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 F O R E W O R D    
 

This document was prepared as a contribution of the 
Permanent Secretariat of SELA to the reflection carried out by 
its Member States ahead of the XIII United Nations 
Conference on Trade and Development (UNCTAD), to be 
held in Doha, Qatar, in April 2012. 
 
UNCTAD XIII will take place within a context of great 
uncertainty about the prospects of the global economy and 
a widespread questioning about the impact that 
globalization has had on development processes. Latin 
America and the Caribbean has not been left out of this 
dynamic and faces the challenge of constantly updating its 
vision of the economic challenges and the direction of its 
development policies, taking into account the experiences 
recently gained and the prospects for development in the 
global context. 
 
In view of its central topic, “Development-centred 
globalization: Towards inclusive and sustainable growth and 
development”, UNTACD XIII provides a unique opportunity for 
Latin America and the Caribbean to try to meet that 
challenge, and for this reason the Permanent Secretariat of 
SELA is offering this analysis as a contribution. 
 
The document presents a position as regards the 
endogenous nature of development and a reflection on the 
public policy requirements involved in making it inclusive, 
sustainable and equitable. Thus, it reviews the promotion of a 
favourable economic environment to foster inclusive and 
sustainable development; the need for an efficient 
integration into the international economy by promoting a 
productive sector that is able to exploit the opportunities 
offered by globalization; the boost to new development 
options through innovation, productivity and 
competitiveness; and finally, a new inclusive social pact in 
the areas of labour and environment. In each case, the study 
offers specific recommendations. 
 
In its conclusions, the document reiterates the premise that 
the crisis has exposed the need to rethink development 
models. Furthermore, by offering guidelines for reflection and 
action in this regard, it calls for reducing the vulnerabilities of 
developing countries to the effects of globalization through 
targeted public policies, thereby putting globalization at the 
service of development. 
 
The Permanent Secretariat wishes to thank consultant Luz 
María de la Mora for her valuable efforts in preparing this 
study. 
 
 





Elements for a Latin American and Caribbean contribution               SP/Di No. 3-12 
to UNCTAD XIII (Development-centred globalization:  
Towards inclusive and sustainable growth and development) 

 

3 
EXECUTIVE SUMMARY 
 
This document is underpinned by the notion that the crisis of 2008 fractured the 
foundations of the international economy and imposed a reflection on a series of 
economic policies. The current situation has made it necessary to examine how to boost 
a whole new set of development policies, in the face of an international economic 
environment ruled by high degrees of uncertainty. In spite of what seems to be a junction 
between dealing with the financial crisis and jump-starting productive growth, there is 
little doubt that world economic balance and development are only possible in the 
presence of a growing economy capable of generating well-being and better paid jobs 
within areas of productive activity. Governments’ and societies’ false dilemma of saving 
the financial system versus promoting productive activity and economic growth has 
turned into a most difficult challenge. The real question is, however, whether it should be 
approached as a dilemma or it should be made part of a revision on the sort of growth 
that may truly lead to development and well-being for the population. If the latter, growth 
will require the participation of governments, entrepreneurs and society at national and 
international level. Only then can a true global social agreement for development and 
welfare be reached. 
 
The advancement of globalization has had positive outcomes for ample sectors of 
society, as well as negative ones. There is a greater consensus on the need of a new 
model of development that entails the creation of a constructive agenda according to 
which globalization implies generating the capacity to promote rather than crush the 
individual. The status quo is not an option. It is urgent to stop and define a humane route 
that will allow for comprehensive development in the presence of an ever wider 
economic, educational, technological and environmental gap in developing as well as 
developed countries; something altogether unacceptable. 
 
The paradigms that promoted development after the war when development equalled 
economic growth have evolved. The new paradigms of the 1990s and the beginning of 
the Millennium have focused not on market function alone but also governance and the 
effectiveness of the State and its institutions, as well as human development as 
fundamental factors (Montobbio 2009, p. 1). The UN Millennium Declaration includes the 
objective “[…] to ensure that globalization becomes a positive force for the entire world’s 
people.” (United Nations, 2000). Yet, the financial dimension of the global crisis and its 
impacts on productive activities, employment, and ultimately development has forced to 
look at the How and What With do we stride towards development. 
 
From a Latin American and Caribbean perspective, the current document offers a series 
of careful considerations of possible roads to be explored in dealing with the effects of 
the present situation; and seeks to decidedly boost development in developing countries; 
in particular, in Latin America and the Caribbean in light of the challenges and 
opportunities that globalization has to offer.  
 
The first section introduces the debate between development and globalization, 
acknowledging it is necessary to generate in-house growth engines, while taking into 
account the limitations and opportunities of the international economy. The starting point 
is that development must come from within the countries themselves in terms of national 
projects with a forward-looking approach and resorting to a battery of policies available 
to them, without losing sight of the impacts and potentials of globalization. 
 
The second section analyses the economic situation in Latin America and the Caribbean 
under the light of the global financial crisis and the way in which looming obstacles and 
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problems have been eluded. This section dissects the economic policies applied in Latin 
America and the Caribbean in order to reduce and modify the causes and 
consequences of the international crisis that began in 2008. 
 
The third section approaches the dilemma of superseding the financial crisis versus the 
need to boost economic growth, and examines the growing influence of financial 
markets on economic activity and the advancement of developing countries. 
 
Section four of the document introduces proposals that may contribute from a LAC 
perspective to the debate and allow starting off on a new development model that may 
effectively lead to the well-being of individuals. The strategies or models of development 
that may be adopted by countries in this global era must, at least, take into account the 
following elements:  
 

1. Foster a favourable economic environment at all levels in order to promote 
sustainable and overall development under a fair fiscal base and a well regulated 
financial system.  

 
 A fiscal reform is suggested and the transformation of State institutions 
responsible for fiscal policies, in order to develop and implement a regime 
capable of dealing with each country’s present gaps. 
 Fostering greater institutionality on the basis of effective macroeconomic 
coordination at regional and international levels, with developing countries having 
more information and greater decision-making power. 
 Strengthening regulations in finance and legal and institutional frameworks 
that may contribute to buttressing national financial sectors, as well as facilitating 
the emergence of intermediaries and financial mechanisms. 
 Strengthening banking and the financial sector in a responsible manner 
without hindering the possibilities of financing development. 
 

2. Intensify cooperation and alliances in trade and development by promoting the 
productive sector: Trade and industrial policies.  

 
 Industrial policies need to be a central part of the countries’ economic and 
development policymaking with support in education and skill workers’ training, 
infrastructure, development of specific sectors out of their own resources and 
those to be gestated as part of a wider national development project. 
 Establishing clear incentive policies and subsidies for new activities in 
productive sectors such as industry, agriculture or services, in order to create 
comparative advantages in the country. 
 Together with an industrial policy, open trade requires similar investment in 
human capital (education, employment, health), and in other equally important 
areas such as infrastructure, access to finance, and technical assistance through 
trade facilitating arrangements. 
 It is necessary to include vulnerable or minority groups in which equal gender 
policies are not to be ignored. 

 
3. Innovation, productivity and competiveness to promote development. 

 
 Innovation is a strategic variable, a priority of development policy making 
allowing for an increasing added-value in local production. 
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 Modifying the “commodity” model of national production and foreign trade in 
the region to add value and, thus, raise productivity and competiveness, all vital 
elements for income increase and fostering development.  
 The State must lead the effort of innovation as a development directive since it 
is the best positioned actor for the creation of dynamic systems of innovation, in 
close collaboration with the private sector. 
 It is necessary to have programs that may guarantee innovations 
appropriately aligned to satisfy market demand and promote productive chains 
among nationals and foreigners, in order to enjoy the advantages of globalization.  
 

4. Policies for social inclusion: Employment, environmental sustainability to promote 
sustainable and equal distribution of economic growth. 
 
 It is suggested that the State develop programs for labour force training in 
order to perform new activities and so that the private sector may find new areas 
where it may provide opportune and effective responses to changing market 
conditions. 
 Programs that may allow a country’s labour force to adapt to the changing 
realities of an international economy are advisable by means of quality 
certification processes for workers. 
 It is urgent to include effective policies oriented to formalizing informal labour 
markets so that workers may enjoy the benefits of formal economic growth and 
the opportunities of globalization. 
 Transition to a Green economy seems the only option for sustainable growth. It 
requires fiscal and financial policies to incentivize transition into renewable 
energies.  
 Investments to transform into a Green economy demand the participation of 
public and private sectors, as well as examining policies that may adapt the 
labour market to sustainable productive results. 
 

The document concludes that, today more than ever, it is pivotal to assume in all 
seriousness the challenge of rethinking − boldly and with a vision of the future − a 
development model that may truly boost the well-being of individuals. Similarly, 
globalization demands that a new model of development must take into account that 
any national policy will be influenced, one way or another, by world events in the way the 
current financial crisis has done without forgetting that development demands efforts and 
projects that must rise from within the State and based on the priorities and needs of each 
nation. 
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7 
INTRODUCTION 
 
This document is based on the idea that the financial crisis of 2008 has forced the 
considerations for a new development policy, in light of a new international economic 
environment marked by high levels of uncertainty and the dilemma of addressing the 
financial crisis or promoting productive growth. Undoubtedly, global economic balance 
and development are possible only if a growing economy is presently capable of 
generating well-being and well-paid jobs within productive activities, which, in turn, will 
allow for the well-being of the populations. This false dilemma with which Governments 
and societies are trying to cope in an effort to rescue the financial system or to promote 
productive activities and economic growth has turned into one of the most difficult 
challenges. The real question is whether it should be considered a dilemma or an element 
for new reflections over the type of growth that promotes development capable of 
generating greater well-being. To this end, growth requires the participation of 
governments, entrepreneurs, and society, both at national and international level, in 
order to build on a global social agreement for development and well-being. 
 
The advancement of globalization has had positive and negative effects over large 
sections of society. There is a growing consensus over the need of approaching a new 
development model that entails building a constructive agenda through which 
globalization may offer individuals the potentiality to grow rather than crushing them. As 
stated by Ambassador Jorge Alberto Lozoya (2008), former Secretary to the Ibero-
American General Secretariat (SEGIB), “within this entire scenario in motion, traditional 
political standings are coming apart. No ideology is capable of measuring up to the 
changes. Politics drags its feet everywhere. In the 21st century, nineteenth century 
institutions are dysfunctional, at best. No one has effective answers.” Indeed, today, world 
institutions are attempting to develop the necessary tools with which to respond to the 
needs of growth and development in each country (ECLAC, 2002). Making a stop is 
urgent and figuring out a humane route that will allow for a comprehensive development 
with which to close the ever growing and unacceptable gap of economic, educational, 
technological and environmental inequality in developing countries as well as in 
developed ones. 
 
Where do we come from? The paradigms to promote development after the war and as 
part of the world economic order created under the Bretton Woods regime focused on 
ways to promote economic growth per se. After the war, development was equalled to 
growth. During the 1980s, the Washington Consensus1 lead by proposing to promote 
development through a series of economic policies and structural reforms devised for the 
Latin American countries. These focused on budget discipline and reduction of public 
deficits, rearrangement of public spending priorities to concentrate in profitable areas, 
fiscal reform and expansion of the fiscal base in light of State income loss resulting from 
privatization of public enterprises and State monopolies, monetary reforms through 
liberalization of interest rates and a competitive exchange rate, liberalization of 
international trade by reducing tariff and non-tariff barriers, opening up to foreign 
investment, market deregulations and protection of private property. These elements 
represented the bedrock on which developing countries would achieve growth and, 
consequently, development. However, results were far from that expected in almost all 
Latin American and Caribbean (LAC) countries, which underwent decades of stagnation 
and financial crises; such as those of Mexico (1995), Brazil (1999), and Argentina (2001). 
The model contributed with macroeconomic stability in some of these nations but also 

                                                 
1 John Williamson was the creator of the denominated Washington Consensus. It was first introduced in the 
paper “What Washington Means by Policy Reform" in November 1989. 
 

http://fr.wikipedia.org/wiki/John_Williamson
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proved to have severe deficiencies that hindered an increase in productivity and well-
being for the population. 
 
