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Abstract

The research analyzes the effects of the macroeconomic aggregates contemplated by post-Keynesians that can have an effect on the
functional distribution of income (DFI) in the countries that make up the Pacific Alliance (Colombia, Peru, Mexico and Chile) in the period
2012 - 2021. The methodology is descriptive and quantitative in nature, initially explaining the DFI for each country based on the structure
of the economic sectors of each nation, subsequently estimating an econometric model of data panel. The study concludes that public
spending and private investment have a progressive effect on the DFI jointly for the group of countries of the Alliance, on the other hand,
the growth rate of the product, the exchange rate and the rate of unemployment worsens the DFI for the economic bloc

Keywords: income distribution; factor income; wage share; post-Keynesian.

Distribucion funcional de los ingresos desde una perspectiva post-
Keynesiana: el caso de la Alianza del Pacifico

Resumen

La investigacion analiza los efectos de los agregados macroecondmicos contemplados por los Postkeynesianos que pueden tener un efecto
sobre la distribucion funcional del ingreso (DFI) en los paises que integran la Alianza del Pacifico (Colombia, Pera, México y Chile) en el
periodo 2012 - 2021. La metodologia es de caracter descriptivo y cuantitativo, explicando inicialmente la DFI para cada pais con base en
la estructura de los sectores econdmicos de cada nacion, posteriormente se estima un modelo econométrico de panel de datos. El estudio
concluye que el gasto publico, y la inversion privada tienen un efecto progresivo en la DFI de manera conjunta para el grupo de paises de
la Alianza, de otra parte, la tasa de crecimiento del producto, la tasa de cambio y la tasa de desempleo empeoran la DFI para el bloque
econdmico.

Palabras Clave: distribucion de ingresos; ingreso de los factores; participacion de los salarios; postkeynesiano

international economic crises, causing higher levels of
unemployment, poverty, and social and economic inequality,

1. Introduction

The regional integration bloc of the Pacific Alliance,
established in 2012, has as one of its fundamental objectives
the promotion of economic growth, achieving greater
welfare, and improving levels of economic inequality. On the
other hand, the Latin American region has been affected by

thus placing at risk the attainment of this objective of the
Pacific Alliance.

Under these premises, the main purpose of this paper is to
analyze, in descriptive and quantitative terms, the
macroeconomic determinants of effective demand that affect
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FDI in the Pacific Alliance. Specifically, the objectives are:
to describe the structural characteristics of FDI in the main
economic sectors of the Alliance countries, and to estimate
the joint effects of the macroeconomic variables of effective
demand on FDI for the group of countries of the Pacific
Alliance. In this way, the study seeks to contribute to the
debate regarding the arguments put forward by the post-
Keynesians. Consequently, it is considered that this study is
relevant within the field of economic development in the
Latin American region, specifically in the Pacific Alliance,
by analyzing income inequality from the concept of the
functional distribution of income, framed within a territorial
approach which is highlighted in this paper. [41]

This document first presents a review of the economic
theory and background, followed by a sectoral analysis
describing the factors that may explain FDI in the four
countries of the Pacific Alliance, and finally employs
statistical techniques using the estimation of a panel data
model, where FDI is the dependent variable and the
independent variables are the effective demand variables
considered by the post-Keynesians. Finally, the discussion
and concluding remarks are presented.

2. Theoretical framework

To frame the economic theory of the functional
distribution of income put forward by the post-Keynesians, it
is considered necessary to begin this theoretical framework
with the principles argued by Keynes, since it is from these
that post-Keynesian theory originates.

Keynes, proposed in his theory that the “rich” allocate
part of their income with the aim of supporting the “poor”.
As a result, the income of the latter increases, boosting their
consumption and thereby generating greater economic
growth. In this way, the author postulates a circular flow, in
which the poor increase consumption, and the reduction of
the income of the rich at the end of the flow would be offset
by the higher level of investment, thus increasing incomes in
the long run. Therefore, the rich—who for Keynes were
businesses—are willing to make a marginal sacrifice with the
ultimate goal of increasing their income through a rise in
investment. With regard to government intervention, Keynes
did not agree with this, and rather believed greater
importance should be given to the individual sector.
However, he considered some cases where government
intervention could generate social welfare, increasing income
and benefits. Furthermore, the author argues that in the long
term, the interest rate will affect investment, raising
productivity and the profits of economic activity, generating
effects on the distribution of income. [1]

Keynes formulated his economic theory mainly in the
present or short term, and it is precisely from this that the
post-Keynesian school emerges, which studies Keynes’s
theoretical relations but within a long-term framework. The
following are the theories of the functional distribution of
income from the main post-Keynesian exponents:

Kalecki, argues that the functional distribution of national
income, measured as the share of wages in the value added
of industry, is determined by market power, by the
relationship between expenditure on raw materials and wage
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costs of production, and by the industrial structure of value
added [2]. Therefore, if monopoly power increases, or if the
prices of inputs and raw materials rise relative to wages, the
share of wages in the value added of the manufacturing sector
will decrease. However, the author extends these
determinants of the functional distribution of income to other
sectors of the economy, such as agriculture, communications,
public services, mining, trade, and finance, arguing that these
determinants apply to the private sector in general.

