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Abstract (Document Summary)

Constraints on human and economic development in Latin America.  

Although the 2005 Human Development Index shows that Latin America has performed more favourably in a range 
of human development indicators than other developing regions, serious problems of poverty and inequality remain. 
These problems are putting democracy and policy-making under increasing strain in much of the region. 
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SUBJECT: Constraints on human and economic development in Latin America.  

SIGNIFICANCE: Although the 2005 Human Development Index shows that Latin America has performed more 
favourably in a range of human development indicators than other developing regions, serious problems of poverty 
and inequality remain. These problems are putting democracy and policy-making under increasing strain in much of 
the region. 

ANALYSIS: Seven Latin American countries fall among the most highly developed nations in the UN Development 
Programme (UNDP) 2005 Human Development Index, released on September 7. Latin America and the Caribbean 
as a whole out-score any other developing region in a number of human development indicators, including life 
expectancy, child death rates and years of schooling. The Latin American rankings are led by Argentina, ranked 34 
out of 177 countries; only Haiti (153) figures among the lowest human development rankings. Moreover, no country 
in the region has registered a fall in its human development index since the UNDP's first report was published in 
1990 -- unlike 18 countries in Africa and central and eastern Europe.  
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However, income inequality in Latin America remains the highest in the world outside sub-Saharan Africa, and has 
even worsened since 1990. Although Brazil has seen a marginal improvement since 1997, it remains the country 
with the greatest income inequality in the region ( see INTERNATIONAL: Inequality threatens poverty reduction - 
September 13, 2005 ), while the crisis in Argentina in the period 2001-03 produced a sharp deterioration in income 
distribution which thus far shows no sign of being reversed by economic recovery. This inequality is apparent in 
sharp differentials between social groups: for example, in Bolivia, the death rate for rural children is some 1.9 times 
higher than for urban children. Improvements in human development will remain limited so long as this degree of 
income inequality remains. 

 

 
A crucial indicator of lack of progress in this area is indigence in Latin America. While the percentage of people 
living on less than 1 dollar a day fell from 56.7% to 14.3% between 1981 and 2001 in East Asia, the reduction in 
Latin America was only from 10.1% to 9.9%. Although subsequent data are not universally available, this appears 
unlikely to have improved, given the sharp rise in poverty in Argentina following the crisis ( see ARGENTINA: 
Poverty pressures limit policy development - September 5, 2005 ). 

Macroeconomic boost These discouraging results are despite generally positive macroeconomic data: 

Enlarge 200%
Enlarge 400%

[Table]
Latin America: Income Inequality 
(share of income and consumption, %) 

Richest 20% Poorest 20%  
Argentina  56.4  3.1  
Chile  62.2  3.3  
Uruguay  50.1  4.8  
Mexico  59.1  3.1  
Brazil  63.2  2.4  
Colombia  61.8  2.7  
Venezuela  53.4  3.0  
Source: UNDP 

Enlarge 200%
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According to the UN Economic Commission for Latin America and the Caribbean (ECLAC), regional GDP 
expanded by nearly 6.0% in 2004 and is estimated to rise by 4.3% in 2005 and 4.0% in 2006. However, even this 
level of growth is inadequate to reduce unemployment averaging around 10%, in the light of a rise of some 2.5% 
annually in the economically active population. 

Per capita GDP will rise by an estimated 10% in the period 2004-06, including a 6% rise this year. 

No Latin American country is forecast to suffer a contraction this year, with the exception of Guyana. 

According to ECLAC figures released on September 6, the region's exports expanded by 17.1% year-on-year in the 
first half of 2005, after rising by 22.5% in 2004. Imports rose by 16.3% and 19.5%, respectively, for the same 
periods, and the region as a whole is expected to enjoy a trade surplus and current account surplus for a second 
consecutive year.  

