
S tarting in the late 1980s, most Latin American
countries began introducing market-based struc-

tural reforms in a range of areas, especially interna-
tional trade, the financial sector, the tax system, and
state enterprises. These policies were aimed at in-
creasing the role of market forces, after years of gov-
ernment intervention, and promoting greater integra-
tion with the global economy. Structural reforms
were combined with measures aimed at establishing
financial and macroeconomic stability, primarily by
disciplining monetary policy and emphasizing fiscal
sustainability.

This section reviews the main outcomes of the sta-
bilization and structural reform programs and assesses
the factors, both external and internal, that contributed
to these results. To summarize, although reform pro-
grams were instrumental in arresting high inflation
and sustaining inflation at a low level, and providing
an initial boost to growth, the 1990s were another pe-
riod of considerable disappointment for the region.
The main economic and social outcomes eventually
fell well short of expectations in terms of permanently
boosting growth and reducing poverty and income 
inequality. External factors can partially explain this
outturn, particularly in the late 1990s. Their impact
was magnified, however, as these shocks interacted
with domestic rigidities and macroeconomic vulnera-
bilities, leading to renewed bouts of financial instabil-
ity. The structural aspects of reform programs yielded
up-front benefits but were not comprehensive and 
enduring enough to catalyze sustained growth. In par-
ticular, the institutional framework for conducting
market-based activity was generally neglected.

Main Economic and Social Outcomes

Inflation

Inflation control was the most notable success of
the stabilization and reform programs of the 1990s,
in stark contrast to Latin America’s long history of
high inflation and sporadic bouts of hyperinflation.
At the end of the 1980s, regional inflation hit nearly
500 percent, with even higher peak rates in Brazil

and Argentina (Figure 2.1). Under these conditions,
the economic, social, and political costs of uncon-
trolled inflation became starkly evident. High and
volatile inflation undermined macroeconomic stabil-
ity and growth, and exacerbated income inequality
and poverty. Financial intermediation was disrupted;
resources were increasingly devoted to unproductive
activities; relative prices became distorted; and con-
fidence in longer-term economic prospects and the
direction of policies was undermined.

Against this background, a strong public consensus
emerged that inflation should be reduced to low lev-
els. Most Latin American countries, especially those
with past records of hyperinflation, initially elected to
disinflate through exchange rate-based stabilization
plans.3 Although the choice of firmness of the ex-
change rate arrangement varied across countries,
ranging from Argentina’s adoption of a currency
board under its convertibility plan to crawling pegs in
countries such as Brazil and Mexico, the general strat-
egy yielded impressive reductions in inflation. Coun-
tries that opted for more flexible strategies with multi-
ple intermediate objectives—for example, the
approach taken in Chile—tended to experience more
gradual reductions in inflation; generally, these coun-
tries had lower initial rates of inflation and benefited
from the retention of greater policy flexibility.

By the end of the 1990s, only two Latin American
countries had inflation rates of more than 10 percent,
and the regional average had dropped to well below
10 percent. The importance of this achievement
should not be underestimated. Gains in inflation
control have proved to be enduring, even when ex-
change rate-based stabilization plans ultimately be-
came unsustainable. Even though the transition to
more flexible monetary arrangements, notably infla-
tion targeting in the context of floating exchange rate
systems, was accompanied by initial financial insta-
bility and sharp exchange rate depreciations, the in-

II Taking Stock

3

3Given that monetary anchors had failed to control inflation,
exchange rates were viewed as a more effective anchor that would
introduce credibility to policy that the central bank lacked under a
discretionary framework. These issues are discussed in more de-
tail in Section IV.
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Main Economic and Social Outcomes

creased credibility of commitments to low inflation
reduced the pass-through of these shocks. For exam-
ple, the financial crises in Mexico (1994–95), Brazil
(1999 and 2002), and Argentina (2002) caused only
transitory increases in inflation of a magnitude much
smaller than the spikes observed in the 1980s.4

Economic Growth

A key objective of the stabilization and structural
reforms of the 1990s was to permanently boost
growth following the dismal performance in the pre-
vious decade (Table 2.1). During the 1980s, per
capita GDP fell at an average annual rate of about !/2
of 1 percent, with nearly all Latin American coun-
tries experiencing negative growth—although Chile
and Colombia were notable exceptions.5

Following the reforms implemented in the late
1980s and early 1990s, annual real per capita GDP
growth in the region initially picked up to 2!/2 per-
cent, on average, during 1991–97. This improvement
reinforced confidence in the payoff to reforms, even
though growth in this period still fell well short of
the achievements of some other fast-growing re-
gions, particularly Asia, as well as of Latin Amer-
ica’s own performance in the 1960s and 1970s.

Aggregate per capita income growth rates for the
region masked considerable cross-country variation,
however (Figure 2.2). The strongest performances
were seen in those countries that aggressively pur-
sued reform agendas early on. Indeed, annual per

capita income growth for 1990–97 averaged more
than 6 percent in Chile, nearly 5 percent in Ar-
gentina, and more than 3 percent in Peru.

In the event, Latin America’s economic revival was
short-lived. By the late 1990s, growth in the region
began to deteriorate. Beginning with the worldwide
contagion from the Asian and Russian crises in
1997–98, financial strains intensified in the region,
and real per capita GDP stagnated during 1998–2003.
Again, there was considerable variation across coun-
tries. For example, incomes contracted sharply in Ar-
gentina, Uruguay, and Venezuela, and more moder-
ately in Colombia and Ecuador, while staying roughly
flat in Brazil, Bolivia, and Peru (Table 2.2). The only
countries experiencing positive per capita income
growth over this period were Chile and Mexico—in
Mexico’s case, this partly reflected the transformation
of its economy associated with the North American
Free Trade Agreement (NAFTA) and the benefits re-
sulting from strong U.S. growth in the late 1990s.