For his part, Kregel states that investment plays a
predominant role in the functional distribution of income in
the Post-Keynesian school, establishing the level of
production, employment, wages, and profits in national
income [3]. The author mentions that the orthodox school
bases the distribution of income on the role of supply and
demand under competitive market structures, where the price
of the factor and the income it generates must equal the value
of its marginal product. This orthodox argument is criticized
by Sraffa, who argues that an equilibrium price system can
be obtained without relying on marginal changes; therefore,
he does not trust marginal productivity to establish
equilibrium prices. In this way, prices will depend on the
distribution of income, since Sraffa assumes that with a
different distribution of income, the profit rate to be included
to cover the services of capital goods in the prices obtained
by capital goods will be different. Finally, (Kregel, 1978)
postulates that for post-Keynesian theory, the main variables
of income distribution are investment, employment,
economic growth, and prices.

According to Galbraith, he describes three main sectors
of the economy [4]. The first sector, called S, has a structure
of perfect competition, where the profit margin with respect
to the minimum wage is low and it is a price-taking market.
The second sector, C, has a monopolistic market structure;
this sector manufactures ordinary capital goods and
manufactured consumer goods. Such manufacturing
produces differentiated goods, which generates differentiated
demand from households. It is in these characteristics that the
market power of sector C lies. Finally, there is a sector K,
which is monopolistic and generally found in industrialized
countries, where new consumer goods, capital goods, inputs,
and raw materials are created. Therefore, it is a highly
specialized sector that produces knowledge. Based on this,
the author considers that in terms of income distribution, the
income of sector K originates from the spending of capital
owners, which is divided into capital investment and
expenditure on luxury goods consumption. Thus, it is argued
that the factor income of labor in this sector is high compared
with the other two sectors. Developing countries are
characterized by a scarcity of sector K, so they are not
exporters of knowledge goods, while imports are generated
by investment demand.[42]

2.1 Background

Taking Orsatti [5], as a reference, the core application for
the proposed research corresponds to the work of Lluch y
Gershoff, who considered the functional division of income
in Argentina during the 1960s and 1970s, focusing their
interest on the support provided to employees within total



Gomez-Ramirez et al / DYNA, (93)241, pp. 84-93, April - June, 2026.

income. This work highlights how the economic framework
and the industrialization mechanism of the time supported
distributive dynamics, with an initial intensification of wage
contributions, followed by a collapse at the end of the 1970s.
This transformation was linked to reforms in the
manufacturing sector and domestic economic regulations, as
well as external variables and fluctuations from other
countries. On the other hand, Sigaut, highlights the
connection between productivity and income distribution,
stating that the capacity to maintain a high wage share
depends both on the proportion of workers and the degree of
productivity in the economy, which impacts the evolution of
employees’ average income. Similarly, Gerchunoff y Llach,
1998), in their retrospective observation, emphasize how
macroeconomic regulations affect income distribution and
the composition of employment, influencing the country’s
capacity to sustain high employment levels. The seeks to
trace the origin and effect of changes in wage contributions,
taking as a cause the economic changes in the sector and the
alteration of domestic policies in the international arena, in
relation to equilibrium in wage distribution.

In this regard, Birchenall, [6] studies how income
distribution is affected by macroeconomic variables in
Colombia. The document estimates a simple model using the
National Household Survey for the period 1980 to 1997, in
which labor force participation is assumed not to be
continuous and agents are not synchronized, making them
heterogeneous. In addition, the aggregation of individual
variables forms macroeconomic variables, evidencing
correlation among them but not causality between
macroeconomic aggregates and individual income levels.
From impulse response functions, the author finds that the
interest rate and the unemployment rate have a positive effect
on income distribution; they also predict educational income,
but the most relevant finding is that inflation has a significant
impact both in the short and long term on income distribution,
negatively affecting the incomes of all sectors and education,
especially at the educational level between 6 and 15 years of
age.

Lindenboim, [7], calls upon academia to study the
functional distribution of income in Latin America (AL),
focusing on how production factors appropriate aggregate
income, since studies in this field have mainly focused on
analyzing the personal distribution of income, but not the
factorial distribution. The author presents a descriptive
analysis of the share of wages in GDP for the period between
1980 and 2005 in Latin American countries, such as Mexico,
Colombia, El Salvador, Peru, Honduras, Chile, Costa Rica,
among others, and in countries elsewhere, such as Germany,
Canada, Spain, France, the United States, Japan, among
others. It is found that the United States has the highest wage
share in output, with no less than 53%. In fact, countries
outside Latin America recorded a participation of over 50%,
except for a few countries such as Italy and Finland. As for
Latin American countries, the author infers that none of them
exceeds 50% of wages in GDP. The document concludes
that, during the study period, Latin American countries
experienced a deterioration of FDI compared to the rest of the
world, reflecting greater factorial inequality of income and
slowing product growth rates.
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According to Bonilla, [8], this study recognizes regional
transformations in income allocation and household and
employee consumption in Colombia. Three objectives are
set: first, to assess the importance of regional differences in
overall household and employee inequality; second, to
determine whether inequality shows any geographical
pattern; and third, to examine the correlation between
regional disparity and their levels of economic access. The
data show that disparities persist among territories, with
departments and cities of medium income being more
equitable, while wealthier areas tend to be the most unequal.
Bogota displays strong economic divergence at both
macroeconomic and microeconomic levels. The findings
indicate that a significant portion of inequality in Colombia
is expressed in regional disparities: the richest and the poorest
regions show the highest levels of inequality, while middle-
income regions tend to be more equal. The author argues that
poorer regions would eventually converge with more
developed ones; however, this is not always the case,
highlighting the need to better understand the regional factors
determining disparity. It is argued that migration could play
a significant role in these differences, and that identifying
these factors is essential for designing suitable guidelines to
mitigate the adverse outcomes of uneven economic
development.

