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Foreword

2010 will be a critical year for Latin American economies. After being hit by the global economic and financial crisis, the economies of the region show signs of recovering. Considerable improvements in the macroeconomic fundamentals and the quality of economic governance in recent years have allowed several countries in the region to use fiscal and monetary stimulus in a sustainable way. Furthermore, the strength of financial systems has been instrumental in averting financial crises that unfortunately had been the norm rather than the exception for the region during previous periods of international economic turmoil. Nevertheless, volatile commodity prices, scarcer inflows of portfolio and investment capital and slowing migrants’ remittances pose important challenges for many countries.

On top of these uncertainties for 2010, the key long-term challenges for public policy in Latin America and the Caribbean – the very challenges that inspired us to launch this annual report three years ago – remain the same: achieving socially and environmentally sustainable development and creating opportunities for all by promoting growth, combating poverty and reducing inequality. Additionally, most Latin American countries still need to address long-term competitiveness issues if they are to achieve a sustainable increase in living standards. This means pursuing structural reforms, boosting innovation and avoiding protectionism.

With the OECD Latin American Economic Outlook 2010, the OECD Development Centre makes another contribution towards this agenda. Building on the OECD’s analytical expertise on best policy practices, this year’s report explores the macroeconomic implications of the crisis in Latin America. It also covers issues of investment and recent migration patterns in the context of the crisis.

The need to resist the call for protectionism is underscored in this year’s edition. Indeed, the Outlook concludes that Latin American countries with larger financial and commercial flows have built up greater resilience to external shocks. In order to succeed, nonetheless, they need to diversify exports, hedge their financial portfolios, insure their revenues against terms-of trade risks, build up reserves and balance their public accounts.

This year’s Outlook also highlights the importance that people and capital flows related to international migration will play in the region’s recovery. Though remittances are generally more stable than other resource flows to Latin American economies, receipts in the region will drop for the first time in many years in 2009. Poor households that rely on this source of income will particularly feel the pinch. The report does an excellent job in identifying the implications of these new trends for the development of the region, paying special attention to the effects of migration and remittances on labour markets, financial deepening and social protection.

The recommendations put forward by the Latin American Economic Outlook 2010 provide guidance for OECD and Latin American governments to make the most of migration by working together and improving co-ordination. In particular, governments in countries of immigration should adjust their migration policies and upgrade their integration frameworks so that migration can contribute to meeting future labour needs in the context of ageing population. Along these lines, new policies should include mechanisms to discourage irregular flows and facilitate legal channels; they should also extend social benefits to immigrants and facilitate portability across borders. For countries of emigration in Latin America and the Caribbean, the report offers practical insights on how remittances can better promote development by formalising currently informal flows of money. It argues for more access to, and stronger competition in banking services, better regulatory frameworks and active policies to engage diasporas with incentives to send money home, either privately or through government-sponsored mechanisms.

The continued research and policy dialogue activities carried out by the OECD Development Centre through the OECD Latin American Economic Outlook series have contributed to bringing OECD experience closer to Latin America, while at the same time raising the visibility of Latin American issues among our member countries. As we have all learned in recent months, every crisis offers an opportunity. If Latin America takes the right measures it could certainly emerge reinforced from the recent turmoil. This Latin American Economic Outlook 2010 provides a useful and valuable compass in that undertaking.




 Angel Gurría 
OECD Secretary-General
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Preface

The OECD Latin American Economic Outlook 2010 is released at a critical moment for Latin America and the Caribbean. On the heels of the first unambiguous contraction of GDP in 25 years, a considerable drop in foreign trade and investment and a surge in unemployment, the region’s economic outlook for 2010 is already substantially positive. However, the one million dollar question is to what extent Latin America’s economic pragmatism of the past decade will translate into the necessary stability to focus on the many development challenges the region faces in a still uncertain global economic scenario.