Viewed relative to a longer period, Latin Amer-
ica’s growth performance over the past two decades
is somewhat disappointing. Essentially, since the
region’s last period of rapid growth in the 1960s
and 1970s, there has been minimal change in per
capita GDP (Figure 2.3). The fastest-growing coun-
try—Chile—has been able to raise its per capita in-
come at an average annual rate of 3.1 percent, mak-
ing it a star performer in the region but still falling
well below rates seen in the East Asian countries.
Consequently, countries in the region have gener-
ally not been able to close the relative income gap
with advanced economies (Figure 2.4).6

5

4There is emerging evidence that the pass-through of exchange
rate depreciations to inflation has been falling in Latin America.
See, for example, Carstens and Werner (1999), Mihaljek and
Klau (2001), and Belaisch (2003).

5For a discussion of the factors that contributed to the fall in
growth during the 1980s, see Loayza, Fajnzylber, and Calderón
(2003).

Table 2.1. International Comparison: Growth in Real Per Capita GDP
(Annual percent change)

1981–90 1991–97 1998–2003

Latin America –0.6 2.5 –0.1
Industrial countries 2.5 1.4 1.8
Other developing countries 1.9 2.6 3.3

Asia 4.8 6.5 4.8
Other Asia1 2.8 4.1 1.1
Eastern and Central Asia Europe 1.2 0.7 2.6
Middle East –1.3 1.3 1.8
Sub-Saharan Africa –0.6 –0.5 0.7

Source: IMF, World Economic Outlook database.
1Excluding China and India.

6A recent report by Brazil’s Ministry of Finance estimated that
per capita income in Brazil is currently just as far from the North
American level as it was in 1960. See Brazil, Ministry of Finance
(2003).



II TAKING STOCK

6

–16

–12

– 8

– 4

0

4

8

12

20029996939087841981
–16

–12

– 8

– 4

0

4

8

12

20029996939087841981

–16

–12

– 8

– 4

0

4

8

12

20029996939087841981
–16

–12

– 8

– 4

0

4

8

12

20029996939087841981

–16

–12

– 8

– 4

0

4

8

12

20029996939087841981
–16

–12

– 8

– 4

0

4

8

12

20029996939087841981

–16

–12

– 8

– 4

0

4

8

12

20029996939087841981
–16

–12

– 8

– 4

0

4

8

12

20029996939087841981

Latin America Argentina

Bolivia Brazil

Chile Colombia

Mexico Peru

Source: IMF, World Economic Outlook, various issues.

Figure 2.2. Selected Latin American Countries: Growth Performance
(Annual percentage change in per capita real GDP)



Main Economic and Social Outcomes

With slower GDP growth in the latter part of the
1990s, employment also suffered, particularly for
wage earners.7 The quality of new jobs deteriorated,
with many concentrated in microenterprises or self-
employment at relatively low wages.8 The share of
the informal sector—defined as employment without
access to social benefits or unemployment protec-
tion—rose to around 50 percent of total employment
in Latin America.9 As explained in what follows,

rigidities in the tax framework in many countries
(especially distortionary payroll taxes), combined
with inflexible labor market policies, contributed to
the rise of informal employment, with adverse feed-
back effects on government revenues and pension
systems.

In addition to weak growth, a continuing feature of
Latin American economic performance has been high
macroeconomic—especially output—volatility asso-
ciated with recurrent crises (Figures 2.5 and 2.6). For
example, in Ecuador and Mexico, real GDP fell by

7

Table 2.2. Real Per Capita GDP, 1998–20031

(Average annual percent change)

Latin America –0.1
Argentina –2.6
Bolivia 0.1
Brazil 0.0
Chile 1.1
Colombia –0.9
Ecuador –0.3
Mexico 1.3
Peru 0.3
Uruguay –2.7
Venezuela –4.9

Source: IMF,World Economic Outlook database.
1Data for 2003 are estimates.

7See Stallings and Peres (2000).
8See Stallings and Peres (2000) and Saavendra (2003).
9An even higher proportion is engaged outside the formal sector

in Brazil, where the share of informal employment has steadily 
increased over the past decade, with negative effects on productiv-
ity and real wages. See Brazil, Ministry of Finance (2003).
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7!/4 and 6!/4 percent, respectively, in the first year of
their crises; in Argentina, output declined by more
than 11 percent in 2002. Over this period, Brazil was
the only country in the region that did not experience
a sharp drop in output in the wake of its financial

crises (in 1999 and 2002), although its growth rate
dropped close to zero in both episodes.10 Where ini-
tial output losses were steep, it should also be noted
that subsequent recoveries were relatively rapid and
strong, certainly in comparison with the region’s ex-
perience in the late 1970s and early 1980s.

Imbalances between the openness of the trade and
capital accounts have contributed to output volatility.
Improvements in the trade balance following ex-
change rate depreciations could only partially offset
the collapse in domestic demand during crisis peri-
ods, given limited trade openness. Generally, the
turnarounds experienced in net exports largely re-
flected import compression as opposed to higher ex-
ports (Table 2.3). For example, Mexico’s import vol-
umes dropped by 26 percent in 1995, while export
volumes rose by less than half as much. Over time,
exchange rate effects became more important, as ev-
idenced by surges in export volumes in most coun-
tries in the year following the crisis. The limited im-
mediate buffer provided by changes in trade flows
underscored the vulnerabilities created by the surge
in capital flows, relative to trade flows, in the region
in the 1990s.

Poverty and Income Inequality

Despite the enduring reductions in inflation since
the early 1990s, the region has generally not been able
to secure improvements in poverty and income in-
equality, fueling discontent with the reform process.
Although poverty rates initially declined from their
peaks at the beginning of the decade following the
debt crises of the 1980s, progress was not sustained,
especially in the context of stalled growth and finan-
cial crises in the latter part of the 1990s.11 By 2003,
about 44 percent of households in Latin America fell
below the poverty line, and almost 20 percent were in
extreme poverty (Table 2.4). In absolute terms, the
number of poor grew by about 14 million over the
decade to reach 214 million in 2002.12

8

10Kochhar, Lane, and Savastano (2003) survey the crisis expe-
riences in Ecuador (1999), Mexico (1995), Brazil (1999), Indone-
sia (1998), Thailand (1998), Malaysia (1998), the Republic of
Korea (1998), Russia (1998), and the Philippines (1998). Almost 
all were characterized by a sharp drop in output in the first year,
led by a collapse in domestic demand.

