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Economic Commission experienced rapid changes,report Structural Change

for Latin America and and new actors have emergedand Productivity Growth, 20
the Caribbean ECLAC) that have altered the old Years Later. Old problems, new
adopted a guiding concept ofbalance in the world economy opportunities that ECLAC
changing production patternsand prompted deep structuralwill submit to discussion in its
with social equity. In the transformations.ECLAC  Thirty-second session to be held
pessimistic atmosphere aboutbelieves timely to reexamine in June in Santo Domingo,
the region’s futureECLAC its approach in light of this Dominican Republic.
advocated an approach thathew scenario and analise if  Today, the situation in Latin
contrasted with the orthodox today’s new opportunities America and the Caribbean is
thinking that predominated can contribute to overcoming better than at any other time
public policy proposals at longstanding development in the past 30 years, and there
the time. problems in the region. |(c0ntinued on page 8= )|

CA  Imost 20 years ago, the  The world has since then  This is the goal of the

~ he Economic Commission for Latin Development Assistance (ODA) and mobilizing
" America and the CaribbeakCLAC) domestic resources, as well as more systemic
will present the working documentissues (strengthening international and regional
Trends and challenges in international financial systems, climate change, international
cooperation and the mobilization of resourcestrade, social cohesion and cooperation in
for development in Latin America and the tax matters).
Caribbean to be submitted for discussion
during the Regional Consultation Preparatt.
to the Follow-up International Conference on
Financing for Development to Review the
Implementation of the Monterrey Consensus.  The first part of the document analyses
The meeting will take place in Santoissues related to the dynamics of Official
Domingo on June 11-13, 2008 durlBGLAC’s  Development Assistance, innovative mechanisms
Thirty-second session. The working documenifior financing, and aspects of North-South and
reviews different aspects of the discussion ovesouth-South cooperation.
financing for development, such as Official (continued on page 8 )
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‘3 atin America and the Caribbean productive transformation so as to broaderome together should be the center of any
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have been experiencing a period and modify their traditional modes of strategy for the future development of the

f sustained growth since 2003 thatinsertion in the world economy, adding region. Unlike 60 years ago, when Radl
has enabled the region to diminish its  value and knowledge to their products.  Prebisch wrote his Manifest of Latin
macroeconomic vulnerability and lower Opportunities arise where there isa  America, technological changes today are
unemployment and poverty. However, its competitive basis that may be used to  not focused only in the manufacturing
productive structure continues scarcely  heighten learning processes, strengtheninsector, but encompass all productive
diversified, with insufficient innovative  a|ready existing advantages, and from  sectors. Therefore, how to innovate is
content, which, among other things, there, exploring new productive horizons. now more important than where to do so.
weakens the dynamic effect of exports.  The heterogeneity of learning patterns  However, technical changes and
In other words, the region is not taking  poth in sectors and companies should be productive transformation are not
advantage of the opportunities provided aen into account in detecting these spontaneous processes, and thus today,
by a favourable external context to opportunities. In addition to an aggregate just like Prebisch advocated six decades
establish the grounds for sustained growthy, 51 ation, the complexities, potentialitiesago, reaching these goals requires public

The good news is that,.beyor?d ghort- and restrictions of industry, the agro-food policies and developing capabilities.

term turbulences, developing Asia is complex, mining and services must also Advancing towards the construction

expegted ttr? f?r? tinue .ﬁrlg)WIhn_gr:a:jmdly, q be understood at a microeconomic level. of national strategies for productive
meaning that there witf be high deman transformation requires mobilizing a

for natural resources for several years . .
- . broad array of disperse social forces.
to come. In addition, Asian consumers

. - : “Countries in the region This means, in part, learning from other
may likely see their income increase. i countries’ experiences and adapting them
The diversification and stratification of should broaden and modify e domespt'c realities. bt alsl,ao 9
consumption patterns have given rise their traditional modes : imes, bu

abandoning old practices and promoting

g)ngligzjyo;rnozvl\j,cgére sophisticated of insertion in the. a culture of considering knowledge as