Once more, this year’s Outlook focuses attention on Latin America’s long-term development challenges, rather than on short-term fluctuations that frequently distract our everyday attention from the underlying issues at stake. After exploring fiscal policy issues in our 2009 Outlook, and underscoring ways that tax revenues and public spending could do more to combat poverty and inequality, this edition of our annual flagship publication on Latin America turns its attention to another of the region’s main challenges: maximising the contribution that migration and remittances can make to improve the well-being of so many Latin Americans affected by this phenomenon.

With more than 20 million Latin Americans living outside their country of birth – almost 5% of the region’s total population – the effect of the global crisis on migration patterns and the numerous immigrants already living abroad will be a major one for most Latin American economies. Indeed, immigrants are already among the hardest-hit labour force groups in most OECD countries, with their unemployment rates increasing more rapidly than among natives, mainly as a result of their over-representation in sectors particularly affected by the downturn (e.g. construction, tourism). By examining the implications of global people, money and idea flows for employment, social protection and financial development, we hope to generate concrete proposals about how both sending and recipient countries can benefit from migration.

This year’s OECD Latin American Economic Outlook includes two important new features that respond to the feedback and recommendations readers provided regarding previous editions. First, the publication contains an opening macroeconomic overview; naturally, this year’s macro overview analyses the effects of the global economic crisis on the region, with a focus on structural dimensions. In addition, the report also includes specific country notes analysing recent migration trends and policies in the six Latin American states belonging to the Governing Board of the OECD Development Centre – Brazil, Chile, Colombia, Costa Rica, Mexico and Peru – as well as Argentina and the Dominican Republic, who are currently negotiating their accession. These country notes, as well as similar information for other countries in the region, will be available on the report’s website.

The macroeconomic overview argues that, contrary to the general belief that greater exposure to trade and capital flows makes an economy more vulnerable, larger financial and commercial flows have resulted in many cases in the building up of resilience to withstand the crisis, allowing most Latin American countries to better confront the shock. By looking at the current account and financial links, we have produced new exposure and resilience indexes comparing the current crisis to that of 1981-1982.

The conclusion is straightforward: the region weathered the most recent shock from a much better position, allowing many countries to use fiscal and monetary tools to stimulate demand without compromising macroeconomic fundamentals. Some of the best practices in the world in terms of fiscal policy are indeed located in the region, with countries like Chile being a benchmark in this field even for many OECD countries. Nonetheless, the report rightly points out that successful countercyclical policies are those that take into account long-term development perspectives while striking a balance between creating high-quality jobs and spending on the most vulnerable segments of society.

The OECD Latin American Economic Outlook 2010 reaffirms the OECD Development Centre’s commitment to provide a bridge between the OECD and Latin America. This commitment is reflected at the institutional level, with the aforementioned six Latin American countries already participating in our daily activities as members of our Governing Board. It also translates into a growing set of policy dialogue activities that include seminars, expert meetings, briefing sessions with public officials and dissemination events that ensure the outreach and visibility of our work. The Paris International Economic Forum on Latin America and the Caribbean, co-organised with the Inter-American Development Bank and the French Ministry of Economy, Industry and Employment, is a good example of how we raise the profile of Latin American issues in OECD member countries. The recent participation of former Chilean President Ricardo Lagos and Dominican Republic Minister of Economic Affairs, Planning and Development, Juan Montás, in our Development Centre Governing Board meetings also illustrates this growing exchange of experiences with high-level officials from the region.

Since its launch in 2007, the OECD Latin American Economic Outlook has painstakingly built up and relied upon collaboration with other leading actors and institutions working on the region’s development. Beyond the annual presentation of the report at the Ibero-American Summits, we have developed ongoing working relations with governments, academics, business leaders and representatives of civil society, including international organisations such as the Inter-American Development Bank, the Organization of American States, the United Nations Economic Commission for Latin America and the Caribbean, the Iberoamerican General Secretariat, the World Bank, the International Monetary Fund, the Andean Development Corporation and the Central American Bank for Economic Integration, among others.