Continuing with Lindenboim, Kennedy, & Grana, [9],
who study for Argentina the functional distribution of income
from the wage-earning sector, explaining inequality, poverty,
and indigence in the country due to low productivity and
diverse economic phenomena. They proposed the
relationship between labor cost, productivity, and wage rates
to understand the evolution of wage participation in national
output. According to historical evolution, the authors
consider that wage participation has been declining in
relation to value added, as a consequence of productivity
increases not reflected in real wages. On the other hand, the
determinants of functional distribution largely explain the
relationship between the fall in real wages and changes in
labor costs. Another important aspect is the regressive impact
on welfare and equity due to the deterioration of wage
conditions,  highlighting the relationship  between
employment and living conditions. A final element is related
to aggregate demand, analyzing the influence of functional
income distribution on consumption and investment,
emphasizing that the economic surplus has been used more
for consumption than for productive investment. In
conclusion, Argentina has experienced a deterioration in real
wages, generating adverse effects on population welfare. The
authors therefore argue that in order to achieve a fair
distribution of income, strategies must be combined to
comprehensively mitigate inequalities.

Taking as a reference the ECLAC study by Abeles,
Arakaki, & Villafaiie, [10], the document analyses the
productive structure to better understand the issue of FDI in
Latin American countries, namely: Chile, Argentina, Brazil,
Honduras, Costa Rica, Mexico, Guatemala, and Colombia.
The authors analyze the share of wage remuneration in the
value added of economies for 2010, based on the main
economic  sectors. The shift-share  decomposition
methodology is applied to establish the share of wages in
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output for the period between 2000 and 2010, assuming
differences exist among countries both cross-sectionally and
longitudinally, using data from input—output matrices and
national surveys. The document concludes that the share of
wages in value added differs among the countries studied,
explained mainly by significant differences in wage
remuneration across economic sectors in each country.
According to Herrera & Luyando, [11], their article seeks
to show the relationship between income distribution and
economic performance, a topic widely discussed, particularly
regarding the effects of wage restraint on aggregate demand
and short-term output. Neoclassical models minimize the
relevance of wage distribution, arguing that it does not
influence long-term growth or employment, which depend on
technological progress. In contrast, post-Keyesian theories
hold that wage distribution does affect economic growth, as
it influences aggregate demand and investment. In the case
of Spain and Mexico, the decline in wage share has not shown
a clear relationship with increased growth or reduced
unemployment. While the Spanish economy is wage-led, the
Mexican economy is more “profit-led”, dependent on profits,
which indicates that the impact of wage restraint varies
depending on the economic context of each country. The
Bhaduri-Marglin model, which analyses the relationship
between wages and profits, provides a useful perspective for
studying these short-term effects. However, it has limitations,
such as the lack of interaction between components of global
demand, suggesting that dynamic models such as VAR could
be more appropriate for future research. In summary,
although the debate remains open, empirical studies on the
effects of wage policies in different economies, such as Spain
and Mexico, are essential to better understand their short-
term consequences and to guide economic policies.
According to the literature review, it is evident that there
is a knowledge gap in the sense that for the countries that
make up the Pacific Alliance, no research has been carried
out from the Post-Keynesian perspective that addresses the
question: ;What is the joint effect of macroeconomic
variables on the functional distribution of income in the
Pacific Alliance countries during the period 2012-2021?
3. Structural characteristics of FDI in the main
economic sectors of the alliance countries

When analyzing the functional distribution of income in
the Pacific Alliance countries during the period from 2012 to
2021, notable differences can be observed in the share of
employee compensation in value added. First, Chile leads
with the highest participation, averaging 43.0%, followed by
Colombia with an average of 37.2%. Peru holds an
intermediate position, with an average of 31.0%, while
Mexico shows the lowest share, averaging 28.7%. Overall,
the average wage share in value added across the Pacific
Alliance is 35.0%. This provides a general view that
employee remuneration represents only about one-third of
the total value produced in this region. As shown in Fig. 1,
the functional income distribution exhibits important
differences among the countries analyzed during the study
period.
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Figure 1. Description of the functional distribution of income for the Pacific
Alliance countries.

Source: The image is based on the author’s own elaboration using data
obtained from OECD and the World Bank, 2024. Compiled by the author
based on OECD data [26].