- world economy, adding value-added to production. The creation

In terms of technological development, P O

great changes have taken place and are value and knowledge of a strategy with these obje.ctlves also
expected to occur in several areas (ICTs, to their products.” requires an agreement to bring together
biotechnology and nanotechnology, the public, private, academic and labor
among others) that will lead to profound sectors into the productive process.
transformations in production and services. Exploiting the opportunities detected The effectiveness of these productive
They are all convergent technologies in these sectors will not be simple, amongpolicies will also depend on institutional
with the potential to affect or redefine  Other reasons, because the incorporation changes geared towards innovation.
the evolution of a broad set of sectors.  Of developing Asia implies an almost New institutions focused on productive
For this reason, and independently of ~ unlimited supply of low-cost labor and,  development are necessary, but it will be
how each country has inserted in the increasingly, of highly-qualified scientists even more important to strike a balance
international economy, their future and engineers, as well as other powerful between macro policy institutions and the
performance will depend increasingly localization advantages for the agencies in charge of sectorial productive
on their ability to assimilate these new  manufacturing industry and services. policies, science and technology:
technological paradigms creatively. Under this perspective, the diversification

Countries should make the most of  and development of instances in which : :
. . . . The author is the Executive SecretanEGILAC .
global expansion to undertake a process dechnological learning and competitiveness
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are several opportunities for progress. It is time to debate aboutFirst, more opportunities exist in a context of rising and
how the region can make the most of this context of a globdilersified demand, of the growing fragmentation and modularization
economy undergoing such significant changes. of production, and technology applied transversely on productive

The diversification and development of instances whegectors, but this requires local adaptation. Secondly, countries in
technological learning and competitiveness converge is the ceriter region have developed certain capabilities in terms of sectors
of any future development strategy. It is always possible to improaad private companies that should be strengthened in international
almost everything and explore new paths. There seem to be twarkets. Thirdly, the experience of several Asian nations shows
basic approaches: the first is to generate a culture of innovatiorttiat the escalation of value chains, the creation of their own
order to create and benefit from opportunities based on nehains, and the development of a surrounding network of small
proposals, opening new paths to do so; the second approach sasrlisnedium-sized companies is a real possibility, as long as there
to detect and exploit the opportunities the world provides, aiglalso a learning process to build the capabilities required in the
learn from the experiences and progress in other regions. different productive sectors.

In sum,ECLAC suggests using global expansion to foment a Although strategies for productive transformation should be
process of productive transformation to allow countries to broadeational, greater coordination and economic integration among
and modify their traditional modes of insertion in the worlagountries in the region would facilitate the task enormously by
economy, adding value and knowledge to their products. providing scale, complementation and accumulated knowledge. In

Opportunities arise where there is a competitive basis that ntais regard, short-term regional integration problems must be
be used to heighten learning processes in order to strengtbgarcome, because the speed at which the world is changing may
competitive advantages and explore new horizons. Howeveonvert today’s opportunities in just an illusion if nations do not
learning patterns in sectors and companies are heterogeneous.athance fast enough.
document, in addition to an aggregate evaluation, analyzes Six
sectors applying this perspective: modern industry, manufacth
exports, the agro-food complex, metal-mining and tourism an
business services. According toECLAC, any process of productive transformation

There are new opportunities in all of these sectors, but treguires important efforts to anticipate and identify opportunities,
process is not spontaneous, and requires capacity-building aetigoals according to the new realities, and design public policies
designing public policies in cooperation with the private sector.geared at achieving them.

Many productive activities are part of and depend on the In sum, countries should implement medium and long-range
organization of the global chains of value. Those controllingtrategies reflecting national interest. These strategies should
these chains generally play a predominant role in productidie based on searching for broader consensus, considering that
commercialization and financing channels, and are not willing smcieties with greater levels of social cohesion are able to forge
transfer the knowledge required to allow access to new sourcedefter strategies and institutions, and generate the levels of trust
income. The income from technological progress continues to ieeded to implement vital reforms.
concentrated in developed economies, as Raul Prebisch pointedn addition, any development strategy requires stronger efforts

out 60 years ago, in another context. in terms of financing. Given the current international situation, it
appears to be necessary to redirect resources from traditional sectors
. to those with greater potential to transform the productive structure

