharan Africa 1 . 

owever  there is a variety in race  language 

mainly in Spanish and ortuguese  

economic growth measured y  

economic development measured y uman 

evelopment nde   and interest 

through each government policies even they 

are in the same region. or foreign policy 

through the e port oriented growth policy 

which is adopted y many countries around 

the world  for e ample  South orea  Taiwan  

and Singapore  many countries in atin 

America are li ely to implement this policy 

ut the e port s share of  is still low.  

The data for e port in atin America is shown 

in Ta le 1.

Table 1 Selected countries in atin America s value of e port and its share of  

Country
Export (Million U.S. Dollar) Export’s share of 

GDP (2013)2009 2013 Growth (2009-2013)
Brazil 180 3.0 81 1 0. . 8 1 .
hile 3 . 0 8 4 1.01 3 . 0 3 .
ominican 
epu lic

8 .10 1 0 .30 101.10 .

cuador 1 48. .4 .03 .
l Salvador 383. 1 14. 3 . 0 .4
uatemala 44 .3 400 8 .01 3. 3.

Me ico 1 . 0 8 .30 3. 3 31.
araguay 8 30 . 4 14 3 .33 . 3 4 .4
eru 4 1 . 40 . 1.8 3.
ruguay 8 11.30 13 81.1 . 0 4.0

 Source: orld Ban  013  1

 otes: ata is not availa le for enezuela.
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According to ta le 1  there were  

differences in the value of e port among 

countries in atin America. The e port of 

uatemala and Brazil were 400 8 6 and 

81 161 million dollar  respectively  in 

013 while it were merely 1 14 and 

6 403 million dollar for l Salvador and 

eru  respectively. or the growth of e port  

all of them had a growth in e port from 

00  to 013 which is the positive sign 

of development. ominican epu lic had 

the highest growth rate a out 100 percent 

two times increase  which was followed 

y cuador  araguay  and uatemala. 

evertheless  the share of e port was around 

30 percent of  which is far from eing 

the e port led growth policy in the world 

of internationally economic interdependence 

nowadays.

Additionally  some countries are li ely 

to e emerging countries due to their large 

size of economy  for e ample  Brazil and 

Me ico while some countries are li ely 

e least developed countries s  due  

to their low level of development  for  

e ample  aiti and icaragua. nterestingly  

for the regional performance  it was found  

that the share of the middle class in atin 

America dramatically increased from 103 million  

people in 003 to 1  million people  

in 00  or increased y 0 percent 16 . 

This phenomenon made the e ual share of  

the middle class and the poor each 30 percent 

of population  which  interestingly  the size  

of the poor was once greater than the  

middle class y .  times. atin America 

e perienced a progress in poverty reduction  

due to dynamic growth  jo  creat ion   

etter su sidies for the poor  and social  

insurance 1 . atin America s progress  

on poverty is shown in gure 1. 

 
Figure 1 Latin America's progress on poverty 

 
Source: World Bank (2013) [1] 
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According to the gure 1  regional 

poverty in atin America dramatically declined 

from 1 0 to 011. Around  million 

people have not out of poverty trap. overty 

eadcount nde   namely the poverty 

rate measured at 1.  a day urchasing 

ower arity:  as poverty line  declined 

from 1 .  percent in 1 0 to 4.6 percent  

in 000. Also  atin America is the third 

lowest poverty rate in the world  ne t  

to urope and orth America 1 . Moreover  

every country in atin America is seemed 

to enjoy its success in eradication of 

poverty measured y the international poverty 

line measured y 1.   4  and 

 day . owever  the prospect is 

li ely to e vastly different when it is measured 

y national poverty rate  an average income 

in each country as showing in gure .
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Figure 2 Average annual change in poverty rate measured y national poverty line 

 

Source: orld Ban  013  1

According to the gure  eru and 

ruguay were li ely to e the most successful 

country in the region in alleviating poverty due 

to their potential to reduce poverty around 

four percent per year. owever  even the 

same region  ominican and l Salvador were 

li ely to e in a tough situation ecause their 

poverty rates measured y an average income 

level increased. owever  this gure does 

not contain a perfect picture for comparison 

ecause the period of availa le data is 

different. 