11Poverty statistics vary considerably, depending upon the un-
derlying methodology used. See Székely, Lustig, Cumpa, and
Mejia-Guerra (2000) for a discussion. In this section, poverty
data are based on those compiled in ECLAC (2002). For a discus-
sion of poverty trends, see ECLAC (2002). Morley (2001) and
ECLAC (1997) provide various explanations for the persistence
of poverty in the region.

12World Bank data, which define poverty as those people living
on less than $1 per day, show similar poverty trends. Based on
this alternative definition, the poverty rate in Latin America edged 
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Main Economic and Social Outcomes

Aggregate poverty rates also mask considerable
variation across and within countries (Figure 2.7).
In general, more rapid growth was associated with
greater success in improving indicators of human
development (Figure 2.8). But social policies also
played a role. For example, during the 1990s, the
poverty rate declined by more than 10 percentage
points in Brazil and Chile as social spending was
raised; education indicators improved; and new,
targeted antipoverty programs were introduced. In
contrast, the poverty rate rose by 9 percentage
points in Venezuela and changed little in Ecuador,
Colombia, Guatemala, Honduras, Nicaragua, and
Paraguay—all countries where poverty rates re-
main in excess of 60 percent.13 Moreover, within

countries, poverty is particularly high among in-
digenous people, especially in Bolivia, Guatemala,
and Peru. Although indigenous people represent
about 8 percent of the population in Latin America,
they make up 25 percent of those living in extreme
poverty.

Income inequality in Latin America remains ex-
tremely high by international standards, representing
a serious social problem.14 During the 1990s, the av-
erage Gini coefficient was 0.52 in Latin America,
compared with 0.34 in member countries of the Or-
ganization for Economic Cooperation and Develop-
ment (OECD), 0.33 in Eastern Europe, and 0.41 in
Asia.15 Estimates suggest that inequality trended up-

9

Table 2.3. Consequences of Crisis: Current Account Adjustment

Change in Current Export Volume Import Volume 
Account Growth Growth

(percent of GDP) (percent) (percent)_______________ _______________ _______________
Country Year t t t+1 t t+1 t t+1

Ecuador 1999 17.5 –1.1 0.2 –5.3 –45.7 14.3
Mexico 1995 6.5 –0.2 12.1 21.0 –26.4 24.7
Brazil 1999 –0.5 0.6 5.8 11.5 –10.7 12.1
Brazil 2002 2.9 2.5 7.9 15.7 –12.3 –3.7

Sources: Kochhar and others (2003); and IMF staff estimates.

down from 11.3 percent of the population in 1990 to 9.5 percent
in 2001, the most recent year for which data are available. In ab-
solute terms, over the same period, the number of people living in
poverty rose by about 500,000 people to 49.8 million. For a dis-
cussion of World Bank methodology and data, see World Bank
(2003c and 2001).

13Poverty rates increased sharply in both Argentina and
Uruguay in 2001–2002 following financial crises. ECLAC (2003)
estimates that poverty in Argentina doubled to 45 percent in 2002
from its 1999 level. Similarly, in Uruguay, poverty is estimated to 

have increased to 15 percent from about 9 percent in 1999. In
Colombia, the impact of higher social expenditures was offset by
displacements caused by the ongoing internal conflict.

14Deininger and Squire (1996); see also Morley (2001). Empir-
ical evidence suggests that the dominant factor in explaining dif-
ferences in inequality is the level of education. See Menezes-
Filho (2001).

15See World Bank (2003b), Deininger and Squire (1996), and
Morley (2001). The Gini coefficient (which ranges from 0 to 1)
measures inequality; the higher the coefficient, the higher the
level of inequality.

Table 2.4. Latin America: Incidence of Poverty1

(Percent of population)

1990 2000 2001 2002 2003

Poverty 48.3 42.4 43.1 44.0 44.4
Extreme poverty 22.5 18.1 18.5 19.4 20.0

Source: United Nations, Economic Commision for Latin America and the Caribbean (ECLAC).
1Data for 2003 are estimates. Poverty rates are calculated using the cost-of-basic-needs method, which estab-

lishes a poverty line based on the cost of a basic food basket. For details, see ECLAC (2001).
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ward over the 1990s, although at a slower rate, with
the greatest increases occurring in Argentina and Bo-
livia.16 Although inequality cuts across all groups,
recent evidence by the World Bank points to particu-
larly marked differences according to race and eth-

nicity. The situation in Brazil has been starkly re-
ported by the Ministry of Finance, which notes that
income inequality has not appreciably improved
over the past 30 years, and that the richest 10 percent
of individuals account for 44 percent, whereas the
poorest 10 percent account for only 1 percent, of the
country’s income.17

10

16Székely (2001) estimates income inequality trends based on
regression estimates for each country, where the dependent vari-
able is the Gini coefficient and the independent variable is a time
trend. 17Brazil, Ministry of Finance (2003).
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Explaining the Outcomes

Pervasive inequality in Latin America has had
negative consequences for the political economy of
the region.18 Evidence suggests that inequality leads
to greater violence and weak institutions, and ham-
pers a country’s ability to respond to economic
shocks.19 In addition, higher income inequality has
made it more difficult to reduce poverty for a given
rate of economic growth.

As well as lowering overall output, macroeco-
nomic volatility may have had adverse effects on in-
come and wealth inequality in the region, as the poor
have typically been less able to adapt to economic
shocks (Pfeffermann (2002)). In addition, Lustig
(1995) argues that economic turmoil forces the poor
to sell land or other assets to finance their children’s
education, undermining their ability to generate in-
come. Lustig and Arias (2000) provide evidence that
crises have tended to increase poverty, with the inci-
dence remaining higher even after the crisis has
passed. In addition to their obvious social costs,
crises indirectly jeopardized the sustainability of re-
form programs by undermining popular support for
them.