and improve equity. This involves addressing two challenges. The
The document demonstrates that the region has not advaniiest is how to reach this objective without eliminating incentives
significantly in the quality of its export products. The price oin traditional sectors; maintaining this balance is the first task. The
exports, which reflects their quality, indicates that Latin Americeecond consists of deciding not only where to invest, but also how
and the Caribbean export products similar to those sold tiydo it effectively and in pursuit of a strategy.
developed countries, but at lower prices. The price differences are,Advancing in productive transformation by combining
in turn, an expression of the scant achievements in the regioreaonomic and social policies in three basic areas —technical
this regard, and a demonstration that there are possibilities fwogress, productive employment and the accumulation of human
innovation in terms of the quality of products currently exportedctapital— will surely bring countries in the region closer to the goal
The task is not simple, because competition is constanigt forth byECLAC 20 years ago, of filling the “empty box” of
increasing, but there are three reasons for certain optimism. growth with equity.




has pursued a reform agenda that has paid dividenai®duction and exports as well as the primary restrictions
n terms of democratization, economic modernizatiordomestic and external— that need to be overcome to
and macroeconomic stability. Moreover, after tweexploit those opportunities; (ii) prioritizing realistic
decades of disappointing economic growth, the region&bjectives which at the same time are an expression of
performance has markedly improved in recent year&ambition”; (iii) designing public programs and incentives
Nevertheless, growth continues to lag behind othet the macro, micro and institutional space supportive of
developing regions, particularly Asia. Moreover, théhe objectives, and (iv) being flexible enough to make
recent improvement has depended to a large degmaéd-road corrections in the face of problems or changing
on the “pull” of an international commodity boom, theevents at home and abroad.
sustainability of which is always uncertain. The extraregional cases all traditionally give high
The phenomenon of poorer countries sustaining @xiority to “fundamentals” such as macroeconomic
process of income convergence with the richest of ttetability, openness, education, infrastructure, etc. Many
world has not been that common. To examine an aspéetve accomplished these better than Latin America. Yet,
of this issue, in its documer8tructural Change and what strikingly distinguishes the most successful of the
Productivity Growth, 20 Years Later. Old problems, newextraregional cases from Latin America is the development
opportunities—to be presented at its XXXII Session-of a strategic medium-long term national vision of how to
ECLAC studied ten extraregional countries that haveompetitively position the country in the world economy
achieved such a process, or have performed better tH&f0-20 years from now and have public programs
Latin America with similar resource endowmeénts functional to bringing this to reality. Latin America
Methodologically, while analyzing the “what” of public unfortunately has been relatively enmeshed in short
policy, there was special attention to the “how”; i.e., théermism and slow to go beyond the necessary stage of basic
institutional processes behind the policy. This relativelyeforms to combine them with a more ambitious medium-
unexplored perspective was pursued because while poliong term strategies for structural change and a more
matters as a determinant of success, “how” that policy knowledge-based integration with the world economy.
developed and implemented matters as much or more. The second overarching first principle is that in an era
The primary focus was on public programs to encouragd market economies and globalization, strategies are best
export development and diversification, a high prioritydrawn up in a framework of a private-public alliance that
objective for achieving structural change and growth inan maximize information flows and construct the
all the cases and one where Latin America lags. consensus that is needed to allow strategies to persevere
The ten countries are all small-medium sizedoherently over political cycles. Public-private alliances,
economies, each one of which exhibits very differertased on the notion of public goods, are functional to
characteristics that for the most part are impossible toore intelligent and socially inclusive strategies. The
replicate. Nevertheless, organizational “first principlesprivate sector (broadly defined) is closest to market and
could be detected that reveal successes or difficulties. Tégentific knowledge, but has a partial view of things due
study develops 12 first principles, generic in nature, artd diverse types of market failures in the areas of complete
illustrates them from the concrete country experiences.information, access to technology, coordination, etc. The
The first overarching principle is that in an era opublic sector may not in itself be better positioned in
globalization and intense international competitionthese areas, but it can provide leadership and resources to
development of public policy in the context of proactivelevelop a strategy, national vision and consensus for
medium and long term strategies can be an effective tamlercoming the obstacles that the private sector confronts
for achieving sustained high rates of growth. Thign innovation and production of higher valued and
approach extends public policy focus beyond the shdthowledge-based products and services.
term to a more strategic, forward-looking and go
oriented exercise aimed at specific ways to sup*
structural change and growth. It involves (i) systema
efforts to anticipate and identify future opportunities to Among the success cases, those countries with the
strongest and deepest public-private alliances are the
! ECLAC, Regional Advisor and Economic Affairs Officer in the ~qntries that have done the best in terms of development

