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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.
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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 = αt +yt−1 + εt

t 

�̂�𝑡

 
                                                           









 

 
                                                           





















 













 ―

 

 
                                                           





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





VOLYi,(t,t-5) = VOLYi, (t-5,t-10) + Xi,(t,t-5) + Xi,(t,t-5).VOLXi,(t,t-5) + X i, (t,t-5).VOLXi,(t,t-5). EXT.FINAi i,(t,t-5)  

  +  EXT.FINAi i,(t,t-5) +  EXT.FINAi,(t,t-5) x VOLEXT.FINAi,(t,t-5) + Xi,(t,t-5) + i + t + i,(t,t-5)  
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“Sur quoi la fondera-t-il l’économie du monde qu’il veut 
gouverner? Sera-ce sur le caprice de chaque particulier? Quelle 
confusion! Sera-ce sur la justice? Il l’ignore.” 
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