The new paradigms of the 1990s and the beginning of the new Millennium have focused 
not only in market function but governance and the effectiveness of the State and its 
institutions, as well as human development as a paradigm and fundamental component 
of development (Montobbio 2009, p. 1). The UN Millennium Declaration introduces the 
objective “to ensure that globalization becomes a positive force for all the world’s 
people." (United Nations 2000). Yet, the financial dimensions of the global crisis and its 
impact on productive activities, employment, and ultimately development have forced a 
look at how and what with do we move towards development. 
 
This paper offers a series of reflections, from a Latin American and Caribbean perspective, 
on the possible roads to be explored in dealing with the effects of the present situation, 
and seeks to decidedly boost development in developing countries – particularly Latin 
American and Caribbean countries – in light of the challenges and opportunities that 
globalization may generate. 
 
The first section of this document deals with the debate between development and 
globalization, with the acknowledgment that it is necessary to generate in-house growth 
engines that can take into account the limitations and opportunities of international 
economy. The starting point is that development must come from the countries 
themselves, in terms of national projects with a vision of the future, and by resorting to a 
series of policies available to them without losing sight of the impacts and potentials of 
globalization. 
 
The second section offers an analysis on the economic situation in Latin America and the 
Caribbean in light of the financial global crisis, and the way incoming obstacles and 
problems have been eluded. The section analyses economic policies applied in Latin 
America and the Caribbean in order to reduce and modify the causes and 
consequences of the international crisis that began in 2008. 
 
The third section approaches the dilemma of tending to the financial crisis versus the 
need to boost economic growth, and examines the growing influence of financial 
markets over economic activity and the development of developing countries. 
 
Section four of the document introduces proposals that may contribute from a Latin 
American and Caribbean perspective to the debate and allow starting on a new 
development model that may effectively lead to the well-being of individuals. In this 
regard, the document suggests elements that should be taken into consideration in 
outlining development strategies or models to be adopted by the countries in this global 
era. 

 
1. DEVELOPMENT AND GLOBALIZATION 
 
The economic crisis experienced worldwide as of September 2008 has opened a debate 
on how to activate economic growth and boost development. The principles of the 
economic model that unconditionally opened to the free forces of the market are now 
challenged in light of the debacle originated by the lack of clear regulations and 
supervision over markets, particularly financial markets. In light of the devastating effects 
over world and national economies, there is today greater awareness of the need for the 
State to fulfil a relevant role in safeguarding the well-being of individuals through better 
regulations.  
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The grave situation experienced worldwide has forced a revision on how to return to 
dynamic economic growth of the international economy, a sustainable and inclusive 
economy that may take into consideration the enormous challenges and opportunities 
offered by globalization. This implies major surgery for the world economic order and its 
market functions. 
 
At the national level, the dilemma of growth and development seems to be the first 
challenge for our nations’ economic policies (Ferrer 1999). Although globalization offers 
challenges and opportunities for local development, national strategies demand that all 
possibilities offered be considered, as well as the requirements for a greater participation 
in the world economy. However, it also demands awareness of foreign events which 
generate consequences for national policies and their range of implementation. 
Practically all international organizations have focused their attention on development 
and the need to revise the paradigms adopted to promote it. 
 
What does promoting development mean? The paradigms to such end in the post-war 
era and as part of the world economic order created by the Bretton Woods institutions 
have focused on the ways of promoting economic growth per se. As such, development 
equalled growth not income distribution. During the 1980s, the Washington Consensus 
headed and proposed promoting development through a series of economic policies 
designed for Latin American countries focused on budget discipline and reduction of 
public deficits, rearranging public spending priorities to focus on profitable areas, fiscal 
reform to expand its base, monetary reforms through liberalization of interest rates and a 
competitive exchange rate, liberalization of international trade by reducing tariff and 
non-tariff barriers, opening up to foreign investment, privatization of public enterprises and 
State monopolies, market deregulations and protection of private property. Such 
structural reforms would become the best promoters of development. They underscored 
macroeconomic stability and reducing the role of the State as a promoting economic 
agent to become an imperfect regulator of the market. These were the principles with 
which developing countries would overcome their own internal crisis originated by a 
burned-out development model based on import substitution; with which they would 
boost growth and consequently development would be automatically generated owing 
to the “invisible hand of the market”. However, although some countries managed 
financial stability, the cost of implementing said structural reforms in terms of growth, well-
being, employment and production was high. The LAC countries experienced decades 
of stagnation and impoverishment of their societies together with debt accumulation and 
financial crisis, as in the cases of Mexico (1995), Brazil (1999), and Argentina (2001). The 
model proved to have enormous deficiencies that hindered productivity and allowed less 
well-being for the population. 
 
Worldwide, during the 1990s, it lead to the revision of alliances between developed and 
developing countries but also among a diversity of actors aimed at promoting 
development policies centred on individuals. Yet, the globalization and interdependence 
it implied originated a series of tensions and conditions that undoubtedly affected 
development possibilities at national level as was made evident with the financial crisis 
originated in the United States and the European Union that reached practically the 
entire developing world and affected its different dimensions. Development equals not 
only an increase in production or country growth but improvement for the individual’s 
well-being as defined in the Millennium Development Goals (MDGs)2 introduced during 

                                                 
2 The eight MDGs to be achieved by the year 2015 are: 1. Eradicate extreme poverty and hunger. 2. Achieve 
universal education. 3. Promote gender equality and female autonomy. 4. Reduce child mortality. 5. Improve 
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the United Nations Summit in the year 2000. The member countries of the United Nations 
convened in General Assembly unanimously approved the MDG, their commitment to 
reducing the more relevant factors responsible for world imbalance, needed to achieve 
greater development. The UN Millennium Declaration proposes the objective of ensuring 
“that globalization becomes a positive force for the entire world’s people." (United 
Nations 2000). The development paradigm changed from narrow view of the economy to 
a wide approach of individuals acknowledging civil, political, economic, social and 
cultural rights, sustaining the more ample concept of global citizenship that is the bedrock 
for a global partnership for development. 
 
At this time, the prevailing premise is, first of all, that development is an endogenous 
process, its main objective being to increase living standards and the well-being of the 
population. In other words, this is a process that stems from the realities of each nation 
that demands better conditions for each individual so that the maximum potential may 
be achieved. Secondly, each nation’s development albeit influenced by external factors, 
which at times determines its possibilities or orientations, cannot wait for the outside 
forces; it depends on each nation’s ability or possibility that must result from an ample 
social and inclusive pact. The ability to make an insertion in the world scenario, 
consolidating its capacities to decide on a course for each individual country and for the 
region, as a whole, in a global world conveys the participation of the State and of the 
individual within an institutional framework equipped with clearly laid rules that may allow 
individuals to act within an environment adequate for productive, creative, artistic 
activities, etc. 
 
Yet, globalization continues to have a strong impact on development options for all 
countries. Development paradigms for the new millennium have concentrated not only 
on market functionality but also governance and State effectiveness, and that of its 
institutions, as well as human development as a paradigm and fundamental indicator of 
development (Montobbio 2009, p. 1). However, the financial crisis of 2008 has proved this 
to be insufficient. The world faces serious challenges that go beyond the mere financial 
crisis, which again made vulnerabilities evident in developing countries in light of 
international events indicating that “the globalization process is incomplete and 
asymmetrical, and is characterized by an important deficit in terms of governance.” 
(ECLAC 2002, p. 17) This is a multidimensional process that affects practically all areas of 
human action and consequently affects options for development. 
 
Globalization introduces fundamental questions on the development of all countries. The 
international economy has influenced the LAC development through different channels 
such as foreign investment, international trade, technological development and 
telecommunications, cooperation for development or financial transactions, just to 
mention but a few of the more important aspects. Market globalization is possible owing 
to capital mobility, goods and services, and also owing to the mobility of persons and 
migratory currents. In this way, the international economy presents an enormous capacity 
to impact productive activities and employment, income distribution and the countries’ 
macroeconomic balances. 
 
The emerging question is, then, if development is basically a domestic mission what 
elements must an effective development strategy have? Moreover, how can a nation 
seize the opportunities offered by globalization to effectively take on the challenges it 
faces? 
 
                                                                                                                                                
maternal health. 6. Combat VIH/AIDS, malaria and other diseases. 7. Guarantee environmental sustainability, 
and 8. Promote global partnership for development. 
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Finding the answers to these questions implies adopting innovating approaches that may 
entirely reflect local needs and circumstances, and guarantee the implementation of 
policies that may truly promote development. Likewise, at national level, the State must 
play a key role in building alliances with different social groups in order to develop a new 
vision of development. It is clear that if governments do not provide the adequate 
regulatory framework great economic and social damages are possible, as in the case of 
the 2008 financial crisis. 
 
This paper argues that development in the 21st century demands a strong State with a 
pragmatic and proactive vision that may facilitate activities in the private sector and 
adequately regulate these. Just as development policies with no regard for market forces 
reveal serious limitations, so, too, we have learned that governments must provide the 
rules and institutional frame in order to achieve an adequately regulated environment 
that may produce the expected economic and social outcomes. 
 
Thus, LAC considers that a development strategy must have, at least, the following 
components: 1. Promote an economic environment that fosters an inclusive and 
sustainable development with a wide fiscal base and a well regulated financial system. 2. 
A more efficient insertion in world trade currents and investment through promotion of the 
productive sector owing to an industrial and trade policy that may allow for better use 
opportunities offered by globalization. 3. Boosting new options of development through 
innovation, productivity and competitiveness. 4. A new social pact, effective in terms of 
employment and environmental sustainability, to promote sustainable and equitable 
economic growth. 
 
In short, the answers provided by each to face the challenges and opportunities 
globalization has to offer have to originate and be analyzed within each country. Those 
capable of conceiving their own endogenous concept of development by taking into 
consideration their own resources and objectives, and generating from it the abilities to 
integrate a world system will have greater capacity for success (Ferrer 1999). 
Development must go from national to international and within such a dynamic it must 
appeal to the best of the outside world in order to strengthen that within. 
 
2. LATIN AMERICA AND THE CARIBBEAN VIS-À-VIS THE GLOBAL ECONOMIC CRISIS 
 
Before talking about the vision of this paper to examine the factors that may contribute to 
development, in this section we explore where LAC is facing the global crisis. While it is 
true that the region as a whole has been able to weather the uncertainties and 
fluctuations of the global economy in an exemplary manner, we must not fall into 
complacency and think that LAC no longer requires further reforms. On the contrary, 
under these circumstances it becomes clear that the countries of the region have done a 
good job of creating conditions of macroeconomic stability, an essential element to bring 
forward development. The recovery occurred quickly because LAC did its homework and 
learned from its past mistakes. Moisés Naim (2011) reminds us that between 1980 and 
2003, LAC underwent 38 economic crises resulting from excessive debt and rampant 
public expenditures, banks poorly capitalized and badly regulated, uncoordinated fiscal 
and monetary policies, low international competitiveness and laws contrary to investment 
and job creation. Everyone in the region, authorities, politicians, businessmen and the 
public learned from those bitter experiences of the past as the crisis had a devastating 
impact on the welfare of the population. As a result, virtually all countries of LAC adopted 
in due course economic measures that forced the countries in the region to tighten their 
belts via austerity programmes, cuts in public spending and some structural reforms. Most 
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LAC countries adopted coherent and comprehensive economic measures, which 
resulted in solid macroeconomic foundations.  
 