Division of International Trade and Integration, respectively. nd implementation of agile national strateaies for
2 Australia, Czech Republic, Finland, Ireland, Korea, Malaysia, Nev\"r1 P g 9

Zealand, Singapore, Spain and Sweden. (continued on page &= )

@ ince the mid 80s, Latin America and the Caribbeaexpand and upgrade the value and knowledge content of
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structural change and export development. Moreov
strategies emerging from the alliance are underpinned
public understanding and consensus that allows for coher
projection into the medium and long term. But consensus i
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process, not an event, and to achieve it the countries needed

customized institutional arrangements, trial and error, and

evidence of success in the strategies themselves. An examinatior
of Latin America suggests that public-private alliances are
non-existent, fragmented, lack continuity, are captured by
special interests or are paralyzed by governance problems.
There are ten other principles related to the governance of
institutional processes that are inspired by the extraregional
experiences. Among these are that strategies need to be led b
ministries/public agencies that have competencies in the real
sector of the economy, enjoy political support at the highest
level, especially for priority initiatives, and have adequate and
predictable financial resources to develop and move the
strategy forward. The need for specialized public agencies and
multilayered coordinating mechanisms rises with the

Distribution of Spending on Research
and Development, per Region
(Percentage)

1990 - 1995
US$520 billion

2000 - 2003
US$740 billion

. NAFTA European Union Asia and the Pacific Latin America . Rest of the world

specificity of the strategy and number of active agents, The
most successful of the extraregional country cases tend to
“rebrand” their specialized public agencies to accommodate
emerging new strategic priorities. Observation of Latin America
suggests that support activities related to industry and non-
financial service are marginalized in strategies that still are
dominated by short term macro issues, underfunded, suffer
from coordination problems and operate in a relatively static
institutional setting. These shortcomings lead to dispersion of
limited resources for public support programs, duplication,
gaps in coverage of support for strategic activities of the
private sector, and lack of continuity of funding of activities
with long gestation periods, such as innovation.

To develop and implement strategies with credibility
vis-a-vis the private sector, real sector ministries need a
depoliticized stable corps of highly competent, specialized
technical staff and management that also has an ability to
articulate effectively with international expertise. To attain this
in the region, and reproduce the relatively high levels of
competence found in many central banks and ministries of
finance, there will have to be reform of recruitment and salary
policy in the rest of the public sector. Among other principles
are those relating to rigorous and continuous monitoring and
evaluation of the impact of public incentives and the need for
transparency, both of which facilitate efficacy as well as ward
of the risks of state “capture” by special interests.

Finally, the study makes no pretense of causality between
strategically based public-private alliances and growth in the
extraregional cases. Rather, it reports on the institutional
dimensions and develops illustrated first principles that can
stimulate reflection in the region about the value of
medium/long term strategies, alliances and the building of
consensus. It is up to Latin American countries to decide
whether and how to develop home-grown versions of this
extraregional tool for growth and developmeni.

Source: ECLAC, based on information of the United Nations Educational, Scientific and Cultural
Organization (UNESCO); the Ibero-American Network on Science and Technology Indicators
(RICYT); and the Organization for Economic Cooperation and Development (OECD),
Main Science and Technology Indicators, Paris, several years.

Latin America and the Caribbean:
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The report lays out the need to increase efforts so dorgas emissions must be reduced and policies must be designed to
countries of development funds reach the target of spending 0.&#dress the effects of climate change.
of their GDP on ODA. These are part of the commitments of the |nternational cooperation is fundamental for financial support,
Monterrey Consensus signed in 2002 during the United Natiogs are technology transfers from industrialized economies
International Conference on Financing for Development. for attaining greater energy efficiency and new renewable

It also suggests exploring new sources of financing to increaeﬁ(?ergy sources. Moreover, governments should strengthen

availability of financial resources for development, such a taxggjicies to prevent and address the effects of natural disasters, so
and global funds. In addition, the document proposes improving . o o duce risks

the efficiency of ODA allocation and management, and efficiently . .
, i i , ) ) ) On commerce, the document suggests greater international
integrating medium-income countries to the international