Explaining the Outcomes

External Shocks and Domestic Vulnerabilities

Why did the eventual results of stabilization and
structural reform policies fail to match the high ex-
pectations of the early 1990s? The external environ-
ment played a significant role, especially as Latin
American countries generally remained vulnerable
to the volatilities that stemmed from the economic
cycle in industrial countries and shifts in sentiment
toward emerging market financing.20 There is broad
consensus that these global factors, combined with
domestic vulnerabilities, led to a degree of volatility
in capital flows that was the single most important
factor determining outcomes.21

Economic activity in the industrial countries, no-
tably the United States, affected Latin America
through its impact on trade and capital flows. The
evidence strongly suggests that the effects on capital
flows overwhelmed the trade impact, both during
upswings and downturns, reflecting the region’s cap-
ital market opening in a context of still-low export-
to-GDP ratios.22 Thus, cyclical slowdown and mone-
tary easing in the industrial countries during
1989–93 enabled the acceleration of capital flows to
fast-growing emerging markets in the first half of the
1990s, dominating any negative impact on the re-
gion’s exports (Figure 2.9). Later in the 1990s, the
dominant external influences were upward pressure
on interest rates, as activity strengthened in indus-
trial countries, compounded by contagion from
emerging market crises in Asia and Russia during
1997–98, which weakened the confidence of global
investors.

With external financing having played an impor-
tant role in fueling Latin American growth in the
early 1990s, and a lack of progress in deepening do-
mestic financial markets, these economies were
highly vulnerable to shifts in global market senti-
ment. This was particularly the case for countries
that had adopted rigid exchange rate systems while,
at the same time, accumulating significant short-
term external debt. Together, these conditions led to
an environment that was prone to a cascading loss of
market confidence.

The succession of emerging market crises is iden-
tified in Figure 2.10. The first significant disturbance

11

18For a detailed discussion, see World Bank (2003b).
19Evidence on the effect of inequality on growth is mixed. The

studies surveyed in Benabou (1996) and Perotti (1996) suggested
that higher inequality tended to reduce future growth, but Forbes
(2003) finds that this result is reversed when different measures
of inequality are used on panel data.

20The analysis early in the decade of Calvo, Leiderman, and
Reinhart (1992) presaged many of the subsequent difficulties
with external shocks and capital flows to the region.

21See Calvo and Reinhart (1999).
22Stallings and Peres (2000) provide evidence that economic

growth in the region is more closely linked with capital inflows
than with trade flows. Fernandez-Arias and Panizza (2001) find
that an increase in private net capital flows of 1 percentage point
of GDP boosts growth by almost !/2 of 1 percentage point.
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in emerging markets in the 1990s was the Mexican
peso crisis in late 1994. In this instance, the underly-
ing causes reflected both a deterioration in the exter-
nal environment, particularly rising U.S. interest
rates, and domestic factors, including political
shocks, exchange rate overvaluation, financial sector
fragilities in a context of a large external financing
need, and a highly vulnerable structure of financing.

As a result, the broader impact on other emerging
markets was transitory, and global yield spreads
quickly returned to the low levels observed before
the Mexican crisis (Figure 2.11).23 Indeed, the re-

12

23Immediate contagion from Mexico was experienced by Ar-
gentina, whose fixed exchange rate regime was tested, and suc-
cessfully defended, in April 1995.
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Explaining the Outcomes

silience of other markets with respect to the Mexican
crisis tended, if anything, to reinforce confidence in
the strength of their fundamentals, leading to further
capital inflows through 1996.

The onset of the Asian crisis in mid-1997, how-
ever, had a much more pervasive impact on emerg-
ing market financing. In particular, it highlighted the
vulnerabilities of economies that appeared to have
relatively sound fundamentals to shifts in market
sentiment when external liabilities were significant
and exchange rate regimes were inflexible. The
Russian debt default in August 1998, followed by
the Long-Term Capital Management (LTCM) crisis,
further underscored these vulnerabilities. Yield
spreads in emerging markets jumped, especially at
longer maturities, prompting borrowers to shift into
increasingly short-term debt as emerging market fi-
nancing virtually dried up during this period.

Although all countries in Latin America were af-
fected by these changes in external conditions, coun-
tries with stronger policy fundamentals and flexibil-
ity resisted the strains better. Chile, for example, had

significantly reduced external debt during the 1990s,
creating fiscal room for maneuver while moving to
an increasingly flexible exchange rate regime. Even
though Chile’s growth in the late 1990s was affected
by higher global interest rates and spillovers from
elsewhere in the region, a financial crisis was
avoided, and fiscal and monetary policies remained
on track.24 Other countries with weaker domestic
policies and greater vulnerabilities, however, suf-
fered a series of crises, notably Brazil (1999 and
2002), Ecuador (1999), Argentina (2001), Uruguay
and Paraguay (2002), and Venezuela (2003).

Indeed, perhaps the most vexing issue since the
early 1990s has been the slow progress of most Latin
American countries in establishing greater financial
resiliency and sufficient macroeconomic policy flex-

13

24Nevertheless, there was also a notable slowdown in Chile’s
total factor productivity growth over this period. Although there is
not yet a consensus on the sources of this slowdown, it appears to
have been at least partly due to a fading of the effects of structural
reforms, for instance in education (Beyer and Vergara, 2002).
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ibility to cushion the impact of economic shocks,
particularly from external sources. In these circum-
stances, the recurrence of macroeconomic volatility
and financial stress was inevitable, perpetuating re-
liance on IMF and other international official financ-
ing support (Figure 2.12 and Table 2.5).25 These
episodes of recurring financial volatility disrupted
growth, exacerbated poverty, and contributed to “re-
form fatigue” in several cases.

Several domestic vulnerabilities contributed to the
recurrence of macroeconomic stability and financial

crisis in the region. Most importantly, dependence
on foreign capital inflows created growing balance-
sheet mismatches in the public and private sectors,
as foreign currency-denominated debt accumulated,
leaving countries exposed to shifts in global market
sentiment. Shocks that destabilized the exchange
rate then undermined financial stability, creating a
vicious circle of feedback effects that magnified the
impact on growth. The health of domestic financial
systems closely mirrored the boom-bust cycles of
capital flows, compounding macroeconomic volatil-
ity. After a period of rapid growth in the early 1990s,
credit generally collapsed after the mid-1990s, with
only Chile being able to maintain a more even pat-
tern of credit growth.