In a similar vein, we recently launched INNOVAlatino, a groundbreaking three-year initiative benchmarking and assessing the various dimensions of innovation in Latin America, in close collaboration with the INSEAD Business School and the Telefónica Foundation. The first report of this new project will be presented next May, at the 6th European Union – Latin America and Caribbean Summit taking place in Madrid. These flagship publications and studies are accompanied by a whole range of research activities, such as the recently published working paper Revisiting Political Budget Cycles in Latin America (Nieto Parra and Santiso, August 2009). In 2008 alone, the Development Centre’s Americas Desk published three working papers, seven policy insights, three policy briefs and five articles in specialised journals and magazines.

As a meeting ground for OECD and the emerging economies, the OECD Development Centre is fully committed to advancing our understanding of the processes and changes that are shaping a new world. Together with our forthcoming Global Development Outlook, which will map the shifting geography of the global economy and its impact on development, the work of our regional desks focusing on Latin American, African and Asian affairs is aimed at finding innovative solutions to the global challenges of growth, poverty and inequality.

We sincerely hope that this OECD Latin American Economic Outlook 2010 contributes to this endeavour, providing new ideas on how to build a stronger, cleaner and fairer Latin America.




 Javier Santiso 
Director and Chief Development Economist 
OECD Development Centre 
October 2009
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Executive Summary

Latin America has not escaped the global economic crisis, but it has stood up to it with a new resilience. Every country in the region has suffered the effects of the downturn and overall gross domestic product is expected to shrink 3.6% in 2009. However, it is already apparent that Latin America is rebounding from the shock more rapidly than the majority of developed economies. Most importantly, it is doing so without compromising its significant progress towards its long-term development goals. The rate of recovery is expected to be substantial in 2010, even if short of the typical growth rates of over 5% that characterised the bonanza of 2004-08. The duration of the global recession will be only one factor in determining future growth rates and at least as important for each country will be its capacity to stimulate its economy through sustainable policy efforts. In many countries, moreover, changing patterns of international migration and remittances will also affect the depth of the crisis and the menu of available policy options.


MACROECONOMIC OUTLOOK: NO TRADE-OFF BETWEEN INTERNATIONAL EXPOSURE AND RESILIENCE

Contrary to prevailing wisdom, Latin American countries that have opened their markets to international competition during the last decade have not proved more vulnerable to the current global economic downturn. This is a striking achievement and one that contrasts sharply with the experience of these countries in past international crises. Since the early 1990s most of Latin America has moved away from the false sense of security that protectionist policies provided and begun instead to reap the long-term benefits of globalisation. The key element this time is that trade and financial openness have been accompanied by the building of resilience mechanisms that bolster the ability to withstand negative shocks.

Comparing measures of exposure and resilience demonstrates how over the last 30 years Latin America has learned some of the hard lessons of the debt crisis of the 1980s. The current account demonstrates how countries in the region are increasingly – and willingly – exposed to a more globalised world through ever larger trade and remittance flows, but also that they have diversified both the composition and destination of their export baskets. A similar trend is observed in the financial realm: while financial openness and exposure are higher than during the crisis of the 1980s, all Latin American economies have built their resilience by running more sustainable deficits, extending the maturity profile of their public debt, and building foreign reserves against potential liquidity shortages. Additionally, most domestic banking systems have during the last five years increased their level of provisions for non-performing loans and kept out of the speculative games that have proved so damaging elsewhere.

The downturn highlights as never before that the key determinant for Latin America’s long-term growth is responsible and sustainable policy management. In most of the region the crisis of the 1980s prompted the adoption of fiscal and monetary policies that led ultimately to unsustainable debt burdens, inflation and a generalised loss of institutional credibility. In a crisis the pressure is to boost the size of a stimulus package - and so its benefits for short-term performance - but this must always be weighed against the long-term sustainability of such policies. Thankfully, responsible and credible policy making in Latin America since the 1990s has created substantially more headroom for effective and sustainable fiscal and monetary stimulus than was the case in the 1980s. Chile, which wisely chose to accumulate significant fiscal resources during the boom in copper prices, is the best placed. Peru and Mexico follow closely, with Brazil and Colombia coming next.