. - . cooperation to promote the integration of Latin American
cooperation system, both as recipients of assistance as well as in ) , , ,
. economies to world trade, as well as further diversify their
South-South cooperation. b
The second part examines the weakness of the finandi&PO"t Pase. . ) .
systems in the region to mobilize resources for development, The report argues that .|n tgrms of sc.)mal cohesion, one of the
particularly long-term, along with the difficulties in generatind"@" challenges in the region is advancing towards greater social
adequate levels of national savings. inclusion. Exercising economic, social and cultural rights is key to
The working document outlines the growing importanc&ocial integration and enhancing social cohesion.
of micro financing as an instrument to improve access to the International cooperation may contribute to this process in that
financial system and channel resources to productive areas ofithéfts restrictions on resources through the promotion of
lowest-income groups. It also states the need to create additiee@inomic growth, strengthening State institutions, and improving
mechanisms to facilitate and improve risk management asdcial policies and social protection systems.
resource allocation to small- and medium-sized companies, Advancing the process of social cohesion implies addressing
highlighting the role of commercial banks and domestigsues of labor dynamics and informal work, training human

development banks. capital, social protection, promoting gender equality and
empowering women.
. The document also highlights the long history of cooperation

in tax matters in Latin America, both at a bilateral level and
i Y | ) through regional integration agreements. These agreements are
The role of domestic policies is key to any sustainable . . . . - .
i mostly negotiated with third countries, and more specifically, with
development process, but it must be complemented by an

. . . . . ... - .developed nations.

international financial architecture that promotes stability in P ] o )
. It also emphasizes the need to regulate extraterritorial financial

economic growth.

TheECLAC document asserts the importance of strengthenir?&nters in order to generate fiscal competition that may benefit all
anti-cyclical mechanisms, in particular, liquidity instruments, SLountries involved, given that these centers are a source of fiscal
well as the role of regional financial cooperation; in the context 8{come and employment for the smallest economies in the region
the Latin American region, this refers particularly to regional arffiat lack solid tax structures.
subregional development banks, as well as the Latin American Lastly, the text calls on the Monterrey Consensus
Reserve Fund. signatory countries to establish multi-institutional and multi-

With regard to climate change, the report points out that §ector guidelines and follow-up mechanisms so as to facilitate
order to achieve sustainable economic development, greenhousglementation of the multilateral development agreements.

Produced by ECLAC Information Services The symbols used in this newsletter represent the various indigenous cultures of the
M EpiToR: Pilar Bascuiian, assisted by Americas and some of the milestones in the region’s history. The symbols are engraved
on the outside of the conference rooms at ECLAC headquarters in Santiago, Chile.
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everal indicators (employment, Union. It is then reasonable to expect aemergence of biofuels (particularly the
housing construction and sales,2%-3% drop in China’s growth rate. strong subsidies for biofuel production in
consumer confidence) are signaling The deceleration of the world economythe United States and Europe), along with
an incipient economic recession in thewill also decrease regional growth, speculative purchases and the suspension
United States. We believe this cycle will although the consequences will be milderof exports in several food producing
be moderate, but may last longer tharthan in the past because the region hasountries, cast doubts on the behavior of
initially expected. In spite of the Federalbecome less vulnerable. In particular,these prices in the short run.
Reserve’s strong injection of liquidity in and taking into account lower financing  In this context, it would not be
the economy, recovery will be slow due torequirements, the increase of country risksurprising to see rising primary good
the impact on bank returns, includingthat has affected —with differences— theprices, through their impact on poverty
possible losses, in the following months,entire region, will not have a significant and effect on inflation at a global level,
which will cause additional uncertainty. impact on the average cost of debt. Howevetapidly replacing the United States’
Moreover, diminishing income associatedthere are a few countries witméincing mortgage market as a main source of
with housing values, a process that has yaequirements in the next 18 months. concern. It is particularly relevant to
to conclude, will surely inhibit consumption Unlike the moderate short-term impact highlight the monetary policy dilemma
for several months. on the financial side, effects will be felt faced by central banks. Too much emphasis
The reaction of monetary and fiscalin the real economy. The first will be a on their concern about “reputation”,
officials has been correct, in spite ofdecrease in remittances to the region fronabout which central bankers tend to be
doubts about the impact of fiscal measuresesmigrant workers as a consequence o¥ery sensitive, may lead to a currency
however, the magnitude of the mistakedower employment in the United States,appreciation in a significant part of the
made in regulating and supervising theparticularly in construction. A second developing world and weaken incentives
United States’financial system is surprising.effect will be a fall in imports in developed to take advantage of the strong growth of
Among them is the "authorization” to countries, including an eventual drop inworld demand during the next few years,
eliminate bad credit from bank portfolios the United States. This will have varying beyond the short-term turbulences.
through the securitization of mortgageeffects in the region’s exports, depending In sum, it is likely that in the short
credit, a process encouraged by the realn the relevance of sales to the U.S. andun, the region’s economies will continue
estate market bubble and the lack othe type of goods being exported, givengrowing (particularly in South America)
consumer information about the qualitythat manufactured goods are moreat high rates (4.7% this year, and no less
of that portfolio. difficult to reorient to other markets in than 4% in 2009). However, we may
A mild recession in the United Statesthe short term. be falling into the trap of increasing
will have considerable impact on other  Both variables —remittances and exportsspecialization in the production of primary
regions in the world. Europe will likely (especially manufactures)— will impact goods without knowledge added, due to
suffer a marked deceleration, while inmore in Mexico and Central America the currency appreciation as well as the
emerging economies the impact will bethan in South America. lack of production development policies.
modest. With regard to the latter, there are  The deceleration of the world economy Avoiding this result is one of the region’s
questions about the effects of the crisis ohould reduce the price of primary goods.main challenges
China. Almost 40% of Chinese exports goHowever, recurrent crises of diverse
to the United States and the Europeamrigin in oil producing nations, the