n development economics  economic 

growth is a good prere uisite to achieve 

economic development. Also  it is realized to 

have a great effort in eradicating of poverty. 

nfortunately  the process is li ely to e 

relatively slow in some region. So this paper 

try to understand the situation of poverty in 

atin America which has a good progress 
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on raising well eing among populations  

y connecting the two main strands of 

economics including econometric methodology 

and SAM multiplier to gure out the poverty  

in this region. An interesting issue occurs 

when some countries seem to e successful 

in improving population s living stage while 

some countries seem to e stagnant. 

This study aims to estimate the relationship 

e tween economic growth  economic 

development  and poverty y comparing 

the effectiveness of economic growth and 

economic development in eradicating of 

poverty in atin America. Also  this study  

aims to show how can atin America 

effectively reduce its poverty through the 

e ogenous macroeconomic shoc s which are 

a le to raise well eing up of the citizens 

wor ed in each sector in economy.

This study focuses on poverty reduction 

in atin America. owever  the data for 

many countries is not availa le  for e ample  

anama and ominica epu lic. Thus  the 

scope of this study cover ve countries 

including cuador  l Salvador  eru  ruguay  

and enezuela. The different achievement 

for poverty reduction among these ve 

countries According to the gure  the 

est performance for eru and ruguay  

the moderate performance for cuador and 

enezuela  and the worst performance for  

l Salvador  will e a good representative  

for the whole region. or the data  the poverty 

rate measured y each national poverty line 

and economic growth measured y ross 

ational roduct  per capita  

are collected from orld Ban  while economic  

development measured y uman evelopment 

nde   is collected from .

or the rst o jective  the relationship 

etween economic growth and poverty is 

derived through the concept of rowth 

lasticity of overty  3  4   6  as 

following;  

 
   1

here    denotes the log of  
poverty rate national poverty line measurement    

 denotes the log of  per 

capita  and  denotes the residuals. 

All varia le was transformed in natural log 

so as to ma e the coe cient   stand 

for growth elasticity of poverty percentage 

change . 

 hile the relationship etween economic 

development and poverty namely evelopment 

lasticity of overty  18  as following;

 
       

here   denotes the log of 

uman evelopment nde   and   

denotes the residuals. All varia le is also 

transformed in natural log so as to ma e 

the coe cient  stand for development 

elasticity of poverty percentage change .

or the second o jective  the structure  

of economy is displayed through Matri  1  

as following;

 
  3

here  is given  or endogenous income    

 is matri  of technical coe cient or 
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endogenous e penditure propensities  and 

  is matri  of injections from e ogenous  

into endogenous accounts.

This e uation e presses that endogenous 

incomes are given or determined y ed 

coe cient conomic lin age among sectors  

and e ogenous shoc . Then  rearrange 

e uation 3  as following

 
              

     
               

    
4

           

6

here the inverse   is 

the accounting multiplier matri    which 

connects endogenous income to injections or 

e ogenous shoc . Thus  a change in income 

can e written as following;

   

here  is a change in income level 

and   is an e ogenous shoc  income 

injection or increase in e port . This e uation 

e plains that regional income can e increased 

or decreased depends mainly on two factors 

including SAM multiplier which is referred to 

the economic lin age among all sectors and 

institutions and a change in government policy 

through monetary support n cash su sidy  

or trade promotion. Also  this e uation was 

developed to capture poverty dimension 18  

as following;

 

     8

uation 8  stated that a change in 

poverty depends on four dimensions including 

SAM multiplier  e ogenous shoc  income 

level  and . or   it is calculated 

through direct concept of elasticity irect 

estimation of elasticity . owever  this study 

will calculate  y regression analysis 18 . 