Chile presents one of the highest contributions within the
analyzed sample, highlighting the relevance of income
distribution dynamics., in the analysis of the functional
distribution of income in Mexico, significant influences can
be identified from post-Keynesian theory, particularly
through the ideas of (Kalecki, 1956). This approach explores
how monopoly can affect wage setting, as observed in the
Mexican context where several economic sectors are
characterized by considerable monopolistic presence. A
notable example of this influence can be found in the tertiary
sector, specifically financial services, where in 2010 the
Spanish company BBV A Bancomer alone accounted for 25%
of the market share Hernandez, Lopez, & Prats, [12]. This
high market concentration in the hands of a single financial
entity can exert considerable power in determining wages in
that sector. Additionally, in relation to the above, the
dominance index (>2500) presented by Ruiz & Hernandez,
[13] highlights the widespread concentration in the financial
market. On the other hand, the agricultural sector in Mexico
faces additional challenges in wage setting. This sector is
characterized by high levels of labor informality; in 2021, the
informality rate in agriculture reached 11.5% according to
Inegi, [14]. Such informality can negatively affect wage
bargaining and working conditions, generating precarious
employment.

Continuing, Peru’s productive structure is marked by its
strong dependence on the primary sector, where natural
resources and agricultural activities occupy a central place.
In this context, a significant concentration of informal
employment has been identified, representing 36% of total
employment Inei, [15], especially in activities linked to the
primary sector. Furthermore, approximately 60% of
production in Peru is carried out informally according to
Loayza, [16], which underscores the importance of the
primary sector in the national economy. This situation is
worsened by the high concentration of land in a few hands,
which contributes to the consolidation of monopoly power in
land ownership. These combined factors directly impact the
functional distribution of income, since informality and land
monopolies limit workers’ ability to improve working
conditions and negotiate wages. Another feature of the
Peruvian economy is the marked concentration in the



Gomez-Ramirez et al / DYNA, (93)241, pp. 84-93, April - June, 2026.

banking sector, reflected in a Herfindahl-Hirschman Index
(>1800), a trend that has increased over the years [17].

Chile has the most favorable functional distribution
across the Pacific Alliance, with a notable share of employee
remuneration relative to national value added, reaching a
solid 43%. This phenomenon can be attributed to several
reasons rooted in the unique configuration of the Chilean
economy and its process of development and growth. First,
Chile has structured its economy around the export sector and
achieved significant results through active foreign trade.
Mineral extraction stands out as the most prominent
productive export activity within the primary sector of the
national economy. This dependence on natural resource
exports has helped to boost value added and, consequently,
wage remuneration.

Secondly, Chile exhibits an exceptionally low labor
informality rate, registering 27% according to the National
Statistics Institute [18]. This reduction in informality not only
signals a more solid and formalized economy but also
improves wealth redistribution indicators while expanding
access to social security for more people. Moreover,
diversification of market power in the financial sector is a
positive element that contributes to greater competition and
the availability of more attractive interest rates. According to
Kregel, this variable can have a positive long-term effect on
functional income distribution by fostering private
investment. Finally, another relevant aspect is Chile’s
unemployment rate, standing at a healthy 9%. Maintaining
this single-digit rate is a positive indicator of economic and
labor stability, which contributes to a more equitable
distribution of income in the country.

In Colombia, the functional distribution of income
presents significant challenges due to several interconnected
factors that affect the wage share of value added in the
economy. Compared with the Pacific Alliance, it is at an
intermediate level, above Peru and Mexico, but below Chile.

First, over time, the lack of specialization in a specific
productive sector has left a mark on the Colombian economy.
Despite notable exports of coffee, minerals, and
hydrocarbons, the lack of significant industrial development
in most of these areas prevents equitable income generation
for wage earners. This is reflected in the functional
distribution of income, where employment opportunities and
fair wages are limited in non-specialized sectors.

The rural sector in Colombia also plays an important role
in income distribution. The absence of a structural agrarian
reform that enables efficient land distribution and the lack of
specialization in  agribusiness contribute to the
underutilization of fertile land. According to Igap, [19], out
of 22 million hectares of fertile land available, only 5.3
million are used. This jeopardizes the country’s food security
and affects distribution by limiting employment
opportunities and economic growth in rural areas.

Furthermore, the high rate of labor informality, which
reaches 43% [20], directly impacts the functional distribution of
income. Employment precariousness and lack of access to labor
benefits contribute to income inequality, as informal wage
earners earn less and have less economic security than their
formal counterparts. This, in turn, reduces the share of wage
earners in the value added of the economy. Finally, the
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underground economy, which accounted for 35.1% of GDP in
2018 according to ANIF [21], further exacerbates inequality in
functional income distribution. This clandestine economy,
linked to illegal activities such as drug trafficking and illegal
mining, concentrates illicit income in the hands of a few.

In the case of Table 1 summarizes the main structural
factors affecting the functional distribution of income in
Mexico. The evidence highlights the role of labor
informality, land concentration, and financial market
concentration as key constraints on wage participation in
value added.