JoseLuis MACHINEA

The author is the Executive Secretanf@LAC .
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Development Goals.
Progression towards
the right to health in
Latin America and the
Caribbean, coordinated
by ECLAC with
participation of PAHO,
the World Food Programme,
the UNDP and UNICEF.
May 2008. (LC/G.2364).
Outlines the achievements
and obstacles to meeting
health-related Millennium
Development Goals,
analysing their causes and
dimensioning the efforts
needed to fulfill those
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Labour markets,
worker protection and
lifelong learning in a
global economy:

Experiences and
perspectives in Latin
America and the
Caribbean, directed by
ECLAC Executive
Secretary José Luis
Machinea and drafted by
Jurgen Weller. April 2008.
(LC/L.2880). Examines
how the institutional
framework for labour

in the region has changed

in recent years, in its aim
of ensuring efficiency in
the labour market,
protecting workers, and
generating good

quality jobs!

The future of families

and policy challenges
by Irma Arriagada. April
2008. (LC/L.2888-P).
Compiles presentations,
comments and debate from
a specialists meeting on
families and policies,
organized byECLAC'’s
Social Development
Division. Analyzes the
heterogeneity of families
caused by demographic
changes and the need for
further research on the care
of children and the elderly,
among other issue

CEPAL Review

N° 94. April 2008
(LC/G. 2357-P).
This edition —only in
Spanish— contains articles
on ECLAC s historical
contribution to the debate
over Latin American
development, the factors
that explain poverty
reduction in the region
since 1990, and the
evolution of trade and
investment rules from a
Latin American perspective,
among others
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Presentation of the report “Foreign investment in Latin America and the Caribbean, 2007”

Presentation of the report “Millennium Development Goals. Progression towards
the right to health in Latin America and the Caribbean”

ECLAC building opens to public on Cultural Heritage Day 2008

Conference of Peruvian Minister of Economy and Finance, Luis Carranza Ugarte,
“Economic Growth in Peru: Situation and Perspectives”

Seminar “Risk Habitat Megacities: Sustainability at risk?”

Thirty-second session of ECLAC

Presentation of ECLAC’s Thirty-second session work document,
“Structural change and productivity growth 20 years later. Old problems, new opportunities”

Regional Consultation Preparatory to the Follow-up International Conference on Financing for
Development to Review the Implementation of the Monterrey Consensus

ECLAC Sessional Ad Hoc Committee on Population and Development

Regional conference on efficient water and sewage services
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