Absorbing external shocks would have required a
much stronger fiscal policy and institutional frame-
work than most countries in the region—other than
Chile—had developed. Instead, with a tendency to-
ward procyclical fiscal behavior in Latin America,
fiscal policy was an additional source of—rather
than a solution to—macroeconomic volatility.26

Thus, government spending generally increased in
response to a pickup in growth and declined when fi-
nancing sources dried up.

14

25Not all programs were framed in a crisis context, however. It
should be noted that a number of arrangements with the IMF
were precautionary in nature, in the sense that these countries did
not expect to use IMF resources. The Poverty Reduction and
Growth Facility (PRGF) programs were in support of poverty re-
duction and growth agendas, and were not necessarily responses
to financial crises.

26The underlying problem was the lack of fiscal restraint when
economic conditions were favorable, which, in turn, led to debt
accumulation. When economic conditions deteriorated and mar-
ket access disappeared, the only options were fiscal restraint or a
return to the reliance on inflationary financing of fiscal deficits
seen during the 1980s.
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Table 2.5. IMF Arrangements in Latin America, 1989–20041

Amount Agreed Amount Drawn
Type of Expiration (In percent (In percent of 

IMF Program Beginning Date Date of quota) total package)

Argentina SBA Nov. 89 Mar. 91 66.0 69
SBA Jul. 91 Mar. 92 70.1 56
SBA Mar. 92 Mar. 96 361.2 100
SBA Apr. 96 Jan. 98 46.8 85
EFF2 Feb. 98 Mar. 00 135.3 —

SBA/SRF2 Mar. 00 Jan. 03 800.0 58
SBA Jan. 03 Aug. 03 102.7 100
SBA Sep. 03 Sep. 06 424.2 23

Bolivia PRGF Jul. 88 May 94 . . . 100
PRGF Dec. 94 Sep. 98 80.0 100
PRGF Sep. 98 Jun. 02 80.0 63
SBA Apr. 03 Jun. 04 50.0 75

Brazil SBA Aug. 88 Feb. 90 . . . 33
SBA Jan. 92 Aug. 93 102.6 9

SBA/SRF3 Dec. 98 Sep. 01 600.0 73
SBA/SRF2 Sep. 01 Sep. 02 400.0 94
SBA/SRF Sep. 02 Mar. 05 901.7 63

Chile SBA Nov. 89 Nov. 90 15.0 100

Colombia EFF Dec. 99 Dec. 02 252.8 —
SBA2 Jan. 03 Jan. 05 200.0 —

Costa Rica SBA May 89 May 90 50.0 —
SBA Apr. 91 Sep. 92 40.0 76
SBA2 Apr. 93 Feb. 94 17.7 —
SBA Nov. 95 Feb. 97 43.7 —

Dominican Republic SBA Aug. 91 Mar. 93 35.0 100
SBA Jul. 93 Mar. 94 20.0 53
SBA Aug. 03 Aug. 05 200.0 20

Ecuador SBA Sep. 89 Feb. 91 73.0 36
SBA Dec. 91 Dec. 92 79.8 25
SBA May 94 Dec. 95 79.3 57
SBA Apr. 00 Dec. 01 75.0 100
SBA Mar. 03 Apr. 04 50.0 40

El Salvador SBA Aug. 90 Aug. 91 40.0 —
SBA2 Jan. 92 Mar. 93 46.6 —
SBA May 93 Dec. 94 37.5 —
SBA2 Jul. 95 Sep. 96 30.0 —
SBA2 Feb. 97 May 98 30.0 —
SBA2 Sep. 98 Feb. 00 30.0 —

Guatemala SBA Oct. 88 Feb. 90 50.0 43
SBA2 Dec. 92 Mar. 94 34.1 —
SBA2 Apr. 02 Mar. 03 40.0 —
SBA2 Jun. 03 Mar. 04 40.0 —

Honduras SBA Jul. 90 Feb. 92 45.0 100
PRGF Jul. 92 Jul. 97 70.0 71
PRGF Mar. 99 Dec. 02 121.0 69

Mexico EFF3 May 89 May 93 320.0 88
SBA3 Feb. 95 Feb. 97 688.4 73
SBA Jul. 99 Nov. 00 120.0 63

Nicaragua SBA Sep. 91 Mar. 93 59.9 42
PRGF Jun. 94 Jun. 97 125.0 17
PRGF Mar. 98 Mar. 02 155.0 77
PRGF Dec. 02 Dec. 05 75.0 29
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Weaknesses in Structural Reform Programs

Resisting external shocks, reducing macroeco-
nomic vulnerabilities, and building a new growth
momentum would have required strong domestic re-
forms. Successive studies have indicated that the ini-
tial reforms in Latin America generally had an impact
on growth, but one that declined as improvements in
capital, labor input, and total factor productivity were
not sustained (Figure 2.13). During 1991–93—the
period of fastest reforms—growth picked up, but
when the reform process slowed (Figure 2.14), the
growth effect diminished as well.27 Fernandez and
Montiel (1997) point out that a more lasting recovery
in Latin American growth would have materialized if

there had been broader and deeper implementation of
reforms. There was also a tendency to attribute a dis-
proportionate amount of the early pickup in growth
to structural reforms, as opposed to cyclical factors.
For example, the evidence presented in Lora and Bar-
rera (1997) suggested that the reforms implemented
during the first half of the 1990s had a substantial ef-
fect on productivity, investment, and growth.28 In
contrast, more recent studies based on longer time se-
ries indicate that the early estimates may have over-
stated the benefits of the reforms.29

The evidence also does not suggest a link between
structural reforms and reductions in poverty and in-

16

Table 2.5 (concluded)

