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The inability of Latin America to grow more rapidly in spite of twenty years of fairly wrenching 
reforms and improvements in macro management and inflation control is a disturbing and 
puzzling phenomenon.  Even though most countries did grow more rapidly after year 2000 than 
they did during the previous period of rapid growth (1960-80), still they lost ground relative to 
countries at comparable levels of development.  Furthermore the rate of growth of productivity 
fell sharply in every country but Chile, and was in fact negative after 1980 in two countries.  
Equally problematic for growth in the future, is that it now takes a good deal more investment 
to produce an increase in the growth rate than it did before 1980.  All these are signs of just 
how much growth conditions have deteriorated for the region, or how much more difficult it is 
to produce an adequate growth rate now than it used to be.   
 
When one looks at the individual country data, the picture looks slightly better. (See figure one) 
Eight of the countries in the region had per capita income growth of over 3% per year between 
2000-8, and 14/18 grew faster after the millennium than they did between 1960-80.  We 
conclude that the unsolved and serious growth problem is really concentrated in two subgroups 
of countries, namely the two largest Brazil and Mexico whose domestic manufacturing sectors 
face increasing competition from China and the other Asian economies, and a group of six small 
economies, four in Central America plus Paraguay and Bolivia.  These are economies that have 
failed to find an adequate export niche in the new globalized economy. 
 

Figure 1: 
 Growth rate of GDP per capita (constant LCU) 2000-2006/1960-1980 
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The variability of individual country growth experience gives us the opportunity to identify 
factors which contribute to growth.  In a longer paper1 we first identified all the periods when 
countries had periods of rapid sustainable growth (RSG), which we defined as a growth in 
average per capita income of at least 3.5% sustained over five consecutive years.  We then 
made two comparisons for each of the factors that we thought might distinguish the success 
stories from the slower growth group.  First we measure the change in each factor in each 
country before and during each period of RSG and compare the changes to those in our control 
group of slow growing countries.  We do the same comparison for a decomposition of the 
changes in GDP across the two groups of countries. What did we learn? 
 
First of all we found that an acceleration of investment was a significant feature in countries 
with periods of rapid sustainable growth.  In all the RSG countries the investment share rose 
whereas if fell in the control group.  But that does not mean that the growth rate was related to 
the investment share itself.  Some slow growth countries such as Honduras, Nicaragua and the 
Dominican Republic have high investment rates.  Others such as Argentina and Uruguay have 
the opposite pattern of high growth with low investment rates.  Thus structural characteristics 
of the growth process seem to differ widely across countries.  But, given those characteristics, it 
seems that raising the investment rate, whatever its initial level, is an important feature of the 
takeoff into a period of rapid sustained growth.  Conversely a contraction in the investment 
share is a feature of most of the slow growth group.   
 
Exports were a leading sector in almost every country in the sample, particularly in the post 
millennium period.  But the growth in the export share was actually faster in the slow growing 
countries than in the RSG group.  That is mainly because the RSG countries grew faster, not 
because their exports grew slower.  More than the growth of exports, what distinguishes the 
experience of the two groups is the capacity to import, defined as exports plus capital inflows 
and remittances less debt repayment.  The successful countries started with lower ratios of 
import capacity to GDP prior to their rapid growth period, but they expanded that ratio far 
faster than the slow growers during their RSG period.  That is why their import shares rise faster 
than those of the control group. 
 
When we made a decomposition of the sources of growth into investment, foreign trade and 
domestic saving, we found that the contribution of foreign trade to the overall change in GDP 
rose sharply in the RSG countries but fell in the control group, and in fact was negative in seven 
of the ten countries in that group.  Prior to the RSG period what growth there was in the RSG 
group came from investment and dissaving.  During the RSG period dissaving stopped and the 
drivers of growth shifted to foreign trade and investment, particularly the former.  In fact the 
biggest contrast between the two groups is the change in the role of domestic saving.  In the 
fast growing group, domestic saving increased sharply, replacing foreign saving and financing 
the net increase in exports and investment.  In the slow growers, what growth there was came 

                                                           
1 Samuel Morley,  “ Growth in Latin America:  What have we learned?”  (IFPRI, processed, 2010).  
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mainly from rising domestic consumption of both households and government not from 
investors or exporters.   
 
Unfortunately, all these results, while suggestive, do not really offer a specific prescription for 
how to grow faster.  What they do tell us is what has helped the more successful countries in 
the region.  These countries found an export niche, developed it, raised their investment rates 
and reduced their dependence on foreign saving.  We suspect that the solution for the slow 
growth countries will require that they too find and encourage their own export niches while 
increasing their domestic saving capacity at the same time.  Remittance growth will not be an 
adequate basis for vigorous growth going forward.  None of this will be easy in today’s highly 
competitive environment and the development of country specific programs and remedies will 
be essential.  For countries with low investment rates (Brazil, Mexico, Guatemala and El 
Salvador) the Hausmann-Rodrik diagnostic approach would help to determine whether those 
low rates are a result of scarcity of investment funds or investment opportunities.  For slow 
growth countries with high investment rates (Honduras, Nicaragua and the Dominican 
Republic) one needs to know why they have gotten so little growth from the large amount of 
investment they have made.   
 

 