Trade questions However, export growth has been heavily concentrated in commodities, destined in particular for 
the Chinese market. Increased demand from China (which imported some 21.7 billion dollars worth of goods from 
Latin America in 2004, in comparison with 1.5 billion in 1990) has been welcomed in the Southern Cone above all, 
where competition from Chinese products is less of a concern. However, the related rise in large-scale agricultural 
production, far from creating jobs, has tended to eliminate rural employment, while increased dependence on 
agricultural commodities may prove a concern as prices trend down ( see LATIN AMERICA: Poverty reduction lags 
GDP gains - December 21, 2004 ). 

According to the UNDP also, the composition of its export base is a significant factor in Latin America's sluggish 
development. Despite strong growth in recent years, exports remain heavily dependent on primary, non-value 
added products, which have fallen from 15% to 10% of the value of world trade in the past 25 years. This contrasts 
with East Asia, where growth has concentrated on higher value-added manufactures. While the UNDP notes that 
agricultural subsidies and trade barriers in the United States and Europe compound the problem, it concedes that 
even elimination of those barriers would not alter the basic negative equation. While Mexico and, to a lesser extent, 
Brazil form exceptions to the rule, with manufactures accounting for 81% and 52% of total exports, respectively, this 
shift remains at best nascent: primary products account for 72% of Argentina's exports, 82% for Chile, 90% for 
Cuba and 87% for Venezuela. 

Investment needs Both the UNDP and ECLAC note the need for investment in order to address poverty and 
inequality, including greater spending on education and on research and development. (Although literacy rates and 
years of schooling are higher in Latin America than the average in the developing world, limited emphasis has been 
placed on technical skills and spending tends to be poorly focused.) This is needed both to add value to export 
products, and to attract foreign direct investment (FDI). However, serious impediments remain on both counts: 

Legal insecurity and economic volatility tend to curtail FDI, together with a comparative lack of highly skilled labour 
and the income inequality which reduces the size of domestic markets by in effect limiting the ability to consume. 
Competitiveness is significantly reduced by the difficulty of doing business in much of Latin America, as highlighted 
by the recent World Bank Doing Business in 2006 report. Apart from Chile, most of Latin America is ranked well 
below even many less-developed Asian and African countries. 

[Table]
Latin America: Doing 
business in 2006 
(ranking out of 155 
countries) 

Ease of doing 
business  

Starting a 
business  

Dealing with 
licences  Hiring/firing Registering 

property  
Getting 
credit  

Chile  25  23  35  37  30  32  
Colombia  66  73  46  130  50  62  
Peru  71  106  97  83  32  73  
Mexico  73  84  49  125  74  68  
Argentina  77  85  103  132  65  42  
Uruguay  85  116  38  52  126  60  
Brazil  119  98  115  144  105  80  
Venezuela  120  95  96  71  47  76  
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Despite improving fiscal performance in much of Latin America, tax collection remains relatively low, at a regional 
average of around 15% of GDP, reducing prospects for increased spending on health, education and other social 
indicators. At the same time, debt servicing continues to absorb a high percentage of revenues. 

By the same token, the prospects for increasing tax collection are limited by administrative inefficiency and 
corruption, unenforceable tax regimes, business resistance and by low personal income. The latter renders any 
effort to increase personal taxes unsustainable and politically explosive. 

Social protests Social tensions fanned by poverty, inequality and the failure of democracy (or economic reforms) 
to improve social conditions have, in turn, rendered governability and political reform more difficult even as reform 
has become more urgent. Social protests have produced the fall of elected governments in Argentina, Bolivia and 
Ecuador since 2001, and the memory of these events is fresh throughout the region among both politicians and 
society. This will, paradoxically, continue to curtail reforms which could improve prospects for both human and 
economic development. 

CONCLUSION: The failure of democracy effectively to address inequality and exclusion in much of the region has 
generated social pressures which undermine democratic stability and, by extension, the attractiveness of Latin 
America as an investment destination. Although unlikely to lead to a return to past patterns of military intervention, 
this vicious circle will cause Latin America to fall behind other developing regions, especially in Asia, in stimulating 
economic competitiveness and social progress. 

Source: World Bank 
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