JULY 2004 &

Productive development
in open economies

OPINION

Regional integration
will improve international
participation

Countries of Latin America and
the Caribbean have “three
<pepd" economies

Public-private alliance proposed
to improve regional infrastructure

Latin America and the
Caribbean are behind in
research and development

New social cohesion covenant
for the region

10

Industrial legacy key
to Puerto Rico’s economic
development

STATISTICAL APPENDIX

12

RECENT TITLES

This publication is also available
in Spanish and on the Internet:
www.eclac.cl or www.eclac.org.

UNITED NATIONS

ECLAC

Economic Commission for
Latin America and the Caribbean

ISSN 1564-4235

During itsThirtieth Session the Economic ECLAC adds that it has become necessary
Commission for Latin America and the to replace the vision that has guided the
Caribbean ECLAC) presented the report region’s economic reforms in the past twenty
Productive Development in Open Economies years, summarized in the concept “more
with recommendations on social and economicenarket and less State”, with one that focuses
policies. The meeting was held from 28 Juneon “markets that work well and better quality
to 2 July in San Juan, Puerto Rico, withgovernment.”
delegates from its 41 member and seven In its analysis of this period, in which the
associate states, along with representativesegion made integration into the global
from United Nations specialized bodies, non-economy a high priorityeCLAC notes that
governmental organizations and special guestshis brought some very important achievements,

In the reportECLAC calls on governments but there are still lags and issues pending. In
to implement active policies to encourageparticular, the strategy used in the region has
economic and social development, whichnot generated enough growth to reduce
are able to overcome both market andooverty and marginality. “The region must

governmental flaws. (continued on page 3m)

GDP growth in the main developing and
transition regions, 1990-2003
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Source: Estimates for the 1990-2003 period based on figures from the Economic Commission for Latin America and the Caribbean
(ECLAC) and the International Monetary Fund (IMF).The 2003 data are ECLAC estimates for Latin America and IMF estimates for
all other countries.
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OUR PROPOSAL

JOSE Luis MACHINEA

n recent years, Latin America  time, change the region’s approach to  instruments, given that major productivity

and the Caribbean heavily managing the environment to better valuegaps exist and each dynamic reflects
backed integration into the global make good use of and preserve its naturatlifferent factors.
economy through economic heritage, to ensure its productive « Defining policies for productive

liberalization programmes, whose results development in the long term. development based on recognizing that
have produced both light and shadow. As e+ Improving the quality of the region’s institutions are moving at three different
the new millennium begins, the results arexternal participation through more stablespeeds: inclusion, to move micro-
unsatisfactory, above all in terms of and secure access to the world’s marketshusinesses from the informal to the
growth and equity. The obvious question combining incentives to penetrate new  formal sphere; modernization, to make
is, should we reverse reforms? Our markets and diversify products through access to production factors and
opinion is that an attempt to turn the improved trade diplomacy. We must productive articulation easier; and
clock backward is not possible or nonetheless remember that this access isdensification, to introduce more
appropriate. It is better to build on what no substitute for institutional innovation into the entrepreneurial fabric
has been achieved, overcome lags and development, economic growth and a risegenerally.
gaps, and also deal with issues pending. in the population’s welfare. « Building political legitimacy for
We must admit that there is no single productive policies through greater
prescription or patent on how to achieve - transparency and evaluation mechanisms.
this. Growth patterns vary, since they are Should we reverse We must remember that the instruments
based on productive structures that reforms? It is better to in open economies are fewer and more

change from one country to the next and ) limited in their scope, as they face
respond to an accumulation of episodes of build on what has been restrictions from trade agreements and
development that is impossible to repeat. achieved, overcome lags compete with other initiatives for scarce
It seems, therefore, more appropriate to government resources.

define a roadmap that articulates public and gaps, and also deal < Concentrating efforts instead of wasting

policies in different spheres, recognizing with pending issues . them, building on the true comparative
the characteristics peculiar to each advantages of each economy and
country. This map, examined in detalil in introducing innovations to sustain and
the documenProductive Development in < Applying a strategy for productive spread basic competitive advantages. At
Open Economiesplaces the emphasis on: development to deal with shortfalls in the margin, ensure that renovation and
 Consolidating achievements in the information and coordination that the diversification of the productive structure
area of macroeconomic management,  market alone cannot resolve. This effort also occurs, by backing the most
expanding countries’ ability to apply requires a shared vision of where we're promising of new activities.
countercyclic policies that strengthen going and active public policy Given the alarming degree of social

saving and investment and thus achieve implementation, exchanging the “more  inequity and poverty in the region’s
higher and less volatile growth. Focus  market, less government” attitude for one countries, the above policies must be

processes of financial deepening on based on “smoothly functioning markets complemented with a social cohesion
instruments that make it easier to and quality government”. pact, based on four pillars: active
manage diverse risks and increase « Recognizing the vast range of employment policies, social protection
long-term financing. productive structures in the region, programmes, better education and