In general, when the collapse of the mortgage and equity markets was allowed to come, 
most LAC countries had a macroeconomic soundness that had been the envy of 
countries like the U.S. or the European Union. Almost all countries in the region have been 
aware of the need to maintain fiscal discipline and a prudent management of the 
economy and public finances as a result of lessons learned in the eighties. This sound 
management led most countries to have a current account surplus, flexible3 exchange 
rates, prudent fiscal management, reduced debt in the region as a percentage of GDP 
and changes in the composition of that debt, in terms of more favourable maturities and 
interest rates, and an important asset accumulation by increasing both international 
reserves and the establishment or reactivation of stabilization funds. This situation allowed 
several countries in the region to implement policy measures and countercyclical 
economic stimuli to mitigate the recession and so encourage a swift and orderly exit of 
the financial crisis. However, the region still requires profound changes to really promote 
an inclusive and responsible development, which reduces the huge gaps of inequality 
and poverty and generate sustainable and competitive productive capacities in the long 
term. 
 
a. Decelerated growth  
 
As a result of the financial crisis in 2008, LAC saw coming to an end the period of 
improved economic performance that the region had experienced for 30 years. Indeed, 
between 2003 and 2008, the region grew at an average annual rate of 4.5% as a result of 
rising international prices of raw materials in general, but more noticeable in the prices of 
hydrocarbons, metals and minerals; products that make up the export supply of countries 
such as Argentina, Bolivia, Ecuador, Peru and Venezuela. Also contributing to this good 
performance we find, the increase in workers' remittances to their countries of origin, 
where Mexico ranked first, and the external financing conditions with an abundant supply 
of liquidity and low interest rates in international markets.  
 
In 2009, the good run of growth in the region came to an end. LAC experienced a 
reduction in GDP of 1.7%, which occurred for the first time since the debt crisis of the 
eighties, when it fell in 1982 (-0.6%) and 1983 (-2.5%). Trade in the region contracted more 
than 20%, in line with global trends. However, this crisis marked a line of division on several 
fronts to LAC. On the one hand, the contraction was not as deep as in other times and 
regions, and on the other, recovery has been faster and more robust than in other 
regions. According to IMF data, the LAC region recovered the road to growth rapidly, 
and in 2010 the average growth for the region was 5.7%. In 2011, almost all LAC 
economies experienced a strengthening of their domestic market, to the point of 
becoming, for some, a more important factor for growth than foreign trade. 
 
 
 

                                                 
3 The foreign exchange rates played a crucial role in the economies most linked to the financial markets. The 
real exchange rates of these countries depreciated considerably, but recovered in early 2009, mainly reflecting 
fluctuations in the value of their currencies against the U.S. Dollar. IMF. October 2009. p. 24). 
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To compensate for the hardening of the credit conditions, commercial banks adopted 
lending policies, which allow to increase the market share and exert a countercyclical 
role (for example, in Argentina, Brazil, Chile and the Dominican Republic). Private 
consumption remained high due the growth of employment and wages, as well as credit 
expansion, where public banks intervened to support the supply. In some countries, 
domestic capital markets also offered alternative funding sources (for example, in Chile 
and Peru). 
 
We can hardly say that LAC has overcome the worst. In fact, the region is not immune to 
the swings, volatility and uncertainty of global markets, and the prospects for growth, 
while positive, are not exempt from suffering the ravages of globalization through different 
pathways. Given the situation of the Euro, the economic prospects for the region are 
uncertain and clouds can be viewed on the horizon. If the situation deteriorates sharply in 
Europe, LAC countries could suffer adverse effects and may exhibit vulnerabilities that so 
far remained dormant. Several current studies show a slower growth outlook for the 
region. A recent analysis of Bank of America (BofA) Merrill Lynch Global Research 
identifies Peru as the economy with higher growth potential in 2012 with a rate of 5.5%, 
followed by Venezuela (5%), Colombia (4.1% ), Uruguay (4.0%), Chile (3.5%), Brazil (3.4%), 
Mexico (3%) and Argentina (3.3%), which already reflects a slower growth rate.4 Forecasts 
of international organizations such as the International Monetary Fund (IMF), the World 
Bank (WB) and the Economic Commission for Latin America (ECLAC) place between 3.6% 
and 3.9% the growth of LAC's economy for this year, above those from Europe and the 
U.S. 
 
The report of the United Nations (UN) World Economic Situation and Prospects 2012 points 
out that economic growth in most LAC countries will slow in 2012, so that South America 
could grow 3.6% (less than the 4.6% in 2011), mainly due to the stagnant growth in Europe 
and the United States, and the slowdown in China – main importer of raw materials and 
key investor for the subregion, which will likely have a strong impact on the foreign 
demand and international prices of the commodities that these countries export. It is also 

                                                 

 
4 http://www.infolatam.com/2011/12/26/latam-crecimiento-economico-en-2012-con-nubes-en-el-horizonte/ 

http://www.infolatam.com/2011/12/26/latam-crecimiento-economico-en-2012-con-nubes-en-el-horizonte/
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expected that growth in Mexico and Central America be close to 2.7% (compared with 
3.8% in 2011) and the Caribbean to 3.6% (versus the prior 3.4%). This is disheartening 
considering that the region must grow at least 6% annually to meet the employment and 
developing needs of countries in the region.5 
 

 
Source: Prepared by the author, based on IMF data and projections, September 2011.  e. and p. = estimates and projections. 
 
b. Anti-cyclical fiscal policy 
 
One of the issues of greatest concern today is that the financial crisis has also become an 
economic crisis that has affected the productive capacity of countries and consequently 
the ability to generate jobs. Without jobs there is no compensation and, without it, 
economic activity cannot be revitalized. Given the effects of the financial crisis on the 
real sector of the economy, most countries in LAC decided to increase their public 
spending to revive their economies and implemented countercyclical policies to support 
employment.6  
 
In recent times, LAC's fiscal policy decisively contributed to support the economic activity 
in the region and allowed to face the global recession and reduce the harmful effects on 
the levels of poverty, unemployment and slowdown in production. Although the crisis has 
caused a decline in tax revenues, many governments in the region had surpluses to 
maintain social spending and some even increased government spending as a fiscal 
stimulus to sustain the domestic demand and growth of their economies. 
 
At the same time, the fiscal policy support to the domestic demand was higher in raw 
material-exporting countries with strong links to financial markets. The accumulation of 
financial resources allowed these countries to adopt anti-cyclical fiscal policies. In groups 
of other exporting and importing countries of raw materials, the fiscal policy also provided 
some support to the domestic demand, but to a lesser degree (IMF, October 2009, p. 32). 
In 2009, the fiscal impulse was negative in countries that followed a procyclical policy with 
strong tourism revenues, especially in the Caribbean. 

                                                 
5 Omar Guaregua “Interview with Ambassador José Rivera Banuet, Permanent Secretary. SELA: Latin America 
needs to grow at least 6% annually.” El Nacional. Venezuela. 8 February 2012. 
http://216.122.62.22/view/index.asp?ms=258&pageMs=26402&item_id=99003 
 
6 The European Union has adopted a much more conservative fiscal approach because its budgets are 
exceeded due to the disproportionate indebtedness of many Euro Zone economies. 

http://216.122.62.22/view/index.asp?ms=258&pageMs=26402&item_id=99003
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Source: Prepared by the author based on data from http://www.imf.org/external/ns/cs.aspx?id=28. Consulted on 23 November 2011. 

 

http://www.imf.org/external/ns/cs.aspx?id=28
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Obviously, the countries that were able to implement countercyclical fiscal policies were 
those with sufficient fiscal resources and financial resources, because they had available 
financial reserves and the possibility to access credit markets. This was made possible 
through their adoption of prudent fiscal policies in the years of expansion and hence they 
were able to accumulate significant resources. Such was the case of Brazil, Chile, Mexico 
and Peru. Countries with higher indebtedness, lesser capability to access credit markets 
and lower financial reserves had lower scope for countercyclical policies. Today, 
however, developing countries have less fiscal space to respond to a new crisis. 
 
The World Bank (2012) also found that in a crisis of great magnitude, the economic 
decline could last more than the one pertaining to the 2008-2009 crisis, because high-
income countries no longer have the fiscal or monetary resources needed to rescue the 
banking system or stimulate domestic demand as they did then. While developing 
countries still have some room to manoeuvre on the monetary front, the circumstances 
may force them to pro-cyclical spending cuts, especially if funding to cover the budget 
deficit is depleted. 
 
c. Declining trade exchanges 
 
Similarly, the economic slowdown came to decelerate the pace of growth of 
international trade in the region. In fact, since 2008, a drop in the trade growth rate due 
to the contraction of global markets, the decline in prices of certain basic raw materials, 
and the difficulties in financing trade could already be seen. In terms of exports, by 2009, 
ECLAC estimated a fall of around 13% in exports in the region, higher than the 10% drop in 
global trade. This was the worst drop in 72 years (since 1937), while imports fell 14%, 
marking the steepest drop in 27 years (since 1982). Virtually all countries in the region 
suffered drops in flows with their major trading partners: the United States, the European 
Union, Asia and the region itself. 
 
The lower external demand impacted on trade in LAC by directly reducing the global 
demand for local products. Only China showed a sustained demand for primary 
commodities, which allowed for offsetting, in part, the general decline in regional foreign 
trade. Latin American exports to China have had an annual growth of around 60% in 
recent years. China has taken the place of the U.S. as the main trade partner of countries 
like Chile and Brazil. Other countries such as Peru and Argentina with commodity-based 
export sectors have also developed strong ties with China. But the impact of China and 
India in Latin America has been very different for Mexico and Central America, because 
they are faced with product competition from China in their markets and in the U.S. 
 
Although all LAC countries felt the impact of the recession in their export markets, the 
effect of the crisis on exports of raw materials was very different from the effect on 
manufactured goods. In the case of manufactures, the crisis particularly affected Mexico 
(which suffered a recession of -6.1% in 2009) and the countries of Central America and 
the Dominican Republic that are highly dependent on the U.S. market for their exports. 
With the increase in raw material prices, the export values of these products are 
recovering relatively fast, but the recovery of exports of manufactured products has been 
slower. 
 
Similarly, it is also worth noting that the recession did not affect trade flows in the region in 
equal shares. The IMF (October 2009) analyzes these effects on the terms of trade for four 
groups of countries taking into account if they are net exporters or importers of raw 
materials. Among exporters, a distinction is made between countries with access to 
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international financial markets and those relatively less integrated. Among importers of 
raw materials, a distinction is made between countries that have a dominant tourism 
sector and those without it. 
 
1. Exporting countries with strong links to financial markets. Brazil, Chile, Colombia, 

Mexico and Peru account for two thirds of the regional GDP and are the ones most 
integrated to global financial markets, with access on favourable terms and credit 
ratings of investment grade. They also have more developed domestic capital 
markets, maintain low inflation targets, have the highest degree of flexibility in the 
exchange rate and apply macroeconomic policies based on rules. Their terms of 
trade have been guided by the evolution of the international prices of raw materials. 
 

