moment. Fifty years after the creation of
LASA at the height of the Cold War, we
find ourselves almost routinely obliged
to interrogate conventional notions of
north-south and south-south encounters
and politico-spatial concepts such as the
imperial core and its peripheries.

Coatsworth’s and Portes’s contributions
are typical of the informed provocations
that animated the presidential panel

in New York City, all with the goal of
sparking debate on the issues raised by our
reflection on LASA’s first half century. We
hope that by sharing these revised essays
in the LASA Forum we will spark further
debate among LASA’s membership. To
enhance the discussion and bring it up to
date, we invited some of the contributors
to extend their analyses into the Trump
era. Portes, Stern, and Coatsworth took
up that challenge, with Portes questioning
Trump’s Mexican Wall, Stern seeing Trump
as complicating the “what now” question
with his “extreme caricature,” and
Coatsworth arguing that if Trump resorts
to Cold War style bullying he is likely to
diminish U.S. hegemony and stimulate a
movement to “make Mexico great again.”
But better for you to read their comments
and then decide for yourself ... H
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Half a Century of Deep Economic
Transformations in Latin America
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The half century that has passed since

the creation of LASA has been one of
deep economic transformations in Latin
America. In 1966, the region was in the
midst of a rapid industrialization process
and about to experience its fastest rate

of growth in history in 1967-1974 (6.7
percent per year). The industrialization
model was already undergoing significant
changes since the early 1960s, particularly
the decision of most countries to

mix import substitution with export
diversification and regional economic
integration. The combination of these
strategies, which was behind the 1967-
1974 boom, is why the term “state-led
industrialization” captures much better
the nature of the development process
under way at the time than the usual term
“import-substitution industrialization.”
Growth continued until the end of the
1970s, supported by high commodity
prices and access to external financing

on a scale that the region had not known
since the 1920s, thanks to the recycling of
petrodollars from the oil price rises of 1973
and 1979. This was, however, the prelude
to Latin America’s worst economic crisis
of the twentieth century: the debt crisis of
the 1980s that led to Latin America’s “lost
decade,” when in most countries of the
region foreign capital flows ceased, growth
stagnated, and unemployment soared, and
five of them experienced hyperinflation.

There have been intense debates about
why the debt crisis was so strong. One
hypothesis is that this was the result of
the distortions generated by high levels of
state intervention and the macroeconomic
instability that characterized the
industrialization process. However, this
interpretation is not convincing. The levels
of state intervention in Latin America were
actually weaker on average than those of
other developing countries. Moreover, the
countries undergoing market reforms'—

trade liberalization, privatization of

state enterprises, and deregulation of the
financial sector— in the second half of

the 1970s, those of the Southern Cone,
were actually more affected by the debt
crisis, notably in the scale of their domestic
financial crises. Chile, the market-reform
poster child, suffered a 16 percent decline
in its GDP between 1981 and 1983. Lack
of macroeconomic discipline, particularly
large public sector budget deficits, did
spread prior to the debt crisis, but this

had not been a general trend in the region
during state-led industrialization, except
in the Southern Cone and Brazil. A more
persuasive interpretation is that Latin
America once again became a victim of
boom-bust cycles of finance, an experience
that had been familiar in the past (the

last time in the 1920s-1930s) and has
continued to be frequent in recent decades.
The unfortunate management of the crisis
by international financial institutions—the
International Monetary Fund and the
World Bank— was also a major reason
for the depth of the crisis, particularly
because of their initial diagnosis that the
crisis was only a temporary phenomenon
and their stubborn decision later on to
exclude any write-off of the debt as part of
the recovery package. This was only done
seven years after the outbreak of the crisis,
with the 1989 Brady Plan, which provided
a moderate reduction in debts and played
an important role in putting an end to the
“lost decade.”

Market reforms that reduced the state role
in the economy have spread throughout
the region since the mid-1980s, under
strong pressure by international financial
institutions, but also as a result of changes
in the balance of the economic debate and
the power relations generated by the crisis.
Most countries, therefore, followed the
path set by the Southern Cone, notably
Chile, in the 1970s. There were, however,
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differences associated with national politics
in the midst of the democratic wave that
Latin America experienced during the
1980s and 1990s. The major expectation of
market reformers was that less government
intervention and stronger participation in
the global economy would lead not only to
a short-term economic revival but actually
to faster long-term economic growth.