» Encouraging private and public consisting of: world-class companies, in training, and better articulation of fiscal
investment, to improve the quantity and many cases transnationals; medium and and income policy to ensure financial
quality of infrastructure, promote small companies in the formal sector, andsustainability.

competition, improve regulations in the informal micro-businesses. Each stratum
private sector, and increase the flexibility requires policies of variable complexity

. . . . . The author i€CLAC Executive Secretary.
of public sector spending. At the same  involving different focuses and v




(mp frompage 1)

build upon the progress it has already made, but it also has to clo¥ermal to the formal sector of the economy, wherever possible;
existing gaps and address unresolved issues,” the report statesmodernization, which focuses on specific production chains or

Thus a “road map” is proposed to articulate public policies iplusters; and “densification”, which aims to introduce more
different spheres, taking into consideration the major differenc&powledge into the country’s productive system, as well as
amongECLAC's member countries and the need to respect thedistablishing a better linked network of productive, technological,
unique characteristics. business and labour relations.

Along with proposing a more active role for the State, this ECLAC adds that adopting these differentiated strategies
proposal includes the need to achieve a new balance betwgghuires a considerable increase in the transparency of public
private initiatives and public interest, paying special attention tBoIicies. At the same time, it is necessary to put into practice

equality of opportu.nities. e.md SOCi"_"I F:ohesion. To do SQnonitoring and evaluating mechanisms, that make it possible to

governments must give priority to achieving greater tolerance Rsrarn from successes and failures

differences within their societies and a greater willingness to Moreover, the document indicates that in open economies

compromlse. ) ] i policy instruments must of necessity be more gradual.
According toProductive Development in Open Economidse

o . _ _ . On one hand, international rules, free trade treaties and several
region’s efforts should focus on building an inclusive future. “Today, . _ .
regional agreements restrict the use of many normal instruments

the situation is different and requires a mobilization of soci;?l , . -
. . . rom the past. On the other, budgetary and financial restrictions
energies around a common endeavour, in order to establish long-

term agreements (explicit or implicit) between the State and politicrzll]ake it necessary to select those to be applied more carefully. Al

and social actors regarding objectives, and the set of policies é[mf' requires focusing efforts, increasing their efficiency, and

innovations needed to achieve them,” the document states. aboye allfinding n?W Way§ of applying pUb“_C policies. )
Similarly, in the international sphere a series of asymmetries Flna.lly, the Unltec.i.Natlons body underlines that economic
characterize the relationship between developed and develop§{§Wth is both a condition for and a consequence of all the above.

countries. Nor do countries offer true equality of opportunities’oWever, this seems a difficult task to achieve without making
internally. This would allow informal companies, formal M&jor efforts to boost domestic saving and put more investment

medium-sized and small firms to function similarly, be thesé0 production. In fact, one of the factors that have most

domestic or foreign. To avoid these inequalities, active pub"@isturbed the region’s countries economic decisions in recent

policies that aim to level the playing field through specific action¢ears has been the great variety and volatility of international

to remove obstacles that affect each productive unit differentfinancing.

must be applied. “Thus, it would be wise to rely more on countries’ own
In this context, three types of public strategies arise: thos#rengths, rather than depending exclusively on those of countries

involving inclusion, which aim to move small firms from theoutside the region,” thECLAC document concludes.

In early 2004, 215 bilateral and regional ~ Moreover, the simultaneous processes in multiple directions
agreements were in effect worldwide and thisapparent in current trade policy reduce efforts to favour regional
figure is expected to rise to 300 in 2007. Aboutintegration agreements, given countries’ limited administrative

40% of world trade today takes place under the aegis of themed institutional capacities. The tensions these agreements
treaties and by 2005 this should rise to over 50%. The countriesiwipose on the political project of regional integration call for a
Latin America and the Caribbean are part of this trend. new and renewed commitment from countries, which has begun
Although several agreements guarantee access to developednanifest itself.
countries’ markets, in many cases they limit Latin American Although negotiations to create a Free Trade Area of the
governments’ room to manoeuvre, in terms of productiodmericas (FTAA) have gone ahead, the original proposal was
development policies, and they distort trade flows within thenodified to overcome the obstacles that have arisen during this
region,ECLAC warns, in its studyProductive Development in process. Now the process is focusing on a small core of common
Open Economies clauses, while countries are to deal with other issues as they see fit.