Amount Agreed Amount Drawn
Type of Expiration (In percent (In percent of 

IMF Program Beginning Date Date of quota) total package)

Panama SBA Feb. 92 Sep. 94 72.6 74
SBA Nov. 95 Mar. 97 56.4 100
EFF Dec. 97 Jun. 00 80.2 33

SBA2 Jun. 00 Mar. 02 31.0 —

Peru EFF3 Mar. 93 Mar. 96 218.4 63
EFF2 Jul. 96 Mar. 99 64.4 53
EFF2 Jun. 99 Feb. 01 60.0 —
SBA2 Mar. 01 Jan. 02 20.1 —
SBA2 Feb. 02 Feb. 04 39.9 —

Uruguay SBA Dec. 90 Mar. 92 57.9 9
SBA3 Jul. 92 Jun. 93 30.5 32
SBA2 Mar. 96 Mar. 97 44.4 —
SBA2 Jun. 97 Mar. 99 55.5 91
SBA2 Mar. 99 Mar. 00 31.1 —
SBA2 May 00 Mar. 02 48.9 100

SBA/SRF Apr. 02 Mar. 05 694.4 69

Venezuela EFF Jun. 89 Mar. 93 281.0 52
SBA3 Jul. 96 Jul. 97 50.0 36

Sources: IMF, Finance Department and Policy Development and Review Department.
Notes: SBA = Stand-By Arrangement, EFF = Extended Fund Facility, PRGF = Poverty Reduction and Growth Facility, SRF = Supplemental Reserve Facility.
1Data are as of January 31, 2004.
2Precautionary on approval.
3Program turned precautionary.

27Some studies have analyzed the interaction between struc-
tural reforms and macroeconomic stabilization. For example,
Ocampo (2004) observes that the most aggressive structural re-
formers also introduced strong stabilization policies that rein-
forced the initial results—for example, Chile and Peru in the
early 1990s, with Argentina also having been viewed as a strong
reformer in this period. Over time, however, rigid stabilization
frameworks tended to undermine the effects of reforms. Lora and
Panizza (2002) finds that the extent of reforms has tended to dif-
fer more across policy areas than across countries.

28The Lora and Barrera (1997) estimates suggested that struc-
tural reforms had boosted growth by 1.9 percentage points, or a
total of 2.2 percentage points if macroeconomic stabilization
plans were also included. Other early studies also concluding that
the reforms had a positive and significant impact on growth in-
clude Fernandez-Arias and Montiel (1997); Easterly, Loayza, and
Montiel (1997); and IADB (1997).

29Lora and Panizza (2002), as well as Stallings and Peres
(2000) and Escaith and Morley (2000), conclude that the reforms
had a smaller and less robust effect on growth than had previously
been thought.
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come inequality. Based on household survey data,
Behrman, Birdsall, and Székely (2001) find that re-
forms in the areas of external trade, capital account
liberalization, tax reform, privatization, and labor
market reform did not affect poverty and inequality,
whereas financial sector reforms may have had a
negative effect. Birdsall and Székely (2003) con-
clude that greater reliance on market dynamics failed
to create opportunities for the poor to generate in-
come. Deininger and Squire (1998) emphasize the
potential importance of land reform in Latin Amer-
ica for reducing inequality.

Looking back, it is clear that the structural reform
agenda was too narrow in scope and comprehensive-
ness. Some key areas were neglected, notably mak-
ing the labor market more flexible, and improving
education systems and opportunities. Insufficient at-
tention was given to developing and strengthening
institutions, which, recent evidence indicates, play a
decisive role in raising growth. And, finally, political
economy factors were generally neglected. Inade-
quate emphasis was placed on combining growth
with improvements in social conditions and sus-
tained progress in reducing poverty, which under-
mined efforts to build and maintain a broad consen-
sus in favor of reforms.

Labor Markets

Labor market reforms have been almost univer-
sally neglected across Latin America. Although 
a full analysis is beyond the scope of this paper,
Box 2.1 presents evidence that Latin America’s labor
market rigidities are generally greater than in other
regions. A notable exception is Chile, which made
reform of labor legislation an early priority in the
1990s, helped by the popular consensus on restoring
labor rights that had been restricted by the previous,
military government.30 In other countries, however,
restrictive labor markets contributed to the structural
inflexibility of economies that ultimately under-
mined rigid exchange rate systems. Civil service em-
ployment practices were resistant to change. High
payroll taxes (including social security contribu-
tions) further distorted the policy framework and
discouraged employment in the formal sector. As a
result, unemployment rates have remained persis-
tently high and informal labor markets have flour-
ished, undermining public finances, productivity,
real wages, and growth. Institutions and Governance

Measures to strengthen institutions and gover-
nance were also not aggressively pursued in the re-
form agendas of most Latin American countries.
Over the last decade, evidence has accumulated on
the importance of sound institutions in fostering effi-
cient markets, prudent macroeconomic policies, and

17

30The importance of labor market reforms in Chile’s early re-
form efforts is discussed in Foxley (2003). Foxley points out the
benefits of establishing a permanent tripartite dialogue between
the government, the private sector, and labor organizations.
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effective policy responses to shocks (Figure 2.15).31

The lack of progress in institutional reforms in Latin
America is now seen as one important reason why
the improvements in macroeconomic and financial
policies were not sustained throughout the period.

The widespread restoration of democracy in the
region during the 1980s was a major achievement,
but did not translate into substantial progress in

strengthening governance (Figure 2.16). Democratic
accountability increased progressively, but most
countries in the region continued to suffer from a
“crisis of representation,” reflecting a combination
of frustration with political institutions and low
confidence in politicians.32 National legislatures in
Latin America were generally seen as fragmented
and ineffective. The absence of mechanisms to man-
age conflict and build consensus hindered policy im-
plementation and undermined credibility, as was
vividly demonstrated in Argentina and Venezuela in
2002–2003. Moreover, some groups were able to
capture the political process for their own benefit,
skewing the distribution of the benefits of reforms.
This exacerbated income inequality, with episodes
of political violence and illegal activities increasing.