That expectation was entirely frustrated.
This was so despite the fact that

reforms did lead to an increase of Latin
America’s share in world trade and
attracted significant levels of foreign

direct investment. Economic growth
settled on an average rate of 3.1 percent

in 1990-20135, just above half of that
achieved in 1950-1980, when Latin
America grew at 5.5 percent a year. The
slowdown was particularly strong in the
two largest economies: Brazil slowed from
7.0 percent in 1950-1980 to 2.6 percent in
1950-20135, and Mexico from 6.6 percent
to 2.7 percent. The only exception to slow
growth since 1990 has been the 2003—
2008 quinquennium, when GDP grew at
5.1 percent per year thanks to massive
positive external shocks: rapid growth of
international trade, booming commodity
prices, the best access to external financing
since the 1970s, and rising migrants’
remittances. In contrast to what some have
argued, this is not true for the 2003-2013
decade as a whole, as growth came down
again in 2008-2013 to rates that were
close to the mediocre average of the last
quarter century. As a result of its slow
growth, Latin America’s share in the global
GDP, which had increased from 5.2 percent
in 1929 and 7.2 percent in 1950 to 9.5
percent in 1980, fell to 8.0 percent in 1990
and has remained around that level since
then.?

Growth also became more unstable, more
than twice as unstable as was typical
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during the industrialization period, as
measured by the coefficient of variation

of the annual growth rate. This largely
reflects the periodic crises generated by the
boom-bust cycles in external financing: the
Mexican shock of 1994-1993, the series
of crises in the emerging markets that
started in East Asia in 1997 and worsened
with the Russian default of 1998 and then
spread to Latin America, the effects of the
2007-2009 North Atlantic financial crisis,
and now the collapse of commodity prices,
in large part due to China’s slowing growth
and lessened demand for raw materials.

The reasons for this weak performance
during the market reform period have
been subject to equally heated debates.
For reformers, the incomplete character
of reforms was the major problem. In
their view, the orthodox package was not
fully implemented (e.g., privatizations),
and there was also a lack of important
ingredients, particularly deep labor
market reforms that would make it easier
to fire workers, restrict labor unions,

and allow managers full flexibility to
reshuffle workers as needed. In contrast,
for Latin American structuralists, the
explanation was the premature and
powerful deindustrialization process that
was unleashed by both the debt crisis and
market reforms, as well as the massive
lag in technological development that has
characterized the region vis-a-vis both the
developed countries and the most dynamic
developing countries of East Asia. This
reflects, in the structuralists’ view, the
lack of a central role for production and
technological strategies under the market
reform model.

There is a consensus that productivity
growth has been weak over the last
quarter century, and indeed negative if
measured by the evolution of total factor
productivity. The modernization of leading

firms has certainly taken place. But there
has been a lack of capacity to absorb in
high-productivity sectors the labor that

has lost jobs due to market restructuring.
This has been reflected, in turn, in high
levels of labor market informality, with
large numbers of workers self-employed or
laboring in unregulated enterprises without
contracts or social protection.

One issue that was entirely absent

from the orthodox criticism of state-

led industrialization, which in contrast
was at the center of structuralist
critiques, was the high level of domestic
inequalities associated with that model.
Industrialization was accompanied

by rapidly increasing levels of human
development, as measured by the United
Nations Development Program, and
particularly a reduction in the gaps with
developed countries in health and, to a
lesser extent, education. Also, about two-
thirds of the poverty reduction achieved
in Latin America from 1913 to 1990
took place between 1950 and 1980.3
However, trends in income distribution
were not as positive. There was an early
improvement in this area in the Southern
Cone countries, but also a deterioration
during the military dictatorships of the
1970s and part of the 1980s. Brazil also
experienced increased inequality in the later
stages of state-industrialization, but there
were improvements since the mid-1960s
or in the 1970s in other countries, such
as Colombia, Costa Rica, Mexico, and
Venezuela.* Overall, income distribution
probably worsened in several countries
and in the region as a whole during the
industrialization period, and inequality
certainly remained excessively high.