Given the slow progress in multilateral negotiations involve
in the Doha Round, the United States and the European Un
took the initiative of signing bilateral free trade agreements wi
several of the region’s countries, an initiative that has bet
favourably received. Agreements between the region’s countri
and the United States also became higher priority due
difficulties achieving the FTAA. These agreements provid
certain benefits, such as access to the world’s largest mark
consolidating positions and preferences that previously were t
subject of discretional decisions, and bringing the possibility «
growing openness to trade.

But ECLAC recommends considering the costs as well. Intre
regional trade will be affected by flows that shift to a North-Sout
axis and countries not covered by these treaties will post r
losses. Likewise, there is a risk that those covered by the
agreements will lose interest in more ambitious trade at tl
regional level.

According toECLAC, the advantages of a regional integratior
effort are numerous and would help to overcome several of t
limitations present in the current scenario. The results will depe
on the effort and leadership invested in negotiations dealing w
the agricultural sector, which is key for several actors, especia
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Latin America: export growth,
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Source: ECLAC, on the basis of official figures.

Source: ECLAC, on the basis of official figures.
a/ Includes 37 countries of the region.

. The Future of Subregional Agreements

Currently, subregional agreements have reached the status of
imperfect customs unions, with several hurdles in the path toward
a more integrated systelBCLAC considers it will be difficult
for these blocs to remain in this embryonic state of integration
much longer, however, given the trends in trade negotiations
elsewhere in the world. If countries were to opt for multiple
bilateral treaties, subregional agreements would lose their
importance as an economic option, unless countries are willing to
expand them to embrace issues such as the elimination of all
restrictions on trade in goods, total openness of the service sector,
shared phytosanitary standards and rules, harmonized bank,
insurance and other financial regulations, region-wide infrastructure,
and progress in macroeconomic coordination.

If progress were made in intra-regional agreements, the
benefits of open regionalism would include:

« Dismantling costly mechanisms on rules of origin applied
among partners

 Improving the region’s ability to negotiate with other blocs

« Increasing members’ effectiveness in terms of activities and
goods receiving discriminatory treatment at the international level

» Reinforcing multilateral trade negotiatioris.



Latin America and the Caribbean:

trends in intraregional trade, 1990-2003
(Millions of dollars and percentages)
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Latin America (selected countries): preferential trade liberalization agreements, 1991 and 2003
(Percentage of each country’s total imports)

Region/Country % intraregional % extraregional % total preferential
preferential agreements preferential agreements agreements
1991a/ 2003 b/ 1991 a/ 2003 b/ 1991 a/ 2003 b/

Latin America (19 countries) 7.4 11,8 0,0 42,3 7.4 54,1
Latin America (excluding Chile and Mexico) 11,4 20,8 0,0 0,0 11,4 20,8
Argentina 20,8 32,1 0,0 0,0 20,8 32,1
Bolivia 3,7 54,8 0,0 0,0 3,7 54,8
Brazil 10,7 15,4 0,0 0,0 10,7 15,4
Chile 3,9 37,4 0,0 40,2 3,9 77,6
Colombia 9,4 19,3 0,0 0,0 9,4 19,3
Costa Rica 6,7 13,6 0,0 0,0 6,7 13,6
Cuba 0,0 0,2 0,0 0,0 0,0 0,2
Ecuador 7,0 27,5 0,0 0,0 7,0 27,5
El Salvador 17,0 33,0 0,0 0,0 17,0 33,0
Guatemala 8,4 25,7 0,0 0,0 8,4 25,7
Honduras 89 28,0 0,0 0,0 89 28,0
Mexico 0,3 1,4 0,0 80,6 0,3 82,0
Nicaragua 17,3 38,2 0,0 0,0 17,3 38,2
Panama 0,0 7,1 0,0 1,3 0,0 8,4
Paraguay 30,0 55,3 0,0 0,0 30,0 55,3
Peru 14,8 34,9 0,0 0,0 14,8 349
Dominican Republic 0,0 2,4 0,0 0,0 0,0 2,4
Uruguay 41,0 48,2 0,0 0,0 41,0 48,2
Venezuela 3,6 16,9 0,0 0,0 3,6 16,9

Source: ECLAC, on the basis of official figures. a/ The 1991 estimate considered the average import structure for 1990-1991 and the status of preferential agreements as at 3| December 1991.
b/ The 2003 estimate considered the average import structure for 2000-2002 and the status of preferential agreements as at 31 December 2003, excluding agreements which had been fully
negotiated but not yet implemented.