So   in 8  is the same value of  in 1  

standing for . Additionally  in this study  

 is no longer used ecause it focuses 

only the impacts of economic growth.  is 

more prefera le and the model speci cation 

for this study is as following;

 
    

here  denotes the evelopment lasticity 

of overty . 

n analysis of panel data regression   

the proper coe cient depends on the 

calculation techni ue including i ed ffect 

 andom ffect  and simple 

regression. After testing y econometric 

methods   is more proper for oth  

 and . The value of  and  

is shown in ta le .
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Table 2 The elasticity of poverty to economic growth and development

Factors Effects on Poverty
Economic Growth Elasticity of Poverty -0.8144**

Economic Development Elasticity of Poverty -6.5429**

 Source: Author s calculation

 ote:  p 0.0

According to ta le  oth economic 

growth and economic development has a 

negative relationship with poverty. An increase 

in per capita   in ve selected 

countries y 1 percent is a le to reduce 

poverty y 0.8144 percent while an increase 

in  y 1 percent is a le to reduce 

the poverty y 6. 4  percent. or the 

effectiveness in eradicating poverty  economic 

development represented y   is 

more effective than economic growth  

in eradicating of poverty which emphasizes the 

role of the holistic policy aimed at improving 

income  health  and education among citizens 

simultaneously. 

After deriving  SAM for all selected 

countries is collected from the lo al Trade 

Analysis roject TA  version 8.0. The 

techni ue of calculation SAM multiplier is the 

SAM decomposition . SAM multiplier in 

each sector was shown in ta le 3.

Table 3 SAM multipliers in atin America

Sector Gr Me Extr Pro.f Text L.mfg H.mfg Uti Tran Oth

Multiplier 3.349 4.506 2.652 3.997 4.003 3.569 4.132 3.370 3.487 2.783

 Source: Author s calculation

 otes: r denotes grain  Me denotes meat  tr denotes traction and Mining  ro.f 

denotes processed foods  Te t denotes te tile  .mfg denotes light manufacturing  .mfg denotes 

heavy manufacturing  ti denotes tility  Tran denotes transportation and communication  and  

th denotes other.

According to ta le 3  SAM multiplier 

in atin America is highest in meat sector 

4. 06  which means that an increase in 

the production of meat sector y one unit 

can lead to an increase of output from 

all sectors y 4. 06 unit. t is followed 

y heavy manufacturing sector and te tile 

sector with 4.13  and 4.003  respectively.  

Thus  this nding highlights the importance of 

the production of meat  heavy manufacture  

and te tile ecause they can generate the 

output of economy more than other sectors 

which have relatively low multiplier  for 

e ample  grain and e traction and mining. 
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Then  SAM multiplier is lin ed to poverty and 

 y e uation  which re uires the level 

of income and the magnitude of e ogenous 

shoc . or macroeconomic shoc  policy  it 

is assumed to e 1 unit aimed at considering 

minimum scaled change. or level of income  

ross ational roduct  for each 

country is displayed in ta le 4. 

Table 4 evel of income for ve selected countries

Country GNP PC (U.S. dollar)
Ecuador 10,720

El Salvador 7,490

Peru 11,160

Uruguay 18,940

Venezuela 17,900

Average 13,242

 Source: orld Ban  013  1

According to ta le 4  ruguay and 

enezuela are li ely to have the etter living 

standard than the average of region  especially 

l Salvador. Thus the average income of the 

ve selected countries in is 13 4  dollar in 

013. Then  the result on poverty reduction is 

shown in ta le .

Table 5 esults on poverty reduction of all sectors
r Me tr ro.f Te t .mfg .mfg ti Tran Oth

SAM Multiplier 3.3 4. 1 .6 4 4 3. 4.13 3.3 3.4 . 8

6. 4 6. 4 6. 4 6. 4 6. 4 6. 4 6. 4 6. 4 6. 4 6. 4

ncome evel 13 4 13 4 13 4 13 4 13 4 13 4 13 4 13 4 13 4 13 4

Size of shoc 1 1 1 1 1 1 1 1 1 1

overty eduction 0.166 0. 3 0.131 0.1 8 0.1 8 0.1 6 0. 04 0.16 0.1 0.138

 Source: Author s calculation

 otes: r denotes grain  Me denotes meat  tr denotes traction and Mining   

ro.f denotes processed foods  Te t denotes te tile  .mfg denotes light manufacturing   

.mfg denotes heavy manufacturing  ti denotes tility  Tran denotes transportation and 

communication  and Oth denotes other.