With much better information for recent
decades, we know that income distribution
worsened in most countries during the
1980s and 1990s. This means that both



the debt crisis and market reforms initially
increased inequality. Poverty levels rose
sharply in the 1980s and only improved
marginally in the 1990s, and therefore

in the early 2000s poverty remained for
the region as a whole above the 1980
level. This means that in terms of poverty
reduction, Latin America experienced

not a lost decade but rather a lost

quarter century! In contrast, one of the
contributions to the democratic wave that
the region experienced simultaneously with
market reforms was the general increase in
social sector public spending. This major
“democratic dividend” led to a constant
improvement in the nonincome dimensions
of human development, and particularly in
education levels, which had advanced much
less than health during the era of state-

led industrialization. The most persuasive
interpretation of the evolution of the social
indicators during market reforms is that
there has been a major mismatch between
improvements in human development and
the employment opportunities provided by
a relatively weak economic performance.

Rising education levels were also behind
the significant improvement in income
distribution that took place in most
countries from 2003 to 2013. Other factors
contributed, particularly income transfers
from the state to the poorest households,
notably through conditional cash transfers,
a major Brazilian-Mexican innovation,
with the basic condition being children’s
school attendance and pregnant mothers
using health care controls. However,

a growing literature clearly indicates

that the most important contribution

to the reduction in income inequality
throughout the region came from the
reduction in the income premiums paid

to highly educated workers. This factor,
together with the acceleration of economic
growth, particularly in 2003-2008,

also led to the most important episode

of poverty reduction since the 1970s:

from 44 percent in 2002 to 28 percent in
2013.° The combination of rising levels of
human development generated by higher
social spending, improvements in income
distribution, and rapid poverty reduction
implied that Latin America did experience a
“golden social decade” during 2003-2013,
despite the fact that in terms of economic
growth the decade as a whole was not
exceptional, only the quinquennium
2003-2008.

As we close the half century examined

in this dossier, the economic challenges
facing Latin America are immense. South
America is facing an economic crisis,
which is particularly strong in Venezuela
and Brazil. Renewal of growth requires
more active production sector strategies
focused on major technological catching
up—the traditional strategy of the East
Asian countries. But this requires a major
shift in development policies. It is also
critical to generate quality employment
to match rising educational levels, the
“scaling up” that is taking place in East
Asia. Continuation of the positive social
trends of the past decade is key, but
poverty is rising again and improvements
in income distribution have stalled. To
paraphrase the title of this dossier, the time
is ripe for renewed, strong, and speedy
transformations.

Notes

José Antonio Ocampo is professor at Columbia
University and former Under-Secretary

General of the United Nations for Economic
and Social Affairs, Executive Secretary of the
Economic Commission for Latin America and
the Caribbean, and Minister of Finance of
Colombia.

U T prefer this term to that of “neoliberal”
reforms or “neoliberalism” for two basic
reasons. The first is that the concept “liberal”
is used in very diverse senses in different parts
of the world, and notably in the United States
(and even the United Kingdom) vs. continental
Europe. In fact, it would be more appropriate
to call the market reforms “neoconservative”
rather than “neoliberal.” The second reason
is that reforms were much more diverse than
usually recognized and, in this sense, they did
not follow a uniform “neoliberal” recipe.

These are estimates from my joint work with
Luis Bértola (Luis Bértola and José Antonio
Ocampo, The Economic Development of
Latin America since Independence, Oxford:
Oxford University Press, 2012), which I have
updated for this essay.

Leandro Prados de la Escosura, “Lost
Decades? Economic Performance in Post-
Independence Latin America,” Journal of Latin
American Studies 41, no. 2 (2009): 279-307.
This is also consistent with the estimates for
the 1970s by Juan Luis Londofio and Miguel
Székely, “Persistent Poverty and Excess
Inequality: Latin America, 1970-1995.,”
Journal of Applied Economics 3, no.1 (2000):
93-134.

In any case, Londofio and Székely’s claim that
there was an improvement in overall income
distribution in the 1970s is thus a debatable
proposition.

> Data from CEPAL/ECLAC (UN Economic

Commission for Latin America and the

Caribbean).
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