2. Other countries, net exporters of raw materials. Argentina, Bolivia, Ecuador, Paraguay, 
Suriname, Trinidad and Tobago and Venezuela are less integrated to the international 
financial markets and have experienced the most significant improvements in their 
terms of trade as they are major exporters of raw materials that have experienced the 
most significant increases in their international prices. 

 
3. Commodity-importing countries with strong tourism revenues. Especially Caribbean 

countries such as Antigua and Barbuda, Bahamas, Barbados, Belize, Dominica, 
Grenada, Jamaica, St. Kitts and Nevis, St. Vincent and the Grenadines and St. Lucia 
are mainly dependent on tourism for their foreign income. While these countries do 
have a high debt burden, they are not highly integrated with global financial markets. 
During 2000-2008, the terms of trade of these countries experienced very significant 
losses because of their limited export supply and their high dependence on imported 
fuels. 

 
4. Other importers of raw materials. Costa Rica, El Salvador, Guatemala, Guyana, Haiti, 

Honduras, Nicaragua, Panama, the Dominican Republic and Uruguay depend on 
remittances and export substantial quantities of raw materials. They experienced 
losses in their terms of trade during 2000-2008 due to their strong fuel imports. (IMF, 
October 2009, p.17.) 

 
d.  Global risks 
 
The World Economic Forum (WEF) in its Global Risks Report 2012 (Global Risks 2012) 
examines 50 global risks grouped into five categories: economic, environmental, 
geopolitical, social and technological.7 The study identifies three “constellations” under 
which the main global risks are linked, and analyzes their evolution over the next 10 years. 
They are called as follows: 
 
1. The seeds of "dystopia" (as opposed to utopia) refer to the danger that could arise 

if economic conditions deteriorate due to the rupture of the social contract 
between the States and the citizens. In the absence of viable alternative models, 
this could precipitate a downward spiral of the global economy driven by 
protectionism, nationalism and populism. 
 

2. The safety of our safeguards. The complexity inherent to globalization demands 
engaging a wider group of stakeholders to establish more adaptable safeguards 
that could improve the effective and timely response to emerging risks. 

                                                 
7 This report is based on 469 responses to surveys made to experts in the industrial, governmental and academic 
sectors, as well as civil society. See: http://www.weforum.org/globalrisks2012. 
 

http://www.weforum.org/globalrisks2012
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3. The dark side of connectivity. While significant material and human resources were 

needed in the past to exert geopolitical or geoeconomic influence, borders 
becoming increasingly permeable in so far as power shifts from the physical to the 
virtual ground. A healthy digital space is needed to ensure the stability of the 
global economy and the balance of power. 

 
Based on the above elements, by 2012, the World Economic Forum finds that the 
economic risks dominate its risk map, and that they are concentrated in the fiscal and 
financial front as well as in the increased levels of inequality and the volatility of the 
international food and energy prices. 
 

Risk landscape, 2012 
Likelihood Impact  

2011 2012 2011 2012 
1 Meteorological 

catastrophes 
(Environmental 
risks) 

Severe income 
disparity 
(Economic risks) 

Fiscal crisis  
(Economic risks) 

Major systemic financial 
failure 
(Economic risks) 

2 Hydrological 
catastrophes  
(Environmental 
risks) 

Chronic fiscal 
imbalances  
(Economic risks) 

Climatological 
catastrophes  
(Environmental 
risks) 

Water supply crises 
(Social risks) 

3 Corruption 
(Geopolitical risks) 

Rising greenhouse gas 
emissions  
(Environmental risks) 

Geopolitical 
conflicts 
(Geopolitical risks) 

Food shortage crises  
(Social risks) 

4 Biodiversity loss  
(Environmental 
risks) 

Cyber attacks  
(Technological risks) 

Asset price 
collapse  
(Economic risks) 

Chronic fiscal imbalances  
(Environmental risks) 

5 Climatological 
catastrophes  
(Environmental 
risks) 

Water supply crises  
(Social risks) 

Extreme energy 
price volatility  
(Economic risks) 

Extreme volatility in energy 
and agriculture prices 
(Economic risks) 

Source: WEF. Global Risks 2012. p. 12 
 

Economic risks are associated with a slower global economic growth and with the 
reduction of the demand for developed economies. LAC is not immune to said economic 
risks, hence the need to bear them in mind as key elements that, from the outside, can 
exert greater pressure on the development possibilities of each country in LAC. 
 
In short, while LAC has been able to confront the international economic and financial 
instability in a virtuous way, this does not mean that the region is immune to the swings of 
the international economy. The region needs to be strengthened internally in order to be 
better positioned to provide its citizens with the levels of welfare that are required, reduce 
poverty and the persistent inequality, and seize the opportunities offered by globalization. 
 
3. FINANCIAL CRISIS VS. ECONOMIC GROWTH? 
 
In face of the financial crisis, globalization has become more complex than in the past. 
The growing influence of financial markets has made it harder for development to be 
sustainable or inclusive and its effects have gone far beyond the financial and banking 
sectors, affecting the real sector of the economy, i.e., production and employment. 
Innovative approaches are needed to promote a real development strategy that is 
effectively focused on creating all the conditions that promote the welfare of citizens in 
addition to economic growth. 
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How can we explain that the financial tsunami has had such effects on the real sector of 
the economy? The growing influence of financial markets and their institutions has been 
called “financiarisation” of the global economy. This describes a structural change in the 
organization of the economic activity, along with changes in the economic, political and 
cultural behaviour, that have altered the way in which wealth is produced and 
distributed. The hegemony of the financial over the real became apparent with the 2008 
crisis. For some countries in South America this led to lower growth rates, but for Mexico, 
Central America and the Caribbean it represented a severe recession that harmed 
employment and increased poverty levels. 
 
Financial globalization through the liberalization of the international economic 
transactions and capital transactions has occurred at lightning speed and has gone well 
beyond the commercial and productive globalization. The global financial development, 
which started in the 1970s with the relinquishment of fixed exchange rates created new 
and unprecedented opportunities for financing and hedging of financial risks. In the 
eighties, the engines of economic globalization were in the liberalization of the markets 
through the reduction of barriers to trade and investment as well as via the deregulation 
of financial markets. The interdependence that was generated in the financial sector 
worldwide triggered financial cross-border flows as never before. In net terms, the 
magnitude of these flows increased exponentially; the daily transactions of currency went 
from US $80 billion in 1980 to US$ 600 billion in 1989 and almost US$ 4 trillion in 2010, which is 
equivalent to one third of the GDP in the U.S.8  
 
The financial crisis did reduce the rate of capital flows globally starting in 2008. In fact, a 
report by the Institute of International Finance (IIF) indicates that net private capital flows 
to emerging markets fell 25% as a result of the crisis in the Euro zone. In 2011, gross capital 
flows to developing countries fell to US$ 170,000 million, i.e., only 55% from US$ 309,000 
million that entered in 2010 (World Bank 2012, p. 2). In 2011, the deceleration of these 
flows was particularly significant during the second half of the year, coinciding with the 
escalation of the crisis of the sovereign debt in the Euro zone and its impact on the 
international economy.9 But this did not seem to affect LAC, which remained strong, and 
the level of capital that arrived in the region remained stable at US$ 260,000 million, given 
that, on average, interest rates in the region are relatively high and favour capital flows. 
 
While it is true that foreign direct investment (FDI) to LAC was also affected by the global 
financial turmoil, it remained the most stable source of funding for the region. FDI flows to 
several countries in LAC showed an exceptional resilience with which these flows as a 
percentage of the GDP, before the turmoil, were kept constant in the largest economies 
of the region (Brazil, Mexico, Argentina, Colombia, Chile, Venezuela and Peru) and other 
South American countries. This shows that FDI has been a source of stability of the capital 
account during the recent financial crisis because the countries of the region have 
created conditions for this investment to find appealing conditions for its establishment. 
 
As regards the access to credit, in LAC it stalled due to the reduction in demand by 
businesses and households and the increased caution of banks to grant it. During 2009, 
the portfolio of loans in arrears increased. However, the banks took steps to strengthen 

                                                 
8 World Bank. World Economic Outlook. 2010. 
 
9 Infolatam. “Private capital favours Latin America among emerging markets,” in Infolatam. 25 January 2012. 
http://www.infolatam.com/2012/01/25/the private-capital-favors-Latin America-among-emerging-markets/ 
 

http://www.infolatam.com/2012/01/25/the%20private-capital-favors-Latin%20America-among-emerging-markets/
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their capital reserves adjusted for risk, which meant they have assumed relatively smaller 
loan risks (IMF, October 2009, p. 25). 
 
Curiously enough, the financial and banking system of LAC suffered less the ravages of 
the crisis because it maintains “low globalization” levels because of being relatively 
scarcely integrated into the global financial markets. That is to say that the majority of 
loans and other assets of international banks in LAC were granted by their local affiliates 
and financed by local deposits. Domestic financial systems in Latin America endured the 
global financial crisis in good shape. In fact, one of the weaknesses of the Latin American 
financial system proved to be one of its strengths in this crisis: the fact that all the banking 
systems in Latin America still remain below their potential, the penetration of bank credit is 
limited and the credit systems are small in relation to the size of economies. In addition, 
credit is heavily loaded towards consumption and much less to businesses. Added to this, 
the macroeconomic framework and the quality of financial supervision in LAC allowed 
the financial sector, as a whole, to appear much more resistant, stable and robust to the 
effects of this crisis. The banking system remained strong in general, which is partly due to 
the important regulatory and supervisory changes adopted before this crisis. However, as 
the research Financial Development in Latin America and the Caribbean (de la Torre 
2012) indicates, there are still major challenges as regards traditional banking supervision, 
especially with respect to the “independence of banking supervisors and their legal 
protection, the regulation of capital adequacy and consolidated supervision of the 
financial conglomerates” at the national and foreign level. The global financial explosion 
generated huge problems caused, among other reasons, by the lack of coherence 
between the greed of the market and the weakness of the institutional frameworks for 
their regulation at global and national levels (ECLAC 2002, p. 25). 
 
In its report World Economic Outlook: uncertainty and vulnerability, the World Bank finds 
that the world economy has entered a dangerous period, because part of the financial 
storm affecting Europe has spread to developing countries and other high-income 
nations, which previously had not been harmed. If global financial conditions deteriorate 
further, nations more dependent on external financing would be more affected by a 
sudden shift in capital flows, the exhaustion of credit or a sharp rise in interest rates. The 
growth of emerging economies has slowed as a result of the adjustment policies that 
these countries began to implement in late 2010 and early 2011 to mitigate the increase 
in inflationary pressures.  
 
Then, the picture that presents itself for LAC is one of growing volatility and vulnerability to 
the events that are generated in the international economy and especially in the 
financial sector. Although the region has coped generally well, we should not forget and 
overlook the great challenges that the region faces in order to be a real engine of growth 
that generates greater welfare for its people. LAC should use its position of relative stability 
and economic and financial power to act firmly and decisively in adopting a 
development model that would lead the region to raise the standard of welfare of its 
people. To the extent that the region grows and strengthens, then it will be in a better 
position to influence the evolution of globalization and take a more active role in defining 
the new international economic scenario. Although Argentina, Brazil and Mexico already 
sit at the table of the G-20, more countries of the region, and the region itself as a whole, 
would have to seek to define with greater forcefulness the future of the system, mirroring 
their objectives and priorities. 
 