According to ta le  a change in 

poverty is calculated y the e uation . A 

degree of impacts depends on the level of 

only multiplier due to an assumed constant 

as e ogenous   income  and size 

of shoc  for all sectors which means that 

a high level of SAM multiplier is the main 

factor affecting poverty. Therefore  it is a le 
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to conclude that an effectiveness of poverty 

depends mainly on economic lin ages among 

agents  oth forward and ac ward lin ages. 

t reveals that national poverty can e most 

effectively reduced if government su sidizes in 

the meat sector All types of animal product 

cattle  sheep  goats  and horse  raw mil  

wool and sil worm cocoons  followed y 

the heavy manufacturing sector hemicals  

ru er  plastics  petroleum  metal product  and 

electronic e uipment  and the te tile sector 

te tile and clothing . 

conomic development is proved to 

play a more vital role than economic growth 

in reducing poverty. overty is inelastic to 

economic growth ut elastic to economic 

development. Simply put  a change  even 

increase or decrease  in economic growth 

is li ely to have no impressive effect to 

poverty. olicies which aimed at stimulating 

only economic growth  for e ample  e port 

or government consumption only  will e no 

longer perfect formula to correct the social 

pro lem namely poverty. Additionally  to 

eradicate poverty in atin America re uires 

the e ogenous macroeconomic shoc s  

only a push from economic growth is not 

enough ecause it is still inelastic to poverty. 

According to the method capturing overall 

economy  SAM multiplier  the process of 

reducing poverty can e effectively accelerated 

through an increase in e port or government 

income scheme  especially in meat  heavy 

manufacturing  and te tile sector ecause 

all of these sectors have highest economic 

lin age to the economy of the ve selected 

countries overall. owever  there are three 

main factors affecting poverty from this model 

including income level   and especially 

SAM multiplier. As these factors are totally 

different in each country  future study should 

e pand to cover each country s model in  

order to capture this differences among 

regions. 

or policy recommendation  there are 

two main policies. The rst is to encourage 

economic development instead of only 

economic growth. conomic development is 

recognized for an improvement in income  

health  and education simultaneously 1 .  

An increase in national income can e 

occurred through jo  training  minimum  

wage law  wor er protection law  and social 

welfare. or health and education which are 

a le to lead people to e more productive  

universal health care and education system 

are two main duties for any government. 

The ve selected countries in atin America 

should create a committee aimed at designing  

health and education system as a role model. 

istri ution of high s illed doctor  medical 

authorities  and teacher should e critically 

concerned  especially in rural area. Also  

for developing countries  the agricultural 

sector is still the source of wealth of all  

developing countries. rrigation and modern 

technology transferred  can help improve  

this sector. owever  government intervention 

for a very long time is not a good idea due  

to the chronic mar et failure which is  

possi le to create government udget de cit 

in the future. 
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The second policy is the trade policy. 

orld ecomes internationally economic 

interdependence which means that e port led 

policy should e highlighted. An increase of 

production in meat  heavy  and te tile sector 

is ey policies for atin America. overnment 

should support technology and innovation in 

these sectors. Of course  an induced effects 

from SAM multiplier are the core of economic 

development nowadays. An increase in 

e port in one sector create an e pansion in 

production of other sectors called economic 

lin ages which wor ers tend to enjoy the 

higher income and lead to their consumption. 

Owners of rms tend to enjoy the higher 

pro t and they will desire for new la or. 

onsumption should e government priority as 

it is not only the great component of economic 

growth ut also the sign of well eing. 
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