Table 1.
Structural characteristics of the functional distribution of income by
economic sectors, Mexico

Absence of a structural rural reform: The absence of a
structural rural reform has hindered multiple development
efforts, due to its lack of consideration in the State’s
public agenda. This shortcoming is reflected in the neglect
of essential structural issues, including the functioning
and organization of production systems of peasants and
small producers, their organizational forms and cultural
logics, the relationship between rural and urban areas, as
well as the characteristics of rural society, and finally, the
mechanisms of domination and power that influence
production, marketing, and living conditions of peasants
and small agricultural producers [13].

High labor and territorial informality: 61% of the
population working in formal wage employment resided
in metropolitan urban areas in 2019. As expected, a
significantly higher proportion of formal employment is
concentrated in urban environments, while informal
employment tends to be more prevalent in rural areas
where agriculture and fishing are carried out [22].

Primary
sector

Land concentration: Agribusiness companies choose
not to engage directly in production, but rather to establish
pre-harvest purchase agreements with small farmers,
granting them significant control over the marketing of
agricultural  products.  This  concentration  and
foreignization of value in the agricultural chain have been
consolidated since the structural reforms of the 1980s and
has led some companies to dominate key sectors such as
maize, fruit, coffee, and dairy products [23].

High level of labor informality: In 2021, informality in
the manufacturing industries sector was 13% and in
construction 15.4% [14].

Underground economy: The report Tax Statistics in
Latin America and the Caribbean ECLAC, 2023 reveals
that in Mexico, tax revenue as a percentage of GDP was
only 16.5%, compared with the regional average of
22.9%, alluding to Mexico’s loss of tax revenues due to
smuggling.

Analyzing the figures jointly, a possible total tax evasion
of 20,987 million pesos between 2015 and 2021 is
suggested, related to textile imports, according to a study
by the Universidad Autonomy Chapping[24], for SAT.
Furthermore, it is reported that the tax evasion rate in the
tobacco sector in 2016 was 5.6%, according to Reyna,
Sanchez, Alonso, & Campo, [25] in a study for SAT.
High concentration of the financial market: Argue that
there is a Dominance Index (DI) above 2500 points,
which indicates significant concentration and reduced
competition in the market [13]. Results showed a DI of
2501 points for total assets, 2785 points for loans, and
3046 points for deposits. These figures underscore the
widespread concentration in the financial market. [43].

Secondary
sector

Tertiary
sector

Source: The table is the author’s own elaboration, based on various authors
including Garcia, Olivo, and Reyna, among others [23,22, 25]. Compiled by
the authors based on data from researchers such as Garcia and Olivo
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Table 2.
Structural characteristics of the functional distribution of income by
economic sectors, Peru.

Table 3.
Structural characteristics of the functional distribution of income by
economic sectors, Chile.

Low degree of industrialization: Despite Peru’s solid
performance in the region, it remains behind
industrialized nations with the most advanced
technology. In the last decade, agriculture has shown
healthy growth of 3.3% annually, improving the
competitiveness of Peruvian products in international
markets.  Nevertheless, significant  productivity
disparities have been observed: while the coast
recorded a 7.2% increase, the jungle fell by -0.2%, and
the highlands advanced only 0.2%. As a result, the
productivity gap has widened, highlighting the need for
differentiated strategies to boost productivity in various
regions of the country [26].

Structural rural reform: The Agrarian Reform in
Chile sought to redistribute land to peasants and
modernize agriculture. However, political events from
1973 interrupted the process, resulting in land
concentration in the hands of large landowners.
Afterwards, a free-market approach to agriculture was
adopted, negatively affecting peasant beneficiaries,
many of whom became resource providers for
agribusiness or wage workers in precarious conditions
[31].

Rural informality: Rural populations are almost twice
as likely to be in informal employment compared with
urban populations (80% and 44%, respectively), with

Primary Absence of a structural rural reform: differences depending on countries’ levels of
sector Overdependence on resource extraction is risky and the . development. Moreover, while most formal
. . . . Primary . .

current economic model is unsustainable. The lag in employment is located in urban areas, a large share of
diversification and productivity in Peru is attributed to sector informal employment is rural (79% and 60%,
the lack of a coherent and stable policy for productive respectively) [32].
development. In this sense, it is necessary to create a Land concentration: Continental Chile covers over 75
favorable framework to promote productive million hectares, of which about 54% is productive
diversification in the country [27]. land. The cultivated area for 2020/2021 is estimated at
High informality: In 2021, a significant concentration 601,874 hectares [33].
of informal employment was observed in agriculture 70% of the land is held by properties averaging 14,000
and fishing, representing 36% of the total [15]. hectares. In contrast, 75% of landowners own less than
Land concentration: In 2012, 68.6% of land was 4% of the total area, averaging under 5 hectares each
concentrated in only 0.03% of producers, while 31.41% [34].
of land was distributed among 99.97% of producers High agricultural input costs: Prices of agricultural
[28]. inputs, especially fertilizers, rose by 50% after the
High level of labor informality: In 2021, informality pandemic. This increase in costs threatens the viability
rates of 8% were reported in both manufacturing and of new investments and crop production, which could
construction sectors [15]. affect food prices and access [35].
Underground economy: SUNAT estimates that High level of labor informality: According to the
smuggling in Peru reached US$591 million in 2021, EME, in 2019, 53.1% of micro-enterprises were