Below, we present, from the perspective of LAC, a series of proposals that seek to 
contribute to the discussion towards the construction of a new development model for 
developing countries. 
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4. FOSTERING DEVELOPMENT: ELEMENTS FOR DISCUSSION 

 
Latin America and the Caribbean, just like other developing regions, already reflect their 
interest in proposing a positive agenda leading to the construction of a new 
development model, which effectively increases the quality of life and well-being of the 
population. This section is devoted to identifying the areas LAC countries consider 
essential to work on, in order to contribute to the construction of a new the development 
model. The proposals are based on the idea that development should be focused on 
finding better ways to provide each individual with the access to basic needs, as well as 
with the access to the conditions enabling him/her to fully develop their human potential. 
The goal is to provide elements for the discussion towards the creation of a new 
development model, which certainly must be adapted to the needs and possibilities of 
each country. Evidently, the development of a country can only be the result of an 
endogenous process that relies on both national and international instruments; however, 
there is a consensus on the need for development to be fostered through a series of 
public policies, which are implicitly or explicitly affected by globalization. 
 
The following are the minimum elements of public policy that will need to be considered 
in this new model: 
 

a. Promoting a favourable economic environment at all levels, in order to foster an 
inclusive and sustainable development with a fair tax base and a well-regulated 
financial system. 
 

b. Deepening trade and development cooperation and partnership through the 
support of the productive sector: industrial and trade policy. 
 

c. Innovation policies aimed at increasing productivity and competitiveness. 
 
d. Labour and environmental policies to promote a sustainable and equitable 

economic growth. 
 
The following are some concrete proposals in line with the inherent considerations of LAC, 
but they might be useful for designing the development policies of any country. The 
purpose is to contribute to the debate in a constructive and propositional way. 
 
a. Promoting a favourable economic environment  
 
The greatest challenge in fostering development in LAC is probably to find an effective 
way to reduce inequality. It has been shown that economic growth does not 
automatically results in development. Furthermore, it might cause serious inequalities 
which can be worsened by globalization. In fact, the country with the most equality in 
Latin America is more inequitable than the most unequal European country.10 Far from 
helping to reduce inequality, globalization has actually worsened it. In the last decade, 
LAC has indeed grown, but still with positive growth rates, the enormous gap in income 
inequality, access to education and training of the workforce, to market opportunities, to 
new information technologies or to a healthy environment, among others, remains 
unabridged. All this compels the design of public policies oriented to overcoming the 
inequalities existing in the different fields in which they have been made evident. 

                                                 
10 MercoPress (2010), “Gap between rich and poor in Latin America is largest in the world, says UN”, at the UN 
Habitat World Urban Forum, Rio de Janeiro, March 2010. 
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In the study on the Social Panorama of Latin America 2011, ECLAC points out the that 
region has taken important steps towards reducing inequality, through job creation and, 
to a lesser extent, through social programs aimed at enhancing the quality of life of 
vulnerable populations. Between 1990 and 2010, the poverty rate in Latin America was 
reduced in 17 percentage points, and the extreme poverty rate was reduced in 10.3 
percentage points, which translates in the region having the best poverty-reduction rates. 
Although the growth of middle classes with increasing purchasing power has been 
progressively fostered, the region still counts 174 million people living in poverty or extreme 
poverty. Moreover, 90% of those people live in middle-income countries, not poor 
countries, which results even more disturbing. 
 
A key element for reducing inequality is to maintain macroeconomic stability. The 
experience in LAC during the 1980s and the 1990s proved macroeconomic imbalances to 
be quite expensive both economically and socially speaking, mainly for the most 
vulnerable population. The experience shows that macro stability is fundamental for 
reducing vulnerabilities and promoting productive investment, both are sine qua non 
conditions for the development of productive activity, growth, and job creation. Latin 
America and the Caribbean graduated with honours from the recurrent crises suffered in 
the eighties. The region faced the 2008-2009 external crash with a stronger 
macroeconomic soundness and financial stability, because all countries had 
implemented better regulatory and governance practices, prudent fiscal policies, and a 
credible monetary discipline. In other words, LAC learned the lesson after its multiple 
crises. A development model must take good care of the macroeconomic balances that 
provide a trustful and stable environment for the development of productive activities, 
but also a better tax base and a better-regulated financial sector. 
 

i. Macroeconomic stability and international coordination  
 

Macroeconomic discipline is essential for development, economic growth, and job 
creation. It is fundamental for every country to avoid reaching unsustainable deficits, in 
both public and private sectors; to control inflation, and guarantee the stability of the real 
economic variables in the short and long term. Macroeconomic policies provide a basis 
for mitigating price volatility in basic products, stimulating productivity, and improving 
social inclusion. 
 
Furthermore, the macroeconomic coordination at the regional and international levels is 
fundamental for reducing the possibilities of distortion in the national macroeconomic 
variables. Definitely, the international context and the 2008 crisis show the serious 
limitations every country has for controlling the internal economic variables. The clearest 
example can be seen in the sudden monetary devaluations experienced in almost every 
country in LAC, as a consequence of the 2008 fall of Wall Street.11 This happened 
because the countries of the region are highly dependent on external capital flows, 
which might lead to currency appreciation and this together with the high interest rates 
end up affecting the competitiveness of the country and striking national productivity. The 
recent international experience shows that macroeconomic coordination becomes 
especially relevant in those moments when the national authorities require complete and 
precise information on the decision each individual economy will make. Although many 
of these decisions are being taken by the G-20, it is fundamental for developing countries 

                                                 
11 A clear example of macroeconomic coordination is the G-8, which has had international coordination in 
exchange rates as one of its main areas to prevent unsustainable instabilities in the balance of payments 
(Alonso 2010). 
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to have access to this information, and, even more important for them, to the access 
decision-making processes that might directly affect their economies. In this sense, LAC’s 
proposal is to promote a greater institutionalization of an effective macroeconomic 
coordination. Today, it is necessary to advance in macroeconomic coordination, 
although the difficulty of this task has been acknowledged (Alonso 2010, p. 311). It is 
necessary to be inclusive, in order to incorporate more actors. Such actors must have 
macro coordination as a priority, considering that that implies aligning their national 
policies, which will not always be easy. 

 
ii. An effective fiscal policy 
 

ECLAC (2002, p.26) underscores that globalization has led to a “remarkable economic 
concentration… all over the world”, which has also provoked many distributive tensions as 
a result of the globalization process between one country and another, and within the 
same country. The State needs resources to exercise its governing functions and to 
promote development. All this requires an effective and fair tax base, which in many 
cases demands a fiscal reform. LAC has serious distortions concerning tax collection and 
in some countries the tax collection rate is still very low. The tax burden in Latin America is 
around 18.6% of the GDP, which represents less than half of the rate in the members of 
OECD (36.4%). Furthermore, the tax structure in the region is regressive, since it is based on 
consumption-oriented taxes, or indirect taxes, over capital gains, or revenues taxes, which 
are more progressive. 
 
It is necessary to address the deficiencies of the tax structure in order to make it more 
efficient. The countries whose tax burden is kept at low levels of GDP percentage are 
required to find ways to increase such levels with the purpose of strengthening the 
capacities of the State to satisfy its responsibilities, especially in the social area. This 
requires the implementation of an effective fiscal reform that enables the introduction of 
progressive taxes, together with a highly-effective and transparent state tax 
administration, in order to direct the social expenditure to reducing inequality. 
 
Similarly, the State institutions responsible for tax policies are required to be transformed, 
so they are able to responsibly and non-populistically develop and implement a tax 
regime to address the social gaps existing in each country, because the low tax burden 
affects the possibilities for social expenditure. The United Nations Development 
Programme (UNDP 2010, p. 96) in its 2010 regional report suggests that consumption taxes 
might provide an effective mechanism for redistribution, since they can strengthen the 
fiscal capacity of States, only if public expenditure is progressive. Likewise, it is important to 
remember that a greater fiscal soundness will enable each country, and the region as a 
whole, to be armoured against any imbalance in the global economy. The OECD (2011, 
p. 15) points out that the fiscal policy can play an essential role for the financing of the 
required reforms and programmes, and for incorporating the Latin American middle class 
in the renewal of the social contract, which also implies improving the quality of public 
services. 
 
Alicia Bárcena, ECLAC Executive Secretary, points out that LAC requires “tax reforms with 
a vision for sustainable development… it is about revising tax collection and social 
expenditure structures, so they are fairer and more capable of collecting the necessary 
resources for addressing the challenges of development”.12 Currently, several countries, 
such as Chile and Guatemala, are promoting tax reforms. El Salvador already carried out 
                                                 
12 “Latinoamérica y la moda de las reformas fiscales” in Infolatam. Madrid, 14 February 2012. 
http://www.infolatam.com/2012/02/13/america-latina-y-la-moda-de-las-reformas-fiscales/ 
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its own tax reform, and Costa Rica and Nicaragua are following the same track. This is 
only the beginning, which must be extended to all the countries of the region. The tax 
reform is essential for applying countercyclical measures, such as those adopted by 
different governments. Stabilization funds, used in these years of uncertainty, were 
created as a result of the accumulation of the surplus revenues generated during the 
peak periods, as occurred at the beginning of the new millennium with the boom in the 
international food prices, commodities, and minerals. Such funds enabled different 
countries of the region (such as Brazil, Chile, Mexico, and Peru) to face the crisis sparked 
in 2008. Furthermore, the exchange-rate flexibility also promoted an anti-cyclical 
monetary administration, applying restrictive policies in peak periods, and expansionist 
policies in recessive periods. Development cannot be based on reserve accumulation, 
since such resources will not always be as plentiful; a reality the region is already 
experiencing. 
 

iii. Financial sector regulation  
 

As for the financial sector, LAC countries are in a particularly vulnerable situation, resulting 
from capital volatility, market uncertainty, the incapacity of international financial 
institutions to handle crises, and even to prevent them, the lack of effective mechanisms 
for controlling the extreme mobility of capital flows, and the pressures to pay debt 
services. If there is an area where globalization affects the Nation-State, it is in this sector. 
 
The liberalization of the financial systems in LAC has not led to a greater penetration of 
financial services or to a reduction in the high costs of intermediation. It is necessary to 
strengthen financial regulation and reinforce the legal and institutional frameworks that 
might support the national financial sectors, as well as to facilitate the rise of new 
intermediaries and new financing mechanisms (pension and investment funds, bond and 
mortgage market, and risk cover systems, among others) or the direct provision of such 
services through well-administered development banks (ECLAC 2002, p. 108). 
 
The LAC financial sector requires to be strengthened. Certainly, the reforms of the 
international financial sector being proposed today seek to reinforce the regulation to 
prevent suffering a crisis similar to the one experienced in 2008; however, that might also 
imply greater restrictions on credit. The reforms have been focused on five priority 
aspects: 1) broadening the perimeter of prudential regulation, by reassessing the concept 
of an institution of systemic importance, which should be subject to rigorous financial 
regulation, supervision, and surveillance; 2) deepening the effectiveness of consolidated 
supervision; 3) modifying the current regulatory and institutional practices for reducing 
pro-cyclicism; 4) reinforce the information spreading practices of financial institutions and 
markets of systemic importance, and 5) broadening the mandate of central banks, in 
order for them to include financial stability as an objective (IMF, October 2009, p. 11). 
These reforms might moderate credit expansion in the future, which might limit the growth 
capacity of the region. Hence, the importance for every country to aim at strengthening 
the banking and financial systems in a responsible way, but without inhibiting the 
possibilities for financing development. It is necessary to reintroduce market regulations for 
establishing the right balance between financial markets and other areas of the 
productive activity, in order to prevent another crisis. 
 