Monetary authorities in most Latin American countries have worked hard to build credibility in recent years and are now rewarded with a more robust monetary-policy tool kit. Central-bank authority and integrity are increasingly anchored in responsible policy making rather than de-jure exchange-rate regimes or price controls. Policy makers can mobilise reserves to address liquidity shortages, rather than watching them haemorrhage in vain attempts to protect the value of the domestic currency. Inflation targeting in countries such as Brazil, Chile, Colombia, Mexico and Peru has proven particularly effective in building institutional strength.

The need to direct spending towards the more vulnerable members of society is paramount during a downturn. The latest GDP forecasts for 2009 and 2010 combined with well-accepted measures of the link between poverty and growth suggest that poverty could increase by close to seven percentage points by the end of 2010. This translates into almost 39 million people newly falling below national poverty lines and would almost entirely reverse the progress made during the five years before the crisis. Poverty reduction, of course, does not come only from growth but also from effective social policies broadly construed. Unfortunately, those countries that have made significant redistributive gains – notably Argentina – now lack the resources necessary to maintain the policies behind these gains. Here again, the priority must be to limit the damage caused by the global recession without compromising long-term sustainability.


Relative GDP Per Capita in Latin America and OECD countries: The 1982 and 2008 Crises


[image: e9789264075214_i0004.jpg]


Source: OECD Development Centre calculations based on OECD (2009), Consensus Forecast (2009), and IMF WEO database (April 2009).
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INTERNATIONAL MIGRATION WILL BE A KEY FACTOR IN THE REGION’S ECONOMIC RECOVERY

International migration has moved to centre stage in public-policy debates. The economic crisis has already had its effects on migration flows and trends. Many communities of Latin Americans living abroad are among the hardest hit by job losses in OECD countries, a result of their concentration in sectors particularly affected by the downturn, such as construction and tourism. Growing unemployment has also hardened public sentiment in many destination countries, putting immigration policies under review. Migrants from Latin America and the Caribbean are frequently at the centre of such debates given that they represent close to 25% of the foreign born in OECD countries.

The ability of governments to tap into international migration’s potential for development may be a new tool to help the region to surface from the current crisis. The decision to migrate and choice of destination are usually associated with improved earning opportunities, family reunification and the presence of existing migrant communities. A better understanding of these motivations and their interactions will lead to policies which maximise the many positive effects of this phenomenon and minimise its (fewer) negative impacts. Policy makers should consider the complex nature of migration, which implies not one but three types of flows: of people, of the money they send home as remittances, and of ideas propagated through migrant and diaspora networks.


Latin American and Caribbean Migrants by Country of Destination (Percentages, circa 2000)


[image: e9789264075214_i0006.jpg]


Source: OECD Development Centre calculations based on OECD (2008), Database on Immigrants in OECD Countries and the 2000 round of national censuses in Latin America (processed with ECLAC Redatam+SP online).


 StatLink [image: e9789264075214_i0007.jpg] http://dx.doi.org/10.1787/715641714582








INCREASING COMPLEXITY OF MIGRATION, BUT DECREASING MONEY FLOWS


Workers’ Remittances to Latin American and Caribbean Countries
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Source: OECD Development Centre calculations based on IMF International Financial Statistics and Balance of Payments Statistics databases.
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More than 20 million Latin American and Caribbean people reside outside their country of birth. Some three-quarters are in the United States; many of the remainder are in Argentina, Venezuela, Spain and Canada. Intra-Latin American migration to other Latin American countries is also increasingly important; including Central Americans moving to Mexico, Colombians to Ecuador and movements in both directions between Paraguay and Brazil. Increasingly, too, migration has ceased to be a one-way street: many migrants go home, and many circulate back and forth over time.