S representing a 4.6% increase compared with the informal, up nearly 4 percentage points since 2015. In

econdary . R .

sector previous year [29]. Puno, the country’s most Vulnerab!e Secondary the second quarter of 2023, informal employm_ent
border, registered 39.7% of smuggled goods value. It is sector reached 27.2%, an increase of 0.1 percentage points
also notable that Puno is among the departments with compared with the same period the previous year. This
significant poverty in 2021, with rates between 36.7% increase was due to informal employment growth
and 40.9% of the population. The CIF value of seized (2.5%) outpacing total employment growth (2.2%)
goods amounted to US$60 million in 2021, a notable (INE, 2023).
130.3% increase [29]. Financial market concentration: Despite banking
High concentration of the financial market: The consolidation, competition has increased in the last
Herfindahl-Hirschman Index (HHI) highlights the decade, especially in commercial and mortgage
importance of banks with a larger market share, Tertiary lending, and aligns with OECD country averages.
assigning them greater weight compared with smaller sector Thus, in Chile, banking concentration does not appear
banks. The result of (Apolinario, Quispe, Rodriguez, & to have negatively affected competition, with the
Gadea, [17], showed an HHI above 1800 points, financial market showing a Lerner index of 25% in

Tertiary indicating high concentration in Peru’s banking sector. 2020 [47].

sector High tax exemptions without generating investment Source: The table is the author’s own elaboration, based on various authors

and employment: According to the National Household
Survey ENAHO in 2014, the Financial Sector
employed 146,000 workers nationwide, about 0.9% of
the total labor force, and received tax benefits worth
419 million soles. In contrast, the Agriculture and
Fishing Sector employed 24.9% of the labor force but
received only 282 million soles in tax benefits [30].
Source: The table is the author’s own elaboration, based on various authors
including Apolinario, Cachay, and the World Bank [17,27,26]. Compiled
by the author based on data from authors such as Apolinario and Cachay

Now, regarding Table 2 presents the main structural
characteristics influencing the functional distribution of
income in Peru. The results indicate that informality,
productive  specialization  constraints, and market
concentration continue to affect income distribution across
economic sectors.
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including Meneses and ILO, among others. Compiled by the author based
on data from sources such as Meneses and the ILO [31].

For the case for Chile the Table 3 shows the principal
structural factors associated with the functional distribution
of income in Chile. Although Chile exhibits greater
productive development, challenges related to land
concentration and labor informality remain relevant.

Finally, in the Table 4 summarizes the structural
determinants of functional income distribution in Colombia.
The findings suggest that labor informality, land
concentration, and financial market characteristics continue
to limit the participation of wages in national income.
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Table 4.
Structural characteristics of the functional distribution of income by
economic sectors, Colombia

Low degree of industrialization: Industrialization in the
Colombian countryside tends to be relatively low. Many
rural areas still depend on traditional farming and
subsistence agriculture, limiting industrialization in the
primary sector. [48].

Absence of a structural rural reform: In Colombia, no
significant structural rural reform was carried out until after
the peace agreement with the FARC. It was then that the
need for a comprehensive rural reform was recognized,
addressing the multifaceted aspects of the rural sector
beyond agriculture. However, implementation has faced
numerous obstacles, including institutional resistance and
regulatory barriers [44].

Primary
sector

High informality: Pension levels in rural areas show
that in 2017, 85% of the rural employed population was
informal, according to DANE. Although rural
informality has decreased in recent years, largely due to
the 2012 tax reform, levels remain very high, similar to
those observed in African countries (Quemba, 2018).

Land concentration: Land in Colombia is mostly in
the hands of a few owners, a problem rooted since
colonial times. According to (OXFAM, 2017), 1% of
farms control 81% of agricultural land, while 99%
control only 19%. Moreover, most agricultural
production units (70.4%) are under 5 hectares,
increasing costs and limiting income [51]. [52]

High agricultural input costs: According to the report
on Agricultural Inputs and Production Factors DANE,
[45], in January 2022, agricultural input prices
increased significantly. Herbicides led with a 59.36%
increase, and overall categories of inputs rose between
43% and 60% compared with December 2021 [46].
High level of labor informality: Between May and July
2023, informal sector employment was 56.0%, a reduction
of 1.9 percentage points compared with the same period in
the previous year (57.8%) (DANE, 2023).

Underground economy: In 2018, Colombia’s
underground economy represented 35.1% of GDP,
about 304 trillion pesos, according to the Association
Nacional de Institutions Financiera’s.

High financial market concentration: In Colombia,
during the analyzed period, financial concentration in
credit institutions increased, whether observing
financial groups or independent entities (Fandifio,
2007). Colombia has the second-highest financial
intermediation margin in the Pacific Alliance,
surpassed only by Peru, with 7.5% and 14%,
respectively (World Bank data).

Regulation favors banks: Current financial regulation seems
to benefit banks without achieving its objectives.
Supervisors have not implemented a policy to reduce
financial intermediation costs, restricting public access to
credit. This may negatively impact the economy and
individuals reliant on credit for projects and business
activities. [49].