The productive structure in the countriesshould be complemented with actions to promote a horizontal
of Latin America and the Caribbean is todayarticulation (through associations) among SMEs, to strengthen
more heterogeneous than it was in the past and than othieeir links to larger companies and reinforce productive structures
developing economies, such as those of eastern Asia. The regidrnthe local level or along specific production chains.
has a model based on “three speeds”, each of which requiresFinally, theECLAC study indicates that in the case of large
different types of public policy to develop, according to the studgompaniesdensification should be applied, which aims to
Productive Development in Open Economjigsesented by the introduce more knowledge into the domestic production web,
Economic Commission for Latin America and the Caribbeanlong with establishing a more closely articulated network of
(ECLAC) at itsThirtieth Session productive, technological, business and labour relationships. This
According to the report, these “three speeds” depend on teategy can be implemented through several programmes, among
legal system and the size of the companies involved. Afirst grogphers, those that focus on strengthening clusters within the
or “speed” consists of informal micro-businesses that, given thedxport base; those that encourage public-private cooperation to
structure and capacity, are less productive and operate in @velop potential comparative advantages, attract high quality
environment poor in opportunities for development and learningpreign investment, support the growth and internationalization of
The second group involves small and medium-sizedomestic firms and reinforce service infrastructure to remove
companies in the formal sector (SMEs), which also find it hard toottle necks in productive development.
access resources, especially financing, and specific tools that
would allow them to develop their ability to compete. The las

group involves large domestic and foreign firms, which ofte ~ Latin Ame'jicat lsb COU"tFie:Y Shafjgiclng theteroge"eitY
. . . in the manufacturing industry
have near international productivity levels, but produce fe (Simple average of the countries)

clusters or links with the rest of the country’s economy and,

25000
some cases, are not very good at generating innovation.

Given that countries do not really offer the equality o /
opportunities that would allow these different production units 20000

initiatives to prosper to the same degre€LAC proposes to

governments that they implement active public policies to lev

the playing field, through specific actions to remove obstacle 15000

affecting these companies differently.

In 1990 dollars

In the case of small informal firm&clusion strategies are 0000

necessary, which aim to move as many small productive units

possible from the informal to the formal sector of the econom

These inclusion policies should simplify administrative rules an 5000
tasks, reduce the tax burden and simplify declarations, off
broader access to credit for small investments and, above all,

labour capital, and provide training in basic management a 70 m KR 5 o

teChn0|OgI0a| Skl”S — Formal Manufacturing

manufacturing firms microenterprises

A modernization strategy is necessary for the second grouj

the SMEs. Support for productive modernization should consi Source: Economic Commission for Latin America and the Caribbean (ECLAC), based on

countries included in the Industrial Performance Analysis Program (PADI).

of horizonta] po”cies to improve access to information, Credi Note: Based on information from 6 countries (Argentina, Brazil, Chile, Colombia, Mexico

and Uruguay) which, together, represent 87% of GDP of the region’s manufacturing industry.

technology, and marketing and sales systems. These polic __



The stock of infrastructure and access to it

remains insufficient in Latin America and the Infrastructure stocks

Caribbean. To correct this situatidbCLAC 1970 1980 1990 1995 2000

proposes creating public-private alliances for its financingElectricitya,
construction and operation, along with improvements tQatin America 0,16 028 038 04l 0,48
regulatory frameworks, in its studgroductive Development in  South-EastAsia ik iz that s ey
Asia 0,15 0,24 0,40 0,48 0,54

Open Economies
According toECLAC, in the coming years the demand for Telecommunications b/

these services will increase significantly, raising the need tgtnAmerica 220 33,5 56.2 928 2324
. .. . . . . South-East Asia 28,9 84,3 173,5 275,9 605,9
design policies and mechanisms to stimulate public and privatg,, 308 59.7 105.9 165.2 3647

investment in this area.
To grow 3% annually from 2000 to 2010, about US$7Q™2nsport<
. i Latin America 0,78 1,10 1,18 0,93 1,22
billion, or 3% of GDP, should be invested annually. The energy, . cast Asia 045 0.58 0,87 095 1,04
sectors and highways require the most resources. Asia 0,58 0,73 1,08 1,44 1,71
During the 1990s, the infrastructure service sector in Latin

Source: ECLAC, on the basis of World Bank, World Development Indicators, various issues.