Last but not least, as part of international cooperation, it is essential to obtain financial 
resources to promote productive activities, not only to purge the financial sector. For 
instance, within the framework of its response to the world economic crisis, the IMF 
increased its credit capacity and carried out a significant reform of its loan instruments. 
The IMF also approved an important restructuring of its loan instruments, with the purpose 
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of flexibilizing the conditions and size of its loans to offer immediate financing without ex 
post conditions to countries with very sound economic policies and foundations. In fact, 
Latin America (in this case, El Salvador, Mexico, and the Caribbean) was the first region to 
benefit from such changes in the IMF loan instruments, which enable the fostering of the 
anti-cyclical policies of the countries of the region. 
 
b. Deepening trade and development cooperation and partnership by fostering the 
productive sector: industrial and trade policy 
 
A dynamic productive sector is the basis of growth. Without ignoring the important 
contributions of the primary sector (agriculture, forestry, and fishing) and the tertiary sector 
(services) to economies, industrialization has been conceived as the cornerstone of 
development. Globalization has allowed a deep interaction among national productive 
sectors, but it has also put great pressure on developing countries, as a result of their 
lingering behind in terms of production and technology. Trade liberalization and 
investment flows have resulted in a series of determinants which require countries to be 
more and more prepared in order to be able to compete in the international scenario. An 
industrial policy is required, but also a policy promoting the efficient insertion into the 
world economy.  
 

i. Industrial policy 
 

Certainly, manufacturing and industry are fundamental for economic growth, however, 
their degree of diversification and sophistication is maybe even more determining of the 
possibilities for development of low and middle-income countries. In the 1980s, world 
production became international, which implied a high-impact structural change. 
Production was relocated from developed countries to developing countries having 
plenty of labour force but low surplus value. These processes occurred spontaneously and 
with a limited range of action for the State to influence them or to obtain local or national 
benefits. The industrialization processes in LAC must deal with the restrictions derived from 
technological advances, new forms of organizing industrial activities; the geographical 
segmentation of production, and the consolidation of a limited number of recently 
industrialized countries, which entails important access barriers to the rest (SELA, May 2011, 
p. 31). 
 
The globalization of production seriously impacted the capacity of countries for 
industrialization. In fact, international trade and investment regulations established certain 
requirements to prevent countries from directing the development of their industries. 
Nevertheless, the events of the last decade have again placed industrial policy in the 
spotlight.  Both developing and industrialized countries, as well as international institutions, 
the academic world, and analysts, have become more and more aware of the role the 
State is called to play in productive development and, specifically, in industrial 
development at the national level. Discussing industrial policy has ceased to be a taboo 
and there is a bigger consensus on the idea that industrial policy must become again a 
central part of economic policies and developing countries. 
 
It is fundamental for the new development model to be considered and implemented to 
reopen a space for industrial policies within the framework of national and regional 
economic policies. Industrial policies comprise two sides which are mutually reinforced. 
The first side has to do with those policies oriented to the education and training of the 
qualified labour force in order to take part in global production processes, research, 
development, and infrastructure availability for the development of network industries, 
such as transport and telecommunications, just to name a few. The second side is related 
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to the selective policies aimed at the development of specific sectors based on their own 
resources, but more significantly based on the sectors intended to be developed as part 
of a broad national development project. 
 
A successful industrial development policy must necessarily consider the competitors and 
the way it must become integrated into value chains. Nevertheless, that requires access 
to new technologies and resources to develop innovations and carry out new 
developments. Since no country alone can be considered as a sole technology 
generating country, it results highly efficient for the States to develop cooperation 
schemes for industrial development, being international cooperation a good way to 
achieve that. Within the context of the recent financial crisis, developing countries might 
be offered opportunities to participate in global value chains, because certain 
production processes or activities might be relocated in these regions, as a way to 
increase the competitiveness of enterprises or sectors from industrialized countries, for 
instance, in automotive production (SELA, May 2011, p. 32). 
 
The options of industrial policy measures available for developing countries are now more 
limited than in the sixties and seventies when direct subsidies, performance requirements, 
fiscal incentives, among others, were used. However, it is necessary to seriously redefine 
how the elements of an industrial policy in keeping with a new development policy, 
including national and global dimensions, can be fostered from the State and with the 
support of the productive sector, the academic field, and civil society as a whole. In this 
sense, the following are some elements that should be considered when developing an 
industrial policy adapted to the reality and possibilities of each country.13 
 

1. Establish a clear policy for incentives and subsidies to new activities in the 
productive sectors of industry, agriculture and livestock, and services, in order to 
create a comparative advantage for the country. Such incentives and subsidies 
must have a determined periodicity and they must be accompanied by 
programmes that can precisely measure the effectiveness of such incentives. In 
the same way, they must be flexible enough to be rectified whenever necessary. 

 
2. Provide support to activities with possibilities for multiplying effect that can set the 

example for other sectors. ECLAC recommends the creation of new production 
areas generating important economic niches, since the current structure of the 
region represents a weakness for promoting high-quality economic activity and 
growth. 

 
3. Entrust industrial policy to institutions not submitted to political cycles, which are 

capable enough to develop and implement it, and might offer a high level of 
transparency. Moreover, adopt constant supervision and surveillance mechanisms 
that might ensure that these institutions perform at their best in the implementation 
of strategies, programmes, and projects. 

 
4. Guarantee the correct and effective participation of the private sector in the 

development of the industrial policy, in order to obtain the best information and 
make the best decisions, since it is the productive sector the one that can really 
contribute with concrete elements for defining the real success possibilities of an 
industrial policy. 

                                                 
13 Some proposals are discussed in a deeper manner in Isaac Sánchez. “Desaceleración del crecimiento y 
manufacturas en México,” in Comercio Exterior. 24 November 2011.  
http://revistacomercioexterior.com/ce/2011/11/desaceleracion-del-crecimiento-y-manufacturas-en-mexico/ 
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5. Assign resources for promoting the productive sector. Having a dynamic 

productive sector requires resources, which demands a modern and solid 
financial sector (see above). In most LAC countries, the public sector remains as 
the main or even the only entity for offering, guaranteeing, or fostering financing, 
even though there are different investment funds in the region (The World Bank, 
Nov. 2011, p.136). Pension Funds invest most of their portfolio (around 60% of the 
portfolios) in government bonds, and they prefer short-term investments and safe 
assets over long-term investments and risk assets. The path to development 
demands greater access to long-term financing, which seems as a difficult task, 
since Latin America does not have the right conditions yet. The market favours 
high-yield short-term investments on low-risk activities, which difficult the financing 
of big projects in the long term. Moreover, promoting internal savings in enterprises 
and the establishment of family saving incentive mechanisms, mostly with pension 
purposes, might be considered the right instruments for increasing the levels of 
national savings, which could be directed to productive development (ECLAC, 
2002, p. 108). 

 
6. Identify the sectors suitable for action, considering the real possibilities for 

investment. 
 

7. Establish investment and export promotion programmes for identifying potential 
clients. Ignoring the final purchaser will cause any strategy to be incomplete.  

 
8. Within the framework of international cooperation, it would be advisable to 

promote programmes broadening the productive chains linked to the 
international market or where transnational enterprises participate, which might 
serve as bridge for promoting – with higher success probabilities – the exports of 
nationally-developed products.  

 
9. International development cooperation programmes such as those implemented 

by the Investment and Technology Promotion Office (ITPO) of the UNIDO are an 
excellent instrument for mobilizing resources of technical, administrative and 
managerial nature, with the purpose of promoting industrial and technological 
investments for the benefit of small and medium-sized industries. The ITPO already 
works in LAC countries, such as Mexico, from where it also handles programmes for 
Central America and the Caribbean. 
 
ii. Trade integration  
 

Trade contributes to economic growth, a key factor in reducing poverty. In that sense, 
regional integration for promoting trade might be a growth-accelerating factor. Trade 
liberalization and globalization have enabled developing countries to take the 
opportunities derived from a greater integration with the world economy, but it has also 
exposed vulnerable sectors to fierce foreign competition. Trade integration can be a very 
powerful instrument for growth and development, but it can also ruin entire productive 
sectors. Along with industrial policy, free trade requires simultaneous investments in human 
capital (education, employment, health), and on other equally-important areas, such as 
infrastructure, access to financing, and technical assistance, through trade facilitation. 
Likewise, it is necessary to include the vulnerable and minority groups, without neglecting 
gender equality. 
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As for the international trade system, the regulations of international trade have reached 
an impasse, as a result of the lack of progress at the Doha Round. This has led to the 
proliferation of regional trade agreements (RTAs) in which the developing countries have 
become more and more involved. Since the experience in LAC has resulted in very 
limited progress towards integration, it is necessary to conceive new structures and face 
the issues that have not yet been addressed. The following are a series of areas that LAC 
considers fundamental for enabling developing countries to benefit from trade to 
promote growth and well-being. 
 

1. The regulation of international trade must consider the way States can 
promote policies to increase the competitiveness of their offers in the world 
markets. The Uruguay Round Agreements, created by the WTO in 1994, 
reduced the range of manoeuvre of governments for promoting exports 
through traditional national policies. Export subsidies were submitted to certain 
disciplines, and the use of trade measures related to investment, such as 
performance requirements and minimum levels of national contents, was 
banned. All this reduced the capacity of States to promote exporting sectors. 
Nevertheless, there are other types of instruments, such as technological 
support and regional and environmental development, which are more used 
among developed countries and might create distortions in trade trends and 
affect developing countries. That is the reason why ECLAC considers 
developing countries must propose policies and instruments for promoting 
exports as part of the Doha negotiations or the RTAs (ECLAC 2002, p. 125). 
Developing countries must be very active and propositive in the multilateral 
negotiations of the WTO, in order to promote their own agenda which allows 
them to effectively participate in the global market. Developing countries must 
forcefully intervene in the processes for defining the multilateral trade system, 
in order to ensure that their interests will prevail. 

 
2. A pending task for LAC countries is precisely their low level of integration. In this 

context of financial crisis and deceleration/recession in industrialized markets, it 
is not only desirable but urgent to strengthen the capacity of the region to 
become a target market for the products made in the region. It is 
fundamental for LAC and, in a broader sense, for developing countries, to be 
conceived as markets with a growing purchasing capacity. The diversification 
of export markets demands intense trade diplomacy, oriented to ensure the 
stable access to markets in developing countries. 

 
3. For emerging countries, and especially LAC, to have a greater weight in the 

trends of global trade, it is necessary to create the infrastructure for 
competitive and high-quality services – financing, insurance, promotion, and 
certification – that supports the exports of goods and services. In this context, it 
is obvious the need for promoting a greater participation of the region in the 
world trade of highly-technological goods and services. The efficient and 
effective insertion in the world markets requires good infrastructure services, 
mostly in telecommunications, port services, maritime transport, and energy 
services (electricity and gas) (ECLAC 2002). 

 
4. The comparative advantages of developing countries must progressively be 

focused on comparative advantages in product and process development. It 
will be of little help to focus integration processes in low wages, tax cuts to 
attract investments, or the intensive use of natural resources, since, as it has 
been seen before, such strategies do not ensure long-term growth and well-
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being. It is vital to improve training and provide the labour force with the skills 
needed to compete in the global market. Trade liberalization can help 
reducing inequality, provided that the workers are better qualified. 