High tax exemptions without generating investment
and employment: Broad tax exemptions have been
implemented without translating into significant
increases in investment and employment. According to
the Labor Information Agency (IAL) in 2018, the
financial sector was the main beneficiary of these
exemptions, representing about 40% of total tax
benefits while contributing only 1% of jobs. In
contrast, the industrial sector, receiving 6% of tax
exemptions, accounted for 12% of the labor force. [50].
Source: The table is the author’s own elaboration, based on various authors
including Quemba and Fandifio [36,37], Compiled by the author based on
data from authors such as Quemba and Fandiiio

Secondary
sector

Tertiary
sector
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Overall, the structural evidence presented in Tables 1, 2,
3 y 4 suggests that labor informality, productive
specialization, land concentration, and financial market
characteristics are common factors influencing the functional
distribution of income across the Pacific Alliance countries.

3.1 Model and results

In line with the objective of the study, a panel data model is
estimated with the purpose of establishing the aggregate demand
variables which, according to Kalecki, [2], may determine the
functional distribution of income jointly for the group of countries
comprising the Pacific Alliance. The specification of the model
shown in Eq. 2 is also based on the variables estimated by
Cardenas, Bernal, Nuflez, & Sanchez, [38] and Srinivasan, [39],
who argue that the real exchange rate, inflation, unemployment,
and the exchange rate, among others, affect income distribution.

Following Green, [40], the estimation of panel data
models allows greater flexibility in modelling behavioral
differences among groups, which is not possible in cross-
sectional models — in this research, the group corresponds to
the Pacific Alliance. The panel data regression model is:

Y,=a,+f'x, +¢, M
In Eq. 2, it is assumed that without considering the
constant, there are K regressors in Xit. The individual result
is a1, which is assumed to be the constant for the time ¢ and
is specific to the cross-sectional unit. Here, i represent the
cross-sectional units (in this research, the four Pacific
Alliance countries), and the subscript ¢ represents the period,
which begins at 1 and ends at 7 periods, and periodicity may
be any timeframe, such as hour, day, month, quarter, or year.
On the other hand, B’ represents the parameter vector of each
control variable, and € is the model’s disturbance term.

DFlyy = Bo + B1PIBit + oGPy + B3INVie + 4T Cit
+ BsINFy + B6TDye + Briye + BsTi
+ BoXNy + ey

@

Where:

FDI = Measure of functional distribution of income for

country i

GDP = Annual GDP growth rate of country i

GP = Public expenditure of country i

INV = Private investment of country i

ER = Variation of the Real Exchange Rate Index of each

country

INF = Annual CPI growth rate of each country (annual

inflation by CPI)

UR = Unemployment rate of country i

IR = Lending interest rate of country i

TR = Tax revenue of country i

NX = Annual trade balance of country i
Subscript i represents each Pacific Alliance country
(Colombia, Peru, Chile, and Mexico).
Subscript ¢ represents the period, which ranges from 2012 to
2021. The Eq. (2) specifies the panel-data model used to evaluate
the effect of aggregate demand variables on the functional
distribution of income in the Pacific Alliance countries.
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Having defined the variables included in the model, the
Levin-Lin-Chu test was applied to determine whether the
variables described above are stationary or not. It should be
noted that if a panel data series is not stationary, traditional
time series models may yield spurious results, i.e., results that
appear significant but in reality are not.

The results showed that the variables FDI and IR are not
stationary. Therefore, an adjustment was required for model
estimation, in which it was found that the FDI series became
stationary in its first difference and the interest rate (IR) in its
second difference.

Applying the Hausman test, the panel data model is estimated
with random effects. The main difference between fixed effects
and random effects lies in how unobserved variables specific to
each individual or observation, which do not change over time,
are handled. Fixed effects models assume that these unobserved
variables are correlated with the explanatory variables, whereas
random effects models assume no correlation. In this context, as
the different Pacific Alliance countries are being analyzed, the
explanatory variables not included in the model have behaviors
specific to each country without specific correlations among
them, implying that both variations between countries and
variations within each country in the quarterly time series
between 2012 and 2021 should be considered.

In this context, the Hausman test was applied, as presented
below, in order to determine whether the model to be used in this
research should be fixed effects or random effects.

As observed in the table 5 above, the estimated p-value is
greater than 0.05, implying that a random effects model
should be used in the designed model.

The results of the model observed in Table 6 allow us to
infer that, on average, for the Pacific Alliance countries, a 1%
increase in the GDP growth rate is associated with a 0.21%
reduction in FDI, thus worsening it. With respect to public
expenditure, if it increases by 1%, FDI rises by 0.01%,
marginally improving the measure of functional income

Table 5.
Hausman tests to determine fixed or random effects.
Coef
Chi-square test value 16.695
P-value .054

Source: The table is the author’s own. Compiled by the author based on
model results

Table 6.
Results of the panel data model estimation with random effects.
Explanatory variables Coefficients Improv;s]/)\?’orsens
GDP -0.21%** (-18.08) Worsens
GP 0.01*** (3.62) Improves
NV 0.03*** (6.55) Improves
ER -0.016** (-2.16) Worsens
INF 0.048 (1.61) Not significant
UR -0.036** (-2.20) Worsens
IR 0.046 (1.39) Not significant
TR 0.002 (0.90) Not significant
NX 0 (-0.88) Not significant
Constant 0.269*** (2.61) Improves

Source: The table is the author’s own. Compiled by the author based on
model results
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distribution, the results of the model applied using R.
Criteria: *** coefficients significant at 1%, ** coefficients
significant at 5%, * coefficients significant at 10%. Table
prepared by the author based on model results.

