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Abstract
We analyse the relationship between income volatility and inequality and the con-
ditional role played by aid and remittances. Using a panel of 142 countries for the 
period 1973 to 2012, we find that income volatility has an adverse impact on inequality, 
and that the poorest people are the most exposed to these fluctuations. However, 
while aid and remittances do not seem to have a clear direct impact on inequality, 
we uncover robust evidence which suggests that aid helps to dampen the negative 
effects of volatility on the distribution of income, while remittances do not.

Keywords : Volatility, Inequality, Aid, and Remittances 

JEL classification : F24, F35, O15

The authors are grateful to Maddalena Agnoli and Sosso Feindouno for their assistance at the early stage of 
this work. Financial support from the DFID-ESRC Growth Research Programme, under Grant No. ES/L012022/1, is 
gratefully acknowledged. The views expressed in this paper are those of the authors.
The paper, and other contributions to the project, can be downloaded at: 
- http://www.socialsciences.manchester.ac.uk/subjects/economics/ourresearch/cgbcr/esrc-dfid-project/
- http://www.ferdi.fr/en/programme-project/financial-volatility

Volatility Widens Inequality. 
Could Aid and Remittances 
Help? 

Lisa Chauvet: IRD, LEDa, PSL, UMR DIAL, Université Paris Dauphine, FERDI

Marin Ferry : Université Paris Dauphine, LEDa, PSL, UMR DIAL

Patrick Guillaumont : FERDI

Sylviane Guillaumont Jeanneney : Université d’Auvergne CERDI

Sampawende J.-A. Tapsoba: International Monetary Fund

Laurent Wagner: FERDI

Working Paper

Development Pol ic
i e

s

July
2016*

158
* Revised version

April 2017





 

 
                                                           





 





 

 

 

 





 
                                                           

http://www.sciencedirect.com/science/article/pii/S1574071406020173
http://www.sciencedirect.com/science/article/pii/S1574071406020173




 

 

INEQi,t= INEQi,t-5 + VOLATILITYi,(t,t-5) + EXT.FINANCINGi,(t,t-5) 

 + EXT.FINANCINGi,(t,t-5) x VOLATILITYi,(t,t-5) + Xi,(t,t-5) + i + t + i,t  





i

t

 

 
                                                           





yt = αt +yt−1 + εt

t 

𝑦̂𝑡

 
                                                           









 

 
                                                           





















 













 ―

 

 
                                                           





0
2
0

4
0

6
0

8
0

1
0

0

E
n
ro

llm
e
n

t 
R

a
te

 (
G

ro
s
s
)

0 .5 1 1.5 2

Income Volatility (sd of GDP_pc cycle)

Fitted values

Enrollment Rate & Income Volatility
0

2
0

4
0

6
0

8
0

1
0

0

E
n
ro

llm
e
n

t 
R

a
te

 (
G

ro
s
s
)

0 .5 1 1.5 2

Income Volatility (sd of GDP_pc cycle)

Aid > 5% of GDP Fitted values

Aid < 5 % of GDP Fitted values

Mitigating effect of Aid

Enrollment Rate & Income Volatility





 
                                                           

0
2
0

4
0

6
0

8
0

1
0

0

E
n
ro

llm
e
n

t 
R

a
te

 (
G

ro
s
s
)

0 .5 1 1.5 2

Income Volatility (sd of GPD_pc cycle)

Aid (Social Infrastructures & Serv.) > 1 % of GDP Fitted values

Aid (Social Infrastructures & Serv.) < 1 % of GDP Fitted values

Mitigating effect of sectoral Aid

Enrollment Rate & Income Volatility





 

 
                                                           









2
0

3
0

4
0

5
0

6
0

7
0

G
in

i 
In

d
e
x

0 .5 1 1.5 2

Exports Volatility (sd of Exports cycle)

Fitted values

Inequality & Exports Volatility
2
0

3
0

4
0

5
0

6
0

7
0

G
in

i 
In

d
e
x

0 .5 1 1.5 2

Exports Volatility (sd of Exports cycle)

Aid is counter-cyclical w/r to Exports Fitted values

Aid is pro-cyclical w/r to Exports Fitted values

Does the counter-cyclical feature of Aid matter?

Inequality & Exports Volatility




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