America underwent profound transformations in telecommua/ Measured as generating capacity in kilowatts per capita.
. . . . . b/ Measured as number of fixed and mobile telephones (since 1995) per 1,000 population.

nications, energy, transportation and sanitary services. IN Mic/ Measured as kilometres of paved roads per capita.

countries state monopolies ended and participation by private

agents was encouraged. generate an income flow with suitable rates of return from public
Between 1991 and 2002, telecommunications postezkpenditure calculations, in agreements with international bodies.

significant growth: total fixed lines averaged annual growth afAnother way is to strengthen the mechanisms that encourage

10.4%, while mobile telephones went from 300,000 to 210different types of public-private joint ventures. A third way has to

million. In 1996-2002 Internet users grew almost 30-fold, frondo with the role of multilateral development banks. Financing

1.49 million to 43.3 million. from these banks should be included in the public budget as
The electric power industry’s installed capacity rose aftegovernments start amortizing these loans and not when they

privatization of state companies. But the new investors thagceive them.

entered the sector did not increase competititftl, AC notes, The private sector’s involvement in providing infrastructure
since this was limited and often hampered by concentration asdrvices has made criteria and mechanisms for setting tariffs one
the dominant position of some companies. of the main regulatory challenges. Weakness in this sense has

Despite expansion, drinking water supply and sewagmeant that productivity increases in infrastructure service
treatment services still do not cover large segments of tipeovision have not brought an equivalent reduction in their tariffs.

population. Drinking water service coverage is estimated to h

reached from 20% to 90% of inhabitants, depending on ?_ Regional Integration

country. Just 49% of the region’s population is connected

conventional sewage systems. ECLAC considers regional integration essential to attract

Reforms also generated competition in ports and increasatvestment, as well as increasing productivity, generating jobs
countries’ competitiveness. Today, Argentina, Bolivia, Braziland diversifying exports. Multiplying trade in favour of
Chile, Colombia, Cuba, Mexico, Panama, Paraguay and Uruguggographic proximity raises issues of physical, social and cultural
have privately owned ports. In general, the countries with thategration that underline the region’s strategic importance.
most reforms can show plentiful investment and efficiency gains. The UN commission sustains that to overcome the embryonic

Investment in infrastructure requires significant public andtate of agreements at the moment, countries must expand trade
private efforts. From the perspective of public investmenintegration, eliminating current hurdles and making trade in
ECLAC proposes that the management of fiscal accounts shouwdédrvices easier. To do so, customs operations should be improved
be made more flexible, by improving fiscal and budgetarthrough reforms and modernization, along with the application of
monitoring instruments and treating capital expenditurea common customs code.
differently from operating ones, so the way that investment enters From this perspective, regional cooperation involves major
the books does not inhibit rational economic decision-makinghallenges in terms of infrastructure and sustainable development in
One way to introduce more flexibility and promote growth-Latin America and the Caribbean, particularly in the case of
oriented fiscal policy is to exclude those investments thatansportation, a major pillar of physical integration, and tourism.




Latin America and the Caribbean are still
far behind other regions around the world in
terms of research and development. While

Worldwide distribution of research
and development activities, 1996-1997

the United States, Japan and the Republic of Korea invest frcr | Srecfaias IS el FECETEEEEE
. . . . Grouping and countries Amount % world % of Per inhabitant
2.5 to 3 points of their Gross Domestic Product (GDP) in th ; (billions of GERD GDP (PPP dollars)
area, and the European Union almost 2 points, our continent € 5 : PPP dollars) a/
whole invests barely 0.5 points of GDP. - e 1000 18 .
The investment gap translates into an important difference - Developed countries 461 84,4 22 377
economic productivity. This calls for public policies to create an ™~ P'eloping countries 8 126 06 20
develop innovative skills capable of making the most of rapid united states 199 36,4 26 750
technological change and economic integration, states thtjfz”mpea" Union ';g T:i ;; Z?
. . ; . ) . - Japan B 5
Economic Commission for Latin America and the Caribbeanryssian Federation 6 10 0.9 39
(ECLAC) in its report Productive Development in Open - Centraland eastern Europe 6 1.0 08 49
Economies presented at ifShirtieth Session ~ Latin America 17 3 05 34
The document points out that introducing new knowledge ar - New industrial
h | . . d . I f d . economies of Asia 27 4,9 1,1 66
new technologies into production, generally referred to & . A 39 06 -
“innovation”, are among the main pillars in company - India I 2,0 0.7 I
. . . . - Afri 4 0,7 03 6
competitiveness and sustained economic growth in the long ter” """

In fact, scientific and techno|ogica| progress has significant|§purce: United Nations Educational, Scientific and Cultural Organization (UNESCO), The

tate of Science and Technology in the World, 1996-1997, Montreal, UNESCO Institute for

changed the face of the economic world in recent decades agéktics (UIs), 2001. a/ Purchasing power parity dollars.

become much more rapid.