18

Box 2.1. Latin America: Labor Market Reforms

Although economic reforms in other policy areas
during the 1990s were uneven within and across coun-
tries, labor market reforms across Latin America
tended to be widely neglected. Throughout the decade,
unemployment rates were persistently high, even when
economic growth picked up early on.1

One of the major shortcomings of Latin America’s
labor markets is institutional rigidities. In order to
compare the restrictiveness of labor markets interna-
tionally, Botero and others (2003) construct an index
of legal job protection based on grounds for dismissal,
notice and severance payments, and whether the right
of job security is anchored in the constitution. Al-
though stronger provisions for job security in poorer
countries reflect, to some degree, inadequate social
safety nets, Latin America’s labor laws are the most re-
strictive even when compared with those of other low-
income regions. A notable exception is Chile, which
scored substantially better than the region overall. Of
course, this measure has limitations as an indicator of
actual practice, as opposed to legal principles, and thus
may overstate the gap between Latin America and
other regions.

The failure to address labor market rigidities in the
context of structural reforms and macroeconomic stabi-
lization during the 1990s was particularly detrimental,
given the region’s move toward less flexible exchange
rate systems. Failure to reform labor markets had the
following consequences:

• The benefits of other structural reforms—such as
privatization, deregulation, and price liberaliza-

tion—were not fully reflected in more efficient re-
source allocation, undermining the region’s growth
potential;

• The creation of skilled jobs in the formal economy
was curtailed, contributing to an increase in the
wedge between wages in high- and low-paying
jobs;

• Growth in the informal labor market (covering em-
ployment on temporary and fixed-term contracts)
was encouraged, promoting noncompliance with
existing labor laws, adversely affecting productiv-
ity, and undermining public finances;

• The adjustment to economic shocks was made
more difficult, as was reflected in deeper and
longer economic downturns; and

• In terms of distributional consequences, labor mar-
ket practices have favored those who profit from
labor market protection, such as skilled white
males, over women; unskilled workers; and, in
some countries, indigenous populations.2 Conse-
quently, inequalities worsened.

The absence of broad-based labor market reforms
and persistently high unemployment rates not only
had adverse macroeconomic and distributional con-
sequences but also contributed to reform fatigue
and, ultimately, the rejection of economic reforms 

1For a comprehensive discussion of labor market issues in
Latin America, see IADB (2004).

2At the micro level, a number of studies show that some of
the existing inequalities in Latin America are directly related
to distributional aspects of the labor markets. See, for exam-
ple, World Bank (2003b).

31For recent evidence on the importance of strong governance
and institutions in fostering sustained growth, see IMF (2003);
Rodrik, Subramanian, and Trebbi (2002); Kaufmann and Kraay
(2002); Hall and Jones (1999); and Rodrik (1999). Institutions are
found to be important because of their role in determining trans-
action costs and facilitating market activity; supporting structural
reforms; and promoting incentives for productive activities, such
as the accumulation of skills or the development of new goods,
rather than redistributive activity, such as rent seeking, corrup-
tion, or theft. 32Dominguez (1997).
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Latin America also lagged in the area of govern-
ment effectiveness, reflecting to some extent the low
accountability of government agencies in a number
of countries—although institutions in Uruguay,
Chile, and Costa Rica are notable exceptions. These
weaknesses have limited and, in some cases, dis-
torted the effects of reforms. For example, poor con-
trol over the spending of subnational entities se-
verely affected the efficiency gains expected from
decentralization.

The rule of law in Latin America is relatively weak
and has deteriorated in recent years to such an extent
that some of its countries’ levels of compliance are
among the lowest in the world, reflecting in many
cases underground and drug-related activity (Fig-
ure 2.17). This has imposed high security costs on for-
mal economic activity in several countries. Moreover,
economic crises have led to a general deterioration in
public safety. Judicial systems are often weak and

highly politicized, which undermines confidence in
property rights, hampers the introduction of new re-
forms, and increases lending risks.

Corruption remains a formidable problem in the
countries of Latin America, as in other emerging
market countries (Table 2.6). Several Latin Ameri-
can countries are ranked among the most corrupt in
the world, including Bolivia and Ecuador. A notable
exception is Chile, which ranks above the OECD
average.

In addition to these shortcomings in governance
and in protecting property rights, countries’ incentive
structures have further impaired institutional environ-
ment for business activity. Extensive bureaucracy has
led to an excessive and uncertain regulatory environ-
ment and, together with weak enforcement of the rule
of law and corruption, has discouraged both domestic
and foreign private investment. A weak institutional
environment for business activity is a common prob-
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by large groups of society. Unemployment remains
a major challenge for the region—for example, a 2001
Latinobarometer survey revealed that unemploy-
ment is considered to be the number one economic

problem in Latin America, ahead of corruption and
poverty.3
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lem in many developing and emerging market coun-
tries, including those in many parts of Latin America,
with cumbersome regulations on key aspects of busi-
ness activity—for example, starting and closing a
business, managing a workforce, enforcing contracts,
and getting credit (Box 2.2).

Weaknesses in Macroeconomic 
Policy Frameworks

The macroeconomic policy agendas in the early
1990s aimed at reversing the legacy of hyperinfla-
tion, state intervention in economic policy, and im-
port substitution by emphasizing fiscal and monetary
discipline, financial strengthening, and greater open-
ness to the world. These policy frameworks suffered,
however, from inconsistencies and imbalances in
their implementation and sequencing, and from the

lack of strong institutions to ensure their sustainabil-
ity. Early successes with reforms may have led to
complacency about longer-term payoffs, and imple-
mentation was not systematic and sustained. Ulti-
mately, reforms were overwhelmed by repeated fi-
nancial crises and rising social discontent.