Migrants are also less and less uniform. Although the average education levels of Latin American migrants are lower than the average in the countries they go to, there is substantial variation from one corridor to another: while more than two-thirds of Mexican-born adults in the United States have only primary education, nearly three-quarters of South Americans in the United States have secondary or tertiary education. Similarly, the gender breakdown of migrants varies between corridors. Flows to the United States, for example, tend to be disproportionately male (56%, compared with 50% of migrants worldwide). Heterogeneity is seen too in the socio-economic condition of remittance-receiving households: families receiving remittances in Mexico, for example, are mainly at the bottom of the income distribution, while in Peru the richer the household the larger the share of remittances received.

The most pressing financial concern is the decline of remittances as a result of the economic crisis. According to August 2009 estimates from the Inter-American Development Bank (IDB), remittances to the region will decline 11% in current US dollar terms. The money sent home by migrants is a sizeable flow - accounting for more than 10% of GDP in a number of economies, particularly in the Caribbean and Central America - so this first decrease since the IDB began monitoring remittance flows in 1999 will be crucial for the region. The impact will be most immediately felt by many migrants’ families back home who tend to use remittances to supplement consumption. Contrary to the general belief, this remittance-funded consumption can be quite productive and translate in practice into an investment in human capital: the ability to keep kids in school longer, for example, or to spend more on health care.

At the macroeconomic level, remittance inflows are still far less volatile than other flows, notably foreign direct investment and export earnings. How they respond when economic conditions deteriorate back home, however, varies from country to country. In some countries worsening conditions appear to encourage their migrants abroad to send more home, but in others the reverse seems to be the case. Similarly relevant in the current context is the correlation between remittances and economic conditions in the migrants’ destination country.




MIGRATION IS POSITIVE FOR WAGES AND GROWTH DESPITE CONSTRAINTS ON MOBILITY AND RETURN

One of the ways migration affects economic development in Latin American countries is through labour markets. The evidence so far is scant but nonetheless suggests that emigration can increase wages for those who remain at home, as has happened for better-educated workers in Mexico in recent decades. At the same time, there is concern in many countries – particularly in the Caribbean and Central America – that highly skilled emigration to OECD countries is causing a “brain drain”, though in fact this may be more a symptom than a cause of development problems.

For economies that receive immigrants, migration does not exert a downward pressure on local wages or employment, as is usually thought. The prevailing explanation is that immigrants and native-born workers often do not compete for the same jobs; migrants...




OEBPS/images/e9789264075214_i0009.jpg





OEBPS/images/e9789264075214_i0007.jpg





OEBPS/images/e9789264075214_i0008.jpg
Remittances inflows/GDP (%)
B High(>10)

[ Medium (2-10)

[ Low(o-2)
Share in total remittances to LAC (%)
37 42.0
I = The length of the column bar
. does not correspond to the value for Mexico

Note: a) Remittances are measured using the estimates of workers’ remittances in the balance of payments current transfers account.
b) Three different clusters have been identified (high, medium and low). ¢) The columns correspond to the ten countries having

a higher share in total remittances to LAC - Mexico (42.0), Colombia (7.9), Guatemala (7.4), El Salvador (6.5), Ecuador (5.4),
Dominican Republic (5.3), Brazil (4.9), Honduras (4.5), Peru (3.7), Jamaica (3.4).





OEBPS/images/e9789264075214_i0005.jpg





OEBPS/images/e9789264075214_i0006.jpg
United States
73.9%

Spain 3.3%

Canada2.7%

Other OECD

countries 7.1%

Argentina4.4%

Venezuelad.1%

CostaRica1.0%
Other LAC
countries 3.4%





OEBPS/images/e9789264075214_cover.jpg
Latin American
Economic Outlook
2010






OEBPS/images/e9789264075214_i0004.jpg
year before the crisis

Index 100

104.00

102.00

100.00

98.00

96.00

94.00

92.00

90.00

88.00

86.00

1982 crisis 2008 crisis

Years since the crisis