Composition of expenditure on research and
development, by source of finance and countries

(Percentages)
Argentina
Bolivia
Brazil
Chile
Colombia
Cuba
Mexico
Paraguay
Uruguay
Latin America
United States
Republic of Korea
Finland
0% 20% 40% 60% 80% 100%
. Enterprises . Public sector a/ Other sources

Source: United Nations Educational, Scientific and Cultural Organization (UNESCO).
a/ Including expenditure financed through universities.

However, the process of acquiring, adapting and developing
technology has been uneven in every region and in many cases
has been hampered by the lack of a market or serious flaws in
market functioning.

In the countries of Latin America and the Caribbean, research
and development is mainly financed by governments. This
contrasts with other regions, where one-third of spending is by
higher education institutions and private non-profit organizations,
one-third by government, and one-third by companies.

Moreover, the absolute differences are very large. In
developed countries, companies spend from US$200 to US$700
per capita on this area. The Latin American countries spending
the most are Argentina, Brazil, and Chile, with almost US$50 per
capita, while Mexico spends US$33, and Costa Rica, Uruguay
and Venezuela slightly over US$20. At the same time,
governments spend the most on research and development,
ranging from US$20 to US$36 in Argentina, Brazil, Chile and
Mexico. This figure remains a long way from the US$150-250
per capita that the governments of developed countries spend.

This enormous gap demands that the region’s countries focus
their resources on a few activities with the greatest potential,

instead of spreading them among multiple initiatives.



Formulating and Coordinating Policies for
Innovation and Technology Evolution of expenditure on research and

development, by regions, 1996-2001

. . . (As a percentage of GDP)
According toECLAC, the region’s countries today face the

31
challenge of approaching technological policy more pragmatically,
taking into consideration the interaction between supply andsoo r= o o
demand in the innovation process and resorting to more effective

2,50

instruments in each case. x___x_x___x___x/x
To do so, it proposes using several instruments, such asoo

government incentives, direct public credit, subsidies, improved
incentives from the official science and technology apparatus,"50

risk capital, observation missions, technological distribution g
services for small and medium-sized firms (SMESs), and transferable
research and development laboratories. It also underlines the neéd’

to increase economic resources going to intensify innovation-,, : : : : :
oriented activities. 199 1997 1998 1999 2000 2001

Flnglly, .|t notgs that Qeveloplﬁg a national .strgtegy for O— Latin America e e Y
promoting innovation requires considerable coordination, at the and the Caribbean Union of Korea States
policy design, formulation and implementation stages. =M= OECD  =—@=—Japan == China

countries

Companies, their suppliers and customers, universities, public

; R ; : P B P ource: Ibero American Network of Science and Technology Indicators (RICYT) and
_and prlvate _re_searCh !nStItUteS and flnan_CI_aI |nSt|tUt|-OnS mus%rganisation for Economic Co-operation and Development (OECD).
increase their interrelations, to achieve pOSItlve Synergizs.

The Economic Commission for Latin unemployment rate rose to unprecedented figures in the past 13
America and the CaribbeanECLAC) years: from 6.9% in 1990 to 8.6% in 1997, 10% in 2000, and
proposes adopting a pact of social cohesiot0.6% in 2003.
to overcome the vulnerability in which most of the population of In this period the region grew just 2.6%, which was not
Latin America and the Caribbean lives, in its repBrogductive  enough to generate productive employment for the work force,
Development in Open Economies which has been growing at 2.5% per year. Given that growth has
The social cohesion covenant must involve active laboureen volatile and low, the employment rate has fallen more than
market policies based on some elements of solidarity to finanitéhas risen.
social protection services. To progress in long-run competitiveness, Income from employment is the main source of resources for
ECLAC also recommends measures to improve education and @svering basic needs among the region’s families. Because of
financing, as well as strengthening the ability to absorb nethis, the sharp rise in unemployment in Latin America and the

technology. Caribbean from 1990 to 2003 worsened problems of equity. From
The social cohesion covenant proposedE@LAC should the perspective of social welfare and growth, no important
involve at least four elements: progress has been achieved since 1990.
* Consistent fiscal and price and income policies Because of the new relationship between competitiveness and
 Explicit recognition of the need for active employmentiabour, processes of more openness bring social risk. Job security
policies and support for the informal sector declines and uncertainty rises. Although deregulation of
» A generous but financially viable social protection programmseeverance and job security have made it easier for companies to
* A strong emphasis on education and training. adapt to new economic conditions, the lengthy lack of