Fiscal Reforms and Privatization

It was generally recognized that the success of 
stabilization programs rested on restoring fiscal
discipline. In practice, however, political economy
considerations and complacency during the early re-
coveries caused fiscal positions to weaken—instead
of strengthen—in most countries during the 1990s,
as is discussed in Section III. Most importantly, the
growth period of the early 1990s was not used to
build surpluses and develop countercyclical policies
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(except in Chile). Instead, new imbalances quickly
developed, as spending commitments (including
those of subnational governments in some coun-
tries) outstripped revenue efforts; privatization re-
ceipts were not used to pay down debt or anchor im-
proved social benefits; and quasi-fiscal deficits were
allowed to emerge. Institutions for revenue collec-
tion and expenditure management remained weak.
Privatization programs (emphasized in Bolivia,
Brazil, and Argentina) were generally successful in
securing sustained improvements in service, but
their implementation emphasized short-term rev-
enue maximization and—particularly for utilities—
sometimes proceeded ahead of the improvements in
the regulatory framework needed to ensure adequate
competition.33

Monetary and Exchange Rate Policies

The adoption of exchange rate-based stabilization
plans in many countries initially succeeded in bring-
ing inflation down quickly and generating growth. In
the absence of the necessary supporting policies,
however, new vulnerabilities built up, including
highly dollarized balance sheets, overvalued ex-
change rates, and excessive indebtedness. As is dis-

cussed in detail in Section IV, the eventual breakdown
of these plans—which lacked viable exit strategies—
in a context of highly dollarized or indebted balance

21

33The extent of privatization has varied considerably among
countries, with Bolivia, Brazil, and Argentina having undertaken
the most aggressive programs. For the region, more than half the
privatizations (measured by value) have taken place in the infra-
structure sector, with another 10 percent in the banking sector.

Table 2.6. International Comparison:
Corruption Perception Index
(0 = most corrupt; 10 = least corrupt)

2001

Latin America average 3.7
Chile 7.5
Brazil 4.0
Colombia 3.8
Mexico 3.7
Argentina 3.5
Venezuela 2.8
Nicaragua 2.4
Ecuador 2.3
Bolivia 2.0

Other emerging markets 4.3

OECD 7.2

Source:Transparency International.
Note: OECD denotes the member countries of the Organiza-

tion for Economic Cooperation and Development.
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Box 2.2. Latin America: Impediments to Business Activity and Growth

Empirical studies on cross-country growth point to the
strong role of the institutional environment—and, specifi-
cally, the legal and other factors that affect private mar-
kets—in determining growth outcomes.1 In this context,
Latin America has long been known as a region with a rel-
atively weak and inefficient legal framework for economic
activity, and a burdensome regulatory environment for
business. These problems have tended to stifle entrepre-
neurship and risk taking and discourage private invest-
ment. They have also discouraged participation in the for-
mal, as opposed to the informal, sector of the economy,
which, in turn, has reduced the fiscal revenues from taxa-
tion. Finally, the large informal sectors in Latin America
indicate that a substantial share of business activity and

the labor force operates with little or no legal status or reg-
ulatory oversight.2

The importance of impediments to business activity in
Latin American relative to those in other regions is illus-
trated in the following figures. The indicators describe the
degree of difficulty in opening a business, the inflexibility
of labor market laws, and the complexity of enforcing con-
tracts. On all of these measures, Latin America ranks worst
out of the six regions shown using data for 2003. The con-
tinuing poor performance of the region underscores the fail-
ure of reform programs in the 1990s to effectively improve
the institutional environment for business activity and helps
to explain why strong economic growth was not sustained
beyond the initial stages of such programs.

1Barro and Sala-ì-Martin (2004), Chapter 12. Further de-
tails are also contained in World Bank (2004).

2The situation in Argentina is described in detail in World
Bank (2003a).
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sheets created considerable economic and social in-
stability, although the resulting inflation reductions
have proved to be enduring.

Financial Reforms

Reforms in the financial sector during the first half
of the 1990s focused on liberalization, as bank re-
serve ratios were reduced and curbs on interest rates
were eliminated. Undertaking financial liberalization
and capital market opening (including the growth of
offshore centers, especially in Central America) with-
out having effectively strengthened supervision and
regulation (including of cross-border flows), how-
ever, resulted in undue risk taking by institutions in a
deregulated environment, amplifying the impact of
financial shocks. Overall, financial intermediation re-
mained relatively limited in Latin America, espe-
cially for the small- and medium-sized enterprise
sector, and contributed to growing inequality in ac-
cess to financial assets. In addition, informal dollar-
ization in several countries created balance-sheet
mismatches and hidden vulnerabilities. These issues
are discussed further in Sections V and VI.

External Policies

Trade liberalization was generally an area of con-
siderable progress during the early 1990s. Average
tariff rates in Latin America dropped to around 
10 percent from nearly 50 percent in the mid-1980s,
with Bolivia, Chile, Uruguay, and Peru having the
most efficient tariff structures by the end of the
1990s. Trade openness remained quite low, however,
while capital market opening proceeded much more
rapidly, creating another set of imbalances. The vul-
nerabilities created by the surge in external capital
flows in the 1990s and the lack of progress in trade
opening are reviewed in Section VII.

Conclusion

The reform programs of the 1990s brought low in-
flation and an initial period of financial stability and
economic growth. Stability and growth were both
eventually undermined, however, by interrelated fac-
tors: external shocks, domestic vulnerabilities, and
reform programs that did not go far enough in some
key areas. The degree of fiscal prudence needed to
sustain the rest of the macroeconomic policy frame-
work was not generally realized. In combination,
these factors set the stage for financial crises that had
severe repercussions on growth, social indicators,
and financial stability.

Underlying the disappointing results of the re-
form programs was a failure to build more robust in-

stitutions and governance structures that would have
underpinned sustained, sound economic policies.
Instead, policy credibility became excessively re-
liant on more fragile foundations, such as adherence
to rigid exchange rate regimes. In the absence of in-
stitutional reforms that would have provided the
policy flexibility needed to support these regimes,
confidence faltered and the policy framework as a
whole was undermined. Succeeding sections will
elaborate on the experience of the 1990s in the key
macroeconomic areas and explain how the region is
moving ahead with absorbing and distilling the
lessons from this period and developing a renewed
commitment to entrenching a robust policy frame-
work for sustained growth and reduced poverty over
the medium term.
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