 
5. Most of the Regional Trade Agreements (RTAs) in LAC are not provided with 

resolutions for promoting social cohesion or structural funds, similar to the ones 
used in the European Union to compensate the least developed economies 
and the gradual suppression of the great differences in income and well-
being. The existence of such funds might accelerate the progress towards a 
regional integration where all the members are able to notice its benefits.  

 
6. International cooperation through technical assistance has proved to be an 

effective instrument for promoting investments from developing countries on 
global markets. In fact, the initiative of several international institutions for trade 
facilitation has allowed the simplification of customs regulations and 
procedures, as well as other administrative procedures. LAC countries would 
greatly benefit by reducing the margins of error, in compliance with the 
international trade regulations for ensuring the effective flow of trade. (Foxley 
2010). 

 
7. The inclusion of vulnerable groups in the trade trends must also be part of the 

agenda. If globalization fails at properly meeting their demands, it might result 
in a destabilizing factor. In this sense, women must be effectively included in 
globalization, and gender equality must be part of the trade promotion 
policies and the exportable offer. Women in LAC are mostly active in the 
service sector and they face structural difficulties for obtaining financing. The 
International Trade Center of UNCTAD/WTO has established practical 
guidelines for women to increase their possibilities for participating in the global 
market. It is fundamental to have export policies adopting a gender vision in 
order to meet the needs and demands of women in the world market (de la 
Mora 2010). 

 
Certainly, international trade has been one of the most powerful instruments of 
globalization, but its effects have not been equitable for everybody, either on the benefits 
or the costs. This is why the State has a role to play in turning international trade into a 
pillar of the new development model. 
 
c. Innovation policies related to the productive sector to promote development  
 
The growth rate of an economy, and therefore, its development potential, depends on 
the type of activities supporting said economy; hence the importance of staying in the 
vanguard. A new development model should strive to boost growth by promoting 
innovation, productivity and competitiveness through instruments designed specifically for 
that purpose. One proven method is innovation. The constant transformation of national 
and global productive structures allow activities and sectors to spearhead the growth 
process, while others lag behind and remain obsolete (ECLAC 2002, p. 110). 
 
In its study Innovar para Crecer (2009), ECLAC points out that innovation is a strategic 
variable that should be a priority in development policies, which will increase the added 
value of local production. Also, UNCTAD and UNIDO have identified key elements that will 
allow innovation to lead to better-quality growth and development inasmuch as 
knowledge is the foundation to maintain and increase competitiveness and productivity, 
which are two vital elements that increase real income of the population. Current trends 
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of productive development, and specifically industrial development, at a global scale, 
are based on knowledge and information technologies. In a world of globalized and 
interdependent production, the focus on innovation is vital for countries to insert 
themselves into the value chains of global production and thereby boost development 
and growth. Innovation allows for the creation of new productive areas that generate 
significant economic niches, which in turn promote diversification of production. The 
great challenge of LAC is to change the pattern of “commoditization” of domestic 
production and foreign trade in the region, which bears a strong resemblance to that of 
the 1950s.14 Therefore, in order to move towards an economy based on knowledge and 
innovation it is necessary to consider the following: 

 
1. Each country should attach top priority to education, science and technology 

development, and training of qualified human resources. These elements should 
be central to the productive development effort at the national, subregional and 
regional scales (SELA May 2011, p. 24). Given the key role of knowledge, any 
development strategy should allocate more funds to education, job and business 
training, science and technology. It is a fact that companies today are facing 
more strict entry requirements, not only in terms of capital but also production and 
administrative qualifications, as well as infrastructure. Education is the best route 
out of poverty and inequality, and it is even more transcendent in view of 
globalization, which increasingly requires access to human resources capable of 
participating in new forms of production, competition and coexistence.  

 
2. Allocating more State funds to education to achieve at least similar levels to those 

proposed by the OECD: 6% of GDP (ECLAC 2002, p. 121). National efforts should 
be aimed at providing universal coverage, raise the quality of education and 
respond to market demands, because educational development in LAC faces 
challenges related to new technologies. It is necessary to effectively link 
education with the productive sector, and achieve greater consistency between 
technical and university education and qualifications and competitiveness 
required, through more relevant curricula and effective use of new technological 
resources. 

 
3. The State should lead a serious effort to make innovation a development 

guideline, because the State is best positioned to create dynamic innovation 
systems in close collaboration with the private sector. This will ensure a greater 
capacity for all stakeholders to absorb knowledge, and the development of 
appropriate mechanisms to facilitate the transfer and adaptation of technology 
and business skills. 

 
4. Innovation should be at the centre of a policy designed to strengthen national 

production. This requires developing State policies to reinforce the productive 
sector, as done by all countries that have achieved high levels of development. 
While policies in each country differ, what they have in common is resources and 
incentives for entrepreneurs to take risks. 

 
5. Innovations per se are not triggers of growth unless they are properly articulated 

with the productive sector. Allocating more resources to investment in education, 
R&D, and infrastructure for science and technology is not sufficient to ensure an 
innovation-led growth. The generation of new knowledge and innovative 

                                                 
14 We refer to the pattern of exports of raw materials, minerals and natural resources that characterized the 
export supply from Latin America and the Caribbean during World War II and the subsequent postwar period. 
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production processes means having substantial investment resources and large 
markets. There is a need for programmes to ensure that innovations are correctly 
oriented to meeting market demand. Without customers, innovations will do little 
to boost economic activity and its multiplier effects for the development of a 
community. 

 
6. Linkage policies aimed at increasing added value in export sectors or that 

concentrate a large volume of foreign direct investment must be among the 
priorities of each country. The linkages to be promoted are those associated with 
the provision of services with high technological content, which can only be 
achieved with education and innovation. 

 
7. Innovation systems must be strengthened at local, national and – increasingly –

regional level. The creation of production clusters can help guide small and 
medium-sized enterprises towards production for international markets or facilitate 
linkages with export sectors (ECLAC, 2000a, vol. III, Chap. 3). These partnerships 
can help companies in developing countries acquire specific skills in certain 
segments of the value chain, which will require links to international production 
networks to facilitate their learning processes in order to efficiently contribute to 
the value chain. Trying to enter global value chains of production through 
specialization in a particular sector may be easier than trying to do so through an 
entire process, which can be extremely difficult for most countries. Therefore, the 
new industrialization strategy lies in focusing efforts and resources on a few 
innovative segments and move incrementally toward the objective. Under these 
conditions, it is essential to capture international knowledge (SELA, May 2011, p. 
17). 

 
8. With respect to primary activities, especially production of food and agricultural 

raw materials and extractive industries (particularly those related to energy and 
industrial raw materials), these are key sectors for a balanced development and 
as drivers of economic growth in LAC, most of which could be greatly promoted 
through the development of innovation and value creation. To date, this 
development has come mainly from companies in industrialized countries that 
promote and offer their own innovations. It is necessary to tackle the structural 
problems of agriculture in the region with long-term efforts to boost agricultural 
production and productivity, with particular emphasis on the development of 
knowledge and innovations that can help small producers, given their huge 
potential to increase food production and improve food security at household, 
local and even national level. (ECLAC, FAO, IICA, 2011, 29). 

 
9. At the level of international cooperation, trade facilitation programmes are 

needed to overcome the productivity gap, which has led to the coexistence of 
high productivity sectors, strongly connected to cutting-edge technological 
advances in global markets, and a vast majority of companies with very low levels 
of innovation, and consequently, of productivity. LAC need to pay special 
attention to one of the major shortcomings which characterize our economies 
today: the limited capacity for development and innovation to promote industries 
with higher value added and for breaking the easy cycle of exporting raw 
materials. 
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d.  Social inclusion policies: employment and environmental sustainability to promote 
sustainable and equitable economic growth 
 
Another fundamental requirement of the new development model is a new Redistributive 
Social Pact based on the collaboration of governments, employers and societies 
nationally and internationally. This has been somewhat achieved with the establishment 
of the MDGs, but progress so far has not been sufficient. The Social Pact of the new 
development model should consider that countries need to grow to distribute and at the 
same time, distribute to grow. Promoting growth and development requires a new 
equation that integrates correctly State, market, and society (SELA 2011, p. 3). It is 
essential to review social policies because perhaps the most dramatic and profound 
effect of the 2008 crisis has been the increase in unemployment at all levels, as well as in 
environmental aspects and climate change. 

 
i. Labour policies  

 
Globalization and the financial crisis have had dramatic effects on employment in 
developed and developing countries, which also entails new social risks. This forces us to 
conceive a new social contract that takes into account labour policies that provide 
options for training to perform new activities, but also where businesses have the ability to 
respond timely and effectively to changing market conditions. A well qualified workforce 
depends not only on a good education system but also on good labour policies that help 
raise the competitiveness of a country. 
 
Employment is a key element of integration and social cohesion. Globalization has 
increased the risks faced by labour, caused by macroeconomic instability, the use of new 
and changing technologies, and the deterioration in employment caused by 
international competition in more traditional sectors. Globalization also requires the labour 
force to reach increased levels of competition thereby raising productivity and wages. 
Otherwise, there is a risk of employment remaining in low-paying sectors. 
 
Also, a major weakness of labour markets in the region is their high levels of informality. By 
2005, informality in LAC accounted for 40% to 65% of urban employment, significantly 
higher than in the 1980s. This explains why much of the population does not participate in 
the benefits of economic growth, and is subsequently unable to benefit from globalization 
(García 2007). 
 
It is therefore necessary to develop flexible and innovative policies that provide proper 
support to cope effectively with globalization. Here are some suggestions for 
consideration for a new development model. 
 

1. An increase in labour productivity requires the development of comprehensive 
strategies to increase investment in human resources, and prevent the type of 
competitiveness that is achieved primarily by reducing labour costs. It requires the 
State, together with the private sector, to develop and implement programmes 
that enable the workforce of a country to adapt to the changing realities of the 
international economy. 
 

2. In outlining job training policies, due account should be taken of a long-term, 
integrated perspective, in a manner consistent with the vision of industrial and 
economic development of each country. Only then will countries develop the 
workforce required by their productive sectors to produce efficiently and 
compete in local and global markets. 
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3. In the future, in order to participate in international markets, countries may be 

required to demonstrate a certain level of certification of the quality of labour in 
certain service sectors or in certain production processes. Hence the importance 
of the State in devising policies to ensure the competence of the workforce to 
access international markets. 
 

4. It is essential for labour policies to promote formal employment through the 
creation of legislation, institutions and incentives. This will promote better 
conditions for the workforce, and will generate better conditions to benefit from 
growth and development. 
 
ii. Environmental policies towards a green economy 
 

The environmental agenda should be placed at the centre of any development model 
that seeks to promote well-being. The priorities of the environmental agenda are global 
and have gradually permeated institutions, public policies and business practices in 
developed and developing countries alike. The 2008 global financial crisis has led to 
rethinking the effect of the current production and growth pattern on the environment. 
The financial and economic crisis experienced today by the global economy has placed 
the issue of the recovery and how it should be handled on the focus of the debate. 
Seemingly, economic recovery will not be possible under the premises of a traditional 
carbon-based economy, due to the depletion of the natural resources used to maintain 
production under present conditions. More and more voices at government and civil 
society level have expressed themselves against growth in the traditional way, and 
suggest that the green economy is the only way to get back on track towards sustainable 
growth. In fact, at the G-20 Summit in Cannes, leaders decided to encourage and 
promote clean energy in order to optimize the potential of green growth and ensure 
sustainable development in each country.15 As a matter of fact, the Group has 
considered the environmental issue and the transition towards a green economy as the 
only way to overcome the current economic crisis.16 The mitigation measures to surmount 
the effects of the crisis should be a central component of the so-called “Global New 
Deal”. Environmental organizations such as Greenpeace have urged the G-20 to develop 
clean energy as the only option to save both the world economy and the planet. 
 