On the other hand, an increase in private investment
improves FDI by 0.03%. Subsequently, a 1% real
depreciation shows a regressive effect on FDI of 0.016%.
Finally, a 1% increase in the unemployment rate worsens FDI
by 0.036%. As for the set of variables comprising inflation,
lending interest rate, tax revenue, and trade balance, they
were not statistically significant at the 10% confidence level.

The findings obtained in this study for the Pacific
Alliance are consistent with those established by
Lindenboim, [9] for Latin America, as the determinants of
inequality are explained by production processes, causing a
lower share of labor incomes in the value added of the
economies.

3.1.1  Discussion

The results obtained from estimating the panel data model
with random effects reveal important findings about the
determinants of functional income distribution (FDI) in the
Pacific Alliance countries. It is worth highlighting how
aggregate demand variables, rooted in post-Keynesian
theory, exert significant influence on income distribution in
this regional context.

First, the negative and statistically significant impact of
GDP growth on FDI is consistent with the idea that economic
growth does not always translate into a more equitable
distribution of income. This finding coincides with the study
by Birchenall, [6], who emphasizes that macroeconomic
variables, such as growth, may be positively correlated with
inequality, particularly in contexts of heterogeneity and
informality such as those present in the Pacific Alliance.

Public expenditure and private investment show positive
effects on FDI. This reinforces the post-Keynesian
perspective, in which investment plays a central role in
income distribution, as suggested by Kregel, [3]. The
marginal impact of public expenditure, although small,
suggests that fiscal policy can be a tool to correct distributive
imbalances, as long as it is directed effectively.

The negative impact of the real exchange rate on FDI
indicates that real depreciation worsens the wage share in
value added. This finding is consistent with the arguments of
Kalecki,[2], who highlighted the influence of monopoly
power and external factors on wage determination. In open
economies such as those of the Pacific Alliance, exchange
rate fluctuations may benefit exporting sectors but tend to
worsen the relative position of wage earners.

Unemployment also shows a negative and significant
effect on FDI, which is consistent with both Keynesian and
Post-Keynesian theory. High unemployment reduces
workers’ bargaining power, limiting wage growth and
exacerbating inequality. This result coincides with the
findings of Sigaut, regarding the relationship between
productivity, employment, and income distribution.

On the other hand, variables such as inflation, interest
rate, tax revenue, and trade balance did not prove statistically
significant in this study. However, it is important to note that
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this lack of significance does not imply irrelevance, but rather
that their effects may be more complex or indirect, requiring
more detailed specifications or different methodological
approaches to capture their true influence.

In general, the findings of this research reaffirm the
relevance of the post-Keynesian framework to analyze the
functional distribution of income in the Pacific Alliance. The
joint effect of the studied variables demonstrates that income
distribution cannot be understood in isolation from aggregate
demand and its determinants. This perspective challenges the
neoclassical view, which minimizes the distributive role of
wages, and underscores the importance of policies aimed at
strengthening employment, investment, and regulation of
external factors

4. Conclusions

This article analyzed the determinants of the functional
distribution of income in the Pacific Alliance countries
during the period 2012-2021, from a post-Keynesian
perspective. The results obtained allow several relevant
conclusions to be drawn.

First, it is evident that GDP growth does not necessarily
translate into a fairer distribution of income, as it was found
to have a negative effect on the wage share in value added.
This result reinforces the idea that economic growth, by
itself, is not sufficient to improve distributive equity,
especially in economies with high levels of informality and
productive heterogeneity.

Second, the positive effects of public expenditure and
private investment highlight the importance of aggregate
demand policies in improving functional income distribution.
This finding supports post-Keynesian theory, which assigns
a central role to investment in the generation of employment,
wages, and profits.

The real exchange rate and unemployment were found to
have regressive effects on FDI. Real depreciation worsens the
wage share, benefiting capital owners and exporters, while
high unemployment reduces workers’ bargaining power,
limiting their participation in value added. These results
highlight the need for policies aimed at stabilizing the labor
market and regulating external imbalances.

Although inflation, interest rate, tax revenue, and trade
balance were not significant in this study, their potential role
in distributive dynamics should not be ruled out. Future
research could incorporate non-linear models, longer time
periods, or disaggregated sectoral analyses to capture their
impact in greater depth.

Finally, the study shows that the functional distribution of
income in the Pacific Alliance countries is strongly
conditioned by structural and institutional factors, such as
informality, lack of agrarian reforms, financial market
concentration, and productive specialization. Therefore,
public policies should not only aim at stimulating growth, but
also at creating institutional and structural conditions that
ensure a more equitable distribution of income among
production factors.

In conclusion, the post-Keynesian approach provides
valuable tools for understanding income distribution in Latin
America, challenging traditional views and highlighting the
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need to design economic policies that integrate equity and
efficiency.
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