The labour flexibility achieved by economic reforms must bemployment and its becoming more precarious have turned
combined with greater social protectioBCLAC proposes. economic weakness into social vulnerability.
Countries should now develop a solidarity-based welfare system Many workers lost jobs covered by contracts and social
able to protect citizens from new risks and uncertainty arisingrotection in the formal sector and had to accept legal contracts
from changes in the structure of production. offering fewer guarantees, intended to encourage temporary and
In the past decade, Latin America posted a dramatimccasional work. Moreover, with differentiated contracts,
worsening in employment problems. With some fluctuations, theolidarity-based systems among workers have grown weaker.




Education to Face the Challenges of

Greater Competitiveness INDUSTRIAL LEGACY KEY
In terms of the role of educatiolECLAC considers it TO PUERTO RICO’S ECONOMI

important to recognize the need to constantly adapt t DEVELOPMENT
educational system to the challenges of competitiveness. T
requires, among other elements, an increase in high sch
graduation rates, the system’s adaptation to the demands Of EERSSCHIENNHII PRI e el I T T
labour market, and a reduction in the international gap reflectiieIi g« [Xe-Ts ST AT e [FHIREN P2 Tl gh e 1d iy el =
the social use of information technologies. strengthens the local foundations of competitiveness:
ECLAC indicates that, while repetition rates in public primar This is the recommendationNiACIEEE NG

. T ) the report “Evolucion de la economia de Puerto Ric
schools have fallen and registration in secondary education | globalizado y lineamiento

risen, these are still lower than improvements in the Sargtey TR e s BT i) 1T e X1 iTeX 00 (L1 L KM T ale s el
indicators in other region’s around the world. Another limitatiorfE R NN =Tl VAN [ EF-e el R R elleler P2

on productive and competitive development that require and Policy Guidelines to Face Future Challenges).The s

L - . . | was prepared by ECLAC at the request of the country’s s :
correction is the low productivity of education provided to thg Department, and in cooperation with ‘this body andd

poorest sectors, due to the poor distribution of resourzes. specialists at the University of Puerto Rico.

The report notes that industrial policy-must go hai
hand with external integration. More attention shoul
given to exports, not only of already; successful
technology manufactured goods, but also those from ©
sectors, which in the past did not reach internat

The development strategy applied by the Commonw:
of Puerto Rico to participate in the changing reg

Labour market adjustment
and poverty indicators

markets. Some of these could enjoy comparative advantages. .4
1980 | 1990 | 1997 | 2002 | 2003 .The report warns that although asignificant manufac i

turing base, competitive in many areas, has been establishg

Unemployment a/ 58 69 86 | 106 106 the limits on its influence throughout the rest: of
economy and employment have also- become apparent, wit!
the unemployment rate remaining high for several yeans«I'ness|

Employment rate b/ 53,7 | 534 | 529 | 51,8 | 521 strategy of forming strategic clusters in highstechno ‘?’
industries - not only manufacturing but also_services

Informal ¢/ 306 | 428 46,5 placed the emphasis on inter-industrial links and"identi

M local capital as an important actor in the process.
- Men 394 44,3 " N o
Puerto Rico has achieved a modern, highly compet

SACLY 474 494 economy in the manufacturing and service segm
However, it has not been as successful in formingli

Overall participation rates d/ 558 | 57,3 | 582 58,5 industrial links with locally financed companies and;'althc
there is evidence of technology transfers Yat

Real average earnings index e/ | 139,3 | 892 | 101,8 | 1067 | 103,6 microeconomic level - both through local firms’ Use;of's
of-the-art technologies and _human resoukee trai
especially at the professional and managerial levels'= it

Poverty f/ not created a national system for innovation.