To achieve growth sustainability, it is vital to change the production paradigm. It is 
necessary to align development with sustainable production methods. Analyses by 
agencies such as the United Nations Environment Programme (UNEP), the OECD, ECLAC 
and SELA have found that the green economy appears to be the best – if not the only – 
real alternative to get back on track towards growth and sustainable development. But 
this will not be achieved automatically, as it requires public policies to promote the 
transition towards a green economy. 
 

                                                 
15 The G-20 is made up by the Finance Ministers and Central Bank Governors from 19 countries and the European 
Union, namely: Argentina, Australia, Brazil, Canada, China, the European Union, France, Germany, India, 
Indonesia, Italy, Japan, Mexico, Republic of Korea, Russia, Saudi Arabia, South Africa, Turkey, United Kingdom, 
and the United States.  
 
16 In previous joint statements by the G-20 leaders and international organizations. German Chancellor Angela 
Merkel and the Heads of the OECD, WTO, ILO, IMF and the World Bank met in Berlin on 6 October 2011, and 
urged to restore confidence and improve balanced and sustainable growth, as well as employment prospects 
before the G-20 Summit in Cannes in November 2011. 
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1. Public policies play a central role to play in the transition to a green economy. The 

levy of “green taxes” on traditional activities can stimulate green investment to 
enable the development of innovations needed to realize the transition. Another 
suggestion is to establish a tax incentive policy through capital grants, subsidies, 
bonuses, and payments to the production of renewable energy, in order to 
promote said transition. Instruments that can be used include: reduction of taxes 
on purchases, energy, VAT or other taxes to activities carried out with renewable 
energy sources. 
 

2. It is necessary to develop policies to promote sustainable domestic and foreign 
investment. In fact, foreign investment can serve as a vehicle to transfer clean 
technologies, export goods and services with a high environmental component –
organic agricultural products, and eco-tourism or with eco-certification – and to 
promote international certification instruments that are increasingly demanded by 
consumers, who are now more aware of the need to protect the environment 
and natural resources. Both FDI and international trade have proven to be 
effective means to incorporate clean technologies into production processes in 
the region (ECLAC, 2002, p. 112). 

 
3. In order to move towards a green economy it is necessary to promote the 

development of alternative sources of renewable energy, which will require 
purpose-specific public policies but also financial and technological resources. In 
this sense, it will require the support from the public and private sectors to carry out 
major investments, which most probably will have to be attracted from beyond 
the local area, and from sources of international economic and technical 
cooperation. One way to promote it is through tax credits for investment or 
production of renewable energy sources and “green” production processes. 

 
4. The State must develop policies and programmes to find the best way to prevent 

severe imbalances in labour markets that could be generated when moving to 
new forms of production. In this regard, it is of vital importance for the State to 
provide mechanisms for labour force training and reconversion of production in 
agriculture, fisheries, industry and various service sectors. 

 
 
CONCLUSIONS 
 
The 2008 financial crisis has had an impact on the real economy of LAC. Thanks to the 
lessons of the past that helped create stable macroeconomic conditions and sound 
public finances, the region was able to overcome the crisis without major shocks. 
Although the region has made significant progress and its recovery has been rapid, it 
would be a mistake to become complacent about its good performance. The effects of 
the crisis on economic growth and employment reveal the vulnerabilities in the region in 
face of any event in the global economy.  
 
The crisis has exposed the need to rethink development models. Clearly, a dynamic 
economic growth is not sufficient to promote development. In LAC, development requires 
a better income distribution, creating more and better jobs, innovation and sustainable 
preservation of the environment if we are to improve the well-being of the population. 
 
Most nations in the region have now fewer fiscal and monetary opportunities than in 2008 
and 2009 to implement counter-cyclical policies to address a serious deterioration in 
global conditions. It is time to seize the occasion to seriously rethink the development 
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model of the 21st century. It is essential to promote a debate to advance a model that 
allows developing countries to reduce their vulnerabilities to the effects of globalization. 
To this end, this paper has recognized that development is primarily an endogenous effort 
that requires rethinking a number of public policy areas – macroeconomics, taxes, 
finances, industry, trade, innovation, labour, environment – which will have to adapt or 
adjust to the challenges and opportunities posed by globalization. 
 
 

 





Elements for a Latin American and Caribbean contribution               SP/Di No. 3-12 
to UNCTAD XIII (Development-centred globalization:  
Towards inclusive and sustainable growth and development) 

 

37 
BIBLIOGRAPHY 
 
José Antonio Alonso “Coordinación macroeconómica y desequilibrios globales” in 

Pensamiento Iberoamericano. No 6, 2010. pp. 285-314. 

World Bank. Perspectivas económicas mundiales: Crisis, Finanzas y Crecimiento. 
Perspectivas Económicas Mundiales 2010. Washington, D.C. World Bank. 2010. 36 
pp. 

World Bank. Perspectivas económicas mundiales: incertidumbre y vulnerabilidad. 2012. 
www.worldbank.org/globaloutlook. 

 De la Torre, Augusto, Alain Ize and Sergio L. Schmukler. El Desarrollo Financiero en 
América Latina y el Caribe. El Camino por Delante. Washington, D.C. World Bank. 
2012.) 
http://web.worldbank.org/WBSITE/EXTERNAL/BANCOMUNDIAL/EXTSPPAISES/LACINS
PANISHEXT/0,,contentMDK:23055090~pagePK:146736~piPK:146830~theSitePK:48966
9,00.html) 

ECLAC, FAO and IICA, 2011a, 2 y 29 Economic Commission for Latin America and the 
Caribbean, UN Food and Agriculture Organization and Inter-American Institute for 
Cooperation on Agriculture, “Volatilidad de precios en los mercados agrícolas: 
implicaciones para América Latina y opciones de política”, Santiago, 2011. 

ECLAC. Executive Secretariat. “Globalización y Desarrollo”. Santiago, Chile, ECLAC. April 
2002. 

Corigiano, Francisco. “Ciclos de globalización, modelos de crecimiento económico y 
paradigmas de política exterior: el caso argentine”. (1862-2006). Temas y debates 
13/comunicaciones, August 2007.  

De la Mora, Luz María. “La equidad de género, un gran negocio,” in SMEs as a factor for 
integration: 35 years of sustained efforts by SELA. SELA - IBERPYME Programme. 
Barquisimeto, Venezuela: Editorial Horizonte C.A. October 2010. pp. 37-66. 

Ferrer, Aldo. “La Globalización, la crisis financiera y América Latina” in Comercio Exterior, 
Vol. 49, No. 6, June 1999, Mexico, BANCOMEXT, pp. 527-536. 

International Monetary Fund. Perspectivas Económicas Regionales. Las Américas. Se evitó 
la Crisis, qué sigue ahora. October 2009. 89 pp. 

World Economic Forum. Global Risks 2012. 7th edition. 
(http://reports.weforum.org/global-risks-2012/) 

Foxley, Alejandro. Regional Trade Blocs: The Way to the Future. Washington DC: Carnegie 
Endowment for International Peace. 2010. (www.CarnegieEndowment.org/pubs) 

Frenkel, Roberto. “Globalización y crisis financieras en América Latina,” in Revista de la 
CEPAL. No. 80. August 2003. pp. 41-54. 

García, Norberto E. “Empleo y Globalización en América Latina” in Revista de Economía 
Mundial. No 17. 2007. pp. 51-75. 

http://www.worldbank.org/globaloutlook
http://web.worldbank.org/WBSITE/EXTERNAL/BANCOMUNDIAL/EXTSPPAISES/LACINSPANISHEXT/0,,contentMDK:23055090%7EpagePK:146736%7EpiPK:146830%7EtheSitePK:489669,00.html
http://web.worldbank.org/WBSITE/EXTERNAL/BANCOMUNDIAL/EXTSPPAISES/LACINSPANISHEXT/0,,contentMDK:23055090%7EpagePK:146736%7EpiPK:146830%7EtheSitePK:489669,00.html
http://web.worldbank.org/WBSITE/EXTERNAL/BANCOMUNDIAL/EXTSPPAISES/LACINSPANISHEXT/0,,contentMDK:23055090%7EpagePK:146736%7EpiPK:146830%7EtheSitePK:489669,00.html
http://www.carnegieendowment.org/pubs


Permanent Secretariat                Extra-regional Relations 

38 
Lozoya, Jorge Alberto. “México y la nueva geopolítica mundial”, published in the book by 

Arturo C. Sotomayor and Gustavo Vega (coord.) El Mundo desde México: Ensayos 
de Política Internacional. Homage to Olga Pellicer, Mexico, El Colegio de México/ 
Instituto Tecnológico Autónomo de México / Centro de Investigación y Docencia 
Económicas, 2008, pp.17- 23. 

Montobbio, Manuel. Desarrollo: “Viejos Mitos y Nuevos Paradigmas”. Fundación Carolina. 
January 2009. 6 pp. 

 http://www.fundacioncarolina.es/es-
ES/nombrespropios/Documents/NPMMontobbio01-09.pdf 

United Nations. General Assembly. Resolution approved by the General Assembly 55/2. 
Millennium Declaration. A/RES/55/2. Quincuagésimo quinto periodo de sesiones. 13 
de septiembre de 2000.   

Naím, Moisés. “La latinoamericanización de Europa” in El País. 6 November 2011. 
http://www.moisesnaim.com/node/867  

Ocampo, José Antonio and Juan Martin, Publishers. “Globalización y desarrollo. Una 
reflexión desde América Latina y el Caribe”. ECLAC-Alfaomega. October 2003. 

OECD. “Perspectivas Económicas de América Latina 2011”. Paris: OECD 2010. 

UN. “Situación y perspectivas de la Economía Mundial 2012”. 
 http://www.un.org/en/development/desa/policy/wesp/index.shtml 

UNDP. “Informe Regional sobre Desarrollo Humano para América Latina y el Caribe 2010: 
Actuar sobre el futuro: romper la transmisión intergeneracional de la desigualdad”. 
July 2010. 

SELA. “Coordination and convergence for productive integration in Latin America and 
the Caribbean”. Base document for the Meeting of regional and subregional 
integration mechanisms on the productive dimension. SP/RMRSIDP/DT No 2-11. 5 
and 6 May 2011. 52 pp. 

SELA. “The vision of the green economy in Latin America and the Caribbean”. January 
2012. SP/Di No 01-12. 53 pp. 

 
 

http://www.fundacioncarolina.es/es-ES/nombrespropios/Documents/NPMMontobbio01-09.pdf
http://www.fundacioncarolina.es/es-ES/nombrespropios/Documents/NPMMontobbio01-09.pdf
http://www.un.org/en/development/desa/policy/wesp/index.shtml

	EXECUTIVE SUMMARY
	1. DEVELOPMENT AND GLOBALIZATION
	3. FINANCIAL CRISIS VS. ECONOMIC GROWTH?
	4. FOSTERING DEVELOPMENT: ELEMENTS FOR DISCUSSION
	i. Macroeconomic stability and international coordination 
	ii. An effective fiscal policy
	iii. Financial sector regulation 
	b. Deepening trade and development cooperation and partnership by fostering the productive sector: industrial and trade policy
	i. Industrial policy
	ii. Trade integration 
	i. Labour policies 
	ii. Environmental policies towards a green economy


	CONCLUSIONS
	BIBLIOGRAPHY