- Households 347 | 41,0 | 355 | 361 The study indicates that in its early developme

- Individuals 405 | 483 | 435 | 440 | 444 phases, inclusion within the United States’ tariff sys
protected the Puerto Rican economy from compet

Source: from third countries. More recently, Puerto Rico has ha

a/ ECLAC, data adjusted for a change in methodology in Brazil.
b/ ECLAC, labour force/working-age population (I3 countries: weighted average)
c/ ILO, Panorama laboral 2003.

adjust to more “openness without protection”, as
markets have undergone different trade liberaliza
d/ ECLAC, Latin America (13 countries). processes.

e/ ECLAC, Latin America (|| countries); simple average for 2003 refers to nine countries.
f/ ECLAC, Social Panorama 2003.
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Latin America and the Caribbean:
changes in trade liberalization,
1980-1983 and 2000-2003

Latin America: dynamics of growth
and of rates of employment

and participation in economic activity
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The Global Context
and the Renewal of the
United Nations. Round table
with Kofi Annan, United
Nations Secretary-General,
Tarja Halonen, President of

Finland, and Ricardo Lagos,

President of Chile, held in

November 2003. (LC/G.2254,

Spanish and English). The
three leaders analyzed the

political, economic and social
conditions in the world today

in the context of the current
process to reform the UN.
A central issue was power
and how the United Nations
should channel and

redistribute it to ensure its use

in both collective and
civilized ways!

Renewable Energy
Sources in Latin
America and the
Caribbean: Situation and
Policy Proposals
Co-published bfeCLAC -
UN/ German Technical

T akabal Comiest and ghe

enewal of 1he Lniled batoms

hndal
paanes [ Auias

Spanish and English).

A complete study of
renewable energy sources,
which contribute more than
one-fourth of the region’s
total energy supply. These
include hydropower (15%),
fuelwood (5.8%) and cane
products (4.1%)

Financiamiento y
gestion de la educacion
en América Latina y el
Caribe (Financing and

Caribbean) Co-published by
ECLAC/UNESCO, in
Spanish. This paper,
presented t&CLAC's 30th
Session, examines

educational conditions in the
region, in terms of financing,

management changes, and
teachers’ leadership in

educational change, as well as

today’s challenges

Technological

Evaluation of
Biotechnology Capability
in Amazon Institutions,
by Marilia CoutinhoMedio
ambiente y desarrollo series
No. 84 (LC/L.2086-P,
English). In Brazil there are
304 biotechnology
companies, many working
with products from the
Amazon, but only one is
located in the north in the
Amazon itself. This study
evaluates the Amazon
countries’ prospecting

Roads Towards Gender

Equity, coordinated by
Sonia Montafio (LCL.2114
CRM.9-3, Spanish and
English).ECLAC presented
this document to the Ninth
Regional Conference on
Women in Latin America and
the Caribbean, held in
Mexico City last June. It
evaluates shifting trends in
the world of work in the past
decade, along with
educational achievements,
declining fertility rates,
changes in family relations,
and progress (significant but
still insufficient) toward
women'’s full participation in
decision-making

To order:
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Casilla 179-D,

Santiago, Chile

Fax: (56-2) 210 - 2069

e-mail:publications@eclac.cl
: available on websites

. S o . www.eclac.clor www.eclac.og.
Cooperation Agency, GTZ, Management of Education in  capabilities and their cycle
(LC/L2132, May 2004, Latin America and the of innovation
MONTH EVENT PLACE
JULY
28/06 - 02/07 ECLAC’s Thirtieth Session, on strategies for developing production in the open economies of Latin America San Juan,
and the Caribbean. Puerto Rico
ol - 02 High-level seminar, “Productive Development in Open Economies,” during ECLAC's Thirtieth Session San Juan,
Puerto Rico
12 Preparatory Meeting for the Workshop on the Role of the Legislature in the Budgetary Process in Latin ECLAC Headquarters,
America, called by the Organizing Committee for ECLAC’s Regional Seminar on Fiscal Policy, whose members Santiago, Chile
are the World Bank, the IDB, the IMF, the OECD and ECLAC.
25 -27 Forum on international experiences with visions and strategies for development, ILPES/World Bank/ ECLAC
International Institute for Democracy and Electoral Assistance (IDEA)
28 - 30 Latin American Meeting of the Econometric Society (LAMES 2004) ECLAC
AUGUST
02-13 International course on “Decentralization and Fiscal Federalism,” organized by ECLAC and the Latin American ECLAC
and Caribbean Institute for Economic and Social Planning (ILPES), sponsored by the World Bank Institute
(WBI) and supported by the German Cooperation Agency (GTZ)/ECLAC
5 Presentation of Economic Survey of Latin America and the Caribbean, 2003-2004, ECLAC ECLAC
10 - 12 Seminar on improving social policy institutions and creating a social authority, Social Development Division /ECLAC ECLAC
16 - 27 International course on “Managing Project Implementation,” organized by the Latin American and Caribbean Antigua,
Institute for Economic and Social Planning (ILPES), in cooperation with the Spanish Cooperation Agency Guatemala
(Agencia Espafiola de Cooperacién, AECI) and the University of Alcala de Henares, Spain, /ECLAC
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